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CLapital Assistance Loan and Guarantee Paper

India: IFFCO Fertixizer Project

SUMMARY AND RECOMVENDATIONS

1. Borrower: Indian Farmers Fertilizer Cooperative Ltd. (IFFCO),
& cooperative organized under the laws of India "to promote the
economic interests of its members by undertaking manufacture of
chemical fertilizers and allied products/by-products ané their
conversion, storage, transportation, and marketing". _7

2. Amount of AID Develoomert Loan: ¢ 15,000,000,

3. Amount of U.S. Financial Institutions Loan and AID Guarantees:
$33,000,000 of which $29,700,000 will have an AID Extended Risk
..Guarantee (ERG). The. $3,300,000 balance will be .covered by an AID .
Specific Risk Guarantee (SRG). :

L., Project: The design and construction of modern petrochemical
fertilizer facilities in the state of Gujarat consisting of a 91C
metric ton per day asmionia uris, 1200 metric ton per day ureca unit
and an NPK-complex unit with a daily throughput capacity of ur to
360 metric tons per hour of complex fertilizer. The annual fertilizer
nutrient produc*tion on a 330 stream day basis will be on the order

‘'of 229,000 metriz tons of nitrogen, 122,000 metric tons of phosphate
and 62,000 metric tons of potash.

2. Total Project Cost: $112,000,000 of vhich $48,000,000 (39.3%)
is the estimated foreign exchange cost (to be financed by the AID
and U.S. Financial Instituvions Loan). The local currency cost of
$64,000,000 equivalent will be financed by IFFCO equity of
$36,000,000 equivalent ($12,000,000 equivalent will be subscribed
by IFFCO members as regular common while $24,000,000 equivalent
will be subscribed by the Government of India {GOI) as redeemable
common) and by a loan from the GOI of $28,000,000 equivalent. Tae
GOI will guarantee the AID Extended Risk. Guarantee and will directly
guarantee to the lenders the Specific Risk Guarantee portion of
the U.S. Financial Institutions ILoan.

;/ "Bye-Laws of Indian Farmers Fertilizer Cooperative Limited",
Section 3(a).
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6. Background: The denand for fertilizer in the IFFCO marketing
area substantially exceeds production. It is economically prudent
to meet that demand by erecting additional production capacity at
Kalol and Kandla, .

7. Pﬁrpose: The project will increase domestic rroduction of
fertilizer which is one of the critical agricultural inputs

8. I;sues: None of the issues is considered to be an impediment
to loan or guarantee authorization. A discussion of the major
issues investigated in the course of review of the project appears
in various sections of thig baper, An index to the issues appears
in Section IX,

" 9." Proposed Loan Terms:

(a) The GOT will repay the Development Loan (DL) to AID over

"a period of 4o years from the date of First disbursement of loan
funds. The repayment period will include a grace period of ten
years; the repayments to AID will be in 61 semi-annual install-

- ments beginning ten years after the date of first disbursement.
The loan will bear interest at the rate of two percent (2%) per
year during the grac: period ang three percent (3%) per year
thereafter.

DL and the U.S, Financial Institutions . over a period of 15
years from the date of first disbursement. This repayuent period
includes a grace period covering three years of construction and

1% years after start-up; the repayment by IFFCO will be in 22 annual
installments beginning h% years after the dute of first disburse=-
nent. .

(b) IFFCO will repay to the GOI the rupee equivalent of the

, (c) The interest rate to IFFCO will be 8% percent per year on
the rupee equivalent of the DL 4o the GOI. The interest rate on
the Financial Institutions Ioan is yet to be determined,

10. Export-Imvort Bank Glearance: Received on March 7, 1948,

11l. Statutory Requirements

All applicable criteria for the ATD loan have been met and all
applicable criteria for the Extended Risk Guarantee will have been
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met when eligible investors have agreed to make the U.S.
Financial Institutions loan and satisfactory terms thureof,
including interest rates, have been determined. Statutory
checklists are attached as Annex IAand IB.

12, Mission Views and Certification: The Mission supports the
project and recommends approval of the loan. The Mission
Director's certification pursuant to Section 611(e) of the
Foreign Assistance Act of 1961, as amended, is attached as
Annex T C,

13. Recommendation: That the proposed AID Development Loan of
$15,000,000 be approved on the terms and conditions set forth in
the draft Loan Authorization attached as Annex I D.

Préjecf Committee

Loan Officers: ~Thomas L. Crammer, USAID/India and
~ ~George H., Wales, Jr., KESA/CDE, AID/W

Extended Risk Guarantee Officer: ~John K. Culman, PRR/PIC/FD

Counsel: -Robert Meighan, GC/NESA and
~Charles Lipman, GC/PRR

Engineer: “Philip W. Simmons, NESA/CLE/ENGR

Economist: ~Dickson K. Smith, NESA/SA
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I. BRIEF PROJECT DESCRIPTION

1.1 1Indian Farmers Fertilizer Cooperative Ltd. (IFFCO) plans
to erect and operate a modern petrochemical fertilizer facility
in Gujarat, India. A 910 metric ton per day ammonia plant and a
1200 metric ton per day urea plant will be built at Kalol near
Ahmedabad vhile a diemmonium phosphate (DAP) complex facility with
& capacity of up to 1820 metric tons per day will be erected at
"Kendla. The design of the process units will exploy the most
recent proven technologies.

1.2 The nitrozen plant (the ammonia and urea units) will be
located in Kalol to be near the natural gas feedstock source. The
complex unit will be located at the port of Kandla (some 200 miles
west of Kalol) in order to facilit@te the importation of.phosphoric

acid (the source of P50 ). In order to manuiacture DAP and other
"~ grades of NrK complex fgrtilizer at Kandla, some of the ammonia
production must be shipped by rail from Kalol to Kandla. The
balance of the ammonia will be converted to urea. DAP will oe
produced by chemically reacting water solutions of ammonia and
phosphoric acid. Urca and potash may be added to the solution
to produce various grades of complex fertilizer.

1.3 The urea and complex fertilizer produced by IFFCO will
be distributed over a ten-state market area, a.lthough 50 percent
of production is planned to be sold in two states - Punjab and
Uttar Pradesh. The existing network of Indian agricultural
coops will distribute IFFCO's production.



IX, BACKGROUWND AND BORROWER

Early Studies

2.1 Since 1966 AID has encouraged, financed and generally assisted
in a major portion of the feasibility studies and negotiations of this
project as part of its efforts to (a) promote Tertilizer production
Tacilities in the private sector of India, (b) mobilize rural resources
and (c) encourage farmer self-help. The result has been the application
of new concepts in financing and the close collaboration of private
U.S. and Indian citizens.

, 2.2 1In the fall of 19606 representatives of the U.S. cooperative
movement studied the existing Indian cooperative fertilizcre marketing
and credit facilities and concluded that the potiential capabilities
for the cooperatives to develop fertilizer manufacturing facilities

...Was strong, L/ At that time the Indian cooperatives were. distributing-
(but not manufacturing) aimost all of the chemical fertilizer and in-
stitutional agricultural credit to Indian farmers, and had been for

~about 15 years. They had extensive (a) financial resources (over $1.0
billion) (b) physical facilities (610,000 metric tons capacity for whole-
sale storage and 1.l million metric tons capacity at the retail level)
and (c) membership (27 million farmers covering 43 percent of the agri-
cultural population and Q0 percent of the villages).

2.3 By early spring 1967 the U.S. cooperatives decided that they -
,would be willing to donate one million dollars to the development of
fertilizer production facilities in India as part of their private
. initiative to aid the farmer-owned cooperatives in less~developed
countries. The U.S. cooperatives discussed an equity investment but
found that they were prohibited from making direct investments oy
their by-laws and by a philosophical inclination not to make U.S. or
foreign investments which do not result in agricultural inputs for their
members.

2.4 In April 1967 the U.S. cooperatives sent the presidents of"
the three largest cooperative fertilizer manufacturers tc India to meet
with leaders of the Indian cooperatives and GOI officials. to deter-
mine the direction of future efforts. Since U.S. cooperatives now %
distribute and manufacture at-least three times as much as t?e fertilizer
presently consumed in India, the Indian cooperators agreed 2/ that the
U.S. cooperators should plan, construct and operate the first fertilizer -
plant and provide advice on modernizing the existing distribution faci-
lities and methods.

;/7 Report of the Coonerative Fertilizer Team to India. December 1966,
Task Order No. 17, PIO/T 386-000-3-60-135
g/ Report of the International Cooperative Development Association
Team's Trin on the Cooperative Fertilizer Project for India,
7T Mav 10. 1967.
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2.5 The project's basic organization, technolopy, location,
and market strategy was made fairly firm by an AID financed study
during June and July 1967 Oy American specialists (the Thomas Report)é/
and subsequent discussions of the presidents of the three top U.S.
cooperatives, GOI officials and cooperative leaders from almost all
states -in India.

Location
raLLon

2,6 A port site was chosen as most desirable because the costs
of transporting raw materials are substantially higher than the costs
of transporting the finished fertilizer. A deep water port was regarded
s necessary to handle ships carrying phosphoric acid which will draw
30 or more feet of water., The use orf phosphoric acid requires the plant
site to be as close as possible to the dock. These requirements eliminated
8ll ports except for Kandla in Gujarat and Visakhapatnam (Vizag) in
Andhra Pradesh.

2.7 The Kandla site was chosen primarily because the marketing
area includes the strongest Indian cooperatives; marketing and raising
equity should be easier in this area than elsewhere in India. Since
funds were limited, further consideration of a second plant at the

Vizag location was possponed.,

Choice of Technology

2.8 A centrifugal-compressor ammonia plant with a rated capacity
of 910 metric tons per day was chosen because g U.S. plant of this
size can produce ammonia at the rate of_$l7—70 per ton, which is the
- lowest cost of production Proven possible, E A 545 metric tons per -
day centrifugal-compressor plant produces ammonia in the U.3, at the
rate of $23-26 per ton <his is the smallest plant that can use centri-
fugal-compressors. weller plants use reciprocal compressors. A'318
3mtric tons per da .iant would produce ammonia at approxinately $30-
33 per ton. "Package" plants of 136 tons per day produce ammonia at a
cost of $45-U8 per metric ton and package plants with 91 metric tons
per day capacity produce ammonia at a cost of over $50 per ton. Some
plants are being buils throuzhout the world with greater than Q10

metric tons per day capacities, but the U.S. cooperatives consider
that these plant are not sufficiently proven. On October 19, 1967,

—

Fertilizer Project for India. International Cooperative
Development Association, Washington, D.C. August 2, 1967. -
120 pages. Financed under Task Order No. 6, PIO/T 386-367.1-3~
70309. .

E/ All cost figures are based on internal financial statements and
analysgs of plants which Central Farmers Fertilizer Company operates
or has operated.

3/ Thomas, D.H. ct at: Economics Analysis of the Coonerative
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the GOI gave IFFCO a Letter of Intent (approval in principal) for
the plant which the American specialists recommended.

The Borrowver

2.9 On November 3, 1967 IFFCO was registered as a cooperative
and organized 2long the lines of the Thomas Report and subsequent
discussions. 1he Bye-Laws which are satisfactory to AID and the
Bank of Americwu, required that the GOI appoint a Board of Directors
for no more thun five years (see Annex II B for relevant sections of
the Bye-Laws and the names and affiliations of the directors). The
GOI has exercised a similar right in the case of about 60 large manu-
facturing cooperatives and has consistently kept GOI officials to
less than 30 percent of the Boards of Directors.

2.10 On March 11, 1968 the GOI appointed ten voting members
of the Board of Directors (out of 11 members rermitted under the
Bye-Laws) and one Chairman (a cooperative leader) who votes in case
N a tie. OFf the voting Board members six are cooperative leaders,
three are GOI officers and one is an industralist. The GOI has
agreed to appoint any nominee of the U.S. financial institutions after
the foreigr exchange loans are committed, IFFCO's Managing Director
is an ex officio . Bcard member but cannot vote. The GOT has agreed to
maintain the present balance on the Board of Directors as resignations
are tendered, ‘

2.11 The six cooperative Board members and the Chairman represent
cooperatives in seven out of ten states which plan to buy fertilizer
from IFFCO. The main types of cooperative members (IFFCO's bye-laws
do not permit sale of IFFCO shares to individuals) are state whole-
salers, local wholesalers and retail societies. IFFCO management
projects an eventual membership of between 40,000 and 60,000 cooper-
atives. IFFCO, in accord with a provision of its by-laws, is planning
to allot fertilizer to its members in proportion to their share hold-
ings. A more complete discussion of IFFCO's marketing plans is pre-
sented in Section V. '

2.12 When all equity has been pald-in over a *our-ycar period
Indian cooperatives will hold $12 million equivalent of IFFCO common
while the GOI will hold $2h million equivalent of redeemable IFFCO
common. (The GOI stock will be redeemed by IFFCO in 1985 after re-
Payment by IFFCO of the term loans.) In terms of shareholders votes,
the IFFCO bye-laws allot one vote to the GOI for every $13,333 equivalent
which equals a maximum total of 1,800 votes.. There are projected to
be a minimum of L0,000 village level societies who will be IFFCO share-
holders and each will have at least one vote under the by-laws. Control
of IFFCO voting shares clearly rests with the Indian coops and not with
the GOI. (See Annex IT B for the relevant exerpt from IFFCO's Bye-Laws., )
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2.13 IFrCC and CFT are developing a staffing plan for the plant
management. CFI will have control over hiring from theplant. A market
division staffing plan has been approved by IFFCO's Board and CFI.

The only Indian presently in a senior management position is Paul Pothen,
Managing Director. He was nanager of the Fertilizers and Chemicals
Travancore Ltd (FACT) engineering group consisting of 250 peopie (1.50
engineers). Pothen was als the former engineering manager of FACT.

A civil engineer by trainingy%orked in every department of FACT in his
25-year career. CFI intends that the IFFCO plant will be staffed

with the highest quality engineers available in India. IFFCO's

Board has indicated a guideline policy of a fairly low salary structure

in comparison to other private sector firms. However IFFCO's Board nas
agreed to pay wvhatever is necessary to obtain qualified men. Well trained,
intelligent young engineers are in svrplus supply in India but tend to
need training. Thirty-nine expatriates under CFI will operate the plant
up to five years, until they each believe that they have adequately trained

an-Indian and appropriate support staff_tq_peplace_them,_

U.S.Technical and Managerizl Assistance

2.1l4 The U.s. cooperatives chartered Cooperative Fertilizers
International (CFI). On Sepiember 25, 1967, CFI's memoers/sponsors
(see Annex II A) pledged $1.0 million in cash and considerable expertise
to support CFI. These funds may be drawm down by CFI at $250,000 per
year, but BofA has required that CFI spend only $100,000 per year to
give CFI continued involvement and flexibility. That involvement was
formalized in a contract ("Cooperation Agreement") signed on July 10,
1968 by CFI and IFFCO which vas approved by AID.the GOI and EBofA (all

‘of vhom had participated extensively in the negotiations). The authority

of CFI to plan, construct and operate the plant up to five years after
start-up is explained in Secticn 7.1. While there exist coutraciual ro-
quirements for CII's members to contribute to CFI and rfor CFI to use such
funds for IFFCO's benefit, the key factor to determining continued U.S.
cooperative involvement is thelr videly publicized determination (and
moral obligation) to keep the project going.

2,15 1In October 1967 AID determined that 90 percent of the loans
from private U.S. financial institubions (about 66 percent of the U.S.
Financial Institutions Loan plus the Indian cooperative equity) could
be covered by an Extended Risk Guarantee. On this’.basis,in October
1967, Bank of America (BofA) agreed to raise funds for all dollar costs
of the project subject to satisfactory reports on technical processes
and marketing, management, and local financing. '

Special Studies

2.16 The major reports prepared (with ATD financing) by independent
authorities during 1968 for the benefit of BofA, CFI and IFFCO, were
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& technical study,é/ a martet studyé/, a subsoil inveg*igation Z/

and a study of compensation necessary for expatriates_z On December
30, 1968 the Indian Institute of Management, Ahmadabad, Gujarat
(affiliatgd with Harvard University and partially financ2d by the

Ford Foundation) commented at the request of BofA that the Market
Study "be accepted as & basis for the further implement of the project"
following a detailed roviecw during October through December. In early
1969 the technical study was revised by the project sponsors and re-
viewed by a BofA and ATD independent technical consultant. In addi-
tion a wide array of detailed studies on matters of lesser import

were completed in 1969,

Conclusion
~nds1on

2.17 The project can now be considered as jelled. Every aspect
of the project hac been exhaustively and satisfactorily studied. As
is usual for a large project of this nature before AID signs aloan-
agreement and disburses, IFFCO will need to provide formal evidence
that satisfuctory arrangements have been made to carry out, operate,
and maintain the project as planned (i.e. legal opinions, firm con< -
tracts, etc.). Such documentation, can probably be provided within
the two to five months.

j/ Chemical Construction Corporation (Chemico): Engineering and
Capital Investment Cost Report for a ifxed Fertilizer Complex
for Indian Farmers Fertilizer Cooperative Limited, Kandla, Gujarat,
India. September 9, 1958,

é/ Cranmer, T.L. et al: Study of the Market for Fertilizer to be
Produced by Indian Fariers rFertilizer Cocperative Limited: U.S.
Agency for International Development, New Delhi. September 1968,

Z/ Rodio Foundation Engineering Ltd. and Hazarat & Co.: Final Report
on Subsoil Investigation for theo Proposed Fertilizer Plant at
Kandlza, Iebruary 9, 1948,

§/ ~ Arthur Young & Co.: Cooverative Fertilizers International
Overseas Personnel Program. March 196¢&.




IXI. TECHNICAL DISCUSSION

3.1 The principal aspects of the project with which this analysis
is concerned are (1) proccsses, (2) feed materials, utilities and
ancillaries, (3) capital cost estimates.

3.2 The Processes. This project entails the construction of a
910 metric ton per day (1,000 short tons per day) ammonia unit, a
1,200 MT/D urca unit, and a complexing unit which can make 1,820 MT/D
of diammonium phosphate (DAP) or various NPK grades. In nutrient
terms (based on a 330 day year) these figures represent annual .
capacities of marketable fertilizer after allowance for losses of 229,000
MT of nitrogen and 122,000 MT of phaosphorous pentoride (phosphate).
About 62,000 MT of potassium oxide (potash) — will Dbe blended with
nitrogen and phosphate to produce complex formulations - probabl}
92,800 MP of 10-26-26, 92,800 MT of 12 :32-16 and 189,900 ¥T of 1k-36-12.

3.3 The exact processes will not be known until contracts for
the constituent units are let. However, a general description of the
processes follows.

3.4 Ammonia

A. The Ammonie Unit  will incorporate one of the latest pro-
duction technologies in which natural gas (gas) from the immediate
area is used as a feedstock. It will be designed in a single train,
using centrifugal compressors, but utilizing two ammonia convertors
since a single convertor may be too large to 21low transport over land
to the Kalol site. The compressors and other large power-consuning
equipment will be driven by steam, thus minimizing possivble

uncontrolled  shutdowns caused by electric power outages. No offsite
power is rgqulryiAfor any criticel equipment item.

B. Synthesis Gas Manufacture. The natural gas is processed
in four major steps tc form raw synthesis gas: desulfurization, primary
reforming, secondary reforming and shift conversion. The natural gas
is passed through a vessel filled with activated carbon which recmoves
the sulfur, then the gas, combined with superheated steam, is passed
over a nickel catalyst which reduces the methane (CHYy) from 90 percent
to about 10 percent. The partially reformed gas and steam are combined
with air (to introduce nitrogen) and passed again through a bed of
nickel éatalyst wnich Turther reduces the methane to aboub 0.34 percent.
The reformed gas effluent is cooled in two waste ‘heat boilers from about
18260 to TO09F yhich generates 1,500 psig. saturated steam. Many of
the power plants in India use steam pressures in this range. The gas
goes through a shift converter which removes carbon monoxide and hydrogen
sulfide. After cooling, where most of the water condenses and is re-
~ moved, raw synthesis gas remains,
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C.. Carbon Oxide Removal. The raw synthesis gas (at 146°F and
about 400 psig.) is processed for the removal of carbon dioxide and
carbon nonoxide to yield an nydrogren-nitrogen synthesis gas in a
very high state of purity. The raw synthesis gas is bubbled through
a 20 percent agueous solution of MEA to remove COo. The gas is then
prcheated to 600°F ang passed through a methanator, a vessel contain-
ing a bed of a high activity nickel base catalyst that is very effective
for reacting Co, €O, and O2 with hydrogen to form methane and water,

D, Compression and Ammonia Separation. After cooling in the
methanator effluent the purified synthesis gas, containing hydrogen

end nitrogen in a volumetric ratio of three to one Plus a small

amount of inert gas (methane and argon) is compressed in a turbine-
driven two-case centrifugal compressor, which results in a concentra-
tion of 12 percent ammonia (NH3). The use of centrifugal compressors
results in suhsta9tial operating and investment cost savings over
smaller plants., 4, The product has water removed, is recycled with
fresh feed and enters an ammonia separation at 10°F where 98 percent

of' the '‘ammonia Separates. The balance of the gas enters two ammonig
synthesis converters, is passed over catalysts. Ammonia concentration
of about 12 percent ig obtained, which is chilled and separated out,

3.5 Urea. Ammonia and carbor dioxide are-reacted at elevated
pressures to form ammonium carbamate. The carbamate is simultaneously
dehydrated to produce urea. After decomposition of the carbamate, the

urea solution is concentrated in eveporators and sprayed down a prill
~ tower. The urea pellets or "prills" are formed during the free-fall
through the prill tower. '

3.6 The DAP-NPX Dlants combine rotash, and ammonium phosphate
slurry (which is made ac the complex plant from Xalol ammoni.a and
Aimported phos acid) with filler and s coating agent. Evenly sized
homogenous granules are produced by combining the materials in a
rotary drum granulatar yhere the rolling action promotes the Tormation
of granules. Ammonia is sprayed below the bed of rolling materials
and reacts with dizrmonium phosphate. The heat of the reactions
evaporates water. The prodiet moves to a dryer and cooler and isthen
screened to achieve uniform granule size,

3.7 ZTechnology. A1l of the technology, processes and equipment
to be used in tais project have been proven relisble in the United
States. '

1/ See paragraph 5.0 and Annexes V 4 ang V 5 of the Capital Assistance
Paper "India-Trombay Fertilizer Expansion", AID-DLC/P-702 for a fuller
discussion of the reasons for the ase or centrifugal compressors.,



3.8 The Ancillaries, Off-sites, Utilities and Feed Materials.,
The ancillaries and ofi-sites will all be located on land to be pur-
chased or leased by IFFCO at Kandla and Kalol. Land at both sites is
available, and contracts are being negotiated. Permission for rights -
of way for transportation of raw and finished products is reportedly
available. More than ample electricity and water are available at
the Kalol site. The availability of utilities and requirements at
Kandla needs further attention, but initial studies indicate that
utilities will be available in sufficient quantity on a timely basis.

- At Kandla, ample power is obtainable. However, the
availability of an adequate water suppiy is dependent wpon completion
of construction of an aqueduct to Kandla by Guysiat state authorities.
This conduit is expected to be compleved by year end 1970, well in
advance of the earliest possible commissioning date of the NPK facility.
Appropriate assurances from state officials regarding the water supply
arrangements will be obtained.

3.9 Port Facilities. IFFCO plans to use an existing opublic

. Jetty as a berth for ships bringirgin the phos acid. 4 pipe trestle
(less than 1,000 feet long) will be constructed from the jetty to the
site's phos acid stcrage. The cost of this trestle is included in
the capital cost estimate. To offload the imported potash supply,
IFFCO intends to utilize the publi. wharf and truck the material to
the plant site. IFFCO will pay a wharfage fee (currently being nego-~
tiated) to the Kandla Port Trust for the use of these two facilities.

3.10 Phosphoric Acid. IFFCO will import phosphoric acid
directly or througn a GOI agency. IFrCO's site is on the water, next
to a jetty which will allow transportation of the acid from ships to
the plant site with a minimum of handling problems. The financial
calculations take into account the recently imposed 27% percent import
duty on phosphoric acid.

3.11 Natural Gas. The Ministry of Petroleum and Chemicals on
February 6, 1969 aprroved the allocation of 0.7 to 0.75 million cubic
meters per day of natural gas from the Kalol/Nawagam (Sznand) gas
fields. Subject to further analysis, IFFCO and CFI believe that this
qQuantity of gas is sufficient to run the proposed plant at its capacity.
The New Orleans firm of Atwater, Cowan, Carter & Miller (ACCM) studied
the-exploration records of the Indian Oil and Natural Gas Commission
(ONGC) and observed field tests in India. ACCM concluded that “"there
are sufficient gas reserves in the ONGu Kalol and Sanand fields to pay
out loans from U.S. lenders (15/16 years of full operations), and that,
the ONGC Kalol can supply gas of suitable quality at rates required
for plant operation." However, it was assumed "that all gas reserves,
free and associated, in the two fields will be available to the proposed
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pPlant." A gas contract is presently being negotiated with ONGC and
will' be reviewved by A.I.D. before it is signed. It is expected that
the term of the contract will be for 10 years with 5 year rencwable
options. The gas price has been fixed and is about the same price
of gas in the Gulf Coats of the U.S. '

3.12 Cavital Cost Estimates. The capital cost estimates were
compiled by Chemical Construction Corp. (Chemico) as an independent
consultant and were subsequantly revised by CFI end IFFCO when gas
feedstock was allocated to the project necessitating the shift of -
the nitrogen facilities to Kalol. A.I.D.'s consultant, James Chemical
Engineering, New York, concluded on May 19, 1969: "The (revised engin-
eering report) indicates sufficient capital funds for implementation
of the project. If anything, the figures used appear to be on the
high side." These capital cost estimates are presented in
paragraph 5.1.

3.13 Ammonia Transvortation to Xandla. The daily requirement
of ammonia Tfor DAiP-based grades of NPX product is about 200 metric
tons. This requirement translates into 25 railroad tank cars (eight
tons capacity each) daily. A unit train can cover the distance
between Kalol and XKandla in a day. Allowing a six day turnaround, a
fleet of 150 tark cars is required by IFFCO. IFFCO rust have fabri-
cated suitable tank vagons; however, the railway authority will supply
the under-carriage. (This cost is provided for in the capital cost
estimate set forth in paragraph 6.1.) Negotiations between IFFCO and
the railway authority are now in progress.




IV. ECONOMTC ANALYSIS

GOT Agricultural Policy

4.1 one or India's most urgent and irmediate needs is to grow
more food. In 1965 India adopted a dynamic ney strategy for agricul~
ture designed %o bring about a rapid increase in gocdgrain production
by combining the use of new high-yielding varieties of seed with the
application of sufficient Quantities of fertilizer in Selected areas
having suitable soil and timely and adequate supplies of water.,

L.2  The World Bank made 1 careful study of india's new strategy
for agriculture ip 1965 and again in 1966. The Benk found a simiri-
cant shift in Indian attitudf during the time period between the two
reports. In its 1965 report-/ the Bank expressed doubi about the
feasibility of setiing a high growth rate fop agriculture and pointed
out that it would be a difficult task to close the gap betizen the
GOI's high targets for agriculture and actual performance in this
Sector by the end of the Fourth Five Year Plan. The Bank Tean ques~
tioned "whether the full implications of priority for agriculiumres have
been realizeq or studied." Tt cited as a factor critical to future
-performance the organizational will and capacity to carry plans throusn.

L3 The development of this organizational will and adminigyrative
capacity is the majior change identifieqd by the Bank Tean in 1966,
The Team attributed the chenge to (1) the effect on national awvareness
of two successive years of drought (1965/66 ang 1966/€7), (ii) *he
realization that économic growth is dependent on achievement in agri-
culture, and (1ii) the acceptance or conviction, that the technical
means exist for achieving significant increases in agricult are output.
In particular, the Teany noted that Incian plamners not only accept the
fact that growth in agriculture is essential to economic developinent
but have begun to emphasize the connection between agriculture-related
industries such as the manufacture of feriilizer, plant protection
materials, and tubewe]l equipment.

b.b e A.7.D. Mission estimates that by the application of this
strategy--the high-yielding varieties program--in suitable arcas and
continued gradual improvement of farm practices and inputs in other
areas planted to foodgrains,-production Wwill increase at an annual
rate of at least 5 percent beginning in 1968. The 1967/68 crop sub-
stantially excecded & bas¢ estimate of 92 million tons, and a growth

1/ Report to the President of the International Bank fop Reconstruction
and Develomment on India's Economic Development Effort (%Bell Mission
report) . Volume II, Agricultural Policy. .

2/ Indian Economic Policy and the Fourth Five Year Plan, Volume II,
Agriculturzl Policy in India, March 7, 1967.
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rate of 5 percent per year would mean total foodgrain production of
about 106 million tons in 1970-71. Although domestic output at this
level would not eliminate foodgrain import requirements, it would
reduce them substantially, and a sustained growth rate of 5 percent
per year would accomplish the objective of self-sufficiency by the
mid-1970s.

4.5 A rapid increase in the use of fertilizers will be needed
to obtain optimum results from the high-yielding varieties program,
increase the yield from traditional varieties of seed, and raise the
output of cash crops. The use of large quantities of fertilizer, even
if much of it must be imported, is essential if India is to reduce its
present dependence on imported foodgrains. The application of one
additional ton of fertvilizer nutrient will yield at least ten tons of
additional foodgrains from traditional seeas an? an average of 13.5
tons from the high-yielding varieties of seed.& Imports of $100
worth of fertilizer in the form of urea (L5% nitrogen, c.1l.f. cost
$95 per ton) will provide 0.46 tons of nitrogen nutrient.. The addi-~
tional yield from this fertilizer will be L.7 tons of foodgrains, '

.which will save $356 of foodgrain imports at $80 per ton, C+F
Indian Ports. :

4.6 TIncreases in fertilizer consumption in a range of 15 to 20
percent per year will be necessary to sustain a 5 percent growth rate
in food production in the 1970s. To meet the 5 percent growth rate
in food production in the 1970s fertilizer consumption should increase
15 to 20 percent per year, and nitrogen nutrient requirements should
increase from 2.4 million tons in 197C-71 to L million tons in 197L4~75
and the consumption of other fertilizer nutrients is expected to grow
at a similar rate.

4.7 Both the World Bank study and the A.I.D. lMission's
independent analysis of India's agricultural poiicy and prospects
. lead to the following conclusions:

(a) The GOI has adopted and begun to carry wut this
strategy for agriculture based on sound scientific
principles.

(b) The GOI agencies responsible for carrying out this
strategy are rapidly developing the necessary organi-
zational will and administrative capacity.

(¢) Both the record of actual accomplishment and the
response of Indian farmers since the new strategy
vas adopted have been good.

T/ The World Food Problem, Volume II, pp. 69,-698, Report of the

President's Science Advisory Committee, May 1967; also Annex B to
FY 1969 Program lcmorandum for India.
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(d) Tne prospects for a sustained agricultural growth
rate of § percent per year beginning in 1968 are
favorable.

(e) An important constraint on the achievement of this
growth rate will be the limited supply of fertilizer.

(£) The GOI has made a number of significant concessions
to encourage private foreign investment in fertilizer
projects.

(g) The response has been excellent and some 1l; private
' sector fertilizer plants are now under construction,
in the planning stage, or in operation.

(h) Despite the favorable response of private investors,

- - - additional public sector capacity will be needed to
narrow the gap between anticipated fertilizer
consumption and production in the 1970s.

4.8 The results of the new strategy Jor agriculture to date
indicate that, despite two successive years of drought, implementaticn
of the strategy is off to a good start. The record of accomplishment
with high-yielding varieties of seed (particularly the dwarf wvheat
varieties) has been impressive. The use of fertilizer is growing
rapidly with most of the increase provided through imports. Thne
Ministry of Finance willingly allocates large amounts of scarce for-
eign exchange for fertilizer imports in iteeping with the Government's
earlier policy decisions.

GOI Fertilizer Policy

4.9 The GOI is trying to increase domestic production of
fertilizer by :onstruction of public sector plants and grants of
special concessions to investors in private sector plants. There are
eight major government-owned plants in operation, five under con-
struction, and two in the planning stage. Private sector plants now
in operation include three large units--Coromandel, Delhi Cloth Mills .
and Gujerat State Fertilizer and a large number (30-LO) of small units.
In addition, as a result of major policy changes made by the GOI to
encourage private foreign investment in fertilizer projects, two
foreign campanies (one 11.S. and one British) are participaving in the
ownership and management of large fertilizer plants now under con-
struction, and five other foreign firms are involved in fertilizer
projects which have been issued letters of intent.
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Li10 At the end of 1966 the nitrogen producing capacity of
major private plants in India was zero: by the end of the new Fourth
Plan (April 197L) the A.I.D. Mission expects it to be about 2.0k
million tons/year representing an investment in nitrogen facilities
alone of about $836,4C0,000 (figured at $410/ton of XN).

k.11  The estimated total production of the plants now in
operation, under construction, and planned for campletion in 1970-71,
will be well b~low consumption requirements; the shortfall in nutrients,
estimated at 881,000 tons of nitrogen and 373,000 tons of P20g in
1970-71, will have to be imported. The nitrogen import requirement,
i.e. the gap between consumption and vroduction, will remain T
significant into any period for which projections continue to have
meaning. :

Economic Rationale of the Project

b.12 There are numerous choices of rau materials and processes
for fertilizer production in India. For nitrogenous fertilizers, raw
materials include natural gas, coal, naphtha, and imported ammonia.
A detailed znalysis of these raw materials alte 7atives in the recent
A.I.D. Trombay Fertilizer Expansion loan paper =/ concluded that the
most economical raw material is domestic natural gas. India's natural
gas reserves are limitved in size and restricted in location to the
states of Assam in eastern India and fujerat which is the state in
which the IFFCO project is located. IZFCO has an allocation of natural
gas from the 0il and Natural Gas Commission of the GOI which is

sufficient to meet its requirements. Since natural gzas is the
most economical raw material for nitrogen production, a detailed exam-
ination of the alternative raw materials has not been underiaken by
A.I.D. for this project.

ly,13 Until the recent discovery of phosphate deposits near
Udaipur in neighboring Rajasthan state, the import substitution
potential for phosphatic fertilizers in India was much less signifi-
cant than for nitrogenous fertilizers. A large portion of the cost of
indigenoucly produced phosphatic fertilizers has becn for imported raw
materials~--either phosphoric acid (to be uscd in the IFFCO plant) or
phosphate pock and sulphur. The analysis of phosphate raw materials
in the Trambay loan paper concludes that it is less expensive to

1/ A.1.D.-DLG/P-702, May 3, 1968
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impors Phosphoric acig than to manufacture it in India from imported
rock and sulphur.

L.14 Even if the recently discovered phosphate deposits prove
to be e€conomically exploitable, India will still be a net importer
of phosphate for a significant period. Should %he deposits make it
financially attractive to manufacture phosphoric acid rather than
import it, IFFCO will arrange for the additional capital required
at that time. .

Economic Profitability of Project

4,15 Desirability of the project irom Indis's national economic
viewpoint has been measured by a.computation of national economic
profitability, taking into account botn indigenous ang foreign reso~
urces and expenditures, This computation is based on the following
ground rules:

(a) Only economic resources such as expenditures on plant,
equipment, inventory and muterials are considered.
Financial resources such as accounts receivable and
interest paid on local debt are excluded, Taxes,
duties, and other transfer payments within India are
excluded. -

(b) 1FFCO's ex-plant sales are valued at the anticipated
c.i.f. prices of imported fertilizer. Imported raw
materials are also valued at c.i.f, prices,

(c¢) Prices for certain indigenously available material
inputs, such as naphtha and fuel oil, are ouvi-of-
line with their economic value. These have been adjusted
to approach more closely a realistic value,

4,16 Projections which form a basis fer the national econonic
profitability calculation are given in Annex VI. A, Thesc projections
are based on a CFI financial analysis of the project of April 25, 1969,
except that product sales (production) are valued at anticipated c.i.f.
Prices as follows: Urea, Rs. 610 ($81.33) in 1973, Rs. 585 ($78.00) in
1974, Rs. 560 ($74.67) in 1975 and Rs, 530 (%$70.67) in 1976 and the follow-
ing years. DAP imports are valued at $87.00 per ton.

4,17 The results of national economic profitability computations
are given in Annex VI. B. Assuming no premium to foreign exchange
above the official rate of Rs. 7.50 per $l.OO, the internal rate of
return for the project is nearly 9 percent. Minimum acceptable rates
. of return for projects in India are in the range.of )0 to. 15 percent.
If we allow for the fact that foreign exchange is generally considered
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to command a premium above the official exchange rate in India we

find that a premium of approximately 18 percent applied to foreign
exchange expenditures would increase the internal rate of return for
the project to 12 percent. If the foreign exchange premium were
increased to approximately 39 percent (giving an exchange rate of
slightly more than Rs. 10 per dollar, which is roughly the Hong Kong
open market rate ) the internal rate of return would increase to 15
percent. Since the shadow price of foreign exchange is generally con-
sidered to be within the range of the last two premia given above, the
project meets minimun standards for national economic profitability.

4,18 As a comparison to these national economic rates of return
results, a return on total capital (equity plus term debt) was calcula~-
ted (at the official exchange rate) based upon the reduction of selling
prices to 60 percent of then present levels (a more drastic price reduc-
tion assumption than those projectad for the other new Indian fertilizer
projects.). The result was a 12.5 percent rate »f return on total capital

employed or an eight year "payout" period for tie project\five years
. .after start-up).. .
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V. MARKET ANALYSTS

5.1 On April 30, 1969 IFFCO's Board &pproved a Marketing Prog
which was based op a detailed AID-fin nced Study of the Market for
Fertilizer to be Produced by IFFCO. 27 CFI has and will contimue to
assist IFFCO in the narketing »rea under a "Marketing Cooperation
Agreement" vwhich states that "The responsibility for the marketing
of the products of (the) fertilizep plant shall be that of IFFco",

but "“CFI will collaborate with IFFCO in all matters pertaining to
IFFCO's marketing program," 3

Strength of the Cooperative System

5.2 CFI is merely giving advice to IFFCO in its marketing
program because the U.§. and Indian cooperators believe that in
general the Indian Cooperatives have the proven capability and
willingness to buy and market IFFCO's products. In the past 15
years the cooperatives have distributed almost all of the fertilizer
and institutional agricultural credit to Indian farmers, Indian

order to have/B%?vilege of obtaining credit and fertilizer. State -
governments have paid in $15 million equivalent to supplement the
share capital of farmers. The total resourca position of the
retail cooperatives was about $800 million on June 30, 1967. If
the resources of vholesale cooperatives are added, the total financial -
resource position was ovep $1.0 billion. In addition, in 1967, the
cooperatives in the IFFCO market area had 610,000 metric tons
capacity for wholesale storage-and 1,1 million metric tons storage
capacity at the retail level. About 27 million farmers (covering
k3% of the agricultural population and 90% of the villages) belong
to agricultural cooperatives,

- Fertilizer Consumption

5.3 Fertilizer consumption has more than doubled in response to
the increased e¢mphasis on agriculture since 196%. The total fertilizer
plant capacity in operation and under construction has nearly tripled.
The consumption, plant capacities and production of nitrogen for the
years 1965/66 and 1968/69 are shown below.

1/ TIntroduction ang Objectives of the Morkebing Program" which
includes draft marketing agreements with IFFCO's members, comments on
exceptions to the "USAID Marketing Program", implementation plans, and
& survey report on one district,

g/ Cranmer, T.L, et al: Study of the Market for Fertilizer to be
Produced by Indian Farmers Fertilizor Coonerative Linited. U.S. Agency
for International Development, New Delhi, September, 1943, 302 pages.,

3/ "Marketing Cooperation Agreement" dated July 10, 1968 between CFI
and IFFCO. ’
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Consumption, Plant Capacities and Production of Nitropen E/‘
(thousands of metric tons)

, Consumption Production Capacity in Capacity
—e Operation Under Construction
1965/66 550 238 365 410
1968/69 1,200 (est) 550 995 1,195

The tfend in fertilizer consumption since 1951 is shown on Annex
"B.

Consumption of rhosphate more tﬁan tripled over four years, reaching
450,000 metric tons in 1968/69; potash consumption in 1968/69 was
180,000 metric tons, 230 percent of the 1965/66 consumption

5.4 The latest projections for 1973/74 by +the New Delhi office .
ef the IBRD put consumption of nitrogen at 3.0 million metric tons,
phospﬁsye at 1.4 million metric tons and potash at 0.9 million metric
tons. By l973/7h about 15-20 major fertilizer plants in India may
be producing 2.5 million mg ric tons of nitrogen and 1.1 million
metric tons of phosphate. Potash will contimue to be imported.

Competition

5.5 8Since adequate fertilizer is a major requirement for the
success of the Indian agricultural program, the GOI will probably
meet any deficit between local production and demand with imported
fertilizer (fertilizer imports can be adjusted up or down within
six months after the need for such an adjustment has been identified).
Although the aggregate supply will prcbably be in balance with +the
‘demand, local overoptimism in forecasting demand may bring about
oversupply situations in a number of areas. As a result, IFFCO's
management and Board of Directors recognize ‘that they cannot afford
to assume that fertilizer produced by IFFCO will be sold without
effort. :

4/ Bohr, Kenneth A.: "The Fertilizer Program in India", International
‘Bank for Reconstruction and Development, New Delhi, Scuth Asia Depart- -
ment, New Delhi Office, April 22, 1969. Paragraph 1 and Table I.
Preparcd for the meeting of the Indie Consortium on May 22 and 23,

1969 in Paris.
2/ Ibid. Paragraph 5, :

/ TIbid. Paragrapns 5 and 6 and Market Study, op.cit., Chapter VI
TSupply of Fertilizer" .
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5.6 IFFCO plans to sell the following percentages of its
fertilizer only through cooperatives in a ten-state market arca:
Punjab (25%), Uttar Pradesh (25%), Haryana (10%), Rajasthan (10%),
and (5%) each in Gujarat, Maharashtra, Madhya Pradesh, Andhra
Pradesh, Mysore and Madras (see Annex V-A for a map of the IFFCO

.market area). The proportion of sales is determined by Article 48

of IFFCO's Bye-Laws which states that the products must be allocated
"to various States/Union Territories in proportion to the value of
shares paid by all the societies in each State/Union Territory".

oo T The other 15-20 fertilizer manufacturers are not bound by
any set pattern of sales and will undoubiedly sell in locations and
through private dealers and/or cooperatives where they can make tae
greatest profit. The states in which IFFCO will sell comprise
about 72 percent of the all-India demand for fertilizer. 7/ s a
-result IFFCO will be competing with a large number of cepable
competitors in .didely varied linguistic and agricultural areas.
This will require flexibility to meet local conditions. Tn the mid-
1970's, IFFCO will have between 15-25% of the market in Punjab,
Haryana aad Rajasthan, 10-15% in UttarPradesh and under ten percent
in the remaining six states. '

5.8 To decrease the risks in selling fertilizer IFFCO's manage-
ment and its Board have approved a draft Agreerent and Letter of
Understanding between IFFZ0 and its members to wake IFFCO's fertilizer,
The key provisions which will obligate the members through March 31,

1984 are:

a., Purchase fertilizer on an annual basis in proportion to the
members' share holdings as related to the total share holdings. IT
the member does not take the fertilizer then any losses incurred by
IFFCO in disposing of the fertilizer, as computed by a chartered
accountant of IFFCO's choosing, must be paid by the member within
90 days. '

7/ Market Study'ggtgiz;, page 84
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b. Purchase fertilizer from other suppliers only ove:r and
above the éxpected supplies from IFFcCo,

Cc. Supply irrevocable confirmed revolving letters orf credit
against which fertilizer will be shipped,

d. Assure that the commission to retail sellers ig allocated
pProperly,

€. Provide storage satisfactory to IFFCO for 60 perceut of
their yearly allocation from IFFCO.

f. Participate in IFFCO's training programs to the degree
IFFCO determines,

Ag. Display only IFFCO's Promotional literature.

h. Permit access to all'records of all sales of fertilizer--
manufactured by IFFCO and other manufacturers,

i. Allow IFFCO "the right to direct (i) distribution of the
material and promotional work of its field staff to the most
- competent and productive (retailers) ang (ii) the degree or
Dercentage of concentration of sale of IFFCO's fertilizer through
said (retailers)", '

J. Allow IFFL0 the right to "twke over temporarily the functions
discharged by state or local (whole.llers) if it has been Proven to
the satisfaction of the Board of Directors of IFFCO that such
socleties are curtailing or hindering the distribution of IFFCO's
fertilizers into the sale ares determined to be essential to the

marketing area of IFFCO",

These convracts, if signed by the members, will give IFFCO unusually
strong latitude in correcting deficiencies in the Cooperative members,

5.9 The contracts obligate IFFCO ic sell at competitive Prices,
India's tax law may Torce IFFCO to keep prices at g level lower
than the competitive prices to avoid taxes On profits and dividends.
IFFCO plans to cut brices from a projected price of 10% velow
current prices during 1973 thry 1975 to 40% velow current price
levels by 1981, The present consensus of best guesses about fr+ure
prices is that the market prices may drop only 20-30% from current

price levels Yy 1981,
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The cooperatives will have the temporary advantage over private
dealers by having long experience in selling fertilizer (private
dealers in the primary IFFCO market area have no experience) and
the more permanent advantage of being the only retailer with the
capability of providing fertilizer on credit.

Cooperative Members §/

5,10 Officers of IFFCO estimate that membership in IFFCO may be
as high as 40,000 to 60,000 cooperative societies out of 180,000
cooperatives in India and 140,000 cooperatives in the ten-state
TFFCO market area. Individuals are not permitted to own shares in
IFFCO.

5,11 The local Wholesale and retail cooperatives in each state
are federated into one or two wholesalers for the state which will
purchase fertilizer from IFFCO. IFFCO generally will have direct
dealings with only one cooperative society in each state.

5.12 IFFCO plans to ship the fertilizer directly to local whole-
salers at railheads on instruction from the state wholesaler. The
fertilizer will remain the property of the state wnolesaler and will
be given to the local wholesalers on consignment as is the present
practice. Sixty days after shipment, IFFCO will receive payment
from the state wholesaler's bank against an irrevccable letter of
credit. The local wholesalers will either store tie fertilizer as
s "buffer" stock or send it to the retail societies waich are the
outlets in the villages. The retailers will sell Tertilizer to
farmers for cash or deliver it to them as part of a loan with
repayment to be made in cash at the end of the harvest season.

5.13 To meet future competition from private dealers and hold
on to a half to two-thirds of the fertilizer market, the cooperatives
will have to provide fertilizer to the farmers at a price equal %o,
or less than, the price private dealers are charging, and service as
good as, or better than, that offered by the private dealers.

§/ Facts for paragraphs 5.10 - 5.17 froam Market Study, 32.233.
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5.14 Most of the cooperatives cannot meet the basic require-
ment of providing service as good as that of the private dealers
because only 19 percent of the local agricultural cooperatives in
the proposed ten-state IFFCO market arca during 1965/66 had & full-
time manager. All of the private competitors will have full-time
attendants at the retail stores. IFFCO plans to sell only through
the most competent retailers in the districts with the highest
fertilizer sales. These retailers will be sufficient to sell more
than all of IFFCO's products.*

5.15 Substantial progrcss in cooperative development is being
made throughout India. Tn the eight-year period ended June 30,
1966, the state wholesalers increased the number of member societies
by three times to 5,6&8, increased their share capital six times to
$4.7 million equivalent, and total assets by over ten times to
$64.0 million equivalent.

5.16 The number of local sholesalers has increased in the
eigh’ year period ended June 30, 1966 by over 50 percent to over
+3,000. Membership has increased from 19,000 retailers to over
140,000 and individual membership increased from 500,000 to 22
million. ‘

5.17 Retailers were set up originally to supply credit but now
also supply fertilizer, pesticides, seeds and consumer goods. The
state cooperative leaders arc reducing the number of existing retail
credit and fertilizer societies so that each can afford a full-time
manager and make a small profit, or in other words become viabie.

In the ten-state IFFCO market area, the state cooperative leaders
plan to reduce the 136,000 societies which were in existence in
1966/67 to 85,000 viable societies by 1973/7k.

Transportation

5.18 Only five percent of IFFCO's production will be sold
within 500 miles of IFFCO's plants. About 30% will be sold between
500 to 1,000 miles away and the balance (65%) will be marketed over
1,000 miles from the plant. As a result, it will be economical to
ship only 5% of IFFCO's production by truck; the balance should go
by railroad.

2.19 Both meter and broad gauge rail lines serve the Ahmadabad
areas. A meter gause rail line presently serves the Kandla Port,
and & broad gauge line is expected to be completed during 1970.
Existing meter gauge and broad gauge lines service almost all
IFFCO's potential wnolesalers without changing shipments to fronm
one gauge to another or to trucks.

* These retailers presently have full time managers.
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5,20 India has sufficient freight cars 1o meet the total

_aggregate demand and is exporting locally manufactured freight
cars. However, the Gujarai area may not receive as many covered
freight cars as are needed to transport goods out of the state.
Covered freight cars are considered necessary by most fertilizer
manufacturers to protect fertilizer from pilferage and moisture. 2/
CFI's Marketing Advisor and officers of the Indian Railway Board
believe that open rail cars probably can be covered satisfactorily
during the dry season. The Railway Board expects to be able to
supply sufficient covered rail cars during the monsoon season.

5.21 The Railway Board has a policy of providing rail cars for
the oldest orders first. Since the rail lines in Gujarat may bve
sufficient to handle the projected traffic, 10/ 1FFCO will not
experience shipment bottlenecks of more than a week's production.
However, rail cars are likely to be supplied irregularly (as
Coromandel Fertilizers Ltd., has experienced) and IFFCO probably
will need facilities and labor to load 2-3 days' production in
any l2-hour period. - -

5.22 The IFFCO Market Study team had recormended that distridbu-
tion in ‘the three southern states i.. the market area, lMysore, Madras
and Andhra Pradesh, be reallocated to Punjab, Gujarat and Maharashtra,
due to admiristrative difficulties, problems of competing on price,
and lack of shipping facilities! If the 15 percent of IFFCO's product
were reallocated from the three southern states o Punjab (the only
state able and willing to put up the share capital necessary) 'the
saving to IFFCO would amount to $191,000 or about $1.36 per ton". 1/ ,

However, IFFCO believes "This does not appear to be an overly signifi-
cant emount when compared to the value IFFCO may someday receive by
serving a large area in India, or if compared to the problems which may
arise if IFFCO does not ¥ cognize its legal responsibilities to service
its ovner membership". TFFCO's reasoning is acceptable since the

Artnur D. Little: Proposed Urea Project in Goa, India - Market
Feasibility and Suggested Marketing Plan, Boston, Decemoer 1967.

9]

Market Study. opn.cit. pages 1h5-146 ¢

E &

Market Program, op.cit. Page 21,
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extra cost of serving the southern three states is less than the
value of onec day's production, and the benefits of broadening the

" (a) market, (b) sources of capital, and (c) political base are apprec-

iable,

Storage

5.23 Throughout the ten-state market area an additional
25,000 village level (retail) societies will need a total of at
least one million metric tons of storage and possibly as much as
1.6 million metric tons to meet the probable total storage require-
ment for all cooperative fertilizer sales. Sufficient owned storage
is. available at the remaining 10,000 cooperatives. The GOI and states
would need to make available to the cooperative structure $14.9 to
$28.8 million equivalent in capital to cover the deficiency in storage.
Cooperative storage has been expanding rapidly, but may not be suffi-
cient. to store all of the fertlllzer sold by cooperatives. Iliowever,
considering (a) the propos ontLuctaal obligation of IFFCO's
members to provide storane , (b) the fact trat the ccoperatives
have the capacity %o stor7 flve times the weight of fertilizer which
IFFCO plans to produce =2/, and (c) IFFCO's fertilizer will probably
have the lowest net cost and best field service of any competitor;
therefore, the cooperatives will make sufficient storage available
for IFFCO's fertilizer,

5.24 Nearly two-thirds of the demend for fertilizer in most of
the ten-state market area is concentrated in the four-month suumer
season (the time of the monsoon)., To help IFFCO avoid transporta-
tion, administrative and storage bottlenecks which might arise in
delivering eight months' production in four months the study team
recomme?—gg "deliveries at one-twelfth of the annual supply each
month" . IFFCO and its members and CFI's Marketing Advisor have
argued that the delivery pattern should be more flexible due to
probable fluctvations in production and regional differences in

11/ Market Promram, op.cit. Page 21

&g/ Marketing Letter of Understanding, op.cit., Section 3(a).
13/ Market Study, op.cit. pp. 160-161.

14/ TIbid. page 19.



- 28 -

in demand. IFFCO has worked out an acccptable alternative wnhich is
to provide off-season discounts as an econonmic incentive to even out
fertilizer purchases and a contractual obligation to moke plans
mutually l% months in advance for delivery of fertilizers. Past
experience with the U.S. und Indian cooperatives indicates that off-
- season rebates can significantly help induce wholesalers to buy
fertilizer as it is produced.

creait £/

4o

5,25 TFFCO is directly concerned with the credit that the
cooperative system has available to purchase fertilizer on a whole-
sale basis. The apex societies must put up 10 percent of the
purchase price of the fertilizer and borrow the balance froa commer-
cial banks and state cooperative banks. 3By l973/7h the state apex
marketing societies will probably need to increase their equity to
$27.0 nillion equivalent to allow the societies to increase their
borrowing base which is presently $4.0 million equivalent. The
apex societies are trying to obtain more share capital primarily
from the state governments. IFFCO's fertilizer will be the cheapest
available to tne member cooperatives because it will be manufactured
from the cheapest feedstock, using the latest technologies and sold
essentially on non-profit basis. Therefore, the available credit
will be used first to purchase IFFCO's fertilizer - and thereaiter
from competitors.

5,26 The retailers finance the lending of fertilizer to the
formers with the retailers own funds and credit from the local
cooperative banks. The banks in turn obtain Tunds from the Reserve
Bank of India through the state cooperative banxs. When tane fertilizer
is sold to farmers, the state wholesalers are given credit Tor
fertilizer sold and the loans for the fertilizer sold by IFrFCO to the
state wholesalers are repaid from the proceeds of cash sales or oy
loans to the farmers.

5.27 At least one-third cf the fertilizer purchased oy farmers
may need to be financed by institutional credit. The cooperatives

15/ Ibid. Facts and conclusions from "Credit",- Chapter X.



1966/67. The neced for cooperative credit by 1973/74 may more than
double. The retailers meet rmost of the retail credit needs by
borrowing from cooperative banks, but these borrowings are limited
to 10-20 percent of the value of the banks! shares held by the
retailers, The share capital of the banks will need %o about double
from the $102 million equivalent paid in as of June 30, 1967 to
increase the borrowing base. If the capability of the cooperative
system to make loans is less than the demand for loans, consunmption
of fertilizer may be held back because farmers may have no aliterna-
tive institutipnal Sources available. Recent interviews with agri-
cultural officers of major Indian banks revealed that under 15,000
farmers presently borrow directly from banks for short term agri-
cultural purposes. (Credit for retail sales of fertilizer directly
or indirectly from fertilizer manufacturers is limited by their
already'strained financial resources. However, the cooperative
system in the ten-state IFrco market area ig Presently supplying
sufficient credit to finance credit sales of two-times the value

of IFFCO's fertilizer.

Merketing Presram

5.28 Based on the information provided by the Marret Study,
IFFCOts management and Board of Uirectors have agrecd o (1) hire
sufficient starr (over 500 field Trepresentatives) to call every
month on each village (retail) society selling IFFCO‘g fertilizer,
(2) restrict the number of districts in which IFFCO's fertilizer
is sold %o 57 specific districts, and (3) carry out a seeding
Program as follows: 45,000 tong in 1969/70, 108,000 tons in 1970/71,
200,000 tons in 1971/72, 400,000 tons in 1972/73. The ield
Trepresentatives would be trained by IFFco to identi®y loecal proclems,
Suggest solutipns and stimulate the retailers selling efrforts during
the seeding program and thereafter,

5.29 IFFCO's Marketing Program carries ou: the spirit of the
recommendations of the market study and will be Gusigned to (a)
accomplish "efficient distribution", (b) develop "a strong coopera-
tive distribution Svstem capable of withstanding competition", (c)
contribute a "farmer education program", and (d) "assist in the
training o2 zales voint personnel in Salesmanship, service and sound
management practices". )
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Conclusion

5.30 IFFCO's chances for success will be high if IFFCO carries
out its Marketing Program as plenned. The member cooperatives nave
proven their ability to purchase, store, sell and provide credit
for suostantially more fertilizer than IFFCO will produce. Markeiirg
Progrem provides by far the largest program of customer service and
lowest prices(effectively selling at cost which will be the lowest
in the industry) compared to plans of the other fertilizer companles
whlch will be competing with- IFFCO in the early 1970's.
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VI. FINANCIAL ANALYSIS

Total Costs of the Project

6.1 The total capital costs of the project are as follows:

(000, 000)
Foreign Local
Exc.*ange Currencz Total
Ammonia Plant $ 14.0 $ 8.0 $ 22.0
"Urea Plant 8.8 6.0 14. 8
NPK Plant 3.2 3.7 6.9
Offsites - Kalol 5.7 11.3 17.0
Offsites - Kandla _1.8 . - 10.8 - - 12,6
Additional Costs 0.9 5.3 6.2
Escalation 3.1 5.4 8.5
Contingency 1.9 2.5 4.4
Sub-Total Construction §$ 39,4 $ 53,0 $ 92.4
Costs ' ’
Interest during Construction 6.3 2.7 9.0
Financing Costs d.0 0.7 1.7
Pre-startup Costs 1.3 4,2 5.5
Initial Working Capital -~ 3.4 3.4
TOTAL $ 48.0 $ 64.0 5 112.0

The item "Additional Costs" is made up of offsite costs identified By
IFFCO and CFI after the initial estimates had been inade by an
indepcndent U, S, chemical engineering firm. (Seec paragraph 3,12),
The Escalation and Contingency line items were arrived at after
careful consideration and calculation of both U. S. and Indian cost
indices and tkeir trends. The initial working capital item of $3. 4
million will be supplemented by a $4.0 million short-term line of
credit which will be repajd during the second year of operations, (Sce
the Source and Application of Funds Projections - Annex V B). There-
after cash buildup is more than sufficient to meet working capital
requirements, '
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Financial Plan

6.2 The financial plan for the project is as follows:

(000, 000)
Foreign Local
Exchange Currency Total
Equity (32%)
IFFCO Members $ 12.0 $ 12,0
GOl - 24,0 24.0
Total Equity $ 36.0 $ 36.0
Debt (68%)
GOI Loan - 28.0 28.0
~ AID Loan_ ~ $15.0 15.0
" US Institutions
Early Maturities 3.3 3.3
Late Maturities_ 29.7 29.7
Total Debt $ 48.0 $ 28.0 $ 76.0
Grand Total $ 48.0 $ 64.0 $ 112.0

Use of Funds

6.3 The funds raised in India through the sale of common stock
to the GOI and the Indian Cooperatives and the GOI loan will be used
to finance the local costs of the project. The AID Development Loan
and the U. S. Institutional Loan will be used exclusively to finance
U. S. procurement.

AID Guaranty

6.4 The late maturities of the U, S. Financial Institutions loan
($29, 700, 00C) will be covered by an AID extended risk guaranty. This
amount constitutes 66% of the private investment (the remaining
$3, 300,000 of the U. S. Tinancial Institutions Loan and the equity to
be invested by IFFCO members) and 26. 5% of the total aggregate
investment for the project. Specific risk guaran. :s have been applied
for to cover the early maturities of the U. S, Financial Institutions lo>n,
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Eq uity

6.5 One-third of the equity will be purchased by Indian coopcrative
societies. A significant amount of this $12. 0 million in equity has
already been paid in. The GOI will underwrite the scheduled pay -in of
this equity. The other two-thirds of the equity will be purchased oy
the GOI and will be redecemed after all the loans have been repaid
leaving the Indian cooperatives the sole owners of the project. (See
paragraph'2.5 for a discussion of voting control of IFFCO.) No dividend
policy has been established and the Projections do not include any divi-
dends. Were any dividends to be paid, they would be limited by the
Indian cooperative law to a six percent dividend on the equity or $2.16
million equivalent annually,

Debt

6.6 GOI Loan. The Government of India loan will be repayable
beginning March 31, 1974 and ending September 30, 1984 in 22 equal
semi-annual installments. Interest will be at 7 1/2 percent per annum
and will be cazpitalized during construction. Both interest and principal
will be repayable in rupees,

6.7 AID Loan. The AID Loan will be a two-step loan with AID
lending the money to IFFCO which will repay the GDOI on commercial
terms and the GOI will repay AID on development loan terms. IFFCO
will pay the GOI in Indian rupees interest at 8 1/2 percent per annum
" and principal in 22 equal semi-annual installments beginning March 31,
1974 and ending September 30, 1984. The GOI will repay AID in U, S.
dollars over 40 years including a 10 year grace period with interest
at 2 percent for the first 10 y2ars and 3 percent thereafter,

6.8 Institutional Loan. The Institutional Loan totalling $33. 0 mil-
lion will be divided into early maturities totaling $3. 3 million and late
maturities totalling $29. 7 million. The financing arrangements for the
loan, which are being made by the Bank of America, have not been
completed. The Bank of America expects to complete these arrange-
ments when market conditions permit. Interest rates of 8 3/4 percent
for the early maturities and 8 1/2 percent for the late maturities have
been used in the projections. Also included in the projections is AID's
ERG fce of 1/2 percent on the late maturities and AID's SRG fee of
11/8 percent on the carly maturities. Repayment of the early maturitics
will begin March 31, 1974 and end March 31, 1975 at which time repaymecnt
of the late maturities will begin with the last payraent of tho luto masuritios
due September 30, 1984, The U,S,G.'s ERG obligation ($29. 7 :nillion) on
the Institutional Loan will be guaranteed by the GOI and the balance
($3. 3 million) of the Institutional Loan will be ruaranteed by the GOI

irectly to the lenders. -
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Overrun Apgreement

6.9 An overrun agreement that will be satisfactory to both AID
and the U, S. financial institutions is now being negotiated with the
GOI and IFFCO.

Financial Soundness

6.10 The pro forma ratio statement (Annex V A) shows debt

service ratios ranging from 1.23 to 2. 47 times debt service require-
ments for the first five years of operations, subsequently the debt
service ratio declines to 0. 96 until debt is paid off. These lower ratios
in the cash build-up in excess of $75 million which is more than adequate
to cover any debt service requirements. This cash build-up has been
_projected without the payment of dividends; but even if dividends were to
“have been paid consistently at the legal rate of 6 percent on equity or
$2.16 million per year over ten years for a total of $31, 6 million, this
would still leave a cash build-up in excess of $60 million, The lower
debt coverage ratios are the result of the reduction in the selling price
which is reduced in the fourth year of operations to 90 percent of the
original selling price and then further reduced until it is 70 percent of
the original price (10% below presant prices) in the ninth year. These
price reductions, which would benefit the TFFCO members in that it
‘avoids dividend and ccrporate profit taxes, will not be permitted under
provisions of the AID loan agreement if higher selling prices are
required to service the debt. In spite of the projzcted decline in the debt
service ratio the project should be able to repay all debts.

6.11 The balance sheet shows continuous improvement in all ‘of
the financial ratios reflecting the company's condition (with the exception
of the debt service ratio mentioned above.) The current ratio improves
from 1. 08 to 5. 64 the fourth year of operatians and continues to improve
until it is in excess of 10,0 in the eighth year of operations. - The long-
term debt to equity ratio shows a substantial and healthy decline from
2.28/1.00 to 1. 00/1, 00 in the fifth year of operations. The projections
indicate that a 30 percent price ‘reduction (the price level reached in
1981) brings operations close to the breakeven point, The project from
the point of view of the IFFCO members shows a substantial growth of
their initial investment of $12 million which increases to $84 million in
1985 provided no dividends arc paid, In addition to this growth in their
_investment the members of IFFCO are expected to enjoy substantial |
reduction in fertilizer prices as mentioned above.



VII. IMPLEMENTATICN

7.1 Overall Resvonsibility and Authority for Construction,
Start-up and Operation

CFL has and will continue to lead the planning,
negotiations and construction arrangements involving the proposed
plants at Kandla and Kalol. However, IFFCO management has been
and will be involved as much as possible to give them experience,
utilize their knowledge and assure IFFCO's Board of Direciors
‘that CFI is not making imprudent decisions. IFFCO and
CFL have agreed that as CFI's chief representative in India, the
Operations Manager will be vested with all powers necessary for
the installation, operation, and maintenance of the plant.X
The only limitations on this authority are: (a) If differences
of opinion- on any plent-related matter arise between the Operations -
Manager and Managing Director, then a Special Comittee of a
nominee of the U.S. lenders, a nominee of the Board of Directors,
the Managing Director and the Operations Manager shall be convened
to consider the problem. If the Special Committee cannot arrive
at an agreement, 75 percent of the Board of Directors may pass a
resolution which will be binding. Until either the Special
Committee or Board of Directors decide, the Operations Manager's
decision shall continue.Z/ However, CFI. is the sole decision
maker as to the direction of expatriate assistance for up to five
Years after campletion of start-up tests and sccertance of the
plant by IFFCO; thereafter CFI loses its powers, but_agt its ontion
may provide advisory personnel for three more years.é. (b) Tne
Operations Manager cannot obligate IFFCO to more than $333 ,000 in
any one transaction.?/ (c) The Operations Manager may hire
personnel only within the personnel policy (including salaries) of
the Board of Directors, and can only recommend candidgtes who might

receive salarizs of over $167 equivalent per month.2: However,
no man can be hired for plant positions paying more than $167 without
the express concurrence of the Operations Manager. The foregoing
restrictions on CFL's action were made with the approval of CFI and
AID representatives to allow IFFCO's Board to carry out its legal
responsibilities to protect the investment of IFFCO's shareholders.

1/ "Agreed Minutes of Meetings between Representatives of CFI and
=  IFFCO held on January 13, 1k, 15 and 21, 1969" Paragravh l.

2/ '"Cooperation Agreement," op. cit., Sections 3.2 through 3.4.
3/ .Ibid, Section 7.2.

li/ Delegation of Authority to Operations Manager.

5/ "Agreed Minutes" op. cit., Paragraph l.
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7.2 Contracting Procedure

(a) Ammonia Plant (Xalol)

, IFFCO and CFI recommend that IFFCO negotiate a
contract with M. W. Kellogg Company (Kellogg) for an exact duplicate
of Kellogg's second 910 MT/D ammonia wnit installed for Central
Farmers Fertilizer Company at Donaldsonville, Lowisiana. A less
satisfactory alternative would be to have campetitive proposals fram
- contractors who can supply an off-the-shelf 910 M1/D ammonia plant
with minimum engineering expenditures.

(b) Urea Plant (Xalol)

IFFCO and CFI have concluded that the Stamicarbon
(Dutch) and Toyo (Japanese) processes are desirable. However, the
license fee (approximately $0.7-1.2 miliion ecuivalent) payable to -
.either the Dutch or the Japanese licensor cannot be paid out of
dollar loan proceeds. The GOI has indicated thet 9t may be willing
to provide sufficient free foreign exchange for this purpose.g-' A
number of U.S. contractors are licensees of these two processes.

(c) NPK Plant (Kandla)

CFI and IFFCO believe that both Dorr--Oliver and
Wellman-Lord are qualified to build the NPX plant at Kandla. It is
useful to note that Dorr-Oliver has the contract for the Madras
Fertilizers, Ltd. NPK facility now under construction and that
Wellman-Lord had the contract for the now successfully dperating
Coronandel Fertilizers, Ltd. NPK plant. .
' 7.3 Duplication of Central Farmers' Donaldsonville No. 2
Ammonia Planv would result in the greatest assurance oi rapid start-
up, reliable operation at rated capacity and maximum return on in-
vestmenv. The Donaldsonville No. 2 plant started up in 16 days which
is believed to be a record for any centrifugal-compressor plant.
Start-up periods of ammonia plants usually take one to six months.
Every day which IFFCO loses in production is a loss of $250,000
equivalent in sales. Kellogg has indicated that shop drawings

6/ Should free foreign exchange be allocated by- the GOI for the
7 license fee for one of these non-U.S. processes,  the estimated
capital costs .set forth in paragraph 6.1 would show a shift from
dollar to rupee costs in the amount of the fee in question. The
ERG dollar loan input would be correspondingly less.
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with welding specifications and piping isometrics for the lonald-
sonville No. 2 plant may be purchasable at a cost of about $50,000.
A new ammonia plant design would entail from 100,000 to 200,000 man=-
hours of engineering vhile an off-the-shelf unit should need only
30,000 engineering man-hours for adaption to conditions at the Indian
site. Assuming a rate of $20 per man-hour for salaries, fringe
benefits, and overhead, foreign exchange savings of $l.L-3.L million
may be realized. If shop drawings are available immediately after a
construction award is made, the Indian Directorate General of Tech-
nical Development can determine more readily which components must
be purchased in India. Key IFFCO staff could bé efficiently trained
at the duplicate U.S. plant. Central Farmers has stated that if it
were now to build another ammonia plant of this type, it would be an
exact duplicate of the Donaldsonville No. 2 plant, and Central
Farmers would again negotiate with Kellogg for the engineering and
canstruction work. :

7.4 Form of Contracts

CFI recommends that the prices for prime contracts should
be based on the i'0llowing plan: :

(a) Home office engineering and contractor's fee: fixed
" price with license fees to be brokep out.

(b) u.s. process equipment: guaranteed maximum price,
f.ais. U.S. port, with sharing of savings below the
maximum or lump sum. ‘

(¢) Indian equipment and engineering: guaranteed maximum
or lump sum as developed by discussions.

(d) Expatriate requirements for field procurement,
construction management, inspections and expediting
in India, and plant start-up: guaranteed maximum
rrice with shared savings.

(e) Special erecticn tools imporfed or available locally:
. guaranteed maximum..

(f) Field construction labor: reimbursable at direct
cost including fringe benefits, subject to custamer
. review and control. )

(g) M1 sub-contracts at cost subject to customer review
and control.
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The guaranteed maximum portion will centain a provision
for sharing all underruns. Overruns, if any, will be for the con-
tractor's account. Ccrntractors must warrant utility consumption.

As an example of the effectiveness of this form of contract, the
Donaldsonville No. 2 ammonia plant was reportedly completed with

an underrun of about $1.0 million below the guaranteed maxdimum price.
The savings were shared 65 percent by Central Farmers and 35 percent
by Kellogg. '

7.5 A.I.D.'s Rights of Approval

, A.I.D. will have the right to approve all contract terms

of all ceutracts and major sub-coniracts and all major contracting
firms widich supply engineering or construction services. All con=-
trac?’s for this project will conform to the applicable A.f.D. regu-
latilons except as discussed below. A.I.D. believes that sub-contracts
»1th Indian engineering firms should not be imposed upon unwilling- -
U.S. contractors, but reascnable incentives to such sub-contracting
may be acceptable.

7.6 Vaiver of M.0. 14L3.1 (ITI) (D) will be considered in
order to permit a single engineer-constructor to construct the
ammonia plant, and perhaps the urea plant. This waiver would be
granted for the following reasons:

(2) In this type of project the processes and structures
are so interwoven that they are beyond the capacity
of the usual separate engineer and contractor combin-
ation. This fact has been borne out by the experiences
of both A.I.D. and Ceniral Farmers with its Donaldson-
ville No. 2 plant. CFI has urged A.L.D. to seek this
waiver.

(b) The unified responsibility enablts the contractor to
provide meaningful guarantees. It alone has the
responsibility to see that the buyer recelves in all
respects a plant that works as it should.

(¢) There will be a saving of time. If problems do arise,
valuable time ana effort will not be wasted in attempt-
ing to determine who is at fauit. In addition, the
solutions thereof will not be delayed by difficult
communications between engineer and contractor. This
time savings, as was pointed out above, is translated ,
directly into substantial savings on the part of the
buyer. .
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(d) The disadventiges normally associated with this type
of arrangement are obviated by the fact that CFI can
bring to bear the considerable skill and experience
of the U.S. Coop movement in the planning, construc-
tion and operation of this type of facility. CFI
will not be a supplier or contractor on any part of
the project.

7.7 Waiver of M.0. 1LL3.2. In addition to the above waiver,
A.I1.D. is considering a proposal to waive the norial competitive
(a) bidding and negotiation in the case of the ammonia unit, and
(b) bidding in the case of the urea and NPX facilities. Kellogg is
the only potential ammonia contractor with more than one identical
sized plant to its credit, and the only contractor with complete
process unit desiga capability. A main reason for caompetitive bid-
ding on a canstruction contract is to make sure that the buyer gets
a fair price. In the IFFCO situation there is litile chance of an
unfair price because CFI has available a detailed cost breakdown of
the Donaldsonville No. 2 plant which can be adjusted for the differ-
ences ‘n time and place to insure that a fair poice is negotiated
for uhis plant. Based on the experience of the U.S. cooperative
fertilizer manufacturers, competitive negotiations for the urea and
NPK plants may require only three to four months, as oppased to six
to twelve months for competitive bidding. RBank of America, for
itself and as a fiscal agent for other U.S, financiel institutioms,
has indicated that the negotiation procedure outlined above will be
acceptable and the most beneficial p.ocurement alternative to the
project. Initial indications aré that the GOI concurs with Bank of
America.
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7.8 ;chedul « IFFCO provosed the following draft construction
schedule:

) Completion frem Time
Major Activity of Contracting-Years

Railvay - Kandla 1.9
DAP/NPK Plant
Process Design 0
Foundations 1.
Plant and Equipment (av) 2
Oflsites - Kandla (av)
Railway - Kalol
Ammonia Plant
.Foundations 1.7
Piping, Electricals and Instruments 3.2
Plant and Equipment _ 2.3
Urea Plant.
Foundations 1
Piping 3.
Prill Tower : 3.
Compressor and Reactor (av) 2.
Offsites - Kalol 2

A bar chart showing these various steps is attached as Anne.x VIT A.

1/' "Project Schedule," December 9, 1968.
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VIII. IMPACT ON THE U.S. ECONOKY

8.1 All equipment and services financed by the loan will be
from U.S. sources. Substantial follow-on purchases in the U.S. are
expected: it is estimated that the foreign exchange requirements,
predominantly from the U.S., of maintenance spares, catalysts and
chemicals will be about $1 million per year.

8.2 Repayment'prospects are good. Since securing its independ-
ence in 1947 India has faithfully met the payments of interest and
principal on its international obligations. The ability of the GOI
to repay the loan ultimately depends upon the rate of its economic
development, the growth of the country's exports and its foreign
exchange earnings,

8.3 There will be some marginal competition between this pro-
‘ject and other Indian fertilizer companies in which U.S. companies - - -
own minority interests. However as indicated in paragraphs 4.6 and
4,11 for the foreseeable future the all Indian supply/demand projection
indicate a shortfall in domestic production.

8.4 India currently imports a substantial amount of fertilizer
from the U.S., much of it AID financed. Fertilizer produced by this
project will replace such U.S. exports. Because of raw material
costs and transportation charges, however, the U.S. would not export
significant quantities of finished fertilizer to India if it were not
AID financed. In other words, the project does not prejudice any U.S.
trade vhich would improve the U.S. balance of payments.
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IX. ISSUES

9.1 The major issues investigated by AID in its review of the
project are listed below. None is considered to be an impediment to
loan or guarantee authorization, The paragraphs of this paper in
which each issue is discussed appear beside the listing of the issue.

Discussed in

Issues . Paragraphs
Voting Control of IFFCO with Member Coops :

not with GOI. 2.9 ~2.13Annex II B
Aveilability of Raw Materiel and '

Utilities 3.8 -3.13
Competition | 2.5
Vfréhéﬁértaﬁion 5.18-5.22
Credit 5.25-5.27
Debt Coverage 6.10
Overrun Provision 6.9

Imported Phos écid versus Domestic
Phos Rock. h.le-k, 1k

Contracting Methods T.4=7.7


http:4.12-4.14
http:5.18-5.22

AID-DLC/P-851
ANNEX I-A
June 19, 1969
"CHECKLIST OF STATUTORY CRITERTA ’
" DEVELOEMENT LOLN

I, COUNTRY PERFORMANCE

A. Progress Towards Country Goals

1. FAA Sees. 201(b)(5), 201(p)(7), 201()(8), 208. Discuss the
extent. to_waica the country is: . '

'(a) - Making appropriate efforts ‘o increase food production and
-dmprove means for rood storage and distribution,

India is undertaking a high priority zrogram for loodgrains produc-
tion and is giving inereasing attention to food storace and aistrie .
Jdbution. : '

(v) Creating a favorable climate for Toreign and domestic private
enterprise and investment,

India is endeavoring %o take steps in %this direction.
(¢) Increcasing the people's role in the develormental process.

India has a democratic form of goverrment and encourages citizen
participation in develc-ment through processes. such as cooperatives,
panchayats ard the working of its democraiic political system.

(d)- Allocating expenditures to development rather than %o unnecessary
military purposes or intervention in other free countries' affairs.

India has a major commitwment to development and does not so inter-
vene,

(e) Willing to contribute funds to the project or program. .

" TA substantial amount of the local dosts'ofjtﬁié'pfojééf will
be contributed by the Government of India.

The following abbreviations are used:

FAA  * Foreign Assistance Act of 1961, as amended, !

APP.  Foreign Assistance and Related Agencies Appropriation
Act, 1968, - ST
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(f) Making cconomic, social and political reforms such as tax collection
improvements and changes in land tenure arrangement; and making progress
toward respect for the Rule.of Law, freedom of expression and of the
press, and recognizing the importance of individual freedom, initiative,

- and private enterprise,

The GOI has made substantial efforts towards economic and social rcforms,
It has undertaken devaluation and liberalization measurcs. An Administrative
Reforms Commission has been appointed and an AID/IRS tax assistarce
project has just been completed. India's adherence to the maintenance of

the Rule’ of Law, individual freedom and frecdom of expression and of the

. press is well recognized, Private initiative and enterprise are also

regarded as having an important place in Indian economic development

and democracy.

(g) Responding to the vital economic, pclitical, a:..d social concerns of
its people, and demonstrating a clear determination to take effective
self~help measures,

India has bceﬁ in the forefront of developing countries in respon
economic and social concerns of its peoples. Important selL-h\.lp
measures in particular have been taken in affr,.c.ul..ure. Democratic
processes of government provide a means of resvondine to political
‘concerns.

"’to

B. Relations with the United States

I. FAA Sec.620(c). Is the government indebted ‘to any U.S. citizen for

goods or services furnished or ordered where: (a) such citizen has exhausted
available legal remedies, including arbitration, or (b) the debt is not

denied or contested by the government, or or (c) the s indebt edness arises

under such government!s, ora pred;.cbsso:‘s unconditional guarantee?

India is not ineligible under this section.

‘2. FAA Sec.$20(d). If the loan is intended for construction or operation
of any productive caterprise that will compete with U. S, enterprise, has
. the country agreed that it will establish appropriate preceduxes to -
prevent export to the U.S. of more than 20% of its enterprise! 's annual .
‘production during the life of the loan?

Yes, see Section 4.06 of the Special Loan Repayment Procedure Agreement.



3, FAA Scc. 620!(:“1‘,. Has the countryts governrert, or any agency
or subdivision thercof, (2) nationalized or, expropriated property owned
by U.S. citizens or by any business eutity not less than 50% beneiicially
owned by U, S, citizens, (b) .taken steps to repudiate or nullify existing
contracts or agreements with such citizens or entity, or (c) imposeq

or enforced discrimina.tory taxes or other exactions, or restrictive
maintenance or operation conditions ? ir 50, and more than six months
has elapsed since such occurrence, ‘identify the document indicating
that the government, or appropriate agency ox subdivision thereof, has
taken appropriate Steps to discharge its obligations under intcxn tional law
toward such citizen or entity? If less than six moxnths has elapsed, what
Steps if any has it taken to discharge its ‘obligations ?

India is not ineligible under this section,

4. FAA Sec, 620(i).. Has.the country-permitted; or failea v waie adequate
Measures to prevent, the damage or destruction by mob action of U, S,
property, and failed to take appropriate Ineadsures to prevent a recurrence

and ‘to provide adequate Compensation for such damage or destruction?

No,

5. FAA Sec. 620(1}. H:s the government instituted an investment

gutranty program under FAA Sec. 221(b){1) for the Specific risks of
inconvertibility and expropriation or confiscation?

India has instituted the program,

6. FAA, Secc. 620{0). Fishermants Protective Act of 1954, as amended
Section §. Has the covntry seized or imposed any penalty or sanction
™gainst, any U, S, Fishing vessel on account of its fishing activities

in international waters? If, as a result of a seizure, the U.S.G. has
made reimbursement undex the provisions of the Fisherman's Protective
Act and such amount has not been paid in full by the seizing country,
identify the documentation which describes how the withholding of
assistance under the FAA has been or will be accomplished.

India is no: ineligible undex this section,
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7. FAA Scc,620(g). Has the country been in default, during a period
in excess of six months, in payment to the U,S. on any FAA loan?

No,

8. FAA Sec. 620(t). Have diplomatic relations between the country and
the'U,S, been Severed? If so, have they been renewed?

No,

9. App.Sec, 106, Describe any attempt made by the country to create
distinction because of race or religion in granting personal or commercial
“CCess or other rights otherwise available to U, S, citizens generally,;

India does not attemp. o create such distinctions,

C. Relations with Other Nadons and the U, N,

1. FAA Sec, 620(i). Has the country béen officially represented at any
international conierence when that represeatation included planning

activities involving insurrection o» subversion directed against the U, S,
Or countries receiving U, S, assistance?

No,

2. FAA Secs, 620(a), 620{n); App, Sectionsl07 (a), 107{b), 116,

Has the couniry sold, furnished, ox permitied ships oxr aircraft under its
registry to carry to Cuba or North Viet-Nam  items of economic, military,
or other assistance? '

No,

3. FAA Secs, 620 i App. 114, What is the status of the country's
\ L !
U.N, dues, assessments, or other obligations? Does the loan agreement

bar-any use of funds to pay U, N, assessments, dQues, or afrearages?'

There is no such delinquency, Funds will not be used for the U. N,
dues etr



D. Military Situation

1. FAA Scc. 620(i). Has the c'ount'ry engaged in or prepared for
aggressive military efforts directed against the U.S. or countrics
receiving U, S, assistance? '

'Nq.

2. FAA Scc,620(s). What is (a) the percentage of the country's budget
devoted to military purposes, and (b) the amount of the country's foreign
exchange resources used to acquire'military equipme nt? Is the country
diverting U.S. development assistarc e.or 2. L. 480 sales to military
expendirures., Ip the country diverting its cwn resources to unnccessary
military expenditures?...(Findings.on these questions are to be-made -for -
each rountry at least once each fiscal year and, in addition, as oiten as
ma>y be required by a material change in relevant circumstances), .

('g.) 23 per cent of budget.
(b} Data not av;aila.ble.

Incia is not diverting U.S. development.assistance oxr P, L.480 sales

to military expenditures. India is not diverting its rescurces to

unnecessary military expenditures to a degree which would materially
. affect its development, : '

3. FAA Scc. 620(v); Avop.Sec. 119, Has the country spent money for
sophisticated weapons systems purchased since the statutory limitations
became effective? If so, identify either (a) the documentation wiich
describes how the withholding of an equivalent amount of A.I.D,
assistance has been or will be accomplished, or (b) the Presidential
determination that such purchase is important to the national security -
of the U.S. so that no withholding is necessary. -

India has spend no such money.
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I, CONDITION OF THE LOAN

A, General Souadness

-- Interest and Repayment

1. FAA Sccs, 201(d), 201(b)(2). Is the rate of interest excessive or
unreasonable for the borrower? Are there reasonable prospects for
repayment? What is the grace period interest rate; the following pexiod
interest rate? Is the rate of interest higher than the country's applicable
legal rate of interest? ' ‘

The rate of interest is reasonable for India. India is considered to have the
capacity to repay thc loan, The interest rate during the erace period is ..
2% and thereaiter 3%. '

Financing
1, FAA Segc. 201(b){1)., To what extent can financing on reasonable terms be

obtained from other free-world sources, including private sources within
the U, S, ?

Such financing not reasonably available from other sources in the magnitude
‘required to complele the project.

Economic and Technical Soundness _

V1,. FAA Secs..201{b) (2), 20{e). The activity's economic and techknical
soundness to undertake loan; does the loan application, together with:
information and assurances, indicate that funds will be used in an economicaliy
and technically sound mannexr? '

Yes,

2., FAA Sec.b11(2){l). Have engineering, financial, and other plans nece
to carry out'assistance, and a reasonably firm estirmate ‘of the cost of .
assistancc to the U, S,, been completed? '

ssary



3.FAA Scc.611(b); App.Ssc. 101, If the loan or grant is for a’water or.
related land-xesource construction project or program, do plans include
a cost~beneiit computation? Does the project or program ne et the
relevant U.S, construction standards and criteria used in determining
feasibility ? '

‘Not applicable.

4. FAA Sec.bl1le). If this is a Capital Assistance Project with U.S.
financing in excess of $1 million, has the principal A.I.D. oficer in
the.country certified as to the country's capability effectively to maintain
and utilize the project. e

Yes. See Annex IC

B. Relation to Achievement of Country and Reaional Goals

- =~ Country Goals,

1. FAA Secs.207, 281(a)., Describe this loan’s relation to'.:'

(a) Institutions needed for a democratic society and to'assure maximum
pasticipation on the part of the, people in'the task of economic development,

(b) Enabling the country to meet its food needs, both from its own
resources and through development, with U.S. help, of infrastructure
to support increased agricultural productivity.

(c) Meeting increasing need for trained manvower,
(d) Developing programs to meet public hzalth naeds,

(e) Assisting other important economic, political, and social development
activities, including industrial development; growth of {ree labox unions;
cooperatives and yveluntary agencies; improvereant o transportation and
communication systems; capabilities for planning and public administration
urban development; and modernization of exasting laws,

The loan will be consistent with these objectives and is related to-an
c¢mphasis on self-heln in mecting Indiats food needs., The project should
improve the availability of trained manpover and assist development of
Indian cooperatives. '
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2. FAA Scc.201(b){#). Decc:eribe the activity's co'zsistencf with and
rclationship to other development activides, and its co*xtnbx.tzon to
realizable long~range ochctJ.yes.

The project is closely related with India's other developmse ntal
‘activities and should make 2 demonstrable contribution to rcalizable
long~range objectives.

3. FAA Sec.201(b)(9). How will the activity to be ‘financed co*ztnoutc
to the achievement of self-sustaining growta?

_The project will contribute to the achievement of salfmsustaining growth.
See Sections II and IV of the loan paper.

4, FAA-Sec,201(f, .If this.is a.project loan,.describe how such project
-will promote the country’s economic development, taking into account
‘the country's human and material resource reguirements and the
relationship between ultimate objectives oi the project and overall
economic development,

See Section II, IV and V of -the loan paper.

5. FAA Sec.201(b)(3). In what ways does the activity give reasonable
promise of contributing to development ol economic resources, or to
increase of prcductive capacities?

The project should do both. See Sections II,III,IV and V of the loan paper. ‘

6. FAA Sec.281.(b). How does the program undex which 2ssistance is
provided recognize the particular needs, cesires, and capacities of
the country's people; utilize the country's intellectual resouxces

'to encourage institutionél develovment; and supno:t civic.education
and training in skills required for efiective participation in political
processes. ‘

The loan will not make a éirect contributi on, The project is an

“essential part of the program to encble free *oeople to feed themelves
at an adequate level, which is necessary for healthy democratic private
and local government institutions.



7. FAA Scc.601(a). How will this loan encourage the country's cffoxrts

to: (2) incrcase the flow of international trade; (b) foster private initiative
and competition; (c) encourage development and use of cooperatives,
crcdit unions, and savings and loan associations; (&) discourage
monopolistic practices; (c) improve technical efficiency of industry,
agriculture and commexce; and (f) stxengthen free Jabar unions ?’

(2) Trade would take place between the U.S. and India since all purchases
financed {rom the loan would have their source 'and oxigin in the U.S.
~and be shipped irom the U,S.

(b) The loan funds will be used by a private sector Indian cooperative,
and purchases will be made from private U,S. firms.

(¢) The loans would not necessarily have any direct effect on the develop-
ment and use of credit unicns and savings and loan associations. However,
development and use of cooperativés will be encouraged since’ théy will- own-
the project.

(@) The loan will help to discourage monopolistic practices by providing
further competition in India's domestic fertilizer industry.

(e) The loan will improve the efficiency of industry, agriculture and
commerce as discussed in Sections II, I_.I and V of the loan paper.

(f) The loan: inight 7 ssist free labor unions by fostering economic
development and assisting in the reduction ol unemployment.

8. FAA Sec,202{2). : Indicate the amount of money under the loan which
is: going directly to private enterprise; going to intermedizte credit
institutions or other borrowers'for use by private enterprise, being used
to finance imports from private sources; oxr otle rwise.being used to
finance procurements from private sources.

The loan funds would be uszd by the private cooperative sector in India,
and purchases would be made from private U,S. firms thru normal
commercial chaunels.

9, FAA Sec.b611(a){2). What legislative action is required within tho
recipient country? What is the basis for a reasonable anticipation that
such action will be completed in'time to permit orderly, accomplishment
of purposes of loan?

No legislative action is reguired of India to accomylish the purpose of
-this loan.
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-- Regional Goals

1, FAA Sec, 619, If this loan is assisting a newly independent country, to what
extent do the circumstances permit such assistance to be furanished through
multilateral organizations ox pians?

India is not a newly independent country. Assistance to India from the
developed countries of the Free World is coordinated through a consortium,

2, FAA Scc,209, If this loan is dlrected ata problem or an opportunity that is
regional in nature, how does assis tance under this loan encourage a regional
development program? What multilateral assistance is presently being
furnished to the country? ‘

This-loan.is.not ior a-regional development program, Assistance to India.
is coordinated through a con- ortium of the free world developed countries.

C. Relation to U,S, Economy.

-- Eraployment, Balance of Payments, Private Enterorise

LFAA Secs.201(b)(6);102, Fifth, What.are the possible effects of this loan on U, S,
economy, with special refere‘_ce to areas of substantial labox surplus?

Dc,scrlbe the extent to which assistance is constituted of U. S, commoditics and’
services, furnished in a manner consistent with improving the U, S, balance

of payments position,

All purchases financed firom the loan would have their source and origin in
P 3
the U,S, Areas of substantial labor sur; lus in the U, S mas bcuen».

Ve

2. FAA Secs.b12(b), 636(n). What steps have been taken to assure that, to the
maximum extent possible, foreign currencies owned by the U .S, and local
currencies contributed by the country are utilized to meet the cost of
contractual and other services, and that U,S, foreign-owned currencies are
atilized in lieu of dollars?

India is satisfying these sections,

3. FAA Sec.'601{_d); Aon,Sec, 115, If this loan is for a capital project, to what
extent has the Agency encouraged utilization of enginecering and professional
services of U, S, firrns and tueir affiliates? I the loan is to be used to iinance
direct costs for construction, will any of the contra.c..ors.be persons other than

qualified nationals of the couniry or qualified citizens of the U,S,? If so,
has the recuired waiver been obtained?

The full amount of the loan will-be spent for procurement of goods and sexrvices
from U,.S, Private enterprises, Any con trac"’nff ‘services by contractors who
will not be citizens of ci" wer U,S, or India will not be financed under the loan,
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‘4. FAA Scc.608(a). Provide information on measures to be taken
to utilize U.S, Government excess personal propertiy in licu of the
procurcment of new items.,

The Loan Agrecment will contain the eppropriate provision.

5. FAA Scc. 602, Wha efforts have been made to assist U.S. small
business to participate equitably in the furanishing of commodities and -
services financed by this loan?

Th" P’ “ocuzement p*ocedures to be followed under this loan will permit
Ze \,qultable paxticipatioa of U.S. small business.

6. FAA Sec. b2, Ifthe loan provides tecnnical assistance, how is private
enterprise on a contract basis utilized? If the facilities of other Fedexal
- agencies will be utilized, in what wavs are they particularly suitable: azre
they competitive with private enterprise (if so, explain); and how can they
be made available without undue interference with domestic programs?

Loan does not provide technical assistance.

7. FAA Scc.611(c). Ifthis loan involves a contract for construction that
obligates in excess of $100, 000, will it be on 2 co*nnet:...xve Da.szs? If
not, are there factors which make it impracticable?

See Section VII of the loan paper.

-~ Procurement

1. FAA Sec.602/2). Will commaodity procurement be- restricted to U. S,
. except as otherwise determined by the Presidenc?

Yes,

2. FAA Sec.504(b). Will any part of this loan be used for bulk commodity
procurement at adjusted prices higher than the market price prevailing in
the U.S. at time of purchase? ' '

No bulk conumodity procurement is involved.

3. ,.A-- Scc.504(e). Will any part of this loan be used for procurement of
any agricultural coramodity or product thexeo! outside the U.S. when the
“ domestic price o; s1ch coramodity is 1\.55 tha.*x pax J.»Y?

No.
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D. Other Rcauvirements,

1. FAA Sec.201(b). Is the country among the 20 countrics in which
development loan funds may be used to make loans in this fiscal year?

Yes.

2. App. Sec.112, Does the loan agreement provide, with respect to
capital projects, fox U.,S, approval of contract texras and iirms ?

- Not applicable since loan will finance only equipment impoxts from
the U.S.

3..FAA Sec.620(k). If the loan is foxr construction of a productive
enterprise, with respect to which the aggregate value of assistance
to be furnished will exceed $100 ntillion, what preparation has been
made to obtain the express approval of the Congress?

The aggregate value of assistance to be furrished is less than
$100 million.

4. FAA Secs.620(b), 620(f); Aop. Sec.109{v) . Easthe Pxesident
determined that the country is not dorninated or controlled by the
international Communist movement? If the country is a Communist
_country (including , but not limited to, the countries listed in FAA
Sec.620() and the loan is irtended for economic assistance, have the
findings required by FAA Sec.620(f) and App.Sec, 109(b). Leen made
and reported to the Congress? '

There is such a detexrmination.

5. App, Sec.109(2). Will any military assistance, or items of military
or strategic significance, be furnished tv a Comraunist naticn?

No,

6. FAA Sec.620(h), What steps have been taken to insure that the loa:
will not be used in 2 manner which, contrary to the best interest of the
United States, promotes or assists the foreign aid projects of the
Communist~bloc.countries? ’

The assistance will not promote or assist such projects or activities,
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7. App. Sec.118. Will any funds be'used tq'ﬁnance procurement of iron
and steel products for use in Vietnam otle x than as contemplated by
Section 118? ‘ '

Np'

8. FAA Sec..‘636(i). Will any'part of this loan be used in financing non-
U, S, -manuiactured automobiles? If so, has the required waiverbeen
obtained?

No,
"9. FAA Secs, 620(a)(l) aand (2), 62 0(p)':‘ Avv, Sec,l17),  Will-any assistance’
be furnished or funds made available to the government of Cuba or the
United Arab Republic?

No,

10, FAA Sec,620{g). Will any part of this loan be used to compensate’
owners for exproprizted or nationalized property? If any assistance

has been used for such purpose in the past, has-'appropriate reimbursement
been made to the U,S, for sums-diverted? ‘ » ‘

No,

11, FAA Sec,20l{f), If this js a project loar, what provisicns have been
.made for appropriate participation by the recipient country's private
enterprise?,

Private Indian cooperatives control the corporation which will own the project.
12, Aop.Sec, 104, Does the loan agreement bar any use of funds to pay

pensions, eic, , for persons who are serving or who have. served in the
recipient country’s armed forces?

No such payments to be Jinanced under the loan,
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AID-DLC/P-851
ANNEX I B Page 1
June 19, 1969

CHECKLIST OF STATUTORY CRITERIA
FOR EXTENDED RISK GUARANTY

The guaranty facilitates private participation
in developing the economic resources of a
less developed friendly country.

The guaranteed investment will be made in
India, a country vhich has agreed to.institute
the Investment Guaranty Program.

This paper recommends that the Assistant
Administrator, Office of Private Resources,
who has been delegated this authority, approve
the project for guaranty purposes on behalf

_of the President when a group of eligihle

investors have agreed to make the U.S.
Financial Institutions loan and when
satisfactory terms thereof, including interest
rates, have been determined.

The prospective holders of the guaranties

shall be Corporations or companies created
under the laws of the United States or of
States thereof and shall be substantially
beneficially owned by U.S. citizens. Any
assignee of the guaranty must comply with those
criteria for the assignment to be effective.

This paper recommends to the Assistant =i~

. Administrator, Office of Private Resources,

that he determine, as the authorized represent-
ative of the President, that issuance of the
guaranty is important to furthering private
participation in economic. development.

The guaranty will not cover more than 75% or
the aggregate investment in the project.

The guaranty will not cover any loss arising
out of fraud or misrepresentzation for which
the gueranteed lenders are responsible.

The guaranty will not bring outstanding
guaranty coverage under 221(b)(2) to an
amount exceeding $550,000,000, nor coverage
for other than housing projects and credit
unions to an amount exceeding $390,000,000,



AID-DLC/P-851
ANNEX I C

Certification Pursuant to Section 611(e) of the Forcipn Assistance
Act of 1961, as amended

I, John P, Lewis, the principal officer of the Agency for
International Development in India, having taken into account, among
other things, the maintenance and utilization of projects in India
previously financed or assisted by the United States, do hereby certify
that in my judgment India has both the financial capability and human
resources capability to effectively maintain and utilize the capital
assistance project, Cooperative Fertilizer Project,

This judgment is based upon:

1. The Capital Assistance Paper, which describes the organization,
responsibilities and human resources capabilities of the borrower, the
Indian Farmers Fertilizer Corporative Limited (IFFCO), a cooperative
society organized under the laws of India,

2. Various agreements between IFFCO and other parties in India
and in the U.S. in areas of management, cooperation, obtaining of raw
materials stc. all of which have been mentioned in appropriate paragraphs
in the Capital Assistance Paper, Some of the important agreements are:

the Cooperation Agreement regarding Plant Construction and
Operation dated July 10, 1968 between the IFFCO and the Cooperative
Fertilizers International of the U.S, (CFI};

the Letter of Understanding between IFFCO and CFI dated January
27, 1969 regarding the procedures to be applied in carrying out the terms
of the Cooperation Agreement; and

Letter of intent (No.I/7(85)/66) to allocate gas to IFFCO dated
February 6, 1969 from the Government of India, Ministry of Petroleum
and Chemicals,

3. The Raw Mzaterials Economics Study for IFFCO, Kandla, India,
dated April 23, 1969 pertaining to the evaluation of alternative p'nosphatik:
materials for the complex fertilizer plant at Kandla by Gordon F, Palm
& Association, and

4, Report on Gas Supply, Cooperative Fertilizer Project, dated
May 26, 1969 by E, E, Miller regarding gas quantity and quality available

ohn P, Lewis
June 12, 1969 Minister-Director .



ANNEX I D
AID Loan No.
Cap. Asst. Paper No. AID-DLC/P-851/A Draft
Project No.

Capital Assistance Loan Authorization

Provided from; Development Loan Funds

India: IFFCO Fertilizer Droject

Pursuant to the authority vested in the Administrator of the Agency for -
International Development (hereinafter referred to as "A.I.D.") by the
Foreign Assistance Act of 1961, as amended, and the delegations of
authority issued thereunder, T hereby authorize the establishment of

a loan pursuant to Part I, Chapter 2, Title I, the Development Loan
Fund, to the Indian Farmers Fertilizer Cooperative Ltd. (hereinafter
referred to as IFFCO), a cooperative organized under the laws of India,
of- not-to -exceed fifteen million dollars ($15,000,000) ‘for the Turpose
of building fertilizer manufacturing facilities in India, this loan to
be subject to the following terms and conditions:

1, IFFCO will pay the rupee equivalent of the loan to
the Indian Govermnment over a fifteen year period.
The initial four and one-half years to be a grace
period of principal. The interest rate will be
eight and oune-half (814) for repayment on the dis-
bursed balance of the loan. The Indian government
will repay the loan in dollers to A.I.D. over a
period of forty years. The initial ten years to
be a grace period on pPrincipal. The interest
rate will be two percens (2%) ‘during the grace
‘period, and three percent (3%) for the years

thereafter.

2. All equipment, materials and services financed
under this loan shzll be procured in.the Uanited
States.

3. The Borrower shall provide satisfactory evidence

that the local currency required for the project
is available. '

L, The Borrower shell obtain a private sector doll loan
for the additional foreign exchange funds ne- assa.y
for the project.
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The Borrower shall provide evidence that satis-
factory arrangements have been made to construct,
operate and maintain the Project as planned.

The loan shall be subject to such other terms and
conditions as A.I.D. may deem advisable,
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ANNEX I E
DRAFT June 19, 1969
LOAN AGREEMENT
AGREEMENT, dated the day of , between Indian

Farmers Fertilizer Cooperative LTD. ("Borrower"), a corporation
organized under the laws or India, and the Agency for International
Development ("A.I.D.") an agency of the Government of the United States

of America.

ARTICIE T
The Loan
3ECTION - 1.0)l. -The -Loan. -Subject to-the-terms .and. conditions of
this Agreement, A.I.D, agrees to establish a loan to Borrower, pursuant
to the Foreign Assistance Act of 1961, as aﬁended, of Fifteen Million
Dollars ($15,000,000) (the "Maximum Credit"). A.I.D. will, in accordanco
with the terms of this Agieement, make Disbursements up to £he amount
of the Maxiﬁﬁm Credit to finance the reasonable foreign exchange costs
of goodé and services (including transportation) reqﬁired for the Project
and approved in writing by A.I.D. (hereinafter called Eligibie Items).
. The funds s§ disbursed shall hereinafter be called'ﬁhe "Loan",
. As used in this Agreement the terms "Disbursement" and "Disbursed"
shall mean any payment by A.I.D. of the Maximrum Credit which is made
eifher directly to Borrower or its’designee, or to.a banking institution

pursuant to a letter of commitment issued under this Agreement.
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SECTION 1.02. The Project. As used in this agreement the ter=m
"project" shall mean the design and construction of a petrochemical
fertilizer plant in the state of Gujarat consisting of a 910 metric ton
per dey ammonia unit, a 1200 metric ton per day urea unit and a NFK
complex unit with a daily production capacity of up to 360 metric tons

per hour of diammonium phosphate (DAP) and/or various NPK grades.
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ARTICLE II

Terms of Repayment; Fees and Charges

SECTION 2.01. Amortization. Borrower shall repay the loan in

twentytwo (22) equal semi-annual installments, the first such install-
ment to be payable four and one-half (4 1/2) years after the date of
first disbursement. If at any time it is determined that the aggregate
amount of disbursements will not equal the amount of the Maximum Credit,
the Maximum Credit shall be redﬁced.and the amount of each installment
not then due or against which payment has not been made, may, at the
option of A.1.D., be recuced fo provide for the repayment of the then
unrepaid balance of the loan in approximately equal installments. In

the event that any installments shall be due and payable prior to the
date on which it is determined that the aggregate amount of disbursements
will not'equal'the Maximum Credit, such installment shall be calculated
as if she entire Maximum Credit had then been disbursed.

SECTION 2.02. Interest. Borrower shall pay to A.I.D. interest on
the unrepaid balance of the loan at the rate of eight and one-half per
cent (8 i/2%) per.annum during the fifteen (15) year period commencing
with the first disbursement of the loan. Interest due shall acerue
from the dates of the respective disbursements ana shall be payable semi-
annually, the first ofveach such payments to be dﬁe and payable on a date,
to be'specified by A.I.D., not lster than six (6) months after the

first disbursement.
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' SECTION 2.03. Manner and Currency of Repayment. Subject to the

provisions of Section 2.04, all obligations of Borrower to make payments
under this Agreement shall be discharged by the payment of such coin
-or currency as at the time of psyment is legal tender in the United
States of America for payment of public and private debts ("United
'States Dollars"). All payments except prepayments and refunds shall

be applied first to the payment of the accrued interest, and then to
pa&ment of installments of the loah then due.

SECTION 2.04. Special Loan Repayment Procedure. Borrower may

fully discharge its obligations hereunder to repay the loaﬁ and to pay
“interest due thereon by making repayments of .the loan and payments of

interest to the Government of India (the "Govermnment") in Currency of

India on the dates specified in Sections 2.0l and 2.02 hereof (such
procédure being hereinafter referred to as the "Special Loan Repayment
? ‘Procedure")., Such payment obligations shall be computed and stated in

* United States Dollars and the amont of Currency of India equivalent to
the Unitea States Dollar amount of the obligations for whiéh payment is
made to the Governmgnt shall be computed on the basis of a rate of ex-
cﬁange satisfactory to A.I.D.

SECTION 2.05. Prepayment. Borrower shall have the fight to prepay,

.. without penalty, at any éime, gll or any part of the unrepaid balance
of the loan upon payment of the . intérest acérued

on such balance to the date prepayment is made. Any prepayment shall be

.cpeditéd to the installments of the loan in the ‘inverse order of their

maturity.
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SECTION .2.06. Taxes. Borrower shall pay or cause to be paid any
present or future taxes, charges, or fees, imposed dndqr the laws in
effect within the territory of India on or in connection with the
execution, delivery, recording or registration of this Agreement, the
indebtedness evidenced hereby, any promissory noﬁes, mortgage or other
security deed or other 30cuments which may be issued hereunder, the re-
‘payment of the loan.or payment of credit fee or special charge, except-
to the extent that any of the forego;ng may be exempt from such taxes,

charges or fees under the agreement referred to in Section 3.01(b).


http:SECTION.2.06
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ARTICLE II]

Conditions Precedent; Additional Requirements

SECTION 3.01L. Conditions Precedent to Initial Disbursement.
Prior to and as conditions precedent to the issuance of the first
letter of commitment or first disbursement under this Agreement,
Borrower shall, except as A.I.D. mey otherwise consent in writing,
furnish A.I.D. with the following, in form and substance satisfactory
to A.I.D.:

(a) Evidence that satisfactory arrangements have been made to
construct, operate and maintain the project as planned.

(b) Such reports, contracts, pians, specifications, documents
or other submissions in respect of the Project as A.I.D. may request.

(¢) An Agreement executed by the Government providing for the
Special Loan Repaymen: Procedure and all documents relating to such
agreement as A.I.D. may request.

(8) A legal opinion or opiniuns demonstrating to the satisfaction
of, and signed by counsel satisfactory to, AjI.D. that:

(i) This Agreement has been duly authorized, executed and
delivered by Borrower in accordance with any applicable laws in effect
within the territory of India; all applicable fequirements for the
registration or recﬁrding of this Agreement have been complied with
in such place or places and in such manner es #rc required within Indla
tovprotect and preserve the rights of A.I.D. hereunder; all applicable
toxes, charges or fees, imposed under laws in effect as of the date of
such opinion wifhin the territory of India on or in connection with the

execution, delivery, recording or registration of this Agreement, the
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.indebtedness evidenced hercby, any promlssory notes which‘ma& be
issued hereunder, the repayment, of the loan or payment of interest
hqve been duly paid by Borrower except such taxes, charges or Iees
as Borrower may pe exempted from paying under the agreement referred
tolin Saction 3.0Ll(c); and this Agreement constitutes a valid and
legally binding obligation oi Borrower enforceable under any applicable
lawé in erfect within the territory of India, in accordance with-its:
terns; and

(ii) Borrower's representations as stated in Secfion 5.01(a)
through S.Ol(;), are true as of the date of such opinion or opinions,
except that as to the notters referred to in Sections 5.0L(¢c) throuza
5.01(1) the opinion or oﬁinions ray e only to the extent of counsel's
or éounsels' information and belief.

(e) Evidence sabtisfactory o A.I.D. that the local currency
required for the project is available.

(£). Evideénce sati;factory to A.I.D. that & private sector dollaxr
loan to cover additional Toreign exchange costs ofl the project, as
been ovbtained by Borrower.

(g) Evidence as to the satisfaction of any other terms. and condi-

tions. as A.I.D. may.cdeem advisable.


http:exchan.ge

SECTION 3.02, Terminal Date For Fulfi llment of Conditicns DPree

he by oo

cedant. If the conditions required by Section 3.01 have not been

completed within S0 days or date ol execution of this Agreemens, or such

[V Y1 €794

other date as shall be agreed vo in writing by A.I.D., A.I.D. may at

iy tize therzafter at its option terminate this Agreement by giving

notice to Borrower.
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ARTICLE IV

Letters of Cormitment and Disbursement

SECTION 4.01. Requests for Letters of Commitment. To obtain

Disbursements of the Maximum Credit, Borrower may from time to time
regues. A,I.D, to issue letters of commitment to one or more banking
institutions in the United States designated by Borrower, committing
A.I.D. to reimburse such bank or banks for Dayments, made through
letters of credit or otherwise, to Borrower or any designee of Borrower
bursuant to such documentation requirements gs A.I.D, may prescribe.
Banking charges incurred in connection with letters of commitment shayiy
be for the account of Borrowgr and may be provided out of the ILoan,

SECTION 4.02. Other Forms of Disbursenent. Disbursements may

also be made under this Agreement through such other nmeans and by such
other procedures as Borrower and A.I.D. may mutually agree upon in
writing,

SECTION h.03. Terminal Date for Requests for Letters of Commitment,

Except as A,I,D. may otherwise agree in writing, no letters of commit ent
shall be issued in response to requests received af'ter

SECTION 4.0k, Terminal Date for Requests for Disbursement. . Except

as A,I.D, may otherwise agree in writing, no disbursement shall be Made

against documentation submitted after



ARTICIE Vv

Warranties

SECTION 5.01. Representations and Warranties. Borrower repre-

sents and warrants that as of the date of this Agreement and as of the

da%e of each disbursement:

under the laws and decrees of India with full authority to carry on
its present business, to undertake the Project and to enter into and

carry out all of its obligations under this Agreement;

performance of this Agreement and the execution, delivery or Payment

of any notes which Bdorrower may be required to issue hereunder;

(d) Borrower is not in violation of, and the execution and
delivery of this Agreement, the compliance with all of its terms and
the carrying‘out of the other transactions céntemplated hereby, do not
and will not'conflict with or result in any violation of, any provisions
of any present charter, by-laws; agreement, franchise, concession,
lieense, permit, decree, order, statute, ordinance, governmental rule

Or regulation applicable to Borrower;
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(e) There is no action or proceeding pending or threatened.
(or, to the best of Borrower's knowledge, any basis therefor) which might
result in any material adverse changé in the business prospects or con-
dition (financial or other) of Borrower or which questions the validity
of this Agreement, or the Financing Commitment, or, so far as Borrower
knows, its ability to proceed in accordance with the Financing Plan
described in Borrower's application for this loan (the "Financing Plan"),
or any action taken or to be taken pursuant to or in connection herewith
or therewith or in carrying out the Project. No notice has been given
by any governmental authority of any proceeding to condemn, purchase
or otherwise acquire Borrower, the Project, or any part of or interest
in either and, so far as Borrower knows, no such proceeding is contemplated;

(f) Other than as described in its application for the Maximum
Credit or heretofore disclosed in writing, Borrower's asseté are not
'subject to aﬁy Lien., As used iﬁ this Agreement, the term "Lien" shall
mean any voluntary or involunta;y encunbrance, privilege, easement or
priorcity;

(g) Borrower has filed all its tax returns which to the
knowledge of Borrower are required to be filed and has paid all taxes,
assessments, duties, and other governmental charges except those not
yeﬁ delinquent or those being contested in good faith;

(h) Borrower has heretofore‘disclosed in writing to A.I.D,

all agreements material to the Project or this Agreement;



-13 -
ARTICLE VI

Covenants Concerning Procurement

SECTION 6.01. Eligibility Date. No goods or services may be

financed by the Loan which arise out of orders or contracts firmly
Placed or entered into prior to the date of this Agreement.

SECTION 6.02. Reasonable Price. Borrower covenants to pay no

more than reasonable prires for goods and services financed by the Loan,
which should normally approximate the 10Qest competitive price for the
goods and services procured, operating costs, quality, time and cost

of delivery, terms of payment, and other factors consideied.

SECTION 6.03. Competition; Small Business Notification. Gobds

and services (other than professional services) financed by the Loan
shall to the maximum extent practicable be procured on a fair and com-
petitive basis. In order that American small business shall have the

" opportunity to participate in furnishing Eligible Items, Borrower shall,
at such time prior to ordering or contracting for any Eligible Ttems
éstimated to cost more than the equivalent of Five Thousand United '
States dollars ($5,000) as A.I.D. may specify,.céuse to be received

by A.I.D, such information concerning Eligible Items és A.I.D, may
require, |

SECTION 6.04. Source of Procurement. All goods and services

financed by the Loan shall be of United States source and origin, as

defined by prertinent A.I.D., Regulations.
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~ BECTION 6,05, g ipping. (a2) A1l poods !;nancod by the
Loan st be shipped to B.wrower by trungportation media owned,
opcrated and under the coatrol oz India or countries includeq
in Code €89 of the A.I.D.,Geographic Code Bool as in cffcct at
the time of shipment,

(b) A1l goods (oompqted Separately for dry bulk carriers,
dry carpgo liners and tankers) financed by tﬁe Loan which may be
transported on ocean vesseis shail be transported on privately-
owvned Unitedlstates-flag commercial vessels, to the extent
required by the relevant United Statos legislation and
regula»:ons at the time of shipment,

(c) No goods may.be {inanced hereunder which are
“transnoniied by any ocecan vessel (i) which 8,1.D,, by written
‘nOLlC“ to Borrower has designateqd as ineligible to carry
4,1,.D, Zinanced 800Gs .or (ii) which has Dbeen éhartered
for the carriage of A, 1,D, financed Boods unless such charter
hao been approveq by 4,1, D,

SECTION 6,05, Marine Insurance, If in connection with

the placement of narine 1nsurancc on shipments financed under
United States legislation authorizing assistance to othor
-nations,iIndia, by statute;‘decree,-rule or regulation, favors
any iﬁsurance company of any couniry . over any mafine<insurance

conpany authorized to .do business in any state of -the United
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~ States of'America,.goods.financed by ‘the Loan ‘shall during
the continuance of such dlserimination be 50 insured in the

United States with a compray or companies authorized to do a

AN

marine insurance business in any state of the United. States of
America,

SECTION 6,07, Source of Other Goods and Services

‘Utilized on Project, Except to the extent that A,1I,D, may

otherwise agree in writing, all goods and services utilized
~for tha Project othor than those financed by~thevLoan shﬁll-
have their origin in and be procured from India or countries
.included in Codo 889 of the A.I.D,'Geographic Code Book as in

-effect at the time of procurement,

SECTIORN 6,02, Employment of Contract Personnel, The

employment of personnel to perfornm services under contracts
financen bereunder, in the whole or in part, will be subject

“to all applicable United States legislation and sueh require-
hents as A,Y,D, may irom time to time‘promulgate or specify andg,
except as A,I,.D, may otherwige direct, all such contracts shall
include provisions necessafy to implemeht such 1eﬁislation

and requircements,
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SECTION 6,09, United S'ates Goverrment-Oimed Excess Proverty.

The Borrover shall utilize, with rezpect to goods financed undor the
loan to which the Borrouer takes titlo 2% the time of procurement,

such reconditioned United States Governrent-Cimod Excess Property as may
be consistent with the requircments of ine project and as may be
available within a reasonable period of time, The Borrower shall seek
A.I.D.'s assistance in ascertaining the availability of and in

obtaining such Excess Property, A.I.D. will make arrangements for-

any necessary inspection of such property by the Borrcuer or its re~
presentative. All charges incident to the transfer to the Borrover

of %ﬁe Excess Property may be financed under the loan, Prior to the
procurement of any goods, other than Excess Property, financed under

tho loan and after having sought such A.I,D. assistance, the Borrower
shall indicate to A.I.D. in writing, on the basis of information then
available *o it, either that such goods canmot be made available from
reconditioned United Stetes Govefnmcnt—Owned EXcess Propérty on &
timely baéis or that tke goods that can be made available are not

tcchnically suitatle for use in the projéct.
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ARTICLE VII

Additional Covenants

SECTION 7,01, Execution, Completion and Operation of
Project, Borrower Covenants that:

(a) The Project shall be carxied out and completed with
due diligence and ef¢101ency in conformity with sound business,
engineering and Ilnanc1a1 practlces and in conformiuv with any
contracts, enginecring, congtruc;lon or procurenenu arrangements,
or plans and sp901f1catlons approved by A.I1,D,; Borrower shall
obtain A,I,D, c¢oncurrence prior to any material- modlf‘cation
or cancellation of any ‘such con;rac»s rrangemﬂnts plans or
spééificat10n~° L. rowar shall promptly advise A,I.D, in
wrltlng upon complet;on of the Project

(b) The Ilnqnc1ng provided for_in the Financing Plan
Will be obtaiued and any additional resources which’ may be
required to COmp;Gtu the Progect Will be provided by Borrower;
the terms of any oifer for sale of Borrower's aebt, securities,

‘or capital stock to brovige additional‘funds'for the completion
of the Project shall béisubject L0 the prior written approval of
A.X, 0,

(d) All goods financed by the Lcan.shall be adequately
maintained and repaired, in accordance.witb sound maintunance
bractices, as ne0ﬂssary or app;oprlate Borrower shall at all
times causc its rlant to be operated in accordance with sound

buglnegs practices
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(d) All goods and services financed by the Loan shall
be used exclusively for the Project, provided that in the case of
any goods which are not fully expended through their use for such
Project, the foregoing provision shall apply until the completion of
the Project or until such time és such goods or services can no longer
be usefully employed for such Project; and provided further that no such
goods shall be exported from India‘without prior approval of A,I.D,

SECTION 7.02. Information and Markinez., Borrower shall cooperate

with A,I.D, in making information concerning the Maximum Credit public

and shall rake approprigte arrangements to carry out A.I.D.'s instructions
with respect to signs at the Project site ang marking of goods financed
by the ILoan.

SECTION 7.03. Maintenance of Records; Inspections; Reports.

Until Borrower has discharged in full its DPayment obligations under
this Agreement, Borrower shall:

(a) Maintain or cause to be maintaineq records adequate to
identify the goods and services financed by the Loan, to disclose
the ﬁse thereof in fhe Project, to show the nature and extent
of the solicitation of prospective suppliers and the basis for

the award of the contracts or orders involved, and to
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indicata the progress of the Project, Borrower shall also
maintain books and records of account in accordance with
accounting principles and practices generally accepted as
sound in India,

(b) Furnish A,I,D, within one hundred eighty (180)
days after the end of each fiscal year of Borrower with at
least two (2) copies of a balance sheet of Borrower as at the
clcse of the fiscal year then gnded, together vith the related
statement of profit and loss and surplus.of Borrower for such
“fiscal year,”in’réaéonablé-détailianducérti%ied.by“an
uindependent chartered accountant satls;actory to A.I D’ and, in
addition, two (2) copies of any other rcports prepared for
distributhn to Borrowa? s.sub51dlaries. Such financial
reports shall be wrépared in accordance with accounting
practices and principlies generally accepted as sound in Iadia
and shall be accompanied by:

(i) A cer tltlcate of such accountant stating that his
"review of Borrower ha° 1nc1uded an egamination of this Agreecment;
.whether such examination has disclosed'the existence of any‘
.event or condltlon which constitutes an Event of Default or
which, a;ter the notice or lapse of time, or both, opecified
in Section 8,02 would constitute an Event of Default; and
setting forth computations as to Borrower'" conpllance during
the period reviewed with Sections 7.07(a), 7.07(c) and 7.07(d)
and stating whether Berrower has complied during such period

with Section 7,07(b); and
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(11) A certificate of an officer ¢ Borrower approved
by A,I.D. stating that he has made or caused to be made a roview
of DBorrower's transactions and condition during the fiscal year
covered by such financial reporfs and as of the date of his
certiiicate and that such review has not disclosed the
existence of any event or condition which constitutes an Event
of Defauit or which, after thg notice or lapse oi time, or both,
spééified in Section 8,02, would c&nstitufe an IZvent of Default
or if any such event or condition ez*sted or exists, the nature
thereof and the action Dorrower has taken or proposes to take
with respect thereto.

(c) Furnish A.I,D, within}one hundred twenty (120) days
after the end of each fiscal year éf Borrower with two (2)
copies of an Annual Progress Réport prepared by an officer oif
Borrower appro?ed by A,I.D. sefting out (i) whefher Borrower's
net worth, sales, and’n et profits during the fiséal year
immgdiately preceding the date of such report (the "Report
Year") were éreater or less thah they’were for the fiscal year
preceding the Reﬁort Year, (ii) whOther Borrowe*'ﬂ.net wofth,
sales and profits for the Report Year were greatér or less than
its average net worth, sales and profits for the three years
immediately preceding the.Report_Year; (iii) an explanation of
thé changes in net worih, sales and net profits reported undor

(1) or (ii), (iv) a brief general statement of the officor's



opinion of Borrower's opsrations during the Report Year and its
future prospects, and (v) a progress report on the Project
indicating its estimated date of completion oxr if completed
during the Report Year, its date of completion,

(d) Permit A,I,D, 2t all reasonable times to examine
the books and records referred t; in Subsection (a) above and
all other documents and records relating to this Agreemeat or
fhe Prqject. Borrower shall coopera?e with A,I,D, to facilitate
inspection of such books and records, its plants, offices,
warchouses, equipment, properties, facilities dﬁd'obérééibné

(e) Promptly furnish to A,I.D. such reports and
information relating to the Project,§goods'and serv;ggs financed
by the Loan and other covenants of tﬂis Agreement as A,1,D, may
reasonably request,

SECTICN 7,04, Commissions, Fees and Other Payments.,

Borrower warrants and céVenaﬁts that in cornection with obtaining
\the Maximum Credit or in connection with any»actién under oxr with
respect to this Agreemeg€ it h#s not paid or caused to be paid
and will not pay or causezto be paid and to the best of Borrowewr's
knowledge there has neithgr been paid nor will there be paid nor
agreed tQ be paid any comﬁission, fee, or other payment to aﬁy
pe}son, firm, corporaticn or other entity (except as regular
compensation to Borrowver's fﬁll-time officers and cemployces)

other than as compensation for bona fide proiessional, technical
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or other comparable services., Borrower shalil promptly report
to A.X.D., 211 paymonts or agreements to make paynents for such
professional, technical or comparable services,‘and if the
amount-of any such commission, fee or other payment is deemed
unreasonable by A,I1,D,, Borrower shall causz & reduction

s tisfactory to A.I.D, to be made therein,

A.I,D, from tine to time may in writing prescribe
conditions concerning the eligipility Zfoxr financing hereunder
of commissions, including krokerage commissions and coamissions
paid to sales agents of sopolieré, and allowances to purchasing
agents or importers, DBorrower agrees 1o oomply with such
conditions, to promptly report to’'a.I.D, any paynient or

1

allowance, or agreement to pay or permit any commissions or
allowances coverad by such conditions of widch it has
knowledge and to reimburse A,I,D, on request, in the amount

of any payment or allowance made or permitted contrary to such

- conditions; prov1ded however that this paragraph shall apply

only to commissions or alliowances arising from contracts or
_orders made or’placed after receipt by Borrower oi notice of’
such conditions, Nothing contained in this paragrapn shall

be construad to permit the Llna1c1ng hereunder oZ any

commission or allowance not otherwise elipib;e fox flnancrng

under this Agrecment,
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(c)v Conduct all transactions with its'managing agents,

directors, officers, stockholders, affiliates, and employees in

accordance with good commercial practice in India, and fully disclose

and prom>tly report to A.I.D. any such transactions not entered into

in the ordinary course of business. All CquenSation to managing

agents, directors, officers and executive employees shall be reasonablg.

SECTION 7.07. Particular Negative Covenants. Until Borrower

has aischarged in full its payment obligations under this Agreement,
Borrower; except as A.I.D. may otherwise agree in writing, shall not,
direcfi#wor indirectly:

(a) Incur or have outstanding any indebtedness (including
any indebtedness incurred hereunder), other than contingent liabilities,
'aggregating nore than‘ of the aggregate
amount of Borrower;s unimpaired capital, surplus (other than surplus
arising from the feevaluation of canital assets) and free reserves
determined in accordance with accounting principles and practices
generzoily accepted as sound in India;

(b) Create or permit to exist any Lisn'on any of 1.

assets (whether now or hereafter existing) without makihg
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effective proviSion satisfactory to 4,7,D, whereby such Lien

-will equally and ra%ablf secure_répafmont of the Loan and

interest thereon..fThis subsection shall not apbiy{

(i) Any nien created on propérty, other than prope}ty
-financed under this Loan, at the time of purchase thereof,
' soiély as secufity foxr the payﬁent of the purchase price of
such-propérty;
(ii) Any Lien on inventory to secure a debt maﬁuring
nol more than one yeéf éfter the déte on which it is originaliy
incurred and to be pa;d ou» of the roceeds of sale of such
inventory; '
(iii) Liens for taxes not delinquent or taxes being
’cbntés ted in good faluh, prov1deo that such Liens shall be
dlschargea within th11ty (30) days after final a&judication;
.(iv) Liens fpr ‘wages not yet due;
(v) Deposits.of bledces'of pgoparty other”fhan capital
" assets to securé.p ayn nt of workmen's co upensation ox other
sinilar bpneflts re qulred by law; or
(v1) Deposits or p;edges of property other than capital
assets to sccure performance of bids, tenders, léasvs, public
or statu»oxy obl;gaulons, surety or appeal bonds or other
purpos s of like g n»ra; nature in the qrdinary course o6f

Bcrrower's business,



nd thereafter of less than

(4) Declare, Pay, authorize, or make any dividend or other
distribution on account of any shares of any class of stock of Borrower,
whether now or hereafter outstanding; unless immediately after giving
“effect to such dividend or distribution either (i) the aggregate amount
of all such dividends ang distributions paid or declared auring the
. :period from the date of this Agreement to and including the date of

" -such DProposed dividend or distribution would not exceed
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of the Neot Earnings of Borrower accruad

during such period, or (ii) the aggregate amount.of all such
dividends orudistributions declared in the fiscal year of
Borrower in respect of which such dividend or distribution
is declared, do not exceed Borrower's Net Earningévfor‘euch.
- fiscal year; provided that in neither évent shall any
dividend or distribution ‘be made if.there exists an;Event
‘o?'Default or %ny event or condltlon which, asfter the notice
or lapse of time, or bobh, spec1‘1od in Section 3,02, would
conctitute an Event of De fault; the term "Net aﬁfhlngc" as
used in this subsection shall mean the net earnings after
taxcs of Borrower computed in accordance with accounting
inciples generally accepted as sound in India, before

deducting deprédiation anﬂ‘afte: déducting all debt.
amortizavlou due and payab e in the relevant period, provided
that there shall be excluded froﬁ.such nef earningé any net
gain arising from the sale or revaluation of capital assets
or from the acquisition or retirement or ‘sale oi any
sccurities of Borrower

(e) Invest in, extend loans, or otherwise advance or
supply’ fundu to any other pe‘oon, corporation oxr °nfity,.except
as advances to suppliiers of credlt extended to customers and
employeas in the ordinary course of business, if there exists
an Event of Default.or any event or condition which, after the

notice or lapse of tine, or both, sppc1f1ed in Se ct*on 8. 02

would constitute an Evont of Default;
! ' : ' '
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(£) Sell, transfer, leas@ or otherwise dispose of all
or substantiaily all of its capital assets, or undertake any

merger or consolidation;

(g) Export Zor use or consumption in the United States

of America any of the production of the Project facilities,
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ARTICLE VIII

Remedies of A.T.D.

SFCTION 8.0l. Suspension. In the event that at eny 4ime;
(a) An Event of Default has occurred or an event or condition
shall have occurred ‘walch;” after the notice or lapse of time » Oor ‘both,
specified-in-Section-8.02,-wculd constitute -an-Event of Default, or

(b) The Project is in A.I.D.'s Judgment unreasonably delayed;

(c) An event occurs which A.TI.D. determines to¢ be an
extra-ordinary situation which makes it improbable that the purposes
2f this Loan will be attaired or that Borrower will be able to perform
its obligations hereunder ; or

(d) Any disbursement would b€ in violation of the legislation

governing A.I.D,


http:Section-8.02
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(e) ALl of any substantial part of Borrower's essets,
business or operations (vhether now or hereafter existing) shall be
condemned, seized or aprropriated, or any action shall be ingtituted
%o dissdlve or disestablish Borrower or to suspend its operation, or
a substantial part thereof and Borrower ié unable to secure corrective
action satisfactory to A.I.D. within sixty (60) days after such
condemnation, seizure, appropriation, or other Governmental action;

(f) Any franchise, license, right, privilege, or charter,
granted pursuant.to'or existing by virtue of law or otperv}gsal
éuthofify and necessary for the condu;t of Barrower!s businéss, for
" the completion of the Project, or for the carrying cut of the terms
of this Agreement is revoked, cancelled, or denied in such manner
as to make it improvable, in the judgment of A.I.D., that Borrower
will be able to perform its obligations under this Agreement or that
the Maximum Credit will fulfill the purposes for which it has been
established and Borrower is unable to secure the reinstatement of
such franchise, license, right, privilege, or charter within ;ixty
(60) days after written notice of its revocation, éancellation or
denial has been received by Borrower; or |

(g) Any procedure under the laws in effect within the
territory of India for the relief of financially distressed debtors
shall be entered into by Borrower voluntarily or ;nvoluntarily and
sald procedure shall not have been dismissed without material sdverse
~ effect to the subject party within sixty (60) days of the time such

procedure is commenced;
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then A,I.D. may at its option: (1) decline to issue rurther letters
ot commitnent' (11) suspend or cancel ou standing letters of commitment
to the extent that they have not oeen ut*lized through the issuance
of irrevocable letters of credit or throuoh bank payments made other
than under irrevocable letters of credlt, giving notice to Borrower
promptl/ there&fter, (ii1) decline to make Dlsbursements other than
under letters of commitment, and (iv) at A I. D 's ovn expense, direcu

that title to goods financed by the Loan shall be transferred to



A.I.D. if the goods ere from a source outside of India, i a deliverable
- state and have not been;offldaded at ports of entry in India. To ‘the
‘extent that any costs connected with the purchase and transportation
of thesé goods have been financed by the Loan, these amounts shall
be deducted therefrom.

SECTION 8.02. Acceleration. If any one or more of the following
events ("Events of Default") shall-occur and be continuing:

(a) Borrower shall fail to pay in full any interest or
installment of the Loan within thirty (30) days after the same shall _
become due;

(b) Borrower shall fail to comply with any other term,
covenant or condition contained herein and such failure remains -
unremedied for a period of thirty (30) days after written notice
thereof has been given to Borrower by A.I.D.;

| (¢) Any representation or warranty made by Borroﬁer in
this Agreement, or in any documents submitéed or to be submitted by
ér on behalf of Borrowér under this Agreement, on in cconnection
with obtaining the Maximum Credit shall prove to be incorrect in
any material respect;

(@) Any indebtedness or obligation of Borrower for the
.payment of borrowed money shall be come due and payable prior to the
stated maturity thereof by reason.of acceleration, or is otherwise
not paid when due, and provision for payment, satisfactory to A.I.D.,

has not been made;



then A.I.D., at its option, may declare all or any part of the unrepaid
balance of the Loan end any promissory notes issued pursuanf to this
Agreement to be dues and prayable immediately whereupon the same, and
all interest accrued thereon, shall become immediately due and payable.

SECTION 8.03. Waivers of Default. No delay in exercising, or

omission to exercise, any right, power or remedy accruing to A.I.D.
under this Agreement or any promissory notes issued pursuant hereto
shall be construéd as a waiver of any of these rights, powers or
remeales. v

SECTION 8.04. Expenses of Preservation of Assets of Borrower and

of Collection. All reasonable costs incurred by A.I.D. (other than

salaries of its staff) after an Event of Default has cccurred, in
connection with (i) preservatiun of Borrower's assets (whether now or
hereafter exjstiﬁg), or (ii) collection of amounts due under this
Agreement or any promissory notes issued pursuant hereto, may be
cl.arged to Borrower and reimbursed out of this Loan or otherwise as
A,I.D. shall specify.

SECTION £.05. Refunds. If A.I.D. determines that any Disbursement
made by it under this Agreemeut is not supported by valid documentation
submitted by Borrower in accordance with the terms of this Agreement,
or is not made or used in accordance with the terms of this Agrcement,

or was at the time of Disbursement in violation of the legislation
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governing A.I.D., Borrower shall pay to A.I.D., within thixty (30)
days after receipt of request, an smount not to exceed the amount of
such Disbursement; provided that such reques'. shall be made not later
than fi\}e (5) years after the date on vhich the Disbursement is made.
Upon 1ts receipt, A.I.D. shall reduce the installments of the Loan due

in inverse order of maturity, by the amouni; of any such payment.

ARTICLE IX
Miscellaneous

SECTION 9.0l. Use of Representatives: (&) All actions requirud

or Permitted to be performed or taken under this Agreement by Borrower
or A.I.D. may be performed by their respective duly authorized
representatives,

(v) Borrower hereby designates C.oopera.tive Fertilizer
International, a United States cobperation, as its representative with
authcrity to Qesigna.te in writing other representatives of Borrowexr
in its dealings with A.i.D. Dorrower's representatives named pursuant
to the preceding sentence, unless A.I.D. 1s 'g:'gvén notice otherwise,
chall have authority to agree on behalf of the Borrower to any
modification or amplification of this Agreement. Until recelpt by
~“A.I.D., of written notic;e of r.evocation by Borrower of the autnority
.of any of its representative.s A.ID, ray ‘accept the signature of such -

representative on any instrument as conclusive evidence that any action

effected by such instrument is authorized by BOrrower,
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SECTION 9.02, Binding Effect. 'This Agreement shall bz binding

upon Borrower, any subsidiary thereof, and successor or assign of
elther, and shall be binding upon and inure to the benefit of any
Buccessor or assign of A.I.D.

SECTION 9.03. Applicable ILaw. This Agreement shall be deemed to

be a contract made under the laws of the District of Columbia, United
States of )\merica, ahd shzll be governed by and construed in accordance
with, the laws of the District of Colurbia, United States of Americe.

SECTION 9.01;. Notice. Any notice, request or comxunicatvion given,
made or sent by Borrower or A.I.D. pu:,'suént to this Agreement shall be
in writipg and shall be deemed to have beenduly given, made or sent to
the Dartyto vwhich it is addressed when it shall be delivered by hand ar
by mail, telegram, cable or radiogram to such other party at the
following addresses:

To the Borzjower

Mail Address:

To A.I.D.:
Mail Address:

Agency for International Development
Department of State

Washingion, D.C. 20523

U.S.A.



- 34 -

Cable iddress:

ATD
Washington, D.C., U.S.A,

Other addresses may be substituted for the above upon the glving

of notice as provided herein.
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ANEX IT A
LIST OF June 19, 1969
COOPERATIVE FERTILIZER INTERNATIONAL
MEMRERS,/SECNSORS

Agricultural Ccoperative Developnent International
Washington, D. C.

Central Farmers Fertilizer 'Company
Chicago, Illinois

Coastal Chemical Corporation
Yazoo City, Michigan

The Cooperative Leagus of the USA
Chicago, Illinois

Cotton Producers Association
Atlanta, Georgia

Farmers Regional Cooperative
Fort Dodge, Iowa

Farmers Union Centr:1 Exchange, Inc.
St. Paul, Minnesota

Farmland Industries, Inc.
Kansas City, Missouri

FS Services, Inc.
Bloonington, Illinois

Indiana Farm Bureau Cooperative Association, Trc.
Indianapolis, Indiana ‘

Midland Cooperatives, Inc.
Minneapolis, Minnesota

Mississippi Chemical CSuwpuiration
Yazoo City, Mississippi

Missouri Farmers Asscciation, Inc.
Columbia, Missouri
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ANNEX II-B
BOARD OF DIRECTORS June 19, 1969

"TRANSITORY BYE LAW" GOVERMING FIRST BOARD OF DIRECTORS

k2. Notwithstanding anything contained in these bye-laws, the
first Board of Directors and its Chairman shall be nominated by the
Government of India. The strength of the nominated Board excluding
the Chairman and the Managing Director shall not exceed eleven.

L3. The nominated Board shall hold office for a period not
exceeding five years from the date of its nomination (March 11, 1968).
Interim vacancies in the nomirnated Board shall be filled by nominees
of the Govcrmment of India.

PRESENT COMPOSITION OF BOARD OF DIRECTORS INCLUDING THE CHATRMAN

(A) Cooperative Membert

(1) Yuvraj Udaybhansiughji - Presently Chairman of the
of the National Cooperative Union of India and the All India Central
Land Development Banks Cooperative Union. Past President of the
Gujar;t State Cooperative. Land Development Bank since its inception
in 1951.

: (2) V. N.Puri - Chairman and past Managing Direstor,
Punjab State Wholesale Cooperative. Members of the Board of Directors
and Executive Committee of the Punjab Stzte Consumer Cooperative
Society. Joint Secretary, National Cooperative Union of India.
Member of the Board of Directors of National Cooperative Develorment
Corporation, National Agricultural Cooperative Marketing Federation,
and International Cooperative Alliance.

(3) Rao Dalip Singh - Chairman of the Haryana State
+ Wholesale Cooperative. lNember of the Legislative Assenbly, Haryana.

(k) Xanhai Singh - Tice Chairman of the Uttar Pradesh
(U.P.) State Wnolesale Cooperaiive. Director of the U.P. Cooperative
Bank, U.P. Cooperative Union, U.P. Land Development Bank, a district
cooperative bank, and a local wholesale cooperative.

(5) M. L. Chauchry - Chairman, State Wholesale Cooperative,
Rajasthan.

(6) S. G. A. Naicur '~ Chairman, State Wholesale
Cooperative, Mysore.
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(7) S. C. Xesur - State Wholesale Cooperative, Maharashtra.

(B) Industrialist Member

(1) R. P. Goenka - Former Chairman of Chamber of Commerce,
Calcutta. Wealthy industrialist.

(C) GOI Members

(1) Ramaswamy Tyer, TAS -~ Deputy Secretary, Ministry
oi‘ Finance.

(2) V. N. Kasturirangan - Chief Project Officer in
Department of Chemicals, Ministry of Steel, Mines and Petrochemicals.
Previous General Manager of Fertilizers a.nd Chemicals Travancore, Ltd.
(A major GOI public sector campany).

(3) M. A. Quraishi, ICS - Additional Secretary, Ministry
of Food, Agriculture, Community Development and Cooperation.

(D) Ex-~-0fficio (non-voting) Member

(1) Paul Pothen - Managing Director of IFFCO.

(E) Additional Member
(1) The IFFCO Board of Directors has room for one more
- Director who, the GOI has agreed, can be a BofA appo:mtee after BofA
provides the foreign exchange i‘:mancmg.

BOARD OF DIRECTORS BY MARCH 1973

BYE LAW SECTION

33. "(a) The Board of Directors of IFFCO shall consist of:

i) = One naminee each of an apex marketing society in a
State wherefrom all the cooperatives have paid not less
then Bs. 5.0 million ($666,000 equivalent) to the
share capital of IFFCO;

ii) Five Directors to be elected by the General Body;

1ii) Not more than five persons to oe nominated by the
Government of India;
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iv) One naminee each of the National Agricultural Cooper-
ative Marketing Federation, National Cooperative Union
of India, National Federation of Cooperative Sugar

Factories and the National Cooperative Development
Corporation; and

V) Managing Director of the IFFCO (Ex-officio).

. "(b) The financing agency or agencies, if any, providing
long term credit to IFFCO shall also be eligible to nominate one
Director each.

"(c) The Board shall have power to co~-opt not more than
two Directors interested in the furtherance of the obiectivas nf
the IFFCO.

34. "The terms of office of the elected Board of Directors shall
be three years; provided, however, that if for any unavoldable reason,
a new Board is not constituted within the exp.ry of the term, the
existing Bourd shall continue to hold office till the new Board is
constituted, '

35. "The casual vacancy in the office of an elected Director
shall be filled by the Board of Directors by co-cotion. The Director
50 co-opted shall be filled Lp by election for the renainder of the
term, if any, of the Director in whose place the vacancy originally
occurred. ‘

36. "A member of the Board may, at any time, resign frem his
office by sending his resignation to the Managing Director of IFrCo,
Such resignation shall take efiect from the day it is accepted by
the Board. :

37. "No member of the Board shall be pfesent at a meeting
when any matter in which he is personally interested is being
discussed, nor shall he vote thereupon.

38. "An elected member of the Board shall vacate his office if:

i) ‘The member- soclety which he represents ceased to be .
a member of IFFCO or is cxpclled by the General Body;

ii) 4if he acquires any disqualifications prescribed in
the Cooperative Societies Act and the Rules framed
thercunder; .

idi) If he is absent at more than three consecutive meetings
of the Board of Directors without leave of absence.
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39. "The meetings of the Board of Directors shall be convened
at the instance of the Chairman. Two weeks notice shall ordinarily
be given for the meetings of the Board. The quorum for a meeting of
the Board shall be one~third of its total strength or five, which
ever is more.

LO. "The Chairman of the Board of Directors, and in his
absence, the Vice-Chairman chall preside over the meetings of the
Board. 1In the absence of both Chairman and Vice-Chairman , the
Directors present in the meeting shall elect a Chairman foxr the
meeting from among themselves.

L1. VA1l questions in the meetings of the Board shall be
decided by majority of Directors present and voting. In case of
equality of votes, the Chairman of the meeting shall have a casting
or second vote,."
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IFFCO FERTILIZER PPROJECT
Resource Inflow/Outflow for National Feunomic Irofitability Computation
(All fipures in thousands of dollars)

1970 1971 1972 1973 197k 1975 1976 1977 1978 1979 1983 1081 1w 1B 1%f. =gpeq)
FOREIGN EXCHANGE

Value of Froduction:

. LlUrea 1/2 . 6377,. 19875 21972 27701 27701 27701 27701 27701 27701 27751 . 27731 271.r 237
DAP (equivalent) 1/2 Le1l - Yh99d” 172967 23055 23055 23055 23055 23055 23055 23055 23355 23155 2ewiy:
Fozash (equivalent) 1/3/ - 1090 3545 LOBB 5h50  5W50  ShS0 5450 5k50 5450 5L50 5459 cLs57 e

Total Inflow = - - 12076 3BL10 L3336 56206 56206 56206 56200 56206 56206 G5F205 GEZOZ Stedr S5ax "2

Costs:

Projact Investment 3/ 6627 15122 14791

P:05 (Phos. Acid) f’l 3621 11769 13579 18106 18106 18106 18106 18106 18106 18106 1712 181%¢ 121322

Potash ‘ TJ 1062 - 3453 3984 5312 5312 5312 5312 5312 5312 5312 5312 5312 5

(Eca.tfnz Agert L 26 86 99 132 132 132 132 132 132 132 132 132 b1

Laphtha f 121 394 LsL 606 606 606 606 606 €0k €0€ £2£ £22

Fuel Cil [ 185 600 692 923 923 923 923 923" 923 923 323 323

CFI Costs T 117 Ly 226 121 L7 36 - - - - - -

Catalysts &% Chemicals K7 130 300 - - - - - - - - - -

Maintenance Materials T 325 612 486 370 270 370 370 370 370 370 37 a2

Addi<ions to Inventories E’/ 1970 - - - - - - - - - - -

Total Fcreign Exchange Cost 6627 15102 14791 11739 17655 10520 25570 25496 25LB5  25LLy Z5LL3 b et i -z
et Fereign Exchange Inflow(Outflow) (6627) (15122) (14791) 33y 29755 23816 30636 33710 30721 39757 30757 3757 3737 327~ 3 -sv o=
LOCAL CURRENCY

Costs: ' : . :

~ Project Invesiment 9/ 1L256 23012 7h68 3021 - - - .= - - - - - - - -7
Raw Materials 10/ 878 2850 2291 L4386 4386 L3B6  L3BE 4386 4386  437¢ L3FE L3342 -k
Additions to Inventories 11/ 540 - - - b - - - - - - - =2
Cperating Coszs ¥ 3320 7365 8500 10075 10075 10073 10075 10075 12073 10975 12275 1237S N
CFI Costs . 13 323 569 _ 25k 129 43 3k - - - - - - z

Total Local Currency Tost 14256 23012 Th6B tag2 1078k 12045 14500 1L50L  1GGo5  ILLGT  1GLZT 15kel 1Ll 1lye) 1L z
=% Infley (911:1“-.;:-;)_ {+1883) (#8134) (P2r59) (T943) 9971 11771 160LG 1606 16 ¢ B S TOUS S . Lol ci
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ANNEX IV A Page 2
IFFCO Fertilizer Project

Footnotes fox> .table on National Economic Profitability

Equivalent imports from Table 8 Note (1) of the April 25, 1969
Financial Analysis of the IFFCO Fertilizer Project. (All fooi-
rnote references to tables are those from this Financial Analysis
report unless otherwise doted.) At full capacity they are:

Urea - 392,000 MT; DAP - 265,000 MT; and Potash - 109,000 MT.

Price assumptions from New Delhi 2910 Para 2 are: Urea Rs, 610 in
1973, Rs. 585 in 1974, Rs. 560 in 1975 ang Rs. 530 in 1976 and
following years; DAP $87.00 per Mr. (Note that Table 8 uses $90.9
per MT for Urea and $100.0 per NT for DAP.) Potash $50.0 per MT
per Tuble 8. Production per Table 14 is assumed to be 20% in
1973, 65% in 197k, 75% in 1975 and 100% thereafter,

ACénstruction costs and CFI costs from Table 9. Does not include

interest, legal fees and bank fees,

Joreign exchange costs per MT from Table 18, Have assumed that
input)usage varies proportionately with production (see Note 2
above),

The annual consumption of naptha and fuel oil is assumed to vary
proportionately with output during the start up period 1973-1976,
The foreign exchange cost is assumed to be 90 percen’, of the

refinery price given in Table 17 which works out to be $10.20 per

Source same as given in Note 5 above. Price works out to be $10.10
ber MT.

Per Table 8, These amounts are the CFI costs net of those covered
by the million dollar grant from CFI. :

It is assumed that all raw rmaterials inventories are built up
during the first year of operation (1973). Foreign exchange costs
per MT from Table 18 and Notes 5 and 6 above. These rates are
applied to the inventory tonnages shown in Table 1l. Inventories
of goods in process and product are excluded since they are part
of sales (which is estimated production priced as noted in Note

2 above. ) .

Includes construction contracts, CFI costs and departmental
charges (except bank loan expense in 1970) from Table 10, Ex-
2ludes interest and initial working capital since the latter is

The
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already reflected in additions to inventories or in sales
(value of production). Also excluded are import duvies and
sales taxes. Import duties and sales taxes are lumped as a
four-year total in Table 3 on Page I-8 of The Capital Invesk-
ment Cost Report (Revised) for the IFFCO Fertilizer Project,
March 21, 1969 (CIRC). The import duties and sales taxes were
allocated to each year in the same provortion as the annual
dollar amount of "construction contracts" (Table 9) bear to the
four-year total of "construction contracts", viz,

;970 1971 1972 1973 Four Year Total
Construction
Contracts 6400 1kaoo 14400 3700 39,400
Percent of :
Total : 16.2 37.8 36.6 9.4 100.0

Multiplying the percentages of the total above times total import
duties ($7,285,000) and sales taxes ($1,995,000) gives the annual
amounts excluded.

Total raw material costs shown in Table b less the foreign exchange
costs shown above (See Notes 4, 5 & 6) and less taxes taken from
Table 17 with totals computed as follows:

Product Rs, Total MT Total Value
' Per MT @ 100% 1973 197k 1575 1970 - 1u0hL

Naptha 36.1  59,k00 Rs. 429 Rs. 1394 Rs. 1608 Rs. 21hk

Fuel 0il1 92.0 91,370 1681 5464 6304 8406
P205 261.2 130,000 6791 22071 25467 33956
Filler 0.6 15,700 2 . 6 7 .9

Total Rupee Value (00C) Rs. 8903 Rs.28935 Rs. 33386 Rs. 44515

Total Taxes (000) Dollars $ $ 1187  $ 3858 $ sl § 5935

Inventories from Table 11, except Ammonia, Urea adn NPK, less the
foreign exchange costs shown carlier (see Note 8) and taxes computed
using the prices per MT shown ir Note 1l2. 7Total taxes are $L41,000.

From Table 19 except the foreign exchange costs of catalysts and
chemicals (see Note 7) of $130 in 1973 and $300 in 1974 have been
deducted.,
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}g[ Total. from Table 4 less the foreign exchange amounts already shown
(see Neie 7.

Comment: Have not included selling costs (shown in Table L) in this
statement because they are not unique to this project i.e., they would
be required whether ITFCO imported the fertilizcr or manufactured it.
Also the product is priced .at estimated CIF price rather than at
estimated satec price leaving no margin for local selling costs in the
inflow side of the calculation.
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IFFCO FERTILIZER PROJECT '
COMPUTATION OF NATIONAL ECONOMIC PROFITABILITY

Discount Present value of net inflow(outflow)l/ Equalizing FX Exchange

Rate Foreign Local Premium®/  Rate Implied 2/
. Exchange(FX) .Currency (LC)
8% 129,032 (126,255) -2.15% 7.34
9% 117,134 (119,962) +2.419 7.68
10% 106,509 (114,231) +7.25% 8.0k
129 87,937 (104,171) +18. 469 8.88
15% + 65,93k ( 91,911) +39.40% 10.45
Notes:
1/ See Annex VI A for time phasing of net inflows (outflows).

2/

The equalizing foreign exchange (FX) premium is the percentage
increase in the official exchange rate of Rs. 7.50 per $l.00
required for a zero net present value for the project at a given
d@iscount rate, it is computed according tio the following formula:

100 + FX premium) ti~- (present value FX)
( premtun) (inflow/outflow )
100 times(present value LC) .

(inflow/outflow ) =0

Computed as follows: (100 + Equalizing FX premium) times (7.50)
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AlINEX V. A

Ten State Market Ares
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ALL INDIA
SEMI-LOGARITHMIC GRAPH SHOWING A THREE YEAR RUNNING AVERAGE OF FERTILIZER
—.mic NJUTRIENT SHIPMENTS FROM THE YEARS ENDING JUNE 30, 1952 TO JUNE 30, 1947
ony
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Productior Capacity

Current Ratio
Debt-to-Equity
Yorkdng Capital
Profit-to-Sales

Profit-to Net
Torth

Cost of Sales-to-
Sales

Jebt Service

Days Accounts
Receivables

Days Inventory
Maintained

75%
1.23

151
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IFFCO FERTILIZER PROJECT

FINANCIAL RATIO STATEMENT

1961

197 1975 1976 1977 1978 1979 1980 1982 1983 198% 163¢
65% 75% 100% 100% 100% 100% 100% 100% 100% 1002 197% <3¢
2.20 3..8 s5.6L  7.43 8.85 9.70 10.20 10.18 10.16 10.13 15.85 zE.27
2.08 1.90 1.35  0.91 0.65 0.50  0.38 0.30  G.21 0.13 2.26 2023
310972 23812 Lh575 61816  75L0o7  B36h3  BBLO6  BB2LB 87987 87698 90908  734.7
— - - - - 2.1% 2.0% 3.9 L.8% 5.6% 6..7% 7%
-— - -— - -—  1.8% 1.h% 2.5% 3.05 347 5477 .27
B¢ 885  83%  72¢  Thg 6% 9% B3 823 s17 3% s
1.88 2.co 2.69  2.h7 2.22 178 1.8 0.98  0.97 2.58 2.57 T.3:
L7 L7 Lk Lk Lk L7 L7 L7 L7 Y -7 -7
Lo Lo Lo 51 51 55 55 55 58 53 83 53

1 sy

iy
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IFFCC FFRTILIZER FROJECT |
Pro-¥orma Statement of Sources and Applications of Funds
(Thousands ot Dollars)
¥Y Fnding March 31

Pre-Stertuyp . ’ .
To 9/39/72 1973 1974 1975 1976 1977 1978 1379 1980 1921 1382 1923 1%~ 2zt

Sources of Funds

From Orerations:

Ket incore after tax - - - - - - 1435 1275 229¢c zc57 3352 2271 -2
Depreciation 811 17126 19750 1827k 951G 7720 = 6200 kg0 4519 w47 z€es z12% 1727
Tax crediis - - - - 900  1ksko 12781 © 7511 5408 Lyl 552 £L2 73k ziz
Total from operations - 811 17126 19750 27074 24150 20501 . 15146 11673 €752 ey €2l X3 [5F}
Dollar Loans 48000 - - - - - -, - - - - - - -
Rupee term loan 28000 - - - - - - - - - - - - -
Rupee worxing capital loan - Looo - - - - - Po- - - - - - -
Co-op egquity 12000 - - - - - - i - - - - - -
GCI equity 24000 - - - - - - L. - - - - - -
Total funds applied 112000 4811 17126 19750 27074 24150 20501 . 15146 11673 €752 [JVF) 6621 ze5¢ L)
Applications of Funds :
wWorkinz Capital :
Teceivatles - 6100 900 1000 2000 (500) (500) ! (500) (500) (500) - - - -
Icventory-Rew-Katerials Looo  (1000) - - - - - - - - - - - -
Inventory-Products - 500 1200 1300 . 1320 - - Y- - - - - - -
Other CJurrent Assets 4oo - - - - - - . - - - - - -
Accounts Payable (1250)  (750) (200)  (500) - - - - - - - - - -
Added Working Cepital 3150 L850 1900 1800 3320 (500) (500) : {500} (500) (590) - - - -
Fixed Assets '
Flan: and Equipment 106000 !
Townships 2€00 ;
Added rixed Ascets 10c600 :
Loan Repayrents: ‘
Tollar Loans - - 2182 L36h L364 4364 L364 L36L L36u 436k 43¢4 L36s 3o PRI
Bupee Term Loans - - 1273 2546 2546 2546 25h6 ;. 25hE 25kEé 25ké 25L& 23he L LIeT
Pupee Werking Capital Loan - - L4000 - - - - - - - - - - -
- - Th5s 6910 910 6910 0010 <010 910 [ R (SR AN (SR -==
Cther Uses :
retire N1 equity . - - - - - - - . - - - - - - =2
Total Tunds Applied 111759 48550 9355 8710 10203 €h10 o410 chlo oLl) RSN [ [N RN DT
!
i'e*. Increase in Cach 250 (z9) /71 110h0 17hkl 177h0 0 1001 T 8736 {2e2d
Eesirnin: Cash Balence -0 - 250 211 oB2 19022 30LOG 54206 - w297 S2¢3 f
Ca.;h kalar.ce Lnd of Year 250 211 atie 19002 3GHGG cL206 CROO7 . TR SIRTT NN

ANV

)
o
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Capacity Utilization
Price Level

Net Sales Incame

erating Costs:
Raw Materials
Excess Materials
Production Costs
Selling Expenses
CFI Costs

Total Operating Costs

Operating Inccme

Non-Overating Costs:
Lezreciation
Depreciation (Defe: ed)
Interest-FX-Loans
Financing Costs-FX-Loan
Interest-LC-Lcan
Interest-iC-Loan

Total Non-Operating Cests

Profit before Tax

Less:
6% Tax Credit
Tax Holiday Credit
Teveleopment Rebate
Income Tax °
Total Credits % Tax

Net\ Income After Taxes

IFFCO FERTILIZER PROJ.CT
PROFORA_INCOME GTATIISIT
Thousands of Dollars

FY ending March 31

1979

973 197k 1975 1976 1977 1978 1980 1981 1982 1983  198L
20% 65% 75% 1004 100 100  100% 100% 100Z 100  100Z  100%
100¢ 100Z  100% 95% $0% 85% 8o% 5%, 70% 70% 70% 70%
17,000 55,250 63,750 80,750 76,500 72,250 €8,000 63,750° 59,500 59,500 59,500 59,500
7,302 23,002 26,550 35,L00 35,l00 35,L00 35,100 35,L00° 35,100 35,L00 35,400 33,400
75 1,02 730 - - - - —; - - - -
3,450 7:865 8,500 10,075 10,075 10,975 10,075 10,075: 10,075 10,075 10,075 10,075
800 1,700 1,800 2,000 2,000 2,000 2,000 2,000. 2,000 2,000 2,000 2,000
Lo 1,010 L80 250 90 70 - - - — - -
mmmmmmmm;mmmm
L,335 20,650 25,690 33,025 28,935 24,705 20,525 16,275 12,025 12,025 12,025 12,025
10,355 18,650 14,950 11,980 9,610 7,720 6,200 1,990 - 4,010 3,2l0 2,620 2,120
(9,5L) (1,52h) 1,800 6,29 - - - -— - - - -
2,0LL  2,0Lk 3,792 3,lb5 3,061 2,690 2,319 1,948: 1,577 1,206 835 L6l
110 110 191 166 149 130 112 ol 7 .59 L1 3
1,050 1,050 1,957 1,766 1,575 . 1,38k 1,193 1,001 ot 620 L29 238
320 320 - - - -- - — - - — -
1,335 20,650 25,650 23,625 1,395 11,955 9,820 "B,033 G,I78 513 “3,925 “Z,55
-0- -0- -0~ 9,400 14,540 12,781 10,701 8,22 : 5,550 6,900 8,100 9,160
752 1,163 1,022 856 659 . Luh 552 6LR 73L

L,70L 2,453 3,347 1,210 Ly7h9 - - - -

3,94k 10,52, 8,h12 2,uu§ 5;-1 — - Lo By

-= == === L7556 1,559 . 2,808 _ 3,L01 L,099 i, 6.5

9,400 1L,5L0 12,781 79,265 5,969 ,"'3“,25'2 ~L,0L3 E"L‘T,? ?’Tr‘, 3

~U- -0- -0~ -0- -0- -0- L,L35 1,275 | 2,298 2,857 3,353 3,31

1285

1902
70%

59,500

35,400

10,075
2,096

L7575

12,625

1,720
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IFI'CO IEXTILIZER PHOAJECT
Pro-fourma Balance Sheet
(Thousands of Dollars)

Ac of March 31

Pre-Startup

V/30/72 1973 1974 1975 1976 1977 1978 1979 198 1581 1S 1523 158 1523
CUSEELT ASSETS
Casia 250 211 7982 19022 364G6  hoo6 68297 77033 ©2246 B2633 82377 Re%iE 31533 €l1:T
Keceivables -— 6100 7000 8000 10070 9500 9000 8500 8070 7509 7599 7575 7502 .
Eaw Materials h. o 3000 3000 3000 3000 3000 3000 3000 3000 200 3990 3977 3200 37925
Products Inveitory ~—- 500 1700 3000 L320 L322 L320 L4320 L4320 L3z9 L3z L3z9 L3zo L3zs
Fars, Suprlies, ete, L0O 400 Loo 400 Lo Loo 400 400 Loo L50 Los e (o)) Lot
Total Current Assets 650 10211 20082 33W2z  SGIC6  7ik26 85017 93253 26516 27453  F7521 #7292 #7-53 z:-7
Plant & Eguipment, let 102900 102154 85158 65538 L7334 3791k 30324 2Lash 13334 1551L 124oe 371k T3z
Townships, let 2600 2535 2Los 2275 21ks5 2015 1885 1755 1625 1L35 13¢5 21233 Ll
Othner scsets 3100 3100 3100 3100 3100 3100 3100 3100 3100 3100 3122 3153 3103
Total Assets 313250 118000 110745 10L335 106825 11LL55 120326 122362 122135 117267 11LL67 111557 1Iz13:
CUTE=I T LIASILITIES
fCCOunts Puyadle 1250 2000 2200 2700 2700 2700 2700 2700 2720 2700 Habit
Current-l{uturities-Collar Loarns - 2182 L36h L36L L4364 364 4364 L4364  L3BYL L36L ———
Current-lMaturities-Fupece Loan 5773 2546 2546 254G 25M6 25L6 2546 25L6 ~5te ===
Total Current Liabilities 9455 J110 9510 9610 519 610 9C10 B X1 -
ATD DCLLAFR LCAIL 15000 14318 1295k 11590 10026 8862 TLo8 6134  L770 _———
DAY OF AERICA M LCANS 33000 31500 28500 25500 22500 19500 16520 13590 12520 ———
RCPET TIRM LIAL - IET 28000 26727 2L181 21635 19060 16543 13997 11451  da2s e
TOTAL-LIAZILITIES 77250 BZooo TL7hS 68335 B1h25 SL515 L7605 = LOBJ5 353735 RN
IET-UCRK J .
Zo-0p Shares ' 12000 - 12000 12000 12000 12000 12000 12000 T 12200 1020 Lill
. GOI Shares . 2kood  2ho00 28000 zhoon L0000 2KO00 . 2hOXD ThID ——
Izrred Surnlus -— -— -— —-— Ghh2 178y 1001 ¢ 76373 3056 z
Duve Fabate Fegopv: | ———— — o - 28 0 11151 L7hGD 10294 1y, oL 1
Tetal - ilet-vorth JO0) 363 36000 30000 iSho0 el 7L L7 In3B) B . -
Liwbiliticn- ct-tiorth ! 1i3059 Lo 1IO7hG 1ohi33o 1oy, 1IRAGS L0360 L30T T3 1l e S D T
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