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PROJECT PAPER

PAXISTAN: FAUJI-AGRICO FERTILIZER PROJECT

SUMMARY AND RECOMMENDATIONS

Borrower: The Islamic Republic of Pakistan (GOP or Government).

Beneficiary: The Gop will relend the proceeds of the A.I.D. loan
. to Fauji-Agrico Fertilizer Limited, a new company

to be established in Pakistan under the Companies
Act of 1913. The Company will be 30 percent owned
by the Fauji Foundation of Pakistan und 30 percent
by the Agrico Checmical Company of Tulsa, Oklahoma.
The remaining 40 percent of the company's equity
will be held as follows: 29.k4 percent by the
Pakistani public; 4.0 percent by the International
Finance Corporation (IFC): and 6.6 percent by foreign
investors yet to be identified.

pan Amount: S$40,0 million,

To tae Governranit: 4O years, including a 10-year grace period on
the repayment of principal, with interest at
2% per year during the grace period and 3%
per yeer thereafter.

To the Bensficiary: Firm relending agreements are yet to be negotiated;
it is expected the terms will be 15 years,
including a 5-year grace period on the repayment
of principal, with interest at 10% per year.

Tctal Project $246.7 million, of which 150.1 million (61%) is the

Cost sstimatad foreign exchange cost (to be financed by
the A,I.D., and other foreign exchange loans and
s2auity). The local currency cost of the project

\$96,06 million equivalent) will be provided by the
local investors ($43.9 million equivalent in the
form of equity), and local financial institutions,
which are Government controlled ($52.7 million
sguivalant in long-term loans).
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6. Project:

T. Background:

The design and construction of a modern fertilizer
facility, including all necessary offsites, located
at Goth Machhi, Punjab, 375 miles from Karachi.

The plant will hgye an annual rated capacity of
315,000 tons of-ammonia and 543,000 tons of urea
or about 2L4L,000 TPY of nitrogen.

Increased usage of fertilizer is important in the
GOP's efforts to produce more of the food required
to feed its growing population. With its shortages
of foreign exchange, and the recent scarcity of
fertilizer in world markets, it is essential that
Pakistan use its indigenous natural gas resources
to produce domestically more of its growing
fertilizer needs.

8. Export-Import Bank Interest:

9., Mission Views:

Exim Bank has indicated it has no interest in the
proposed loan,

The Mission supports the project and recommends
approval of the loan. The Acting Mission Director's
Certification pursuant to Section 611(e) of the
Toraign Assistance Act of 1961, as amended, is
attached as Annex 1.

10, Ststuvory Reaguirement:

",

11, Recommendation:

PROJECT COMMITTEE:

USAID/Pskistan

Chairman
Loan Officer

Engineering Advisor

All applicable criteria for the A.I.D. loan have been

met, See Annex 2.
That a loan to the GOP in the amount of $40.0
million be authorized for the purpose and on the

terms and under the conditions set forth in the
draft Loan Authorization included as Annex 3.

Chester S. Bell, Jr,
Thomas L. Rishoi

James G. Cassanos
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Agricultural Advisor
Bcononist
Capital Projects Advisor

AID/W

Chairman

Legal Advisor
Contract Advisor
Engineering Advisor
Agricultural Advisor
Desk Officer

vi

Thomas L. DobHs
Edmund L. Auchtqf
Raza Jafar

William F, McDonald, NESA/CD
Charles E. Costello, GC/NESA
Barry S. Knauf, CM/SD/REV
James Cooperman, ENGR/OPNS/TR
John Balis, NESA/TECH

George McCloskey, NESA/SA
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DEFINITIONS

CURRENCY EQUIVALENTS WEIGHTS AND MEASURES
Rs 1.0 US$0.10 - 1 Metric Ton (t) = 1,000 Kilograms(k
Rs 10.D Us $1.00 1 Metric Ton (t) = 2,204.6 Pounds
Rs 1 millicn = US$100,000 1 Kilometer (km) = 0.62 miles

1 Hectare = 2.47 acres

1 Cubic Meter = 35,3 cubic feet

1 Bushel = 60.0 pounds

1 Maund = 82.3 pounds

PRINCIPAL ABBREVIATIONS AND ACRONYMS USED

CAN
DAP
Kgo(abbrev.K)

MAP
N

NP
P205 (aborev.

et
~—

TSP

MSCF
TPD
TPY

DH

FAFL

GOP, Government
IFC

IBRD

NFC

PASC

Calcium Ammonium Nitrate (26-0-0, i.e. 26% Nitrogen)
Diammonium Phosphate (18-46-0, i.e. 18% Nitrogen, 46% P,0 )
Potassium Oxide, the Indicator of Potassium Content of
Fertilizer
Mono-Aimmonium Phosphate (11-55-0, i.e. 11% Nitrogen,
55% £205)
witrcger, <he Indicator of Nitrogen Content of Fertilizer
Titreviscrhate (23-23-0)
“hospherus Pentoxide, the Indicator of Phosphorus Content
ot Terzilizer
Trigzie 3uter Phosphate (0-46-0, i.e. L69 P205)

D

Thousand Standard Cubic Feet
Metric Tons per Day
Mezric Tens per Year

Dawood Hercules Chemicals Limited

Tauji Agricc Pertilizer Limited

Islamic Republic of Pakistan, The Borrower
Internaticnal Finance Corporation

Internaticral Bank ior Reconstruction and Development
Fational Z:rtilizer Corporation

Punjab Agricultural Supvlies Ccrporaticn

B -

GOP FISCAL YEAR

July 1 - June 30

CROP (EAR

Summer (rhari’) - April to September
winter (Fabi) - October to March
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I. INTRODUCTION

1.01. The Government of Pakistan has requested an A.I.D. loan of $40.0
million for a fertilizer project estimated to cost $246.7 millionm,
ineluding $150.1 million in foreign exchange. Agrico-Chemical Company
of Tulsa, Oklahoma, which will invest $22.2 million, will be &

30 percent equity owner of the project. The balance of the project's
foreign exchange requirements will come from the following sources:
International Bank for Reconstruction and Development (IBRD),

$50.0 million; Kreditanstalt Fur Wiederaufbau of Federal Revpublic

of Germany (KFW), $30.0 million; International Finance Corporationm,
$3.0 million; and sources yet to be firmly identified $4.9 million.
The $96.6 million equivalent local currency requirements will be
provided from the following sources: Fauji F oundation, $22.2 million
(equity); Pakistan public, 321.7 million (equity); and Pakistan
financial institutions, $52.7 million (debt).

1.02. The proceeds from the foreign loans will be lent, either
directly as in the case of the IBRQ_(with a GOP guarantee), or through
the GOP (as prime obligor) as in the case of the A.I.D. loan, to

the Fauji-Agrico Fertilizer Limited (FAFL), a new company to be
established under the laws of Pakistan to build and operate the
fertilizer plant. The plant, with a rated capacity of 543,000 tons
per year (TPY) of urea, or about 244,000 TPY of Nitrogen,i? along
with other planned fertilizer projects, will increase Pakistan's
nitrogen manufacturing capacity by 231% to approximately 1.0 million
nutrient tons by 1982, The plant will be built at Goth Machhi in
the Punjab Province, about 30 miles from the Sind/Punjab border and
about 37Y miles northeast of ¥Xarachi. The site will have rail and
road transport connection to all important agricultural areas of the
country. It will use natural gas from the nearby Mari gas field as
feedstock and fuel.

1.03. The purpose of thz construction of the facility is to increase
domestic production of urez (on an efficient basis) in quantities
adequate to reduce present dependence on costly and undependable
imports. During the pzst 18 months the world FOB price of urea has
been as high as 3400/ton and as low as $170/ton. A corollary of
reduced dependsnce on imports is a reduced foreign exchange require-
ment. During 1975 Pakistan expects to spend over $100 million for
imported fertilizer, Continusd dependence on imported supplies will
tarasten the atszinmant of vhe 30P's agricultural targets for Pakistan.
The goal of reducing this derendence is the availability of fertilizer
on a reliable vasls, and 2t s reasonably dependable price, This

is necessary if zdvance tlznning and budgeting is to be done by

the Governmant and by individual farmers. Small farmers in particular,
who zan add to vroductivity by converting their lands to more modern
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farming practices, do not have the financial cushion to permit them
to commit themselvaes to a course of action in the face of fluctuating
supplies and prices. Also, Pakistan's full potential for multiple
cropping cannot be realized without timely and reliable supplies of
fertilizer, The logical framework is attached as Annex 2k,

1.04. This project nas as its target groups the farmers of Pakistan
particularly the smaller ones, and (in turn)-consumers of agricultural
products. If fertilizer and other inputs are short, large farmers,
with more capitg] and complimentary resources at their command,

have the greatest access to those supplies. Only with reasonably
large supplies in the economy can small farmers have assured access

to key inputs,

1.05, Pakistan has besen a fertilizer importer since chemical
fertilizers were first introduced into the country in the early
1950's. The recent increase in world fertilizer prices and the GOP's
domestic foodgrain production targets have combiiied to make this
project of the highest priority for the GOP. This priority is mani-
fested in the favorable terms the GOP has granted to the vroject
promoters in order to induce them to go forward with the project.
These terms include: =zprroval in principle of a Technical Assistance
Agreement and a dnow-now Agrsement between the local company and the
U.S8. investors, (+ne now-how Agreement provides for the payment of
$1.5 million aftzr -zmriation of the project and $1.00 per ton of
urea for a perioi o7 zen rears after production begins); relief from
import duties; zani = ranteed minimum rate of return on investor's
equity, suopjzct ool satlsfactorJ plOduCthﬂ. Tre GOP's sanction
letters dated April 3 a/

under which tae 33F 4=

Annex L,

A. Background

2.01. Agriculture is the most important sector in Pakistan and the
largest single coniritutor to the national income, accounting at
present for about 337 of the Gross Domestic Product (GDP) and 40% of
export aarnings, It z2lszo diraetly or indirectly provides work for
some 70} of the =niilres labor force. Current annual increases of
approximately 3% in population and 5.8% in GDP, plus a national policy
to improwve living :::ﬂlari further emphasize the reliance of the

F 4~

country on a hzaltny =zni a2xpanding agricultural sector.

0

2.02. During thns m13-1950's, all four provinces - Punjab, Sind,
Baluchistan and zhe Zorthwest Frontier Province (NWFP), - changed from
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& conditian of food expnrting to food importing due to an incredsing
population gnd insufficient attention beihg given to agriculture,

More recently, substantial corrective measures have been taken and
virtual self-sufficiency in food grains was “achieved in 1969 and 1970.
In fact, 0.5 million tons of grain (mostly high-grade rice) were
exported in 1971,

2,03, To achieve nigher agricultural production, the Government has
endeavored to increase the availability of major inputs such as
fertilizer, water, improved seeds and pesticides, farm credit and
technical information. The private sector has also assisted in making
available more fertilizers and other inputs. In the main farming
areas, there are extensive irrigation systems, including 10,000 miles
of canals and over 100,000 tubewells. Out of a total cultivated area
in Pakistan of about 45 million acres, 33 million or 73% have some
access to irrigation water. Fertilizer use increased from 70,000
nutrient tons in 1966 to over L400,000 nutrient tons in 19Tk, with
imports in 197L4 of about 100,000 nutrient tons or 25% of consumption.

B, Current Situation

2,0k, 1In the 1974 crop year, even though 1.06 million acres of cotton,
470,000 acres of rice and 150,000 acres of sugarcane were completely
destroyed by the August 1973 floods, total agricultural production
increased by 2.1 percent. Wheat production in 197k benefited indirectly
from the floods since some of the acreage on which summer crops had
been destroysd was subsequently planted in wheat, production of which
rose to 7.5 million tons, surpassing the record level of the previous
year, Output of crovs on land not damaged by Tloods also benefited
from the fact that water supplies were more adequate than in any year
since 1970. Rice production at 2.4 million tons slightly exceed

the peak levels set in 1970. The 1974 cotton crop fell about 7%

below the 1972 racorded level while sugarcane rose by 20%, out it

was still about 97 below its 1970 peak.

2,05. In 1975, cdue to the voorest rains and irrigation water supply
conditions in many years, total production is expected to decline.
River flows during last summer (1975 crop season) were the lowest

in the past 90 years and irrigation canal supplies, except during the
short pericd of release of Tarbsla water, have been 40-50% of normal.
The wheat areas are less than average because of the low canal flows
in ths irrigatad <racis during tlanting time, and the lateness of the
Tall rains in the non-irrigated areas. Because of early shortages

of irrigati », Tarmars also put less than normal fertilizer on

ion water,
their wheat at »lanting. With adegquate rainfall in December, January
and February zni & temporary 12,57 reduction in fertilizer prices
January Tertilizer sales were up 150% and apparently top dressing of

wheat was heavier than normal, As a result, production of wheat is
likely to dror b7y only some 6~T7% from the 7.5 millior tons last year
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to about 771 million-tons this year. Due to pests and water shortages
during the 1974 summer season, cotton production is =xpected to be
approximately 47 less than 197h, Sugarcane.yields “n the Sind have
dropped considerably due to lack of water; this, together with the
fact that T0O% of the crop in both the Sind and the Punjab is being

cut for the second or third time, instead of having been replanted,
has led to an anticipated drop in sugar production by 20% cr more,
from 590,000 tons to 450-430,000 tons.

2,06. Agricultural prospects for the 1976 crop year depend heavily

on canal water availability this spring and summer, and adeguate rains
next fall, on Government of Pakistan policies, and on the implementation
of programs to increase production. If repairs on the large Tarbela
dam are completed in June, as scheduled, and the dam is able to fill
during the summer months, and water allocations are made promptly,

the additional water will be adequate to increase average canal flows

by 15-25% depending on the pattern of storage and release during the
winter crop season. Given gcod weather, production of major crops

in 1976 should increase by perhaps 8% over the depressed 1975 output.

2.07. An agricultural growth rate of 5% or more per year can probabiy
be sustained over ths next decade if the price distortions and
subsidies that now sometimas discourage production are reduced, and
if reasonabls progress is nade in planﬁing and implementing agri-
cultural and rural development programs. In addition to adding to
winter water supplies, the Tarbela dam will help ensure the adequacy
of water in the early spring for planting and in the late summer

and early autumn for crop davalopment. Due to the flood control
function of the dam, it is estimat=d that one million acres of
previously szasonally floodesd land will be able to be cultivated with
little or no risk of flooiing. Some additional areas may also be
brought under cultivation, although the larger part of the water will
be usad to increase intensity of cultivation on presently cropped
lands. The number of tubewells is growing at nearly 10% per year and
plans are being mede for raducing or eliminating water logging and
salinity cc ditions over large areas.

2,08. The supply of locally produced fertilizers is expected to increase
from the approximately 302,000 nutrient tons produced in 1974 to over

1.0 million nutrient tons by 1982, lowering its economic cost and

assuring adequats supplies, Jrowing awareness of the importance of
Aditional and tizzly 2opplicasions of pasticides will precumably

result in attention to this problem. Application of pesticides to

prevent crop lossas dus to tasts is critical in increasing yields

of somez crops, particularl;y cotton. When the risk of crop loss due
to pests is reduced and a:ssuming adequate water is available, farmers
are likely to uss nmore Tertilizers,
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-2.09. An example of both the added difficulties created by inter-
national inflation and the interrelation of input and output prices
and subsidies is provided by Government efforts to reduce fertilizer
subsidies and gradually move other agricultural prices toward inter-
national levels. Successive price increases have raised the price of
fertilizer by 163%, from Rs. 28.5 per 122 pound bag of urea ($57.6
per ton) in September 15672, to Rs. 75 per bag ($151.5 per ton).

The international price of urea, however, has risen since September
1972 from ahout $100 %o a high several months ago of over $400 per
ton. World market prices have dropped in May 1975 to below $200

FOB Gulf ports. Since September of 1972, the GOP's procurement

price of wheat has been increased by 118% (on the basis of Rs. 37 per
maund - $103 per ton - For wheat harvested in April 1975). Domestic
farm-gate prices for cotton, paddy and sugarcane have risen respectively
by L10%, 8% and 111% over the three years. On the basis of estimated
fertilizer response, these price changes have lowered the benefit-cost
ratio of fertilizer use on wheat from 4:1 to 3:1. This ratio has
fallen from 8:1 to 3.7:1 for cotton, from 3:1 to 1.5:1 for paddy rice,
and from 9:1 to 6.5:1 for sugarcane, 1/

2.10, Wheat prices to farmers are held artifically low by Government
procurement prices and subsidized sales to consumers through ration
shops and policies that restrict the private sale and movement of

food grains. Prices paid to farmers for rice and cotton are held

dovn both by export duties and by the prices paid by the Government
export monoroliss for the=se crops. Prices of sugarcane and sugar

have also bean ! 1ly controlled, but at price levels that were at

or near world m t levels, until the abnormal increases in sugar
prices thazt beg in 197k, As of mid-May 1975 sugar retails at just
under 20 cents rar pound or slightly above the U.S. future mari.et
price, The more than doubling of the procurement price of wheat
between the 1972 and 1975 crops, however, has now brought the price

to just over $100 per ton (=zbout $103) compared to the April cash

price on the Chicago Commodiiy Exchange of about 3130 per ton($3.60/bu.).
The price paid to millers for coarse milled rice on Government procure-
ment for 1975 ranges from about $100 for IRR-8 to about $130 for
IRRI-6, one-third its most recent export price. The price received

by farmers for paddy probably is half that amount. Milled basmati

is procured at $2.40 from millers. The Government is attempting to sup-
port the domestic price of seed cotton at about 80 rupees per maund,

or approximately 29 cents per pound of lint. Other agricultural prices
are not contrellai dirsctly, but rather thoee are bans on thelr export
(m2at, Truic, 7agetables). Other crops are soxd at relatively

free domestic market prices. This results in certain anomalies such

2s the price of grain being about 20% higher than the market price of

LY

wheat and the price of maize being above that of wheat.

53
e
LA
-

a0
na
CZ

1/ Zased on FAQ/COP soil fertility trials and agricultural research
station results outlined in IBRD Report 373-PAK, ultan Fertilizer Factory.



2.11. Thae 1637 increase in fertilizer prices in the last 4 years
has raZsed urea and DAP prices to about $150 per ton. While below
current world market prices, these prices areé above world market
prizes o three yesrs ago. World market fertilizer prices may not

ra2turn tn previous levels, but they are currently moving closer to
Texistan's current prices. While domestic fertilizer prices may also
nesd t0 Te incrsased in the future, it appears that these increases
shouli fellow, rather than precede, further increases in prices

paid tc Tarmers for their wheat, rice and cotton.

C. Future Potential

2.12., PFaxistan nas consideravle potential for increased production.

Tt has ths largesy integrated irrigation system in the world, with
some 130 million acre feet of water, end irrigation control over

33 million acres, In additioz, it has over 100,000 tubewells. The
climate over a large area is suitable for double or even triple
cropring. While it is unduly optimistic to expect the Pakistanis

in tn= short-run to use levels of technology now used in the U.S.,

even if these factors are discounted by 50%, production of sugar, rice,
wneat znd cctton could be substantially expanded. {See Table 1.)
Actual on-farm experience indicates that similar results are possible
in Paxlst an., In most cases they require better levelling of land

» water management than at present and, of course, good
sdequate fertilizer =2re essential ingredients.
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Table 1

Land and Water Productivity

Principal Crops in Pakistan and Selected U.S. States

Milled
Rice
Acreage Pakistan 3.7
(Millions)
Production 2,4 MT
(Millions)
Yield (MT/Ac.) Pak. .65
Yield U.S. (MT/Ac.) 1.75
USA (Calif,)
Approximate acreage
required to produce Pak.
crop under designated
U.S. state ceniizicns
(Millions) 1.42/
Estimated total water
required 12,7 million
Estimated total acreage
required 5.9 million

/ 18-month crop in Hawaii
/ 3 f., of Irrigation Water (4.2 MAF)
3/ 1.5 ft. of Irrigation Water (4.0 MAF)
4/ 5 ft, of Irrigation Water (1.5 MAF)

/ 2 ft. of Irrigation Water (3 MAF)

Sugar
: (Crystal Cotton
Wheat Equiv,) Lint
11.4 1.4 4.5
6.5 MT l.6 MT .7 MT
57 1.14 0.15
2.40 10.001/ 0.43
(Ariz.) (Hawaii) (Ariz.)
2.7% a3 152
acre feet
acres
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III, FERTILIZER D=MAND, MARKETING AND DISTRIBUTION

A. Past Fertilizer Use in Pakistan

3.01l. Since chemical fertilizer was first introduced into Pakistan,
the consumption of nitrogen fertilizer has greatly exceeded domestic
production, Although the GOP is attempting to correct this imbalance,
consumption is projected to continue to exceed domestic production
uatil 1979, due to the long lead time required to bring new domestic
fertilizer plants into production.

TABLE 2

Past Fertilizer Consumption, Production and Import in Pakistan
(1, 000 nutrient “tons)

----------- Nitrogen (N)------ --------- Phosphorus (P05} ----
1/ Apparent Apparent
Year— Demand Production Imports Demand Production Imports
1366 69.2 47.1 22.1 1.2 1.4 0.0
1967 107.8 52.0 55.8 3.9 0.7 3.2
1968 177.4 50.2 127.2 12.8 2.9 9.9
1969 203.5 79.0 124.5 38.6- 2.5 36.1
1670 252.6 128.7 123.9 33.8 4.0 29.8
1971  271.5 129.6 141, 9 30.5 4.5 26.0
1672  344.0 215.0 126.0 37.2 5.0 32.2
1973  386.0 254.0 132,0 48.7 8.0 40.7
56.0 4.0 52.0

1974 357.¢C 300.0 57.0

Y July 1 to June 30.

B. Proj=etad Damand

3.02. Projections of nitrogen and phosphate fertilizer demand are
shown below in Table 3, It is assumed that phosphate demand will grow
more rzpidly over the next 5 years than will nitrogen demand, since
there is currently such 2n imbalance in the use of these two products
in Pakistan. The Government is determined to rectify this imbalance.
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Pakistan hopes to have et least a 3:1 ratio of nitrogen (N) to
phosphate (Pgos) in us2 by 1980, in contrast to the current ratio of
more than 5:1. A ratio closer to 2:1 would actually be desirable.

TABLE 3

Fertilizer Forecast for Pakistan
{1, 000 nutrient tons)

------------ Nitrogen (N) ==--~-- =«------ Phosphorus {(P205)----
Apparent Apparent
Year)/ Demand Production?/ Imports Demand Production Imports
1975 369 303 66 72 4 68
1976 535 310 225 100-120 10 90-110
1977 610 31c 300 130-150 14 116-136
1978 660 383, 277 170 28 142
1979 705 - 632 73 210 83 127
1980 . 750 878 (128) 250 148 102
1981 800 386 (186) 290 183 107
1982 855 1,525 {159) 330 225 105

1/ July 1 to June 30,

g_/ A build-up of the production projections by plant is prescnted
in Annex 6.

3.03. Pakistan suzarisnced very rapid growth in fertilizer use from
1966 to 1971. Uss o litrczen fertilizer increased by approximately
275% between 195 ari 1371 (= compound growth rate of over 30% per
year). Demani continusd to el pa.nd through 1973, reaching 386,000
nutrient tons, Tuz d=2lined 7. 5% in 1974, and will have recovered only

slightly in 1973,
over the pastT tw
including shar o
distribution ani 2r2il
irrigation water,
for irrigation =°
fertilizer prices
favorabls crop tri
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fertilizer consumption in 1976. Pakistan has targeted a 9-million
ton and 10-million ton wheat crop in 1976 and 1977, respectively.
To achieve these targets and the targets for other crops, more than
500,000 nutrient tons of nitrogen will need to be applied in 1976
and more than 600,000 tons in 1977.

3.04, Nitrogen fertilizer demand projections shown in Table 2 above
reflect this assumed jump in sales over the next two years. Pakistan's
Working Papers for the 1975-80 plan period (which do not, at this
time, have any official GOP sanction) target total fertilizer use of
1.0 million nutrient tons in 1980, roughly three-fourths of which
would-be nitrogen, approximately one-fourth would be phosphate, and

a very small amount of potash. If 750,000 nutrient tons of nitrogen
fertilizer were to be used in 1980, compared with the actual 386,000
tons used in 1973, this would imply a 12% compound annual growth rate
over the 6 year period. This rate of growth, while substantial, is
certainly atcainable with a sound set of fertilizer and crop pricing,
distribution, and credit policies. It should be noted that these
figures fit within the range considered reasonable by the two private
sector urea producers in Pakistan and are very close to the demand
projections contained in the draft TVA study. L

3.05 In fact, a number of alternative projections of fertilizer demand
have been made through 1980 in various official and non-official
reports. An October 1974 study by Esso _presented "low," medium" and
"high" estimates of fertilizer demand. 2/ The medium estimate for
calendar year 1980 was 692,000 nutrient tons of nitrogen. A study by
the GOP's ministry of Industries ?lso contained projections of
fertilizer demand through 1980, 3. Although more than one set of
estimates was presented in this report, the more conservative set,

and the one given most credence, showed 1980 nitrogen fertilizer demand
of 310,000 nutrient tons. Given this range of estimates, the 750,000
nutrient ton target used in the GOP's Working Papers for the Fifth Plan
period (the figure used in this paper) seems reasonable.

3.06. It is recognized that the foregoing projections of demand and

the supply projections contained in Annex 6 result in a modest surplus

of urea during the first years of production of NFC's Mirpur Mathelo
project and the Fauji-Agrico project, before demand again exceeds
domestic produztions, Lo difficulty is expected in disposing of any

such surplus in the world market. ©Since natural gas is now substantially
cheaper than other fesdstocks for the production of nitrogen fertilizer,

L/ ennessee Valley Authority,'An Appraisal of the Fertilizer Market
and Trends in Asia", Muscle Shoals, Alabama, April L4, 1975 (Draft).

-3 ]

2/ Zsso Pakistan Fertilizer Company, Limited, "Pakistan Nitrogen
Demand Forecast Study", Xarachi, October 197k,

Y Ministry of Industries, Government of Pakistan, "Requirements and
Preduction of IHitrogenous and Phosphatic Fertilizers in the Years 197475
and 1979-80", R=pcrt of Committee Set up by the Fertilizer Board,

Sextember 197k,
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Pakistan should be able to export urea at prices both competitive

and profitable, India would be the natural market given the expected
shortfall in India between nitrogen fertilizer production and demand.
This, of course, assumes the continuation of improving commercial
relations between India and Pakistan.

C. Distribution System .-

3.07. Prior to mid-1973 fertilizer sales expanded rapidly with
private distributors playing a major role in promotion and distribution
In 1973, the authority to regulate fertilizer distribution was trans-
ferred from the Central Government to the provinces. Soon thereafter
three of the four provinces proceeded to reorganize their distribution
systems in such a way that public agencies in these provinces now

play the dominant role. The Sind set up the Sind Agricultural Supplies
Corporation (SASC) which began operations in August 1973; the Punjab
followed creating the Punjab Agricultural Development and Supply
Corporation (PADSC). Both agencies were charged with responsibility
for wholesale and retail trade and for operating fertilizer storage
depots. In Baluchistan, fertilizer distribution was turned over to

the Provincial Department of Agriculture. Only in the NWFP was the
distribution system left unaltered. Table 4 below shows the relative
importance of the public and private sectors in the four provinces.

Table kU

Public and Private Sector Fertilizer Marketing

% of National Share Marketed by:
Province Consumption Public Sector Private Sector
Punjab 67.0% 83% 17%
Sind 22,5% 54% 46%
NWFP 9.0% 23% 1%
Baluchistan 1,5% 55% 45%
Pakistan 100. 0% T70% 30%

Source: "The Fertilizer Marketing System in Pakistan";
FAO Working Paper, June 1974, p. 6.

3,08, MNote that almost 90 percent of Pakistan's fertilizer is consumed
in the Punjab and 3ind, therefore, the performance of PADSC and SASC

is obvicusly of criticzl importance to the performance of the entire
marketing systerm in Pakistan. A more detailed discussion of the
revised fertilizer distribution system with a preliminary assessment

is contained in Aunex T.
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D. Marketing Program

3.09 FAFL has received GOP approval to market its own output and
to conduct a pre-produaction sesding program. The seeding program
will facilitate the timely organization of a marketing network, the
establishment of brand identification and loyalty, and assist in
the training of sales point personnel in salesmanship, service and
sound management practices, FAFL's marketing plan will be reviewed
by A.I.D. to assure that adequate attention is given to meeting the
demand of the smaller farmers.,

E. Pricing

3.10. Retail fertilizer pricss are fixed, for each type of fertilizer,
by the GOP, This price is uniform throughout the country without
regard to transportation and marketing costs. The sale of fertilizer
at prices higher than the established price 1is not allowed although
during periods of slack d=mand some price cutting is done and past
experience indicates that during shortages malpractices are likely

to crop up in both public and private sector distribution. Scarce
supplies go to the privileged; small farmers, particularly in isolated
areas, suffer,” Retail prices of urea have been changed seven times
since 1971 (five permanent increases, one temporary reduction, and

}o I S

then a return to the pravious vrice). On August 1, 1971, the retail
price of urea vas rziss22 =2 25, 570 MT while the current price

is Rs. 1,500 MT, Thez tricing of fertilizers, as well as other agri-
cultural inputs, iz ussd =25 =z nmethod to achieve the overall objectives
of the Government's zgriculitural policy and attiempts to take into
consideration agriczulzturzi cutput prices, which, as discussed in
Section II, are also controlled by the GOP Only an indirect relation-
ship exists between the azxtual cost of fertilizer and the retail

prices established by the GOP. Fertilizers costing more than the
retail prices (currently imported fertilizers) are subsidized, while
a surcharge is impcsed on the fertilizers (domestic) which cost less
than the retail price.

3.11. The factory gate price of indigenous fertilizer is established
periodically by the GOP based on audited costs of production, plus
what the GOP considers a Tair return on the invested capital., The
current price which hzs bsen fixed by the GOP for the two private
timatad to average about 357 less than the
urea, It should be noted that the factory
i on a case-by-case basis and there is no
rice be paid to all producers. Currently,

Zsso reportedly receives a slightly
than does Dawood-Hercules. 1

th pae D
5O oUW
0
w

;m 18]

present retail price
gate price is establish
requirements that a unifc
due to various circumstan
higher -price of its produ

)

lled capacities and projected production

1/ See Annexes 5 ani & insta
axisting private sector urea plants,

levels of the two
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Because of the increase in capital costs,'Fauji-Agrico's output will
be considerably higher cost than the two present domestic producers
and, therefore, when the plant comes into production its factory gate
orice will have to take this into consideration.

3,12, To cover marketing costs, the GOP allows a fixed amount per
ton cn imported and domestic fertilizer. These margins are subject

to pariodic review in light of actual costs and are broken down into
various components including minimum dealer commissions which must

be paid by both the private sector manufacturers who wholesale their
own product as well as the public sector organizations who use private
agents,

- .
F. Cradi

3.13. Agencies engaged in wholesaling improved fertilizer are allowed
three to six months credit. However, this is almost never passed

down to the private retailers, Domestic private sector manufacturers
sell to wholesalers as well as to retailers on a cash basis. The
public sector producers usually sell on 30 days credit terms to their
wholesalers, Many large and medium-sized farms can pay cash or obtain
short-term loans for fertilizer purchases and other productive and
consumptive needs, but millions of smaller farmers have had no easy
access to credit, In the past, this has been an important constraint
on increassing fartilizer utilization. The GOP recognizes that this

is a problem area and has mads efforts to improve the situation. See
the Zole of Credit in Facilitating Farmers' Access to Fertilizer in
Annex 8,

IV. THE COMPANY

A, Orgenization and Manazement

4,01, 4 public-limited company will be formed under the Companies

Act of 1913 with a capitalization as shown in Section VI paragraph B.
The basic document covering the relationships between the two major
equity investors (the Faujli Foundation and Agrico-Chemical Company)
will e the Participation Agreemant, a draft of which is included

as Annex 16, This document =223 exhibit G have been reviewed and
aprroval or the TI72, sudbject to the submission of the other exhibits.
A.I.D. nas informally been provided with a copy of the Agreement.

The Zxhibits to thz Agreement are currently being drafted and reviewed
by Agzries and Fauli., Aftsr the documents have all been completed,

they will 22 prasented %o ths 32P. Among the Conditions Precedent

to the 4,I.D. loan will %2 finzl approval of the Participation
Agreement, to include al ioits, by the GOP and review and approval

1
of the documents oy A.I.D.

£3
exn
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4,02, According to paragraph 7.03 of the draft Participation Agreement,
and as will be provided in the Shareholders Agreement, the two promoters
will nominate individuals to fill the following positions, subject

to approval by the other party:

Fauji: Managing Director
Director of Finance
Director of Administration
Deputy Director of Marketing
Deputy Director of Operations

Agrico: Deputy Managing Director
Director of Operations
Deputy Director of Finance
Deputy Director of Administration
Director of Marketing

B. The Fauli Foundation

4,03, The Fauji Foundation is a nonprofit charitable trust set up

in 1953 and operated for the benefit of veterans. The Foundation was
capitalized at-Rs, 18,0 million which came originally from the British
Government, prior to independence, on the basis of the number of members
in the British Armed Services. The funds have been invested in a

number of industrial projects as shown in Table 5 below. Annexes

11 and 12 provide additional background information on the Foundation,
its organization and purposa.

Table 5
Fauji Foundaticu
General Information

Fauji Fauji Fauji Modern Fauji Lyallpur Fauji Founda-
Cereals Sugar Sugar Sugar Textile Cotton Cotton tion Gas
R.Pindi Tando Khoski S, Hill Jhelum Lyallpur H. Abdal Dhullian

Year of Commence-~

ment of Production 1957 1961 1971 1972 1955 1934 1975 1973
Profits (1974) .6 31.3 l4.4 4.9) .8 3.2 .6 (.4)
(Rs.in millions)
Personnel
Dfficers
Ex~-Servicemen 1 5 8 6 6 3 2 5
Civilians 4 24 25 24 19 42 8 7
Qthers
Ex-Servicemen 51 190 174 181 566 197 123 34
~ Civilians 38 1,009 994 790 1,902 6,283 331 30
Total 94 1,228 1,201 1,001 2,493 6,525 464 76
wcity Monthly 2,000 3,000 1,500 25,000 51,000 25,000 14,000
90,000 TP/D  TP/D TP/D spindles spindles spindles TP/D
packets 500 1,115

looms looms
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4,04, Fauji's fiscal year-end is September 30. The foundation's 1973
and 19Tk audited balance sheets and profit and loss statements are
presented in Annex 15. At September 30, 1974, the Foundation's invest-
ment was Rs. 26L4.3 million ($26.4 million equivalent), current assets
were Rs, 183.2 million and the current ratio was 1.1:1. The Foundation's
noncurrent assets include a time deposit in the amount of Rs. 117.9
million which has been regserved to cover Fauji's initial equity contri-
bution. This amount, along with the projected profits from the
Foundation's operations (see Annex 13) and borrowings will be adequate
to cover the funds required to meet its total equity contribution,

The Foundation's September 30, 1974, debt/equity ratio was 1.18:1,
therefore, even if the profits projected for the next several years

are less than expected, the Foundation's capital structure is strong
enough to support the additional borrowings, which could be supported

by the FAFL shares, and used to cover the equity requirements. Even

in the very unlikely event that Fauji had to borrow an additional

Rs. 100.0 million to cover its equity contribution, the Foundatinn's
debt/equity ratio would be approximately 1.6:1. This is certainly

well within the bounds of sound financial management, For comparison
purposes the debt equity ratio of FAFL is expected to be 2.33:1

after completion of the project, i.e., before any profits are gensrated.
Table 6 below presents a summary of the Foundation's financial situation
during the past 5 years. Projections for the next 5 years are contained
in Annex 13.

Table 6
Fauji Foundation Pakistan
Summary Financial Positions
(Rs. Million)

1970 1971 1972 1973 1974
Capital Employed 1/ 135.60 141.39 276.56 365.56 413,06
Foundation's Investment— 116,04 130.16 160.59 215.19 264.29
Long~-term Loans 19.56 11.23 115.97 150,37 148,77
Debt-Equity Ratio 0.31:1  0.24:1 1.10:1 1.11:1 1,18:1
Net Fixed Assets 35.35 31.21 161.53 236.13 272.06
Total Assets 152.00 161.00 337.00 454.53 578.87
Net Sales 96.00 110.00 210,00 310.56 479.41
Net Profits 12.48 15.50 33.30 42,93 45,65

1/ Adjustments due consolidation of accounts not shown.
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C, Azrico Chemical Company

4,05. Asrico Chemical Company is a division of the Williams Companies.,
The Williszms Conpanies plans, designs, engineers and builds long-
distance pipelines and related facilities abroad, operates a products
pipeline domestically, and more recently has diversified into steel
warehousing, LP-gas retailing and the production and distribution of
fertilizers. in 1974 fertilizer sales accounted for 45% of total
revenuas and 643 of gross operating profits. The size and growing
importance of Agrico-s financial contribution in the Williams Companies
can be s=en in Annex 14, a summary of which is shown in Table 7 below:

Table 7

The Williams Companies
(in $ Millions)

1971 1972 1973 1974
Total Revenues 412.4 577.9 744.1 993.4
Operating Earnings 69.7 90,6 115.4 218.0
Net Income 30.8 38.0 48.4 95.6

Agrico Chemical Compaqx

Revenues 50.5 205.4 312.0 461,8
Operating Earnings 3.7 17.7 37.5 139.9
Total Assets 36.0 162.6 205.6 494,0
Employees 653 2,918 2,602 3,025

4,06, Th2 Williams Companies became a leader in the chemical fertilizer

i
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per year, Phosvphate production is concentrated in Florida, where
Agrico minas in excess ol six million tons of phosphate rock and
produces pnosphoric zcid and 600,000 of TSP per year, and Faustina,
Louisiana, with a capacity of approximately 1.5 million MT/Y of DAP.
In addition to this »roject, Agrico is also participating in new
fertilizer plants in Jordan, Brazil, Korea and Eastern Europe.

V. THE PROJECT

A. Project Scove:

5.01. The project will be located at Goth Machhi in the Punjab
Province. The location is approximately 375 miles from Karachi along
the main railway line and the Karachi-Lahore highway. The project will
include a2 1,725 ton ver day (TPD) urea plant with an intermediate
ammonia production plant of 1,000 TPD, along with all necessary
ancillary facilities. On the basis of 315 days per year on-stream
time, the plant will have annual capacities of approximately 543,000
tons of urea or 2LL,000 nutrient tons of nitrogen, with intermediate
production capacity or 315,000 tons of ammonia. These are standard
size capzcities 2zd ths plant will employ modern commercially proven
technolozy to enalre 2f?icient operation. An area of 572 acres has
already been Zor the location of the plants and the housing
colony. Soil a2nd topographical surveys of the area have

LY O PR {7 IO

already been : The actual fertilizer production process
to be us=2i wil: 5n the results of international competitive
bidding.

B, Raw lztsrizls =znd Uiilities:

5.02, The raw meterizl for the plant will be natural gas from the
Mari gasfield which is jointly owned by ESSO Eastern, Mobile 0il and
the GOP, Gas will Tte orought to the plant site via a 30~-mile pipeline
from the gasfield. This pipeline will be included in the project
offsites and will be constructed as part of the ‘total project. It

will be owned and operated by the Fauji-Agrico Fertilizer Ltd. The
Mari field is the s=scond largest asfleld in Paekistan. Its total
estimated reserves ars 3 9&2 x 10%2 (trillion) cubic feet (ft3), of
which 1.79 x 1012 a2 proven reserves. The owners of the gas-
Tield r=zve allocs a2 proven reserves as follows: E350's existing
100,000 TOP urea profsct - 0.30 x 1012 p¢%) FAFL's project -

0.75 x 1032 1t3 'T2's proposed 556,000 urea project - 0.75 1012 ft

2
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Under the sxirsxms, and unlikely, assumptions that gas available at
Mari will ve lizizsd o tas 1.79-x 10t 3 currently proven reserves
and the wary hizh zas rzauirements of 59,411 ft3 of gas per ton of
ures producsed, ths Fzifi-Agzrico Fertilizer project, the existing ESSO
project, 25 w2lli z3 =z zrovosed NFC project would be adequately supplied
with gas trhrouzh —h2 yoar 2011 (31 years after start-up). A more
detailed discussion of the natural gas situation in Pakistan is
contained in s&nnex

e
\Q


http:al~oca:.ei

-18-

'5.03. A power generating capacity for the project and the offsites
is included in the capital costs and will be included in the #otal
project design. It is expected that the power will be generated by
using gas turbines. Also included will be an emergency diesel
generator which, in the event of a failure of the main generation
units, will provide necessary power for an orderly shut-down of the
facilities and meet minimum lighting and security requirements. Other
essential utilities to be designed and included as integral parts

of thetotal project include a cooling water system, a water treatment
systen, and a steam generation system, Water for the plant will come
from an irrigation canal, except for about three weeks per year when
the canals will be closed for necessary maintenance, During this
period tubewells will be used to provide the necessary water. A
detailed discussion of water is contained in Annex 10.

C. Employment, Training and Operational Assistance:

5.04, It is estimated that the project will provide direct employment
for about 1,200 persons; of this number approximately half will be

key technical, maintenance and operstional personnel. Recruitment,

for ths project, of this large nurver of qualified persons will, to a
large extent, be the responsibility of the major Pakistani partner,

the Fauji Foundation. As discussed in Section IV, Fauji currently has
eight industrial plants in operation with a cumulative payroll of

over 13,000 persons. Due tc the rapid expansion of domestic fertilizer
production currently going -n in Pakistan, it is unlikely that many of
the new recruits will have zny experience of training in the specific
Jjobs for which they will be nired, Therefore, training of key versonnel
to meet the speciflic reguiresments of the project will be essential

to the 2arly success of the project., It is expected that the U.S,
partrner, Agrico Chemical Company will design and supervise the overall
training program. Since the GOP's sanction letter for this project
spezifiss that the return on invested equity is tied to predetermined
rates ol productiorn, it is in Agrico's financial interest to insure
that the plant has a well trained and efficient staff,

5.05, Tie Technical Assistance and Know-how Agreements, which will be
exhibits D and F to the Agrico-Fauji Participation Agreements, obligate
Agrico, for a stated fee, to provide the technical information and
specific know-how required to operate a fertilizer plant of this
naturs. Jn the basis of Agrico's past experience in fertilizer pro-
ducticn, both in tha .8, and abroad, it is expooi2d taual FAFPL will
have access to all ths latest technical information. Also as a
condition of Article VII, paragraph 7.03(a) of the draft Participation
Agreenant, Agrico will nonminate, subject to Fauji approval, individuals
to fill =ne followinz positisns:- (a) Deputy Managing DJrector, (b)
Directcr of Operations; {c) Deputy Director of Finance; (d) Deputy
Director of Administration; ard (e) Director of iarketing. While
specifiz iadividuals have not yet been identified by Agrico to fill

Yy

iy
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these positions, it is our understanding that the persons selected
will be experienced and highly qualified and, to the extent possible,
during the early years, they will come fram within Agrico's ex1sting
management organizetiion,

D. Zcolozy

5.06. There are presently no statutory regulations in Pakistan for
industrial efflusnts, although several of the provinces, including
the Punjab, are presently considering the advisability of enacting
some such legislation. Certainly the project designers will have to
take this into consideration when they write the technical specifi-
cations, In any event, the project will be designed in accordance
with -European and U.S. standards in respect to solid, liquid and
gas20us emissions, Sz Annex 10 for the Environmental Assessment.

E, Transvortation

5.07. The provosed plant will be located on one of the main rail

lines and closs to the Karachi-Lahore grand trunk highwry. The rail
network is well sopread throughout the major fertilizer consuming

areas therefore, the basic rail structure as well as the _oad network
will bpe availadble to nhandle produce distribution. Currently domestic
production of Fertilizer is moved equally by rail and road. During
veak fertilizer shipping vperiods and when large foodgrain ships are

in the port of Xarachi, transvportation of fertilizer often becomes

a serious bott'enecx in moving stocks. To ensure that transportation
receives timely atiention b* tnhe GOP, we plan to require that the
Government do = Trznscvortation Sector study to determine more precisely
what needs to be dons i ne next four years to expand the transportation
capzcity to handle the large increase in domestic fertilizer production.
Preparation of the scope of work for this study is a Condition
Precedent in the draft Loan Agreement and completing the study is a
Covenant (See Annex 25).

—'D‘)O
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F. Project Zxscution

5.08. The dirsciors and managsment of Fauji-Agrico Fertilizer Ltd.

together withn: Th2 Fauji Foundation, Agrico Chemical Company, and

the general contractor (who will contract with FAFL for the supplying

of thes plant) will jo 1nt“v be responsible for the execution of the
~-p :

Y]
.
‘

, 1275, sanction letter stipulates that "orders

orojact, 3 3 Men O

for plant and macalinsry shell be placed within 12 months from the date
of issus of zils latter =znl the target for completion of the project
would te 30 montns therasaiar.” A detailed Implementation Schedule
will ve prepzred Dy Th2 23uity investors as Exhibit E(I) to the Fauji/
Agrico Participation aAgreemant, This agreement along with all its
exnitits will 22 suvl=2t o review and approval of A.I.D.
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VI. CAPITAL COSTS AND FINANCING PLAN

A, Capnital Costs

6.01, The total project cost is estimated at $246.7 million including
$150.1 million in foreign exchange costs. Field work on this estimate
was completed 11 May 1975 by James Chemical Engineering Company, a
leading engineering firm in the fertilizer industry. The estimate is
based on current price levels and includes an escalation factor of
22.5% for both foreigr exchange and local currency costs. Additionally,
10% of both foreign and local erected plant costs have been provided

as contingency., A summary of the capital costs is shown in Table 8

on the following page.

£.02, We have reviewed the Capital Cost estimate and consider it
reasonably firm for purposes of Section 611 of the FAA.

6.03. The batterylimit costs of the ammonia and urea plants, excluding
escalation, are in line with costs of similar units now being contracted
for; and the escalation factor of 22,5% appears adequate considering
that the base estimate uses current equipment prices, which are

expected to lhold at <cthe present level or possibly decline, and much

of the equipment will be procured in the early stages of the project.

6.0k, Included in “n2 c?7zite estimate are storage facilities for
60,000 MT of urea (=3ual to 35 days of production), housing for 452
employees and their Zamiliss, a bagging unit capable of bagging

one day's production (2L nours of production) in one 8-hour shift

and the 33 mile gas pipeline, The estimate was prepared by James

with assistance from Fauji's technical staff and reviewed by the USAID
Mission,

6.05. Duties, import license fees and stamp taxes are the rates
agreed to by FAFL and the Coverzment, Freight rates are based on the
rates in effect earlier this year, which are higher than current
rates, and take into considerztion A,I.D.'s shipping rules.

6.,06. Pre-production expenses include costs incurred, or to be
incurred, by Fauji and Agrico in organizing the new corporation,
outside studies (e.z. the Jam=sz cost estimate) and initiation o€ its
marketing progranm,

6.,07. The initial working capital provides sufficient funds to allow
the company to maintain adezuate current assets and reasonable inventory
levels, The interess during construction, esti-ated at $37.8 million
(or 15% of the totzl project 20st), reflects the cost of money borrowed

na

during the czuscr.ctlon phase--at the current market rates as described
in Annex 13.

V] ()
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TABLL 8

FAUJT AGRICO FERTILIZER LD,
SUMMARY CAPITAL (:0STS
($M)

AMMONTA 1IREA OFFSITES TOTAL

LOCAL  FOREIGN TOPAL  LOUAlL  vOLRIGN POTAL  LOGAL FOLMIGN TOPAL.  [LOCAL i) o o a)

Total Kquipment 19,182 11,948 33,880 iyl
Other Matoerials 10,521 L, 716 oL oG 30,0107

Sparcs, Chem, Cat.

Pugin, urchasiog bPee 5,700 5,250 10,630 21,00
Supervision 1,900 1,350 3.000 P20
‘Fotal 37,303 23,264 e, 11e 1,32,0:79
Congtructiou, Materials, K
Field Office, Overhead i,550 900 2,817 5,207
Field Labor 3,078 2,313 h,200 9,591
raining 900 900 $)00 2,700
Sub Totul 6,000 36,812 42,831 L;410 22,967 22,377 37,391 h2,638 Po,0p0  hy.8m 102,436 150,237

Pre produoction Expense
Technical Assictance 11,500
Cotntruct ion Faguipmenl
Proigeht,

vub "ol

(t..nl.in;r_riu',y (107)
Vub ota!

Dub tes and Tmperes Lieonses md S:dmp Tax (1L MM + 74, C&I* Value: 24, 193 MM

Vorking  tapital
Interest during construction

Toblal Copt

1,000 1,630 2,630
4,000 4,000

1,000 7,hk00 - 8,Loo
4,000 7,007 11,07
53 :80]- 123,073 170, B7h
5,380 12,307 17,687
595181 135,380 19,501
7,422 ' 7,422
4,000 2,942  ,942
26,013 11,802 37,815
96,616 150,12k 246,740

12°d
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B, Financing Plan

6.08. The provosed financing plan (Table 9+below) is based on a debt/
equity ratio of 70/30 and the fact that both the Fauji Foundation and
Agrico Cnemical Compazy will each own 30% of the total equity.

TABLE

e

Financing Plan
($ millions)

Equity Local Currency Foreign Exchange Total %
i - | - 22 2 9.0
Fauji 22.2 .
Agr%co - - 22.2 22.2 9.0
IFC - 3.0 3.0 ;.g
Foreign - 4.9 i.g 8.8
Public 21.7 - 24.0 30.0
Sub-Total 43.9 30.1 74, .
Debt .
| 50.0 50.0 20.3
i?gD 40,0 40.0 16.2
KFW 30.0 ~30.0 12.2
Local Insti-
tutions 52.7 - 52.7 21.3
Sub-Total 52.7 120.0 172.7 70,0
Total 96.6 150.1 246.7 100.0

6.09. The S4.9 million foreign exchange equity investment not identified
reflects 2 gar caused by a recent IFC decision to reduce its invest- -
ment froa 38.0 million to $3.0 million. To fill this gap, the GOP

has tentatively idsntified several possible sources but has not yet
completad discussions with the parties, To assure the lenders that

the projesct would nave adequate funding, the GOP has, in its Letter

of Aprlizcation For the A.I.D. Loan (Annex 17), made an unqualified
statamsnt Tzt I the unildentifizd funding is not provided in a timely
manner thes GOF will undertake to make the required amounts available
to the projzct Trom its own resources. The identify and commitment

of thesze “unds s 2 Condition Precedent to Disbursement (see Section
4,01(c) 0F the Loan Agreement, Annex 25).

6.10, Faxistan’ “inancing institutions will underwrite the $21.7
million 2zuivzlent in locazl currency equity and will provide the
$52,7 wmillion in local currency debt, During May 1975, A.I.D. met
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with the financial institutions to discuss 'the prsopects of raising
these funds and to ascertain the likely terms and conditions on which
the local currency would b2 made available. As a result of these
meetings we are satisfied that it will be possible Lo raise the required
local currency funds; however, it should be noted that the funds will
be expensive and the Government may have to make some special arrange-
ments to insure that the funds will be available., The Government
recoznizes this potential »roblem and has stated in its Application
Letter (see para U4, Annex 17) that it will assure that all funds are
firmly commited prior to any disbursement of the A,I.D. loan., A
summary of A.I.D.'s meetinzs with the Pakistan financial institutions
is contained in Annex 18.

VII, FINANCIAL ANALYSIS

A. Philosophy

7.01, In Pakistan the GOP controls the price of fertilizer, both at the
factory gate and the selling point. Additionally, the GOP controls much

of the production costs--natural gas price, wages and benefits--and all

tax rates. Private sector producers, therefore, do not have independent
control over the profits they earn; and to a large extent the annual return
on invested capital depends on GOP decisions. To date, the factory gate
price for fertilizer manufacturers, including the two private sector plants,
are set on a case-by-case basis designed to allow a reasonable return of
investment,

7.02 For this project the GOP and FAFL have agreed to a set of condi-
tions designed to protect each party for the possible abuses inherent in a
controlled economy. These conditions are detailed in the GOP's "Sanction
Letter" attached as Annex 4, The pertinent condition is that the equity
investors will be allowed a 20 percent return on their investment once the
plant is complete and operating at 65% of rated capacity during the first
12 months of commercial operations, 85% during the next 12 months, and 90%
thereafter., Ex-factory prices of urea produced by FAFL will therefore be
set at a level to allow this return, and will be adjusted periodically for
changes in production costs over which FAFL cannot control,

7.03 Based on the estimated capital and production costs the ex-factory
prics of urea, for the FAFL oroject, will be as follows:
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Table 10
FAFL Projected Ex-Factory UREA Prices
Year er MT Year er MT
1979 256 1984 176
1980 217 1985 171
1981 : 191 1986 168
1982 184 1987 164
1983 180 1988 160

While these prices are higher than prices currently paid domestic producers
they are in line with projected prices for all new plants now being con-
structed. TFor example, the IFFCO urea fertilizer expansion project, which
is similar to the FAFL project, projects an ex-factory urea price of
$193.00 MT to allow a 10.3% financial rate of returnl/. We, however,
caution that the price projections are estimates and will only be determined
once the plant is built and actual capital and operating costs are known.
For example, a saving in the capital cost, a quicker construction schedule
or a reduction in interest rates will reduce the ex-factor price; and
correspondingly an increase in costs or time will increase the price. We
believe, however, that the assumptions used in these projections are
conservative., :

1/ See IBRD Report No. 591-IN, Appraisal of IFFCO Fertilizer Project-
India, December 9, 1974.

B. Production Costs

7.04 The production cost structure at 90% capacity utilization is
summarized below:

Table 10-A
Cost Per Ton of Urea

Variable Costs:

Natural Gas (feed and fuel) $13.08
Power 2,66
Water (make up, boiler and cooling) 2.45
Catalysts and chemicals .61
Bags and bagging 6.95
Comnissions (Agrico) 1.00
Sub-total 26,75

Fixed Costs Excluding Depreciation:
Operating labor 1.41
Maintenance and materials 7.98
Supervision and control 2.25
Insurance 2.05
Sub-Total 13.69
Depreciation 40.49

Cost of production 80.93
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7.05 The cost structure of the natural gas is presented in Annex 9.
The current wellhead price to users (transmission companies) is Rs. 2,00
per MSCF (not including transmission costs or development surcharges).
This includes 1,60 per MSCF in excise tax. The owners of the Mari gas
field have presented the GOP with a number of inter-related requests, one of
which is an increase from the Rs. 0.40 that they now receive per MSCF to
Rs. 1.13 per MSCF. Action on this package proposal by the Government is
not expected for several months. Even if the GOP approves the gas price
increase to the producer, it should be noted that they do not necessarily
have to pass all the increase on to the users since it could concurrently
reduce the excise tax, The financial projections and analyses assume a
gas cost of Rs., 2.73 MSCF thereby allowing for the possibility of the Mari
gas field owners receiving the full increase requested,

7.06 Other variable costs include power, water, catalysts and chemicals,
bagging and commissions. All appear reasonable with the exception of the
power cost, which is higher than costs for other comparable plants, and

the bagging cost, which is slightly lower than projections for other
sub-continent projects. The commission cost represents a $1.00 per MT
charge by Agrico for its existing and future technical know-how which

will be available to FAFL,

7.07 Depreciation is based on the straightline method using a 12-year
plant life with a 10% salvage value; and maintenance and materials is
assumed to be 4°. per annum of plant cost, Both assumptions are acceptable,

C. Other Costs

7.08 In addition to the costs of production shown in Table 10-A, FAFL
will need to pay inzerest on its borrowed money, an additional fixed cost,
but one that decreases as the debt is repaid. For projections FAFL has
assumed that its foreign exchange loans will average 10% per annum and

local currency loans will average 13.5% per annum. As of this date, nego-
tiations have not yet been completed and the exact interest rates determined;
but they are in line with the current cost of money. Annex 18 describes

the cost structure of local currency borrowing in Pakistan. Using these
rates the interest cost per ton of urea produced is $37.01 in the first full
year of operations,

7.09 The two other costs are income taxes and the contribution to the
Yorkers' Participacion Fund (a forced profit sharing fund). Both are com-
puted as a percentaze of profits., The present tax rate in Pakistan is 51%
and the contribution to the Workers' Participation Fund is 7%.

7.10 Using the preceding "Other Costs" the final cost structure of a
metric ton of urea, at 907 capacity in the full operating year is as
follows:
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Table 10-B
Cost Per Ton of Urea

Cost of Production from Table 11 $ 80.93
Interest - 31.08

112,01
Income tax 37.01
Workers' Participation Fund 4,91
Profit ‘ 30.26
Factory Cost 184.19

D. Financial Statements

7.11 Using the preceding assumptions, Annexes 20 through 22 show the
FAFL's projected Balance Sheets, Income Statements and Source and Applica-
tion of Funds Statements for the 12-year period., In summary, the company
starts with a 70:30 debt:equity ratic in the first year of operation

which reduces to 59:41 at the end of the fourth year and to 50:50 at the
sixth year, Net income is projected to be $9.9 million in the first year
rising to $14.9 in the second and succeeding year (20% return on equity).
Debt service is covered 2,76 times in the first year rising to 3,02 in the
third year and to 4.09 in the sixth year. Fifty percent of the first years
profits are pronjected to be paid as dividends and 907 of each year's profits
thereafter; the balance is retained in the company.

7.12 As of this date negotiations on many of the cost items have not
been completed and the terms of the other lenders are not known. The
financial statements therefore are projections and indicative of the re-
sults obtained using the assumption previously cited. The final loan
agreement will contain adequate financial covenants to assure the financial
viagbility of FAFL and to protect the rights of the lenders, These covenants
will be developed with the other foreign lenders and will be consistent in

each agreement,

E. Financial Rate of Return

7,13 The financial rate of return--that is the return to the investors
on a discounted cash flow basis--using the assumptions previously cited, is
$.3% (Annex 19). While this rate is lower than some projects it is accep-
table and it will increase if the rate of production increases above the
907 figure used in the calculatiens.
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VIII ECONOMIC ANALYSIS

4, World Fertilizer Prices

8.01. During the late 1960's, world fertilizer prices were low because
there was an excess of supply,and investments in fertilizzr new plants
were modest. Consequently, when demand grew rapidly during 1970-1973,
it was not matched with an increased supply and prices increased
sharply, partly due to the scarcity and partly due to increases in
costs, TFreight charges, which also constitute a major portion of
imported fertilizer costs, have also increased, The recent worldwide
fertilizer shortage and the erratic prices, compounded by Pakistan's
continuing foreign exchange scarcity, have made it difficult for the
country to rely on imports to meet the growing domestic demand.

B. Economic Rate of Return and Sensitivitv Analysis

8.02. Except for gas prices, the economic costs of all other production
inputs are based on their financial costs, adjusted for taxes, The

base case econdmic price of urea is $200 per MT. This price includes
ocean -freight cost and port handling charges of US$30 per ton and
internal freight and handling costs of US$10 per ton. This price is,
therefors, equivalent to an FOB price of $160 per MT. The economic

cost and benefit s%treams are shown in Annex 23. The internal economic
rate of return for the project is $27.6%.

8.03. At the 90% of capacity, the project would increase the domestic
fertilizer capacity by 489,000 TPY of urea or 224,000 TPY of plant
nutrient. Based on a 90% capacity utilization, the project's output
could help increase foodgrain production in the country by about 1.5
million TPY. The project will make it possible for Pakistan to avoid
importing urea worth about US$100 million annually.

8,04, Table 11 below shows the sensitivity of the internal economic

rate of return to changing conditions. The rate is moderately sensitive
to a slower build-up of capacity, a one year delay in construction and

a 20% cost overrun. A reduction in the economic price of fertilizer

from $200 per MT to $180 per MT coupled with a 20% cost overrun

reduces thz raturn dy 5.8% to 20.8%. Even under these adverse zssumptions
the rate of return is satisfactory.
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TABLE 11

Zconomic Rete of Return for Various Prices of Urea

Economic Price of Ures $180 $200 $220

Cases

A, Base zase 1/ 24,54 27.58 29.96
B. Slower capacity build-up = 22,0k 24.31 26.80
C. One year delay in construction 20.46 23.08 24,96
d. 20% cost overrun 20.77 23.53 29,96

12

Year 1 - 503, year 2 - 60%, year 3 - T5%
Years 4 to 12 - 90%

IX. LOAN TERMS, CONDITIONS AND CONVENANTS

A, Loan Terms

9.01, Th= A.,I.D. loan will be extended to the GOP on standard A.I.D.
terms of L0 yea_a, with a 10-year grace period on the repayment of
principal, and tarest at 2% per year during the grace period and

H
3% per year tLe fter. The proceeds of the A.I.,D., loan will be reloaned
by the GOF o Fauji-Agrico Fertilizer Limited on terms and conditions
acceptable Lo A.I,D., The GOP has agreed, in paragraph 3 of its April 9,
1975 Sanctlo Letter to Fauji and Agrico (Annex 4) that the relending
terms will include an interest rate of 10% and a l5-year repayment
period beginning 2 years following the commencement of commercial
operations. It is unlikely that the foreign exchange lenders will

agree to nhsve the start of repayment be a function of commercial
operation as oprosad to tha more standard practice of tying it to the
date of the Tirst disbursement, To the extent possible, the terms to
the company of 2ll the foreign exchange loans, whether direct or

through ths 322, snould be similar, The current effective IBRD rate

to industrizl projects is 10 per year. Therefore, while specific agree-
ments hava ya2t to bes negotiated, we believe the maturity may be 15 years
including =z S-year grace verlod., The actual Loan Agreemont covering

the releniing of ths £.1,D. loan from the GOP to FAFL will be subject

to A.I.D2.'3 raviaw and aprroval,

B, Loan Zezniiticns aind Covenants

greemant will contain conditions precedent to
articular covenants and warranties which will provide
: tne project will be carried out in un efficient
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and timely manner. A draft Loan Agreement, Which contains all of the
spvecific terms and conditions 1s shown in Annex 25.

X. IMPLEMENTATION PLAN

A, Schedule

10.01. The GOP's Sanction Letter sets a target date for start-up of
commercial operation of 42 months from the date of the Sanction Letter
or lovember 1978. The timetable for the pr~i.ct will depend, to a
certain extent, on how long it takes the other foreign exchange lenders
to complete their project appraisals and to approve their respective
loans. It is expected that all of the foreign exchange loans will be
covered with interlocking Loan Agreements, and, therefore, it may not
be possible, or desirable, for A.I.D. to execute its Loan Agreement

in thes 120 days stipulated in PD 57.— The size and nature of this
project will require loan disbursements continue into early 1980 (as
noted ovelow). Both the Bank and the KFW have told A.I.D. that they
are willing to work on the IFB documents prior to authorization of

their loans and, therefore, the following schedule is possible (it
appesrs that the GOP's 42-month target date is unduly optimistic):

TABLE 12

LIPLEMENTATION SCHEDULE

A.I.D. LOAN

Loan Authorization June 1975
Loan Agr=ement signed December 1975
A1l CP's met July 1976
Final disbursement June 1980

General Contract

Przyualifications of hidders August 1975
Final draift tender documents September 1975
Zendar aprroval bidder's list October 1975
and tender dccumants
Tender documents issued November 1975
Bids recesived February 1976
Bid ewvaluation June 1976
Zander approval nroposed award July 1976
Contract signed August 1976
Contrzctor starts work September 1976
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Design and Procurement

Begin work September 1976

Completion of basic engineering December 1976

International advertisements October 1976
all published

Prequalification of bidders . December 1976

Lender approval prequalified bidders January 1977

Detailed engineering completed January 1977

Ordering major equipment items April 30, 1977
completed

Delivery of major items January 31, 1978
completed :

Construction and Zrection

Civil works July 1978

Plant erection January 1979

Gas pipeline November 1978
Maintenance and .O0peration

Plant testing February/March 1979
Performencs 1257 March/April 1979
Begin zommaroial production May 1979

B, A.I.D.'s Rizrzsz =2 Arzroval

10,02, A.I.D, wil
and major sub-con:

1 72 the right to approve the terms of all contracts
engineering or con

7
s and all major contracting firms which supply
w2tion services.

C. Procurement 2ni 51l1scation of Foreign Exchange

10,03, All foreign exchange funds available for this project, with
the exception of the 340,00 million A.I.D. loan, will be untied. To
insure the optimum us2 of these funds, and for ease of loan admini-

)

stration, the ;ore15n 2xe e financing being provided by the lenders,

hange
including A.I.D., wiil, in pari, be on the basis of "purallel"” financing,
i.e, speciiic items or catezaries of goods or services will be pre-
allocated to sr22ifiz L2nier, Items not so preallocated will be
financed by a l=ndar s2l20cted after the contract has been awarded,

10.04. The prozzduirss 3 be folloved in the procurement of the
preallocated goodis zni s2rvizes will conform to the requirements of

2 “h2 procedures to be Tollowed in the

A 2d packages or items will comply with
“arnational competitive bidding, but also

the lender finzncinz - .
procurement of the unzliloezt
the IBRD reguirzzan in

H



-31-

will meet the requirements of the lenders who may eventually finance
them. The General Contractor will be required to prepare a detailed
description of the procurement procedures which will be followed

the project. These procedures will be subject to the approvael of the
lenders prior to their implementation.

10.05. It is expected that A.I.D., funds will be used to finance all,
or a major portion, of the ammonia plant unless the General Contractor
is an American firm, then A.I.D.'s funds will finance the prime con-
tractor. Any remainder will be used to finance a specific portion of
the offsites.

XI. PAKISTAN'S ECONOMIC PERFORMANCE AND REPAYMINTS CAPABILITY

A, Pskistan's General Economic Performance

11,01, During FY 1975 Pakistan, like most countries, was in an
economic recession. Per capita GNP in real terms declined by about
0.6%. Agriculture, the most important sector, was stagnant, with the
output of wheat, the major agricultural crop, decreasing with an
extended &ought and the lowest river flows in Pakistan's history. 1In
industrial sector, exvort demand for textiles, the major industrial
employer, was dampened by the worldwide recession. Industrial
production was also hindered by a power shortage that was a direct
result of the low river flows and their impact on hydroelectric
potential. Ilew invastment in major industries lagged. One factor

in the low level of new industrial investmecnt was the uncertainty of
private investors about their future role in Pakistan, whose govern-
ment continues bound by election pledges to "Islamic Socialism", and
nationalization of major basic industries and services. However,
small scale industrial investments and construction continued to
increase and were the bright spots in the economy.

11,02, Inflation continues to be a serious domestic economic problem,
Pakistan's economy was already suffering from severe inflationary
pressures before the summer of 1973, and these pressures were exacerbated
by the August 1973 floods and the sharp rise in international prices.
The wholesale price index increased by 24% in 1972 and declining tax
revenues resulting from reducad export prices and unexpected and
immediate needs for relief and rchabilitation expendures helped push
the wholesale price index up a further 327 during Calender Year 1973.
Fortunately, the increase has since slowed down to only about 207 in
1974, The petroleun import bill which increased from $60 million in
1972/73 to $225 million in 1973/T4, increased further for the year
1974/75 to about $375 million. The increase next year is projected
to be much less. Similarly, where the upsurge in world fertilizer
prices had been ovar 2007 during the preceding years and had played
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a major role in the disorganization of the domestic price structure
and th2 resulting decline in domestic agrictiltural production, the
situation now promises to be somewhat alleviated.' The necessary
adjustment in relative domestic price relationships has largely been
accomplished. Nonetheless, prices will continue to rise, but probably
at a Zowar rate,

11.03. The difficulties of the last two years have lead Pakistan to
delay the implementation of its new Five Year Plan until early 1976.
Nonetheless, the long run prospects for the economy are good and the
investments called for in the plan, solidly based upon Pakistan's

own natural resources and comparative advantage, should put the economy

on the path to self-sustaining growth.

B. Balance of Payments Considerations

11.04, One part of the justification for this loan is the Pfact that
Pakistan's imports and other payment—obligations exceed its current
capacity to earn foreign exchange. The result is that in the absence
of the assistance proposed here, other irports of goods and services
essential to Pakistan's development would have to be el’aninated and
the continuing effort to contain inflation would be set back. Pakistan's
balance of payments has been placed under severe strain by the sharp
increase in world commodity prices. Although the country's exports
have grown substantially in recent years, the basis of this export
growin continues to be precariously narrow, heavily concentrated on
cottor, cotton products and rice, World prices for these commocities
are d=2c¢lining and make urgent the need for Pakistan to broaden its
expcrt Yase and increase the eificiency of its production. The
country's Toreign exchange raserves will be equal to less than two
months imports at the levals currently projected for FY 1975/76.

11.05. Since the devaluation of May 1972 the GOP has maintained the
liberal import policy adopted at that time with the active support

of the IMF 2nd the Aid-to-Pakistan Consortium. The still growing
inflationary pressures in Pakistan's economy make it more important
than ever that there be no retreat from this policy. A restrictive
policy for 1mport would severaly handicap the country's development
efforts and incra2ase the upward pressure on domestic prices. Happily,
Governmane swokasmen zssurad reprasentatives of the ceasortium
countriss that e ‘e imports would be fiscal, not
gquantitasive or di

ts to speed recovery, restrain inflation,
the real incomes of Pakistan's most
ed a serious strain on the country's
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The unexpected need for

large wheat imports led to lerge short-term bBorrowing by Pakis?an,
even though there was substantial and previously unexpected aid from
Some of this OPEC aid had quite short repayment

OPEC countries.
periods, and by DAC standards was on relatively hard terms.

TABLE 12

Pakistan's Balance of Payment.s

(US $ Millions)

FY 1973 FYy 1974 FY 1975 FY1976
Actuals Preliminary Projected Projected
Exports 766 1,022 1,015 1,125
Imports 890 1,505 1,975 2,220
Trade Balance 124 - 483 - 960 - 1,095
Net Invisibles 40 ' 51 - 15 - 50
Debt Service 186 197 243 422
Balance to be
Financed 270 -~ 629 - 1,218 ~ 1,567
Aid utilization 337 492 1,063 1,450
IMF & short term
Borrowings 80 53 255 140
Errors & Omissions 7 - 17 -
Change in Reserves
(Negative
Increassa 154 101 - 102 - 23
(Reserve
Position) (468) (367) (479) (502)
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11,07. The 1972 devaluation coupled with rising international: prices
nelped boost exports from $560 million in F¥*1972 to $1,100 million

in TY 1975. Imports amountad to $890 million for FY 1973. The

reszsed export earnings wers largely due to higher worldwide commodity
and would have been grzazter but for a number of export problems

w cotton and textilss, and the softening of world market prices
se items by the summer of 19T4. Import prices unfortunately

van faster, and this turning of the terms of trade against

an was rooted in such tasic imports as fertlllzer, POL, wheat

and edible oil,
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11.08., The GOP projects -xco”ts and imports for FY 1975 at $1,350
million and $2,500 million respectively, leaving a trade deficit of
$1,400 million. Slightly lo rer imports (presented in the table) of
about $2,470 million appear mors likely. This includes $390 million
for POL, $155 million for Tsrtilizer, $315 million for wheat, and
$625 million for machinery znd czapital goods.

m
-

11,09. In FY 1975-T76 an impro—-ed export performance is expected as
rice, small manufactures, fish, etc, continue their long-run upward
trend, Hownver, a2 continued Zigh level of wheat imports arising from
this year's poor crop will continue to put heavy pressure on Pakistan's
balance of payments, Pa: 1 nas set a target of 9 million tons of
vheat production 1975/76, is undertaking a major campaign to
increzse production (new :
imporisy rectification of
improvsmants in water man
this constraint in the nex
regular developmant orosr
foreign aid reqiiremeﬁta it Pa'.—:1
development unhamgered.

3
i:Jltural price relationships; major

n% and salinity control, etc.) to remove
years. But these efforts, and the

l result in continued large-scale

an is to proceed with its long-run

o be high for Fakistan because of
inflation affects payments for
orts as well as home remittances.
d Pakistan emigrants (encouraged by
continue to flow into the Middle
, 1t is hoped these will remain high,

11.10, MNet invisibles cont
large noms remittances., W
travel, shipping and mil
As the world inTlaticn d
the GOP and welcomad by
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houg! growth may Short-term borrowings, which
wld & inmaluia=d = r2 been placed balow the line in
3/76 =, thssza 3o ! as2 the debt servicing obligations

H
adjucticn ort-term borrowings is indicated as
ars 7cund, zrinzizezlly in the Middle East.
C. Zskistan's Zeuvayvmant Froscachs

11,1z,
0196 mil
On Jursa

ing by Pakistan amounted to about
stimated to be $197 million for FY 19Th.
with the Aid-to-Pskistan Consortium
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upon & package of debt relief and division of the debts contracted by
it for the benefit of the former East Pakistan, now Bangladesh. The-
debt relief proposals incorporate a total of $650 million to be received
by Pakistan from its crsditors in the Consortium over the next three
years. In addition, Pazkistan agreed to seek comparable debt relief
from creditors outside the Consortium. Unfortunately, there remain
significant short-run service obligations, and non-traditional, non-
consortium donors have made commodity and cash loans available on

what by DAC standards are hard terms. If commodity aid financing is
not available in adequate amounts, Pakistan may continue to seek short-
te-m borrowings in FY 1976. While these improved the short-term
balance of payments position, the precedent should not be continued.

It would seriously hamper the country's development options.

11,12, The combination of debt relief agreed upon and likely future
improvement of Pakistan's balance of trade indicate that Pakistan
will be able to repay this lcan together with the other legitimate
debts, During the next few years the economy will have little margin
for maneuver but, in the longer run, the situation will improve
significantly., Repayment prospects are, therefore, reasonable,

D. Impzct on U.,S. Balsnce of Payments -

11.13. The impact of this 2loan on the U.S. balance of payments will

be favorable., The procesds of the A,I.D, loan, while available to
finance purchasss in Cods 94l countries, will probably all be spent

in the U.S. for zoods znd s=rvices. It is expected, based on consider-
able past experience, that U.S, suppliers will be competitive or. some
of the materials and services procured for the project and financed

by some of the other Toreign exchange lenders. Thus, while the U.S,

is lending $40 million, thers will, no doubt, be more than this amount
spent in the U.S. for this project.
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PAXISTAN - FAUJI-AGRICO FERTILIZER PROJECT
CERTIFICATION PURSUANT TO SECTION 6li(e) OF
THE FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, William A, Wolffer, acting principal officer of the Agency for
International Development in Pakistan, having taken into account
among other things the maintenance and utilizatioa of projects in
Pakistan previously financed or assisted by the Un’ited States and
the commitment of the Governiment of Pakistan to carry out
effectively tae Fauji-:}.grico Iertilizer Proj ect; do herehy certify
that in my. judgment Pakistan has the financial and human resources ]
capability to itaplement, maintain and utiiize effectively the

subject project,

et QW

Wwilliam A, Wolffer, Acting Director
USAID/Pakistan

7%2:{/6 1978
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FAUJI-AGRICO FERTILIZER LIMITED

CHECKLIS,T OF STATUTORY CRITERIA

BASIC AUTHORITY

1. FAA §103; § 104; § 105;
§ 106; § 107. Is loan being made

a. for agriculture, rural develop- Yes. The loan will assist in aug-
ment or nutrition; menting local production of ferti-
lizer for use in agriculture.

b. for population planning or health; No.

c. for education, public adminis-
tration, or human resources No.
development;

d. to solve economic and social development
problems in fields such as trans- No.
‘portation, power, indus:rw, urban
development, and expor: development;

e. in support of the general economy

of the recipient country or for develop- No.
ment programs conducted by private or
international organizations.

COUNTRY PERFORMANCE

Progress Towards Country Goals

2. FAA § 201 (b) (5), (7) & (8); § 208

A. Describe extent to wiich country is:

The following abbreviation are used:

FAA - Foreign Assistance Ac: of 1961, as amended.

FAA, 1973 - Foreign Assisiance Act of 1973,

App. - Foreign Assistance and Related Program Appropriation Act, 1974.
MMA - Merchant Marine Act of 1936, as amended.



(1) Making appropriate efforts to
increase food production and
improve means for food storage
and distribution.

(2) Creating a favorable climate
for foreign and domestic private
enterprise and investment.
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(1) Pakistan has long recognized the
need to increase food production. On
April 30, 1974, Pakistan entered into
a major loan for an Agricultural Re-
search Project. Additionally,
Pakistan is, at present, increasing
its domestic fertilizer production as
evidenced by the Multan expansion
project, and several other plants
being built with foreign participation
including the projected Fauji plant,
Domestic nutrient ton production is
forecast to increase from 321, 000 to
1,250,000 over the next 4 years.

(2) The Government of Pakistan is
committed to ''Islamic Socialism"
and nationalization of certain basic
industries and services including
banking in the context of mixed
economy are part of its election
pledges. The impleinentation of these
pledges by nationalization has been
uneven and has created uncertainties
in the business community that has
retarded new private domestic
investment in large scale industry.
However, the Government continues
to welcome foreign investment in
certain sectors, as evidenced by its
concessions to foreign investors in
fertilizer manufacture and the ex-
pansion of U.S. investments in food
processing, tobacco, and in mineral
exploration. Private domestic in-
vestment in medium and small scale
industry continues at a high rate

and Pakistan's leaders have publicly
affirmed that a substantial degree

of domestic and foreign private
investment is essential to Pakistan's

‘economic development.



(3) Increasing the public's rule
in the developmental process.

(4) (a) Allocating available
budgetary resources to
development,

(b) Diverting such resources
for unnecessary military
expenditure (See also Item
No. 20) and intervention in
affairs of other free and inde-
pendent nations.) (See also
Item No. 11).
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(3) The present (jovernment des-
cribes itself as 1 '""People's Govern-
ment''. During the summer of 1973

a new constitution establishing a
parliamentary form of Government
was put into effect in Pakistan. At
the lower level, the fledgling Peoples
Works and Integrated Rural Develop-
ment programs contemplate more
active participation in development at
the village level. :

(a) Development expenditures are
budgeted to increase from Rs. 6,113
million in FY 74 to Rs. 8,500 million
in FY 75, a significant 39% increase.
Respective GNP in these years are
60,942 and a forecasted 77, 824 mil-
lion rupees each, so that Government
expenditures for development purposes
will approach 11% of GNP,

(b) The budget for defense expenditure
in FY 75 has increased by only 18%,
less than half the increase in develop-
ment expenditures, and less even
than the wholesale price index. In
FY 74 Rs.4, 742 million was spent on
defense and the budget now calls for
Rs. 5,579 million in FY 75. The re-
cognition of Bangladesh coupled with
the re-opening of communications
with India, will have a moderating
influence on defense spending. At
this point in time, it is difficult to
judge the effect of India's recent
detonation of a nuclear device, or
continued strains in Afghan-Pakistan
relations on future defense budgets.



(5) Making economic, social and
political reforms such as tax col-
lection improvements and changes

in land tenure arrangements, 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.

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

(7) Otherwise responding to the
vital economiic, political, and
social concerns of its pcoples,
and domonstrating a clear deter-
mination to take efrective self-
help measures.

B. Are above factors taken into
account in the furnishing of the subject
assistance?
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(5) The Bhutto Government has
promulgated a quick succession of
land, labor, banking, education, ;
health and law reforms which, if
implemented may enable it to achieve
developr:m.ent objectives. The rule of
law is publicly endorsed. Notwith-
standing occasional action against
newspaper editors, press freedoms
are much greater than under

previous regimes.

The project will have substantial
amounts of both equity and loan
support from Fauji Foundation and
Pakistani Financial "astitutions.
(See Section VI  for details of ¥
financial plans.)

-

(7) As the responses above suggest,
the recipient Government has ccin-
mitted itsell to meeting the vital
economic, political and soc’ il concern
of its people. Since cominyg to power,
the self-help measures th» Govern-
ment has taken include the rupee de-
valuation of May 1972, and import
liberalization program, increases in
tax revenues and other stabilization
measures, steps to increase subsidies
on farm inputs and substantial flood
relief recovery and rehabilitation
efforts. In the last six months it has
lifted internal restrictions on the
transport and sale of wheat, and
increased the Government procure-
ment price substantially, measures
that will give si gnificant increased
incentive to agricultural production.

Yes.



Treatment of U.S. Citizens and Firms.

3.

FAA § 620 (c). If assistance is
to government, is the government
liable as debtor or unconditional
guarantor on any debt to a U.S.
citizen for goods or services
furnished or ordered where (a)
such citizen has exhausted avail-~
able legal remedies and (b) debt
is not denied or contested by such
government ?

FAA § 620 (e) (1). If assistance
is to a government, has it (in-
cluding government agencies or
sub-divisions) taken any action
which has the effect of nationali-

' or otherwise

zing, expropriating,
seizing ownership or control of
property of U.S. citizens or
entities beneficially owned by
them without taking steps to dis-
charge its obligations toward
such citizens or entities ?

FAA § 620 (0); Fishermen's Pro-
tective Act. §US.If country has
seized, or imposed any penalty or
sanction against, any U.S, fishing
vessel on account of its fishing
activities in international waters,

a. has any deduction required
by Fishermen's Protective Act
been made?

b. has complete denial of assis-
tance been considered by A,I.D.
Administrator ?
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No.

The March 1972 Life Insurance
Nationalization affected one American
Company, which negotiated a satis-
factory settlement, and received
compensation in 1973. In addition,
the nationalization of schools
potentially affects one American
church organization which owns
substantial property in Pakistan.
At the present time neither party
is pressing the issue.

Not Applicable.

Not Applicable.

Not Applicable.



Relations with U.S. Government and Other

Nations

6.

10.

11.

FAA § 620 (a). Does recipient country
furnish assistance to Cuba or fail to
take appropriate steps to prevent

ships or aircraft under its flag

from carrying cargoes to or from Cuba ?

FAA § 620 '(b). If assistance is to a

government, has the Secretary of State
determined that it is not controlled

by the international Communist move-
ment ?

FAA § 620 (d). If assistnace is for

any productive cnterprise which will
compete in the United States with
United States enterprise, is there

an agreement by the recipient country
to prevent export to 12 United States
of more than 209 of tre enterprise's
annual production during the life of
the loan?

FAA § 620 (f). Is recipient country a

Communist country ?

FAA § 620 (i).
any way involved in (2) subversion of,
or military aggression against, the
United States or any country receiving
UJ.S. assistance, or (b) the planning of
such subversion or aggression?

Is recipient country in

FAA § 620 (j). Has the country per-

mitted, or failed to take adequate
measures to prevent, the damage or
destruction, by mob action, of U.S.
property ?
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The Government of Pakistan has
assured the U.S. that no such
exports will be made; we are not
aware of any violation of the
stated policy.

fhe Secretary of State has
determined that Pakistan is not
contrclled by the international
communist movement.

The demand and supply forecasts
indicate that Pakistan will continue
to need fertilizer to satisfy its
domestic requirements at least
until the early 1980's. Regard-
less, the loan will include appro-
priate provision for restriction of
export to the United States in excess
of 20% of Fauji's total annual
production.

No.
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FAA § 620 (1). If the country has Pakistan has instituted the invest-
tailed to institute the investment ment guararity program for the
guaranty program for the the specific specific risk of appropriation,
risks of expropriation, in converti- inconvertibility and war risk.

bility or confiscation, has the-
A.I.D. administration within the
past year considered denying assis-
tance to such government for this
reason?

FAA § 620 (n). Does recipient No
country furnish goods to North

Viet-Nam or permit ships or air-

craft under its flag to carry

cargoes to or from North Viet-

Nam?

FAA§ 620 {(q). Is the government of *  No. Pakistan's default under a
he recipient country in default on debt moratorium in May 1971 was
interest or principal of any A.I.D. relieved by a Debt Rescheduling
loan to the country ? agreement dated September 20,

1972, A longer term re-scheduling
has been negotiated by member of
the Aid to Pakistan Consortium in
Paris, and bilateral discussions of
its implementation are now going on,

FAA § 620 (t). Has the country severed Diplomatic relations with the United
diplomatic relations with the United States have not been severed.

States ? If so, have they been resumed

and have new bilateral assistance agree-

ments been negotiated and entered into

since such resumption?

FAA § 620 (u). What is the payment status Pakistan is not delinquent in any
of the country's U, N. obligations ? If the obligations to the United Nationa.
country is in arrears, were such arrear-
ages taken into account by the A.I. D, Ad-

ministrator in determining the current
A.IL.D. Operational Year Budget?



17, FAA § 481, Has the government of
recipient country.failed to take ade-
quate steps to prevent narcotics
drugs and other controlled substances
(as defined by the Comprehensive
Drug Abuse Prevention and Control
Act of 1970) produced or processed,
in whole or in part, in such country,
or transported through such country,
irom being sold illegally within
the jurisdiction of such country to
U.S. Covernment personnel or their
dependents, or from entering the
U.S. unlawiully?

18. FAA, 1973 § 29, If (a) military hase
is located in recipient country, and
was constructed or is being maintained
or operated with funds furnished by
U.S., and (b) U.S, personnel carry out
military operations from such base,
has the President determined that the
government of recipient country has
authorized regular access to U.S.
correspondents to such base?

Military Expenditures

19. FAA § 620 (s). What percentage of
country budget is for military
expenditures? How much of foreign
exchange resources spent on military
equipment? How much spent for the
purchase of sophisticated weapons
systams ? (Consideration of these
peints is to be coordinated with the
Bareau for Program and Policy Coordi-
ration, Regional Coordinators and Mili-
rarvAssistance Staff (PPC/RC).)
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Not Applicable,

During fiscal year 1974, Pakistan's
known defense expenditures were
about Rs. 4, 742 million, or about
25% of the overall GOP budget.

This fiscal year Rs. 5,579 million

or about 23% is for defense. The
1974 axpenditure was about 6. 1% of
GNP, and this year is likely to be
less. We nrave no precise estimate
of foreign exchange resources utili-
zed to acquire military hardware and
and other equipment, but believe the
these are over $100 million annually,
largely to replace obsolescent equip-
ment supplied by the U.S. as mili-
tary aid during the 1950s and early
1960s. Pakistan has purchased
sophisticated weapons systems

from abroad including Mirage



Conditions of The Loan

General Soundness

20.

21,

FTAA § 201 (d). Information znd
conclusion on reasonableness and
legality (under laws of country

and the United States) of lending
and relending terms of the loan. —

FAA § 201 (b) (2); § 201 (e).

Information and conclusion on
activity's economic and
technical soundness, If loan

is not made pursuant to a
multilateral plan, and the
amount of the loan exceeds
$100, 000, has country submitted
to A.I.D. an application for
such funds together with assur-
ances to indicate that funds
will be used in 2 economically
and technically sound manner?

FAA § 201 (B) (2). Information and

M
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(Contd. from page 8, Item # 19)

jet fighters from France, armored
personnel carriers from the U.S.

and tanks and jet fighters from China.

The funds will be lent in compliance
with the laws of the United States and
of Pakistan. The lending terms,
40 years including a 10 year grace
period, 2% interest during the grace
period and 3% thereafter, are
considered reasonable. The ra:e of
interest is less than Fakistan's

-~ discount rate.

Studies have been conducted both by
Pakistan and US consulting engineering
firms which conclude that the project
is economically and technically sound.
in addition, preliminary assessments
by doncr agencies as well as the U,S.
equity partner (Agrico) give similar
indications.

An application for the loan including
assurances for the judicious use of
funds has been received from the
borrower.

Cflate, Pakistan has been the recipicent

conclusion on capacity of the country of substantial economic assistance from
to repay the loan, including reason- OPEC countries in addition to continued

ableness of repayment prospects.

and expanding assistance fromn the
Western Countries. It is expected that
the inflow will continue in the future,
The repayment prospects for this loan
are reasonable.



24.

25,

FAA § 201 (b) (1). Information and
conclusion on availability of fin-
ancing from other free-world sources,
including private sources within the
United States.

FAA § 611 (a) (1). Prior to signing
of loan will there be (a) engineering,
financial, and other plans necessary
to carry out the assistance and (b) a
reasonably firm estimate of the cost
to the United States of the assistance?

FAA § 611 (a) (2). If further legis-
lative action is required within reci-
pient country, what is ba-is for rea-
sonable expectation that such action
will te completed in time to permit
orderly accomplishment of purpose of
loan?

FAA § 611 (e). If loanis for Capital
Assistance, and all U.S. assistance to
project now exceeds $! million, has

Mission Director certified the country's

capability effectively to maintain and
utilize the project?
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(See Section_ VI  for Financing
Plan). The project will be financed
from a variety of sources - both
public as well as private - in the
US and the free-world.

Yes. (a) Detailed engineering -
financial and other plans as necessary,
will be prepared. (b) Firm cost
estimates will be developed. (See
Section VI of Project Paper).

No legislative action is required.

Acting Mission Director's Certi-
fication (611(e) is attached to this
Project Paper.

Loan's Relationship to Achievement of Country

and Regional Goals

27,

FAA §207;§ 113

Extent to which assistance

reflects appropriate emphasis

on; (a) encouraging develop-

ment of democratic, economic,
political, and social institutions;
(b) self-help in meeting the
countrvy's food needs; (c) improving
availability of traned manpower in
the country; (d) programs designed

to meet the country's health needs;

(b) The production of fertilizer will
directly benefit food production.(c)
The project will provide opportunities
for training Pakistani technicians

to operate and maintain sophisticated
plants. (f) The effect on employment
women will be marginal. (a), (d), (e).
The project will have no impact.
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(Contd. from page 10, Item#27)

{e) other important areas of economic,
political, and social development,
including industry; free labor unions,
cooperatives, and voluntary Agencies;
transportation and communication;
planning and public administration;
urban development, and modernization of
existing laws; or (f) integrating women
into the recipient country's national .

28.

29.

30.

32.

economy.

FAA § 209. Is project susceptiable
of execution as part of regional
project? If so why is project not
so executed?

FAA § 201 (b) (4). Intormation and
conclusion on activity's relation-
ship to, and consistency with,
other development activities, and
its contribution to realizable

long-range objectives,

FAA § 20! (b) (9). Information and
conclusion on whether or not the
activity to be financed will con-
tribute to the achivement of
self-sustaining growth.

FAA S 2092, Inforrmation and
conclusion whether assistance will
encourage regional development
programs.

FAA § 111, Discuss the ex-
tent to which the loan will
strengthen the participation of
urban and rural poor in their
country's development, and will
assist in the development of co-

operatives which will enable and
encourage greater numoers oi

Not Applicable.

This activity is complementary to
other related activities in the field
of agriculture, e.g., '""Barani'
Projects, Agricultural Research and
will contribute very substantially
toward the long range objective of
making the country self-sufficient
in food production.

The activity will contribute to the
achievement of self-sustaining
growth.

Not Applicable,

The project will have indirect

but conspicuous effect on enlarging
the participation of the rural poor
and cooperatives in Agricultural
development efforts, which in turn
will contribute to overall economic
development.



33.

34,

35.

36.

(Contd. from page 11, Item#32)
poor people to help themselves
toward a better life,

FAA § 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
matertial resources requirements
and relationship between ulti-
mate objectives of the project

and overall economic development.

FAA § 281 (a). Describe extent

to which the loan will contri-
bute to the objective of

assuring maximum participation
in the task of economic develop-
ment on the part of the people
of the country, through the
encouragement of democratic,
priva.e and local governmental
institutions.

FAA § 281 (b). Describe extent

to which program recognizes the
particular needs, desires, and
capacities of the people of the
country; utilizes the country's
intellectual resources to en-
courage institutional development;
and supports civic education and
training in skills required ror
effective participation in govern-
mental and political processes
essential to self-government.

FAA § 201 (b) (3). In what ways does

the activity give reasonable promise of

contributing to the development of
economic resources, or to the in-
crease of productive capacities?
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See item 32 above.

Fauji Foundation is essentially

a private sector enterprise. It is
expected that distribution of the
product will also be in the private
sector. (Please see Item 32 above).

Not Applicable.

Please see 32 above,



VY]
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38.

FAA § 001 (a). Information and

conclusions whether loan will .en-
courage efforts of the country to:

(a) increase the flow of interna-
tional trade; (b) foster private
initiative and competition; (c)
encourage development and use

of cooperatives, credit unions,

and savings and loan associations;
{d) discourage monopolistic practices;
(e) improve technical efficiency of
industry, agriculture and commerce;

and (f) strengthen free labor unions. _

FAA § 619, If assistance is for

rewly independent country,

is it furnished through multi-
lateral organizations or plans
to the maximum extent appro-
priate ?

Loan's Effect on U.S. and A.I. D.

Program.

39.

40.

FAA § 201 (b) (6). Information and
conclusion on possible effects of loan

Page 13 of 19

The loan will directly or indirectly:
increase the flow of international
trade, foster private initiative, and
improve technical efficiency of
industry, agriculture and commerce.

Not Applicable.

It is unlikely that the loan will have
any effect on employment in areas

on U.S. economy, with special reference of substantial labor surplus in the

to areas of substantial labor surplus,
and exten to which U.S. commodities
and assistance are furnished in a
manner consistent with improving
the U.S. balance of payments
position.

FAA § 202 (a). Total amount of money
under loan which is going directly

to privare enterprise, is going to
intermediate credit institutions or
other borrowers for use by private
enterprise, is being used to finance

imports rrom private sources, or is
otherwise being used to finance
procurem.ents from private sources.

U.S. With respect to the U.S. balance
of payments, although bidders in

Code 941 countries will be eligible,

it is expected that most services and
equipment will be purchased from

the United States and that AID parti-
cipation in the project will increase
such purchases.

Practically all of the loan funds will
be used to purchase goods and
services from private sources,



41.

43,

44,

45,

FAA § 601 (b). Information and
conclusion on how the loan will
encourage U.S, private trade and
investment abroad and how it will
encourage private U.S. participation
in foreign assistance programs
(including use of private trade
channels and the services of U.S.
private enterprise).

FAA § 601 (d). If a capital
project, are engineering and
professional services of U.S.
firms and their affiliates used

to the maximum extent consistent
with the national interest?

FAA § 602. Information and-
conclusion whether U.S5. small
business will participate
equity in the furnishing of
good and services financed by
the loan.

FAA § 620 (h). Will the loan
promote or assist the foreign
aid projects or activities of

the Communist-Bbck countries ?

FAA § 621. If Technical Assistance
is financed by the loan, information
and conclusion whether such assis-
tance will be furnished to the fullest
extent practicabl2 as goods and pro-

fessional and other services “ron

private enterprise on a contract basis,
If the facilities of other Federal Agencies
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: private
See item 39 above for effect on U.S./
trade. A U.S. company, Agrico
Chemical Company, is a 30% equity
investor in the borrowing entity, It
is believed this large U.S. private
investment will lead to other private
American investment in Pakistan.

Yes,

Standard AID competitive selection
procedure will be used for procure-
ment under this loan. U.S. small
business will have an equitable
chance of participating.

No.

Not Applicable.

will be utilized, information and conclusion

on whether they are particularlyv suitable,
are not competitive with private enter-
prise, and can be made available with-

out undue interference with domestic
programs,


http:priv.).te
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Loan's Compliance with Specific Requirements

46.

47,

48.

49.

50.

51,

52.

FAA § 110 (a); § 208 (e). In what
manner has or will the recipient
country provide assurances that
it will provide at least 25% of the
costs of the program, project, or
activity with respect to which the
Loan is to be made?

FAA § 112, Will loan be used

to finance police training or
related program in recipient
country ?

FAA § 114, Will loan be used to

pay for performance of abortions
or to motivate or coerce persons
to practice abortions ?

FAA § 201 (b). Is the country among
the 20 coutries in which development

loan funds may be used o make loans
in this fiscal year?

FAA § 201 (d). Is interest rate of loan

at least 2% per annum during grace
period and at least 37; per annum
thereafter ?

FAA § 201 (f). If this is a project

loan what provisions have been made
for appropriate participation by the
recipient country's private enter-
prise?

FAA § 604 (a). Will all conimodity

procurement financed under the loan
be from the United S:ates except as
otherwise determined by the President?

FAA § 604 (b).

What provision is

made to prevent financing com-

As this is a multilateral project
within the meaning of State 035028
(February 21, 1974), Section 110(a)
is not legally applicable. However,
the host country contribution to the
project will be in excess of 25% of
project costs. (See Section VI

of the Project Paper).

No.

Yes.

Yes.

Fauii Foundation itself has been
classified as a private enterprise,

See item 39 above,.

No '"bulk commodities' will be
purchased under this loan.



54,

[6)]
wm

57.

(Contd. from page 15, Itern#53)
modity procurement in bulk at
prices higher than adjusted
U.S. market price?

FAA § 604 (d). If the coop-
erating country discriminates
against U.S. marine insurarce
companies, will loan agreement
require tha: marine insurance
be placed in the United States
on commodities financed by the
loan?

FAA § 604 (e). If offshore procure-
ment of agricvitural commodity or
product is to oe financed, is there
provision against such procurement
when the do: estic price of such
commodity is less than parity ?

FAA § 604 (f). If loan {inances a
commodity import program, will
arrangements be made for supplier
certification to A,I.D, and A, I.D.
approval of commodity as eligible

and suitable ?

FAA § 608 (a). Information on

measures to de taken to utilize
U.S. Government excess personal
property in lieu of the procurement
of new items,

FAA § ol (2); App. § 101, If
lcan finances water or water-
related land resource construction

project or program, 1is there a
benefit-cosi compuration made,
insofar as practicable, in accor-
dance with the procedures set forth
in the Memorandum of the President
dated May 12, 19627
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Yes.

Not Applicable.

Not Applicable.

Specialized equipment and machinery
may have to be fabricated. These
are not available as excess property
items.

Not Applicable.



59.

60,

61.

62.

63.

FAA § 611 (c). If contracts for
construction are to be financed,
what provision will be made that
they be let on a competitive basis
to maximum extent practicable ?

FAA § 612 (b); § 636 (h). Describe
steps taken to assure that, to the
maximum extent possible, the country
is contributing local currencies to
meet the cost of contractual and

other services, and foreign currencies
owned by the United States are utilized
to meet the cost of contractual and
other services.

FAA § 612 (d). Does the United States

own excess foreign currency and, if so,
what arrangements have been made for

its release?

FAA § 620 (g). What provision is
therjagainst use of subject assistance
to cdmpensate owners for expropriated

or nationalized property ?

FAA § 620 (k). If construction
of productive enterprise, will
aggregate value of assistance
to be furnished by the United
State exceed $100 million?

FAA § 636 (i). Will any loan funds
be used to finance purchase, long-
term lease, or exchange of motor
vehicle manufactured outside the
United States, or any guaranty of
such a transaction?

App. § 103, Will any loan funds be
used to pay pensions, etc., for mili-
tary personnel. ?
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Yes. A provision will be included in
loan agreement on this subject,

US-owned local currency will not
be utilized on this project. For
Borrower Contribution, please
refer to Section VI of the Project
Paper.

The US owns excess Pakistan rupees.

"This loan will meet only foreign ex-

change costs. US owned rupees are
programmed for use in several other
projects, but not this one.

Loan disbursement procedures to
be included in the loan agreement will

prevent use of the funds for purposes
other than intended.

No.

No.



go.

67.

69.

71.

App. § 105, If loan is for capital
project, is there privision for
A.I.D. approval of all contractors
and contract terms?

App. § 107. Will any loan funds
be used to pay UN assessments?

App. § 108, Compliance with
regulat#ons on employment of U.S.

and local personnel. (A.I.D.
Regulation 7).

App. § 110, Will any of loan

funds be used to carry out pro-
visions of FAA § 209(d)?

App. § 113, Describe how the

Comrmittee on Appropriations of the
Senate and House Have been or will
be notified concerning the activity,
program, project, country, or
other operation to be financed by
the Loan.

App. § 501. Will any loan funds

be used for publicity or propa-
ganda purposes within the United
States not authorized by Congress?

MMA § 901.b; FAA § 640C.

(2) Compliance with requirement
that at least 50 por centum of the
gross tonnage of commoditics
(computed separately for dry bulk
carriers, dry cargo licers, and
tankers) financed with funds made
available under this loan shall be

transported on privately own.d U.S, -

flag commercial vessels to the
extent that such vessels are avail-
able at fair and reasonable rates.
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Yes.

These regulations shall be complied
with.

No.

Both Committees will be advised
by AID/W in accordance with
statutory requirements,

The loan agreement will contain
standard provisions.



73.

74,

75.

76.

(b)Will grant be made to loan No
recipient to pay all or any portion

of such differential as may exist

between U.S. and foreign-ilag vessel

rates ?

Section 30 and 31 of PL 93-189 No
(FAA of 1973)

Will any part of the loan be used to

finance directly or indirectly military

or paramilitary operations by the U.S,

or by foreign forces in or over Laos,
Combodia, North Vietnam, South Vietnam
or Thailand?

Section 37 of PL 93 - 189(FAA of 1973); No
App.§ 111. Will any part of this loan

be used to aid or assist generally or in

the reconstruction of North Vietnam.

App.§ 112, Will any of the funds No
appropriated or local currencies generated

as a result of AID assistance be used for
support of police or prison construction

and administration in Sout Vietnam or for
support of police training in South Vietnamese?

App.§ 504. Will any of the funds appropriated No
for this project be used to furnish petroleum

fuels produced in the continental United

States to Southeast Asia for use by non-

U.S. nationals?
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Annex 3
Page 1 of 2

A.lL.D. Loan No.
CAPITAL ASSISTANCE LOAN AUTHORIZATION
Provided from: Development Loan Funds
Pakistan: Fauji-Agrico Fertilizer Project

Pursuant to the authority vested in me as Administrator of the
Agency for International Development ("A,I.D.") by the Foreign
Assistance Act of 1961, as amended, ('the Act') and delegations
of authority issued thereunder, I hereby authorize a Loan to the
Islamic Republic of Pakistan (''Borrower') in an amount cf Forty
Million United States Dollars ($40, 000, 000) pursuant to Part I,
Chapter I, Section 103 - Food and Nutrition and Part I, Chapter II,
Title I (Development Loan Fund) of the Act, to assist in financing
the foreign exchange costs of goods and services required for the
construction of a urea fertilizer plant at Goth Machhi ("Project'').

This Loan shall he subject to the following conditions:

1. Interest Rate and Terms of Repayment

The Loan shall be repaid by the Borrower within Forty
(40) years after the date of the first disbursement under the Loan,
including a grace period of not to exceed ten (10) years from such
date. Interest on the outstanding balance of the disbursements
under the Loan and on any due and unpaid interest shall be at the
rate of two percent (2%) per annum during the grace period and at
the rate of three percent (3%) per annum thereafter.

2. Currency of Repayment

Repayment of funds due under the Loan and payment of
interest thereon shall be in United States Doilars. '

3, Other Terms and Conditions

a. Borrower shall assure A,I, D. that any other currencies
required for the project will be made available in a timely fashion.
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b. Borrower shall make arrangements satisfactory to
A.I.D. with other responsible lenders for financing in sufficient
amounts to meet the costs of the Project.

c. Unless A.I.D. otherwise approves in writing, procure-
ment of goods and services financed under thz Loan shall be from

the United States or other Code 941 countries.

d. The Loan shall be subject to such other terms and
conditions as A.I.D. may deem advisable.

Date:

Administrator
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No.Dev-11-9(14)/72-Vol.1IV
Government of Pakistan
Industries Division

Islamabad, the 9th April, 1975

1. The Managing Director,
Fauji Foundation,
Harley Street,

RawalEindi.

2. M/s. Agrico Chemical Company,
718, National Bank of Tulsa Building,
Tulsa, Oklahoma 74103 USA.

Sub: ESTABLISHMENT OF A FERTILIZER PLANT
BASED ON MARI GAS,

Dear Sirs,

I am directed to refer to your letters No. 1-1/FP, dated
17.2.75, 1-2/FP, dated 25.3.75 and 1-2/FP, dated 3.4.75 and
to convey to you in supersession of letter of even number dated
the 3rd December, 1974, the permission of the Government of
Pakistan for joint establishment of a urea fertilizer manufacturing
plant with a capacity of 1,725 metric tons urea approximately
corresponding to 1, 000 metric tons ammonia per stream day
and the necessary related facilities. This permission is subject to
the terms and conditions as set forth in the subsequent paragraphs.

2. (i) The project will be located at Goth Machhi
in Punjab,

(ii) The investment in and financing plan of
the project will be as under:
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(Expressed in Million US $)

_ Local Foreign

Equity Currency Currency . Total
Fauji Foundation - 22,00 - 22.00
Agrico - . 22.00 - 22.00
International Finance

Corporation (IFC) - 8.00 8.00
Foreign participants to

be arranged - ' 5.00 5.00

Pakistan Public through
Government industrial 15.00 - 15.00
Development and financial - -
institutions or corporations

Sub Total: 317. (-)’O 35.00 72,00
DEBT |
USAID - 50.00 50. 00
World Bank - ' 50.00 50.00
German Aid (KFW) - 20.00 20.00
Pakistan Financing
institutions 48, 00 - 48. 00
Sub Total: 48, 00 120.00 168. 00
Grand total: 85.00 155. 00 240,00
3. For the successful operation of the project by the Company

the Government shall:

(i) Arrange to borrow and relend to the Company the
USAID and KFW foreign currency loans. The terms
under which these funds will be made available
to the Company shall reflect the need to finance
the project at the lowest possible costs, and shall
include a fifteen (15) year repayment period beginning
2 years following the commencement of commercial
operation.



(ii)

(iii)

(iv)

(v)

(vi)
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Arrange to borrow and relend to the Company on
acceptable terms the World Bank loan. In the
event that such borrowing by the Government is
not feasible, the Company shall endeavour directly
to borrow the foreign currency funds from the
World Bank under the sponsorship and with the
assistance of the Government at terms acceptable
to it.

Obtain firm commitments from and arrange to

make available the proportionate equity sub-

scription of the Pakistan Public through industrial
development and financing institutions or corporations.

Obtain firm commitments from Pakistani financing
institutions-to make available their loan to the
Company on a pari passu basis with the contri-
bution of equity; and use its best efforts to obtain
such commitments from the international lending
organizations but if the loan giving agencies object,
the project will not be delayed and the Company
shall provide equity without delay.

Permit the Company to maintain and operate a
foreign equity and loan deposited in a foreign
branch of a Pakistan scheduled bank subject to
the conditions that its operation shall be in
accordance with the relevant rules and
regulations of the State Bank of Pakistan.

Guarantee for repayment of foreign loans and
interests on the following terms and conditions:-

(2) The necessary loan Agreement will be
subject to prior approval of Government, .

(b) A guarantee fee of 1-1/2% would be paid to
Government by the proposed Fertilizer
Company which would set up the fertilizer
plant and other related facilities.

(c) The sponsors will create a mortgage on the
‘entire fixed assets of the Project in favour
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of the Government or any of its agencies as
a first charge. Under the mortgage deed,
if there is continuous default for three
instalments, Government may take over the
management of the plant until the arrears
are cleared.

4. The Company shall directly borrow the local currency
funds from Pakistani financing institutions ard obtain firm
commitments in respect thereof acceptable to Agrico and
Fauji from the said institutions through intervention of the
Government.

5. As the investment in the proposed Project exceeds
Rupees two million (Rs.2 million) a public limited company
will be formed for the same,.

6. (1)

(ii)

(iii)

- (iv)

(v}

Plant and machinery to be imported must be new,
modern and most competitively priced.

The desig:: of the plant and the details of the
imported machinery and equipment and cost
thereof would be subject to the Government
approval.

Two years supply of spare parts will be
arranged as part of the project.

After the Project goes into production,

licences for the project requireinents of
imported chemicals; consumable stores and
spares et.. will be subject to the Import

Policy in force from time to time, The
Government shall expedite such requests

so as not to interrupt the efficient operation

of the project and shall promptly provide the’
necessary foreign exchange for the said imports.

Exemption from custorns duty will be admissible on
plant and machinery as defined in Central Board
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of Revenue's Notification No. SRO-393(I)/74 dated

" the 21st March, 1974. The exemption so given

shall be in accordance with the Central Board
of Revenue's Notification No.SRO-372(1)/72 dated
the 8th June, 1972.

7. Péyment of customs duties where applicable shall
be allowed in the form of debentures under the existing

rules.

8. Foreign equity investment would be repatriable in
accordance with investment guarantee as set forth in the
Government statern.ent of Industrial Policy 1959, the
relevant extracts of which are reproduced below:-

vl(i)

(iii)

Foreign capital in approved industries established
after September 1, 1954, may be repatriated at any
time thereafter to the extent of the original invest-
ment to the country from which investment origi-
nated, There is no restriction on the remittance
of current profits to the country from where
investment originated.

Any part of the profits derived from investment
and ploughed back into approved industrial pro-
jects with the approval of the Government of
Pakistan, may be treated as investment for the
purpose of repatriation,

Appreciation of any capital investment under

(i) and (ii) may also be treated as investment
for repatriation purposes. Such repatriation
facilities will be subject to exchange control
regulations as are in force from time to time
and will not apply (i) to the purchase of shares
on the stock exchange, unless it is an integral
part of an approved investment project, and (ii)
to the capital invested in Pakistan before
September 1, 1954",

Protection in case of nationalization of the Company would
also be made available in accordance with the terms of the
said statement of Industrial Policy of February, 1959,
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9. Agrico shall make available to the Company until the
commencement of commercial operation and for a fixed
consideration of US dollars 1.5 million, all Agrico's present
proprietary and technical information or that which it may
subsequently acquire, unless prohibited by law or contract,

and which relates to the engineering, design, equipment
procurement and operation of plants similar to the Project,
including advice relating to the technical, legal, financial,
administrative, managerial and marketing supervision during
all stages of implementation of the Project upto commencement
of commercial operation. The aforementioned know-how fee
shall be paid in the first year of commercial operation. Sub-
sequent to the commencement of commercial operation, Agrico
shall continue to make such know-how available to the Company
as it pertains to the operating management, control and technical
services related to production, debottlenecking and expansion
for a fee of US dollar one ($1.00) per ton of product sold for a
period of ten (10) years.

10. The foreign exchange expenditure on account of start

up assistance, post start up assistance, marketing and Head
Office expenses shall not exceed $3. 00 million which amount
will be in addition to $1.5 million lump sum and $1. 00 per ton
of urea mentioned in the preceding paragraph.

11. A certificate of approval of investment by Agrico in the
Project would be issued by the Government for the purpose of
ob.:ining OPIC insurance in USA,

12. The ex-factory price of urea shall be so determined

for a period of 10 years from the commencement of commercial
operation so as to allow a 20% return on equity after taxes if
plant efficiency to the extent of 65% in the first year, 85% in
second year and 90% in subsequent years in terms of urea is
attained. The dividends accruing to the foreign shareholders
shall be exempted from the Inter-corporate Tax. In case the
exchange rate of US dollar in terms of Pakistani rupee appre-
ciate at any time within the period stipulated above the per-
centage return on equity will be proportionately increased.

13. The company will be allowed to market urea and
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Phosphatic fertilizer, either indigenous and/or imported -
prior to the commencement of the production for its ''seeding'
programme and after commencement of production, in addition to
marketing its own urea fertilizer it would also be allowed to
market phosphatic fertilizer in exchange of its urea fertilizer.
For this purpose the Company would also be allowed to import,
subject to the availability of foreign exchange, and market
phosphatic and other compound fertilizers. The price and quantum
of such imports will, however, be negotiated by the Company
with the Government on a yearly basis.

14, The Company would be permitted to export its product
in case the Government find that it is surplus to the require-
ments of the country. -

15, All possible assistance. would be rendered to the
Company for acquiring' requisite consents {authorizations,
permits and licences for the project site and all related
infra-structure services and facilities, such as water,
electric power, and transportation and communication
facilities, including rail sidings laying of water and

gas pipelines, installation of necessary tele-communication
systems and telephone lines and to import motor vehicles
required for the project.

16, The Company shall be provided with a timely and
adequate supply of gas at the plant site from the Mari Gas
field, pursuant to a gas supply contract to be entered into
between the Company and gas suppliers.

17. Prior permission of the Deptt. of IP&S will be
taken for the employment of foreign technicians. The
payment by the Company of salaries, prerequisites and
benerits to Directors of the Company employed by it shall
be subject to approval by the Controller of Capital Issues
under the normal rules. Concessions as normally and
generally admissible to foreign technicians in respect of
repatriation of salaries and exemption from income tax
will be allowed under the normal rules.



Annex 4
Page 8 of 18

18. The Company would be allowed to alter, improve,
extend, expand or debottleneck the plant within two years
following start-up of the commercial operations of the
plant subject to a maximum expenditure of 5% of the
plant and equipment value, and if this includes foreign
exchange expenditure, the same shall be allowed by the
Government.

19, The Company will be assisted in obtaining relevant
documentations and approvals from Provincial Governments
etc.

20. Normal consessions in force from time to time will be
allowed for import of commissary supplies for contractors or
expatriates during their stay in Pakistan.

21. In case the Government allows any better terms to
other Fertilizer Plants or Companies until the expiry of
a period of two years following the commencement of
commercial operations, it will give the same terms to
the Company.

22. Application for issue of capital should be made to
the Controller of Capital Issues, Ministry of Finance,
Government of Pakistan.

23, The Participation Agreement between the Fauji
Foundation and Agrico USA, (Annex-A) is hereby approved
subject to the terms and conditions of this letter and

the following:-

(i) This Agreement mentions a number of Exhibits
which have not been received from you so far,
These would require to be submitted to the
Government for their consideration and appfoval
where necessary. In order to ensure their
expeditious clearance, the provisions to be
contained therein should be in accordance with
the principles accepted by the Government and
should not go beyond the scope of the conditions
and undertakings spelled out in this permission
letter.
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(ii) ARTICLE V - Clause 5.04:

The Government shall have no objection to the
provision of this clause but the sale, transfer/
authorization of share should be subject to the
normal rules and regulations.

(iii) ARTICLE VI - MANAGEMENT:

Sub-Clause 7.03(b): There shall be no objection
to the appointment of Managing Director, Deputy
Managing Director and Chairman etc. and powers
and functions being determined by the Board of
Directors as long as all this is done in accordance
with the normal rules and regulations.

(iv) ARTICLE Xl - SETTLEMENT OF DISPUTES:

Clause XI.02: The words ""at London, England'
occuring after '"language'' shall be dropped.

(v) ARTICLE XV: Will be deemed to have been
dropped.

24. The industrial undertaking shall be put into operation
within a period of 34 menths and firm orders for plant and
machinery should be placed within 12 months of the date of
issue of this letter.

25, The Department of Investment Promotion and Supplies
and Director of Industries, Government of Punjab will watch
the implementation of your industrial undertaking and carry
out checks and inspections as may be necessary. A quarterly
progress report should also be sent to the following within
seven days of the close of each quarter until such time as

the plant is put into operation.

(2) Director-General, [P&S, Government of
Pakistan, Karachi.

(b) Director of Industries, Government of
Punjab, Lahore

A schedule of implementation of the project should be drawn -
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and .submitted to the Department of IP&S for approval within
three months of the date of issue of this letter.

26. Import application for plant and equipment should

be forwarded in duplicate to the Department of IP&S along-
with the original quotations/invoices of the suppliers for
recommendation to the Chief Controller of Imports and
Exports, for issue of import licences,

27. No alteration or amendment of any of the terms of
this letter will be made without the prior approval of the
Government.

28. Any other matter not specifically covered by the
conditions of this sanction or the general orders in force
from time to time will be subject to the normal rules of
Government and in regard to any matter in which an
exception is to be made, sparate’approval of Government
will be required.,

29, For the purpose of interpreting this sanction
letter the applicable law shall be the laws of the
Republic of Pakistan.

30. In case of disputes between the Government and
Agrico arising out of these undertakings, or any invest-
ment made under it, the same shall be referred to
Arbitration in accordance with the rules and regulations
of the International Centre for Settlement of Investment
Disputes, Washington, D.C. followed, if the dispute
remains unresolved within ninety (90) days of the
communication of the report of the conciliation Com-
mission to the Parties, by arbitration pursuant to the
Convention on the Settlement of Investment Disputes
between States and Nationals of other States ('"The
Convention''). For purpose of this undertaking,

it is accepted that:

(i) Agrico is a national of the United
States of America; and

(ii) Any wholly-owned subsidiary of Agrico is a
national of the United States of America.
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The decision and award of the Centre shall be final and
binding upon the Government and Agrico as the case may bhe
and enforceable in any Court of competent jurisdiction.
Conciliation or arbitration shall be conducted in English
language.

31. You are requested to kindly acknowledge receipt of
this letter in token of acceptance of the terms and conditions
of this letter. :

Yours faithfully,

(A. R, KHAN)
JOINT SECRETARY

Encl: Annex 'A'" as
stated in para 23
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No. Dev-I11-9(14)/72-Vol. V
Government of Pakistan
"Industries Division

Islamabad, the 6th May, 1975.

To

1. The Managing Director,
Fauji Foundation, —
Harley Street,
Rawalpindi,

2. M/s. Agrico Chemical Company,
718 Nntional Bank of Tulsa Building,
Tulsz  ‘.lahoma 74103 USA.

Sub: ESTAELISHMENT OF A FERTILIZER PLANT
(BASED ON MARI GAS

Dear Sirs,

With reference to this Division's leti. ~ of even number
dated 9th April, 1975, Agrico's telex No. 735, dated 18th April,
1975 and the discussions held with Agrico and Fauji representa-
tives at Karachi on 1-5 1975 and at Islamabad on2-5-]1775, 1
am directed to state that it has been agreed to replace pzras 3,
5, 6, 9, 10, 12, 13, 23 and 24 of the letter dated 9th April, 1975
v the following reworded paras .. same number respectively:-

Para 3.

For the successful operation of the Project by the Company
the Government shall:

(i) Arrange to borrow and relend to the
Company the USAID and KFW foreign currency’
loans. The terms under which these funds
will be made availalile to the company shall

reflect the need to finance the project at the



(iii)

(iv)

(v)

(vi)
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lowest possible costs, and shall include a fifteen
(15) year repayment period beginning 2 years
following the commencement of commercial
operation as defined in para 2. 02 of the
Participation Agreernent.

Arrange to borrow and relend to the

Company on acceptable terms the Worlid Bank
loan. In the event that such borrowing by

the Government is not feasible, the Company
shall endeavour directly to borrow the foreign
cu~rency funds from the World Bank under the
s sorship and with-the assistance of the
Government at terms acceptable to it.

Obtain firm commitments from and arrange
to make available the ptroportionate equity
subscription of the Pakistan Public through
industrial development and financing insti-
tutions or corporations.

Obtain firm coinmitments from Pakistani
financing institutions to make available their
loans to the Company on a pari passu basis
with the contrilution of equity; and use its best
efforts to obtain such commitments from the

‘international lending organizations but if the

loan giving agencies object, the project will
not be delayed and the Company shall provide
equity without delay.

Permit the Company to maintain and operate
a foreign currency equity and loan deposited
in a foreign branch of a Pakistan scheduled
bank subject to the condition that its operation
shall be in accordance v h the relevant rules
and regulations of the State Bank of Pakistan.

Guarantee for repayment of foreign loans
and interests on the following terms and
conditions:-
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(2) The necessary loan Agreement will be
subject to prior approval of Government.

(b) A guarantee fee of 1-1/2% in rupees would
be paid to Government by the proposed
fertilizer company which would set up the
fertilizer plant and other related facilities.
The commercial rate of interest on foreign
loans would be so fixed as to include this
guarantee fee. Interest would be incurred
from the date of disbursement of loan and
the acc rued interest will become payable
after start of commercial operation.

(c) The sponsors will create a mortgage on
the fixed assets of the project upto the
extent of the guarantee amount in favour
of the Government or any of its agencies
as a first charge. Under the mortgage
deed if there is default for three sequen-
tial instalments, the Government may take
over management of the plant until the arrears
are cleared unless rescheduling of payments
of instalments is agreed to in advance.

Para 5.

As the investment in the proposed project exceeds
Rs.2 million (rupees two million), a public limited company
is authorized and will be formed, and the appropriate exemptions
and waivers shall be granted by the Controller of Capital Issues
in accordance with the policy laid down in this behalf.

Para 6.

(i) Plant and machinery to be imported must
be new, modern and competitively priced.

(ii) The design of the plant and details of the
imported machinery and equipment and cost
thereof would be subject to the Government
approval which shall not be unduly withheld.
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(iii) Two years supply of spare parts will be
arranged as part of the project.

(iv) After the Project goes into production,
licences for the project requirements of
imported chemicals, consumable stores
and spares etc. will be subject to the
Import Policy in force from time to time.
The Government shall expedite such requests
so as not to interrupt the efficient operation
of the project and shall promptly provide the
necessary foreign exchange for the said imports,

(v} Exemption from customs duty will be admissible
on plant and machinery as defined in CBR Noti-
fication No, SRO-393(1)/74 dated the 21st March,
1974, The exemption so given shall be in accor-
dance with the CBR Notification No.SRO-372(1)/
72 dated 8th-June, 1972 and it shall also be avail-
able for the gas and water pipelines required to be
laid for the project. Further, any change in the
existing rate of duty would not be applicable to the
plant and machinery for this project until its
coming into commercial operation.

Para 9.

Agrico shall make available to the Company until the
commencement of commercial operation and for a fixed con-
sideration of US dollars 1.5 million, all Agrico's present
proprietary and technical information or that which it may
subseqnently acquire, unless prohibited by law or contract,
and which relates to the engineering, design, equipment
procurement and operation of plants similar to the Project,
including advice relating to the technical, legal, financial,
administrative, managerial and marketing supervision during
all stages of implementation of the Project upto commencement
of commercial operation. The aforementioned know-how fee
shall be paid in the first year of commercial operation. Sub-
sequent to the commencement of commercial operation, Agrico
shall continue to make such know-how available to the Company
as it pertains to the operating, management, control and technical
services related to production, debottlenecking and expansion for
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a fee of US dollar one ($ 1.00) per ton of product sold for

a period of ten (10) years. These payments for which neces-
sary foreign exchange would be provided by the Government
would be made free of all taxes and withholdings through
appropriate notification under Income Tax Act of 1922 and
shall be in accordance with a know-how agreement which
would be subject to the approval of the Government.

Para 10,

The foreign exchange expenditure on account of start
up assistance, post start up assistance, marketing and Head
Office expenses shall not exceed $3. 00 million which amount
will be in addition to $1.5 million lump sum and $1.00 per ton
of urea mentioned in the preceding paragraph. This amount
shall be spent in terms of a Technical Assistance Agreement
between the Company and Agrico. The agreement would be
subject to Government approval.

Para 12.

The ex-factory price of urea shall be so determined for
a period of 10 years from the commencement of commercial
operation as to allow a 20% return on equity after taxes on a
plant efficiency of 65% in the first year, 85% in the second year
and 90% in the subsequent years in terras of urea. It is agreed
that if the plant operates at higher efficiencies, the price of urea
shall still be determined on the aforementioned basis. The
dividends accruing to the foreign shiareholders shall be exempted
from any dividend withholding tax or other charges on 7ividends
through appropriate notification under Income Tax Act of 1922
and necessary foreign exchange would be provided by the Govern-
ment. In case the exchange rate of US dollar in terms of Pakistani
rupee appreciates at any time within the period stipulated above
the percentage return on equity will be proportionately increased.

Para 13.

The Company will be allowed to market throughout Pakistan’
urea, phosphatic and compound fertilizers, either indigenous and/or
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imported prior to the commencement of the production for
its '"'seeding' programme and after commencement of pro-
duction, in addition to marketing its own urea fertilizer it
would also be allowed to market phosphatic fertilizer in
exchange for its urea fertilizer. For this purpose the
Company wauld also be allowed to import, subject to the
availability of foreign exchange, and market phosphatic
and other compound fertilizers. The price and quantum of
such imports will, however, be negotiated by the Company
with the Government on a yearly basis.

Para 23.

The Participation Agreem&nt between the Fauji Founda-

tion and Agrico USA, (Annex-A) is hereby approved subject
to the terms and conditions of this letter and the following:-

(i) This Agreement mentions a number of
Exhibits which have not been received
from you so far., These would require to
be submitted to the Government for their
consideration and approval where necessary.

(ii) ARTICLE V - Clause 5. 04.

The Government shall have no objection
to the provision of this clause but the
sale, transfer/authorization of share
should be subject to the normal rules
and regulations.

(iii) ARTICLE VII - MANAGEMENT.

Sub-Clause 7.03(b). There shall be no
objection to the appointment of Managing
Director, Deputy Managing Director and
Chairman etc. and powers and functions
being determined by the Board of
Directors as long as all this is done in
accordance with the normal rules and
regulations.
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(iv) ARTICLE XI - SETTLEMENT OF DISPUTES.

Clause XI.02. The words 'at London, England"
occuring after ''language' shcll be dropped.

(v) ARTICLE XV. will be deemed to have been
dropped.

Para 24.

Orders for plant and machinery shall be placed within
12 months from the date of issue of this letter and the target
for completion of the project would be 30 months thereafter.

2. All other terms and conditions of the sanction letter
remain unchanged,

3. You are requested to kindly acknowledge receipt of
this letter in token of acceptance of the aforementioned
a 1ended terms and conditions,

Yours faithfully,

( A. R, Khan )
Joint Secretary



ANNEX U(a)
Page 1 of 1
No.Dev-11-9(14)/72-Vol. V
Government Qf Pakistan
Industries Division

see *

Islamabad, the 1l4th May, 1975.

To : 1. M/s. Agrico Chemical Company,
718 National Bank of Tulsa Building,
Tulsa, Oklahoma 74103 USA

2. The Managing Director,
Fauji Foundation,
Harley Street,

Rawalpindi.

Sub: ESTABLISHMENT OF A FERTILIZER
PLANT BASED ON MART GAS

Dear Sirs,

I am directed to state that the following may be substitured for
the existing para 12 of this Government's letter No.Dev-II-9(14)/71-Vol.V
dated the 6th May, 1975:-

Para-12:

"The ex-factory price of urea shall be so determined for a period of
10 years from the commencement of commercial operation as to allow a 207 re=-
turn on equity after taxes on a plant efficiency of 657% in the first year,
85% in the second year and 907 in the subsequent years in terms of urea and
for this purpose 1007 efficiencv of the plant shall mean 315 production days
in a year at the rate of 1725 metric tons per day. It is agreed that if the
plant operates at higher efficiencies, the price of urea shall still be
determined on the aforementioned basis. The dividends accruing to the foreign
shareholders shall be exempted from any dividend withholding tax or other
charges on dividends through appropriate notification under Income Tax Act
of 1927 and necessary foreign exchange would be provided by the Government.
In case the exchange rate of US dollar in terms of Pakistani rupee apprec-
ciates at any time within the period stipulated above the percentage return
on equity will be proportionately increased."

2, I am further directed to acknowledge your telex No. 881 dated the
8th ¥May 1975 and to note that you have accepted the terms of this Division's
letter referred to above and that necessary action has been set in motion
towards implementation of the project. I am also to request that the
schedule of implementation of the project may now be supplied to the Depart-
ment of Investment Promotion and Supplies as envisaged in para 25 of the
sanction letter with a copy to this Division.

Yours faithfully,

( A. R, KAHN )
Joint Secretary
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CURRENT AND PROJECTED INSTALLED CAPACITIES
(Metric Tons)

Note: Items within bracket are intermediate products

ANNUAL PRODUCTION

Plant Product Rated N, P, 0g
Capacity
1. Pak-American Fertilizers Amnronia (25, 000) (25, 000) -
Limited, Daudkhel (82% N>)
Sub -total: . Ammonia 90, 000 18,700 -
Sulphate”
(20.8% N>)

2, Lyallpur Chemical &
Fertilizer Limited:

A - Lyallpur Plant Sulphuric 6,400 - -
Acid
Jaranwala Plant " (16, 000) - -
Jaranwala Expansion " (16, 000) - -
Total Sulpuric Acid: _ 38,400
B - Lyallpur Plant SSP
(20. 7% avail- 18, 000 3,700
able P20s)
Jaranwala (after expansion) " 72,000 . 14, 900
Sub-total 90, 000 18, 600
3, Pak-arab Fertilizer Ammonia (300, 000) (246,246) -
Limited, Multan (1977) Nitric (Uhde) (396, 000) - -

Nitric (C&I) (57,600) - -
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CAN
(26 5% N3) 450,000 119,250 -
NP (23:23) 304,500 70, 035 70, 035
Urea (46.3%) 71,940 33,308 -
Sub-total CAN/NP + Urea 826,440 222,593 70,035
¢, Mirpur Mathelo Ammonia (330, 000) (270, 600) -
Fertilizer Project (1978) Urea 556,800 257,798 -
5. Hazara Complex:
a) Chinese Urea Plant (1977) Ammonia (56, 100) (46, 002) -
Urea (95,897) (44, 400) -
b) Pakistan Fertilizers MAP (103, 546.3) (11,908) (55,915)
Limited (1977/78) UAP 202,950 54,797 54,797
6. Dawood-Hercules Ammonia (200, 000) (164, 000) -
Urea 345, 000 158, 000 -
7. Esso Ammonia (100, 000) (82, 000) -
Urea 173, 000 80, 000 -
8. Fauji-Agrico {1979) Ammonia (315, 000) (258, 000) -
Urea 544,000 250,000 -
Total Installed Capacity in 1979
(Nutrient Tons)
Nitrogen P205
NFC 553, 908 143, 432
Dawood-Hercules, Lahore 158, 000 -
Esso, Dharki 80, 000 -
Fauji's, Sadiqabad 250, 000 --

1,041,908 143, 432



Plant

LSS o8

[o N B SN0 I N

. Daud Khel

Liyallpur

. Multan

. Mirpur Methelc
. Hazara
. Dawood-Hercules

Esso

. Fauji

Totals

July 1 - June 30.

PROQJIECTED

Nitrogenous Fertilizer Production in Pakistan

{Nutricnt Tons)

1979 1980

1981 1982

19,000 19, 000
£8, 000 106, 000
28,000 31,500
49,000 61,000
77,000 180, 000
38,000 48,000

165, 000 165, 000
93, 000 93, 000
25,000 175, 000

19, 0CO 19, 000
114,000 114,000
33, 000 "33, 000
66, 000 66, 000
225,000 245,000
52, 000 52, 000
165,000 165,000
93, 000 93, 000
219,000 238,000

Product 1979/
AS 19,014
SSP -
CAN 16,492
Urea 15,134
NP -
Urea -
Mix -
Urea 158,416
Urea 90, 637
Urea -

299,693

1975 1976 1977 1978
19,400 19,000 19,000 19,000
16,700 17,000 17,000 48, LU0
9,100 16,000 16,000 21,000
- - - 21,000
- - - 16, 000
165, 000 165,000 165, 000 165, 000
93,000 93,000 93,000 93,000
303,200 310,000 310,000 383,000

632, 000 878, 000

Note: For purposes of preparing figures new facilities are projected to produce
60 percent of rated capacity during first vear of operation 80 percent the
second year and 95 percent thereafter.

986, 000 1, 025, 100

1 Jo 1 93s8d
9  YHANNV
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‘#Wistan: The Fertilizer Distribution System

Foinry to pard-1973 fertilizer sales expanded rapidly with the private
distributors pluying a major role in promotion and distribution. In 1973,
the authority t» regulate fertilizer distribution was transferred from the
Centrazl Govevynment to the provinces. Soon thereafter three of the four
provigaed proceeded to reorganize their distribution systems in such a
way tha: public agencies in these provinces now play a dominant role.

Tie Eing set up the Sind Agricultural Supplies Corporation (SASCo) which
tegan operations in August 1973; the Punjab followed creating the Punjab
Agricultural Development and Supply Corporation (PADSC). Both agenices
were charged with responsibility for wholesale and retail trade 2nd for
operating fertilizer storage depots. In Baluchistan, fertilizer distribution
was nationalized and turned over to the Provincial Department of Agri-
culture, Only in the NWEFP wus the distribution system left unaltered.

the table below shows the relative importance of the public and private
sectors in the four provinces. Note that almost 90 percent of Pakistan's
fertilizer is consumed in the Punjab and Sind; therefore, the performance
of PADSC and SASCo is obviously of critical importance to the perfor-
mance of the entire marketing system in Pakistan.

Table 1 - Public and Private Sector Fertilizer Marketing

% of National Share Marketed by:
Province Consumption Public Sector Private Sector
Punjab 67.0% 83% 17%
Sind 22.5% 54% 46%
NWFP 9.0% 23% 77%
Baluchistan 1.5% 55% 45%
Pakistan 100. 0% 70% 30%

Source: "Tre Fertilizer Marketing System in Pakistan;'" FAO Working
Paper, June 1974, p.6.

Figures 1, 2 and 3 sumniarize the present fertilizer distribution
system in the Punjab, Sind, and NWFF. The numbcr of licensed retail
agents operating in both public and private sectors for each province is
given and where possible, an estimate of the number of unlicensed retail
sub-agents has also been made. FEach agency's/firm's share of the pro-
vincial market is also shown; clearly, there is no relationship between
the number of dealer outlets and the proportion of total fertilizer marketed.

This is especially so in the case of the Integrated Rural Development
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Projects (IRDP) and cooperative societies. In each province, the
IRDP and cooperative societies are a formal part of the public sector's
marketing system, but in practice they distribute negligible amounts
of fertilizer. Finally, note that the allocation of ESSO's and Dawood-
Hercules' production among the provinces is also shown.

Prior to the partial ''nationalization'' of the fertilizer marketing
system, four large commercial companies known as "principal agents"
oparated throughout Pakistan, dealing in both domestically produced
and imported fertilizers. Each principal agent had its own distribution
network; these private sector dealers competed among themselves and
with two public sector bodies -- the Rural Supply Cooperative Corpor-
ation (RSCC), which handled most of the public sector's production, and
the Agricultural Development Corporation (ADC), which confined itself
primarily to newer fertilizers or geographic areas where the private
sector was not operating, The developments of 1973 put two of the prin-
cipal agents completely out of business. [Jaffer Brothers Ltd., and
Pakistan National Oils Ltd., (PNO)] ard requirad ESSO to withdraw to the
southern part of the Punjab and concentrate its marketing efforts in the
Sind (where 86 percent of ESSO's production is now marketed). Dawood-
Hercules was prohibited from selling to Jaffer Brothers and PNO, but
its distribution subsidiary continued to operate in the NWFP and the
Punjab.

A definitive assessment of the new marketing system's performance
is difficult to make. Little more than one year has passed since the
reorganization, and adjustments are undoubtedly still being made. Co-
incidental to the market reorganization, the retail fertilizer market was
buffeted by extraordinary events. A major flood in August and September
of 1973 caused widespread damage to roads and some railroads, destroyed
cropes, and disrupted normal family and farm operations. To offset this,
a major credit program was launched; in the Punjab along, Rs. 146 million
of fertilizer credit, much of it in kind, was distributed. The net effect of
each of these scparate events is impossible to determine. During this same
period, the retail price of fertilizer was abruptly raised on two separate
occasions -~ from Rs.840/ton to Rs. 1100/on in August 1973, and then to
Rs. 1500 /ton in April 1974 and then temporarily reduced by 12,5 percent
from December 1774 to January 31, 1975.(prices quoted for urea). An
unusually dry 1974 sumnier and fall reduced acreage and undoubtedly
adversely affected fertilizer use. So, while it is safe to conclude that in
the short run the market reorganization caused serious dislocation, final
judgement on the new system's performance awaits the tect of time.
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We can, however, make some observations about the size and
dispersement of the retail marketing force before and after '"nationaliza-
tion''. '

Noeestimate of the number of fertilizer retail agents operating
just prior to the 1973 'nationalization'' exists. As a proxy for this
datum, let us compare the distribution system of 1970 with the post-
nationalized marketing structure of today. Details of this ""before' and
'after'' market reorganization are summarized below:

TABLE 2. Estimated Number of Fertilizer
Retail Agents Operating in 1970 and Currently.

Province Private Public Total
1970 1974 1970 1974 1970 1974
Punjab 928 657 " 161 600 1800 1257
Sind 403 204 53 359 456 5¢3
NWFP 101 204 36 - 105 137 405
Baluchistan 11 4 36 15 36
Pakistan 1443 1161 254 1100 2408 2261

Source: 1970 data from Fertilizer Marketing & Distribution in West
Pakistan, Chernical Consultants, Ltd. Lahore. August 1970, p.61.

1973 data from PIDE monograph nuniler 18, The Pricing Of
Agricultural Capital Inputs in Pakistan, p. 12.

1974 data from The Fertilizer Marketing System inPakistan,
FAO Working Paper, Changez Shuja, Rome. June 1974, pp23-25,

The 1970 information undoubtedly understates the actual number of agents
operating in 1973, as both the public and private sectors must have ex-
panded during these years when total fertilizer consumption was rising
steadily. The actual number of fertilizer agents operating in the Punjab
in mid-1273 was probably about 1800, with another 700, perhaps many
more, subagents working alongside the formal marketing channels. The
present totul of 1257 retail agents in the Punjab represents a reduction

in he size of the sales force by one third to one half, depending on whether
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the subagents operating prior to the reorganization are counted.

The dramatic increase in the number of public sector agents in the

Sind and NWFP between 1970 and 1974 and in the private sector in
NWFP may be more apparent than real. - The 1974 data count licensed
commission agents and it is unclear whether commaission agents were
counted among the retail agents in the 1970 survey. Whatever definition
of '"retail agents'' is accepted, the general pattern is unmistakable, The
total number of agents in Pakistan decreased -~ by at least 150, and if
the 505 commission agents counted in the 1974 data are excluded, the
decline becomes fairly dramatic ( a reduction of over one-fourth of the
total number of agents). Within each province, except NWFP where no
market reorganization took place, the pattern is the same; the public
sector increased the number of its outlets at the expense of the private
sector.

A major reason given for the "nationalization', especially in the
Punjab, was to improve farmers' access to fertilizer supplies by dis-
persing the fertilizer outlets. Before reorganization, fertilizer outlets
were concentrated in market towns, A 1971 survey showed that 70 percent
of all fertilizcr consumed by farmers was purchased from market town
agents, and only 30 percent was procured in villages. The actual number
of locations at which fertilizer was available before market reorganization
is a point of some controversy. PADSC claims that private distributors
operatedat only 285 sites in the Punjab, whereas Dawood maintains that
it alone had distributors at 312 different locations, ESSO, Jaffer Brothers,
and PNO were also operating in the Punjab at this time, and it is certain
that their distribution network did not precisely duplicate Dawood's or
each other's networks. Whatever the location of these outlets, PADSC
boasts that 75 percent of their 600 outlets are now located in rural areas,
thus greatly enhancing farmers' access to fertilizer supplies., The actual
number of PADSC sales points varies from 8 in Jhelum District to 89 in
Multan District. Data for the Sind are not available, but in this case there
is not as great a controversy over the location of market outlets and its
impact on farmers' access to fertilizer.

The performance of the new fertilizer marketing system should
be judged in terms of the efficiency and equity with which it disburses
fertilizer supplies to farmers. The reasons given by the government
for the reorganization of the fertilizer distrbution system were:

1. To increase the total consumption of fertilizer countrywide.
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2. To improve and increase distribution i.i outlying rural
areas, i.e., outside the immediate vicinity of market towns.

3. To increase small farmers' access to fertilizer supplies.

If these goals are taken as the criteria with which to assess the
distribution systems' performance to date, one might observe that:

1. With respect to the goal of increasing total fertilzer
consumption, it is premature to make a judgement; the
tumultuous events of the last year and one-half make it
impossible to isolate the impact of market reorganization
on fertilizer consumption during this period.

2. Wi‘th respect to the second goal of improving the geographi-

cal distribution of fertilizer, the public and private sectors differ

sharply, but insufficient data are available to make a final
judgement. While it appears likely that there were in fact

more sites at which fertilizer was retailed before reorganization
than after (at least in the Punjab), the location of the sites relative

to actual and ''potential" fertilizer markets is not known.

3. Interms of the third criterion - improved small farmer access
to fertilizer supplies - some data on pre-1973 utilization rates
are of interest. Data on fertilizer utilization by different classes
of farmers since the distribution system reorganization are not
available, Estimates of per acre rates of fertilizer consumption
by various sizes and tenurial classes of farmers inade on the

basis of one survey conducted in 1972 indicated that:

a. On the average small farmers surveyed (less than 5 acres)
spend slightly more for fertilizer per irrigated acre than large
farmers {more than 50 acres), and farmers in intermediate
size groups (5-15 acres, 15-25 acres, and 25-50 acres) used

less fertilizer per acre than large farmers.

b, Within each tenurial class, the relationship identified in

#1 held true. Small farmers used fertilizer most intensively,
closely followed by large farmers. The various intermediate

(size of farm) groups all used fertilizer less intensively,

although there was no consistent pattern of relative intensity

among these three intermediate (size of farm) groups.
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c. Data on expenditure rates by tenurial class showed
that owner-operators spend over twice as much per
irrigated acres for fertilizer as did tenants. Owner-
cum-tenants fell in between, consuming about 20 per-
cent less fertilizer per acre than did owner-operators.
(For detzils of these patterns, see Tables 3 and 5).

d. The data suggest that owner-operators spent 49 percent
of the total spent but operated less than 40 percent of
the irrigated acreage, whereas tenants spent less than
one-fifth of the total fertilizer supply but operated one-
third of tue country's irrigated acreage (table 3 and 4).
The data do not indicate the percentage of farmers in
different size groups or income groups using fertilizer.

In contrast to this study, evidence from several more limited surveys
done approximately at the same time, but confined to between one and three
districts in Punjab, produced quite different results. In these studies,
large farmers used more nutrient pounds of nitrogen per acre than did small
farmers. One of these studies cuncluded that owner-cum-tenants had higher
application rates than either nwner-operators or tenants. It appears
reasonable to conclude that on the heavily irrigated alluvial plains commer-
cial fertilizer is fairly readily available. The greater fertilizer expenditures
per irrigated acre on small farms than on medium and medium large farms
may be attributed to the purchase of barn yard manure, and the intensive
cultivation of small plots with persian wheels. Also around major cities
small farms often are intesively used for garden crops. Practically no
fertilizer is purchased for use in unirrigated areas, where the poorest rural

families predominate.




The Role of Credit in Facilitating Farmoers!
Access to Fertilizer

1. Introduction

Drawing on a wide variety of sources, this paper addresses
the role of credit in facilitating farmers' access to fertilizer
supplies. The availability, sources, and terms of fertilizer
credit are analyzed in terms of distinct farm groups. We
conclude that the quantity and quality of fertilizer credit is a
function of both size of farm and tenurial class,

a. Most fertilizer is purchased with farmers' own
resources (86.5 percent), However, large farmers
and owner-operators are less dependent on credii to
finance their fertilizer purchases than are small and
medium sized farmers and tenants.

b. Lack of cash resources and limited access to credit
are principal reasons for not using fertilizer or
using less fertilizer than farmers deem desirable,

¢, Numerous sources of {ertilizer credit exist, both
institutional and.non-institutional. The terms of
credit irom these sources varies considerably, but
generilly the terms of institutional credit are much
mere attractive than the terms of non-institutionzal
creait,

d. Farmers' access to institutional credit varies by
size o: farm and tenurial class. Small farmers and
tenants arc forced to rely more heavily on relatively
expensive non-institutional credit, while large
farmers and owner-operators capture the lion's share
of ""cheap' institutional credit.

e¢.  The supply of iastitutional fertilizer cre:dit has

increased rapidiy in the last five years because of

the dramatic expansion of ADBI? leadin: and the

enlry of comme=cial banks into the marke! on a large

scale fue the {irst time, o

£, The ~bsolute amourt and relative importunce of
institutronal f{evtilizer credit appears to be increasing,
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g. Three ycars ago relatively few farmers obtained
any {crtilizer credit. The number of farmers and the
amount of fertilizer credit they obtain from all
sources today is not known, but we believe the
fertilizer credit situation has improved somewhai,

2. Importance of farm credit in financing fertilizer purchases

Although credit is important in increasing farmer's access
to and use of fertilizer, evidence from a 1971 survey suggests
-that most fertilizer purchases are financed with farmers' own
resources. All sources of credit (institutional and non-institu-
tional) accounted for only 13,5 percent of all fertilizer purchased
by the farmers surveyed. Disaggregating the farmers surveyed
shows: (a) tenants are twice as depcndent un credit as other
tenurial classes and (b) largé farmers are least dependent on
fertilizer credit, whereas farmers with 15 to 25 acres are most
dependent on credit to finance fertilizer purchases. Table 1
and 2 summarize the relative importance of fcetilizer credit to
various tenurial classes and different size holdings.

Table 1 - Percent of Fertilizer Purchased on Credit and
Cash By Tenurial Class

Fertilizer Fertilizer

purchased on purchased with

credit as %. of farmers!' own
Tenurizal status total fertilizer resources as %
of farmers. purchases of total fertilizer Total

) purchases

Owner-operator 10. 4% 89.6% 100%
Cwner-cum-tenant 12.5% 87.5% 100%
Tenant 22.7% 77.3% 100%
Owner -asn-nnerator 8. 8% 91.2% 100%
All farirs (average) 12,5% 26.5% 100%

Tablie 2 - Peraont of Fertilizer Purchased on Credit and
Cash By Size of Farm

Size of Favrm (Acres)

0-5 13, 2% 86. 8% 100%
5-15 15, 0% 85. 09, 100%
15-25 17. 3% 82. 7% 100%
25458 13. 1% B6. 6% 100%
50+ 10. 2% 90, 0% 100%



- 3, Evidence of credit as a constraint

The relatively small amount of credit use to finance
fertilizer purchases should not be misinterpreted as evidence
of the unimportance »f fertilizer. In a survey in three
districts of the Punjab in 1970, three-fourths of the farmers
not using fertilizer (13.4 percent of the sample were using tc
fartilizer) cited lack of funds as the reason. In the same study,
three-fourths of those farmers using fertilizer cited non-
availability of funds as a primary difficulty which limited their
use of fertilizer.. A separate study during the same period in
a different part of the Punjab corraborated these conclusions.
As.Table 3 shows, small farmers experienced significantly
greater difficulties than large farmers in financing their
fertilizer purchases.

Table 3 - Non-Availability of Funds as a Constraiat in
Limiting Fertilizer Use by Size of Farm

Size of holding " % of farmers reporting non-availability
(Acres) of funds as reason why fertilizer was
' ""not easily available"

2.5-7.5 81. 6%
7.5-12.5 77.6%
12.5-25.0 79.2%
25.0-50,0 47.4%
50,0 and over 40. 0%
All sizes 75. 0%

The most conclusive evidence that credit availability limits
feriilizer use is f»und in farmers' responses when asked how
much fertilizer cvedit they wantcd for the coming year.
Countrywide, farmers, renters, and others declared they
necded 188 percent morve fertilizer credit for 1972 than they
vecaived in 1971, Sharp differences are evident between
terurial classes. Tenants' perceptions of their incremental
fertilizer credit nceds were significantly lower than other
peoplc’'s. (Pernaps tenants' aspirvations are limited by their
perception of what is possible. )



Table 4 - Perceived incremental feriilizer credit needs

% increase in perceived fexrtilizer
Tenurial status cr édit needs for 1972 compered to
' actual crelit obtained in 1971

Owner-operator 247%
Owner-cum-tenant .o 189%
Tenant ! 73%
Owner-non-operator 604%
Average (weighted by Rs, value) 188%

4, Relative importance of sources of fertilizer credit

Considerable information is available c¢cn the existance
and relative importance of sources of rural credit, but not
on the relative importance of various sources of fertilizer
credit, Thus, we do know that in a recent year (1971):

a. Approximately 99 percent of fertilizer credit from all
sources was extended on a short-term basis (re-
payment period 18 months or less);

b, Almost 92 percent of all short-term was from non-
jnetitutional sources, (For details see Table 5).

c. We estimate that less than 20 pevcent of all of the
available fertilizer credit was supplied by
institutional sources, based on the following
conclusions,

Estimated ADBP credit Rs, 11 million
{(CY 1971)

Estimated Cocperacive Rs. 9 million
1

Societies & Taccavi

credit

Ks, 20 million

Fsianatea Maw,

pussitle instiiational

{.riitizer credit =Rs.20 million =~ 20%
Totul fartilizer crodit Rs.102. 8 million

(C7 1971)




Table 5 - Relative importance of sourcdes of short-term credit

Institutional Sources

Cooperative Societies
Cooperative Banks

ADBP

Commercial Banks
Taccavi Loans

Other

Non-institutional Sources

Friends and Relatives

Professional Moneylenders

Landowners

Commission Agents and

Mevrchants
Mill Owners

Other

8.31%

1.04%
.27
1.05

5,09

Y

.40
.41

91.68%

68.92%
3.02
5.86

9.60
. :’38
3.85

d. The absolute value of ADBP credit for fertilizer appears
to Le vising (see Table 6 Lelow), but the relative
importance of all institutional and non-institutional

sources remains unknown,

Table 6 - Value of fertilizer credit extended annually - ADBP

Fiscal Year ADBP

1968-69 10,000, 000
1969-70 16,000, 000
1670-7! 9,500,000
1971-72 12,500, 000
1972-73 41,0095, 000
1973-74 ii2, 850,000

Fertili

Credit Deflated
zer by Fertilizer

Price Index Price Index

1.00
1.00
1.01
1. 01
1.37
2.22

10, 600, 000
16,000, 000
9, 406, 000
12, 376, 000
29,927, 000
50,833, 000




The dramatic rise in the institutiortal supply of credit for
fertilizer in 1972-73 and 1973-74 reflects two GOP dccisions,
In December 1972, the State Bank, at the direction of the
Ministry of Finance, instructed the commercial banks to
increasc credit availabilities for the agricultural sector. ‘The
Agricultural Credit Advisory Commission, a subcommittece of the
Nationa! Credit Consultative Council (NCCC), advises its parent
body how much agricultural credit should be made available by
source and function (i. e., fertilizer, seed, tractors, tubeweclls,
etc,). The NCCC uses these recommendations in making
sectoral allocations, all within a !'safe ceiling' limit on overall
credit expansion. (The safe ceiling is incorporated in the
State Banks IMF standby letter of intent). During the last two
fiscal years, the NCCC has significantly increased the
agricultural sector's share of the total private sector
allocation., This action has been made more effective by also
increasing commercial banks' participation in the financing of the
agricultural sector, and by increasing the amount of credit to
be made available for short-term credit purposes, especially
fertilizer,

The second GOP decision was part of the responsec to the
disastrous flood of August and September 1973. To keep food
production from being drastically ~educed, the GOP mounted a
special agricultural credit campaign for rabi 1973-74. Between
November 1, 1973 and February 28, 1974, institutional sources
advanced a total of Rs. 24,24 crore, of vhich Rs, 14.60 crore
(about 00 percent was for fertilizer, It is important to note the
reasons for this 'healthy' increase in institutionally furnished
fertilizer credit, Firstly, the 1973-74 rabi credit campaign was
in responsec to a cata~trophy, and this impetus is now lacking.
Sccondly, the NCCC's decision to expand fertilizer credit is
a policy decision which reflects the cirrent priorities of the GOP
and not 2 charnge in demand for fertilizer crddit, Thus, the NCCC
could =ell reallocace this expanded credit to other sectors of the
gconomy as new priorities emerye,

Alvough ‘nstituetional credit has exparnded vigorously,. woe

4o aot know what has happunded te the overall fertilizer credit
(1) Farmers mav liave substitated more attractive

ins:iriticnnl credit for credit formerly obtained from non-
fasdoats ezl sceurces, {2 Credit is fungible and farmers imay ve
buying (he same quantity ¢f feetilizer with more institutional
crodit and diverting carh ~esources fo-merly uszd for fertilizer
to ¢tlie = purcehnses [ermerly made on less attractive ‘credit

Slitis iy,

ter-ia,
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While it is true that the total amount of institutional
fertilizer credit has expanded rapidly, the rising cost of
fertilizer in the last two and one-half years {from Rs.28.50
to Rs. 75 per bag of urea) has absorbed over half of the
fertilizer purchasing power of the incremental credit from
the ADBP. See Table 6. Thus, in real terms, ADBP fertilizer-
credit has expanded less than 6 fold rather than over 11 fold.

+ With respect to the dramatic rise in institutional credit
(primarily the ADBP and commercial banks), it appears safe
to conclude:

a. The ADBP and commercial banks have significantly
expanded the absolute amount of fertilizer credit
advance during the last two years.

b. The percentage of total fertilizer sales financed by
the ADBP has increased from roughly 2-1/2 percent
in calendar 1971 to 11.3 percent in FY 74, .

c. The relative importance of credit in financing
fertilizer purchases evidently is increasing.
In calendar year 1971, only 13.5 percent of
fertilize» purchases were made on credit from all
souvces, whereas by FY 1474 the ADBP alonc was
finanzing 11.3 percent of all fertilizer sales. Itis
not likely that the increase in ADBP financing was
all just substitution for other credit sources, It is
reasonable to conclude that the relative importance
of credif fertilizer sales 1s increasing.

The only information available on the relative importance
of the various non-instituticnal source of credit in the fertilizer
markect comes from a mid-1960's study. This sample was
limited (canfincd to Sargcdha District), and the study is now
12 years old. The {ormers’ peeferences were limited by their
awarveness ol av.ilable credil sources; teday institulional sources
of credit, oswecinliy the ADBP and the commercial banks,
2re much miore premineat. Nevertholess, this study (Table 7)
is indreative ofth: relative imporancs of the various sources

of ncn-institutione! odlizer creldit,



Table 7 - Farmeors' preferred sources of credit for fertilizer
and sced, Sargodha District, 1964 '

Preferred source ot
fertilizer and seed
credit as % of

Credit scurce , - farmers interviewed
Institutional ‘ 14. 4%
ADBP ' 1.4
Cooperative Societies 13.0

Non-institutiornal Sources

Commission Agents 18.5
Friends and Relatives  17.0
Shopkeeper : 7.0
Landlord 82. 8%

#»This is the percent of tenants (not all tenorial classes
interviewed) that preferred landlords as a source of fertilizer

and seed credit.

These days, fertilizer agents apparently are not as
impovtant 2 source of credit as was the case 10 years ago.
Both public and private sector principal agents in the Sind
2nd the Punjah extend no creait to their dealers, and they are
of the spinion that their licensed dealers in turn cxtend very
litile credit to farmers, Sub-dealers, (ron-licensed commission
agents)--no longer legally operate in the Purjab, although they
contirnue to play an important role in the Sind.

5. Terms avd availability of institutional sources of

feriilioar credit

Farmers of different -izes and tenurial classes rely on
diferiet sources fer ferviilizer, and these sourcces ofier different
terns aen 2recic. Tables 7 and B zuitnmavize the terms and the
- beanorrant features of ALRD credit., Comimmercial banks!
aprcsita-at crodit practices a=e similar to the ADBP's, These
D o ced anscuunt for most of thie iastitutional fertilizer credit
1w Pascistan today, Salient [caturces of terms of credil foom
thes 2 Haoks indiudo:
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Fertilizer credit is available in the form of surety
(co-signer), security, and hypothication (product)
loans.

The majority:of ADBP's fertilizer credit is exlended
on short-term (eighteen month maximum]), surety
loans. Loans of Rs, 50 to 2,500  may be taken on
surety. Because of these limits, it seems: safe

‘to ¢onclude that this is'the most important source

of institutional fertilizer credit for small and medium
farmers. At Rs, 75/bag, the average size surety lcan
in 1973/74 would buy about 14 bags of fertilizer,

enough for between 14 and 17 acres at averagc utilization
rates in Pakistan today.

_Surety loans are secured by a thivrd party guarantor's

land, either through the mechanism of the guarantor's
pissbock or on a surety bond. These loans provide
tandizss tenants with their only access to bank credit.
Anyone is eligible to borrow on surety, but the

Rs. 2,500 cciling on the size of loans and the requirement
of a third party guarantor makes such ioans unattractive
to large furmers.

Security loans taken by land owning farmers are subject
only :o the constraint that the value of the loan cannot
excecu the value of the fixed assets against which the
lvan is secured. Security loans are either issucd
against the borrower's passbook or as an '"old fashioned"
moctgage loan,



_Table B. ADB? Lending Terms and Policy

10,

Type of Loan | Annual Rate | Limits on Security Arrangement |Given to Finance [Repayment Do "IRelationsiup to Special -
of Interest Size of Loan the Purchase or. Period JCommercial Programs.
13ank give
Similar Loan ,
T
Surcty 9% on loans| Min. Rs.50 Must be guarantced 1. Majority of All short| Yes Spot loans presently
upto Rs. by third party, either Fertilizer term, Max. madc only on surely,
5000; 10% Max. Rs. a) Against passbook Credit. Also:] 18 months, 88% of surety loms
on loans 2500° b} Surety bond 2. Seeds length de=- made during spot
over Rs. both backed byland. 3. Pesticides terminc lending campaign
5000 4. Scasonal by type o 1973-74.
Inputs. crop for .
4 which in-
put was
- : financed.
Security same No limits a) Against passbook 1. Tractors Medium Terms: 1. None given during
other than b) Mortgage Loans 2. Tubewells 18 months; to Yes spot lending
those set Both against fixed 3. Land Improve-| 5 years 2. 57% all of secured
by security assets: ment ) loans, secured by
requirementsw 1. Land 4. Draught Animals passhooks 1973-74
2. Buildinga 5. Other farm Long Term: - -
‘ 3. Tractors, upto equipne at 5 to 20 years
' 50% of Tractor 6. Other develop-
) ’ value e nt equp-
ments
7. Fertilizer J
Hypothication same Dctermined by Loan sccured by: Given only to Short term: No hypothication loans
’ security a) Sugarcane mill, finan ce inputs Repayable No given under spot Jending
requirement or for cotton and when crop or passport programs.
b) Cotton ginning sugarcane is harvested, '
factory | .
Note: 1) Security or surety loans defaulted on are to be collected by In the case of commercial banks, the State

the Department of Revenue.

DBank wall compensate them for 50% of the losses they incur on agricultural loans, i.e.,if both the banks and the Board ¢i Revenue fail
to colict the loan from the farmer,

2) Despite most secured loans being secured by land, the ADBP has never fareclosed on a mortgage and claimed the defaulter's laxd,
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Type of Loan

Surety loans
Security loans
Hypothicated loans
Spot lending
Passbook

Fertilizer loans,
all kinds

11.

Table 9 - Lending by ADBP
By type of loan, 1973-74

Total. * * } Average
No. of Loans Million Rs, Value Rs, /Loan
119,;351" 127.45 1063. 40
32,296 251,71 7793.84
423 36.41 86, 075.65

1112.60 1/
144.02 4/

92,567 112.85 2/ 1219. 07 3/

1/ Ail spot lending is on surety; thus 88 percent of surety loans
were in the spot loan campaigt.

2/ ADBP financed 11.3 perceat of all fertilizer sales in FY 74..

(Rs. 112,850, 000)
(Rs. 997,406, 900)

3/ At ns. 75/bag, the average fertilizzr loan would finance
enough fertilizer to cover between 16 and 22 acres. (The
rational Pakistan average fertilizer utilization rate is
besween 3/4 and 1 bag per acre, )

S
~~

All sassbeak Ioans are security loans; thus 57 percent of

secured lcans were made against passbooks,
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Twou special programs that both the ADBP and commercial

banks pa-ticipate in are of interest because they erhance farmers?

»

access to bank credit. They arce the "Spol lending'" program and
the passbook program. The "spot lenuing''program is important

because:

a,

C,

Spot lending is all done on a surety basis, and
therefore sccurity requirements are relaxed.

A representative of the participating bank comes to
farmers in their villages at a place and time that is
publicized in advance, thus greatly enhancing farmer's
access to bank credit.

Credit is extended "on the spot! and in kind in the form
of a suppiy order foc agricultural inputs which is issued
by the bank representative and secured by a third

party guarantor. .

Y 73), ’

Farmers rre supplied fertilizer by presenting the

supplr order to a licensed fertilizer dealer, 80 percent
of the Icrtilizer supply orders must be filled by public

gactzr fertilizer dealer:,

During the ¥FY 74 spet l-ndirg campsaign, the ADBP
sxiended Re. 112,60 nmiiliion in short-term credit

and Rso., 112,39 aullion in fertilizer credil. However,
e oo not Fasw how much of the spot credit was {for
fertilizer, But, becansce cf point é, we infer that most
clthe ADLT spot credit was fertilizer credilt and was

T EY 74 a pacsnhook oy Lo was iatvorloecd whach was
infengoa o sruplu o boadin o cdures by miriaizing the amount
ot Ao st ceztives o Uk presbook, whidh (g jesued by the
Copsivior coriires v Tt 0 culos of o passhook holder's
tanas, Coce 7 e, e passocl may be ueesonied Yo cither
oA e amu oy sdd nualts whe will sssve o secared losn
Aanziver che o veriifon viloe e ) smer's land; e tvansaction

To tnush foC saine T e mallam a de tos it it A saviage passbook,
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Although the passbook was intended to guarantee all landed
farmers access to bank credit while reducing the cost and red
‘tape of obtaining a secured loan, the impact of the program in
its first year was limited to a relatively small number of
farmers. By the end of May 1974 only about 20, 000 passbooks
had been issued in the Punjab., Despite the small number of
passbook holders, the ADBP issued Rs., 144 million (35 percent
of its total credit in FY 74) of credit on the passbooks.
Evidently, the average size of passbook loans was relatively
large, Also, there are widespread reports of irregular feces
being charged to farmers who apply for passbooks and loans
on piassbooks., Taken together, the evidence suggests thatl 'he
passbook system has not reached small farmers and it has

not effectively reduced the vreal cost of secured loans for
large farmers,

13,

6. Terms and availability of non-institutional sources of credit

Little can be said about the terms of non-institutional
credit, Ir the oaly knewn study done on the subjec. (1971) the
average rates of iaterest charged by non-institutional sources

were found to te 20 percent from family and friends, 32 pevcent

from meney leaders and 46 percent from merchants, From

these figures we cannot procecd to conclude what rate of interest

farmers pay for non-institutional fertilizer cradit because:
2. These are average rates of intevebt for all types of
farmerves,; interest rates may vary for iarimers of

diffecrent size holdings ard tenurial classes.,

b. These findings may rot be represcentative of areas
outside of the sample avea.

Infiaci.anry Dressares ara much strenger today than

(&)

they wore at the time of the study; non-institutional
lenders .r:ay well have ruisaed their ‘nterest rates to
maintain thoiv real earrings at 1971 levels,

d. Trote. s of nin-istitatisnal interest may vary by
functios of lonn 25 well as source. Thus, the terms .
of fer*ilizaor ~redit may he significactly different
ircic thie averages for all types of loans,



Even less is known about the other terms of non-
institutional credit -- sccurity requirements and puyment
"periods, ‘Conventional wisdom holds that commission agents,
who may or may nol be liscnced fertilizer dcalers, arc a
major non-institutional source of fertilizer credit. Typically,
they sell {ertlilizer on credit and sccure the loan against the
crop for which the fertilizer was procured. The farmer is
required to repay the loan at'harvest time, usually in the form
of a specified quantity of produce. Thus, interest on this
kind of loan becomes hidden in the lump sum value of the
produce su=rendered, Often the crop is valued at ihe time the loan
is made at a ratc well below what will prevail in the market
at harvest time, thus inflating the real rate of intevest consider-
ably. Commission agents who-are able to store thesc loans
repaid in kind, and sell the produce when commodity prices rise,
earn an attractive bonus on their interest.

7. Differential class access to fertilizer credit

Sections ""5'" and ""©0" focused on the terms and availability
of institutional and non-institutional credit. The available
evidence suggests that the bulk of institutional fertilizer credit
(ADBP) does not reach small farmers: (a) The average size
fertilizer loan will finance enough fertilizer to cover 156 to 22
acres at current rates of application. (b} Surcty lozns which
provide small farmer: with virtually their only azccess to institutional
feriilizer crodit average Rs, 1063, 40, enough to cover 14 to 17 acres.
() Most zecured loans icsued against either "old fashioned' land
mastyages ¢r the newly introduced passbouks channel credit to

large farmers.

We conclude that the bulk of institutional fertilizer credit does
not »e2ach small fornierrs and therefore small farmers are much
oL Aapentont on Uednansive aon-iastitutional credit lo finance
heis fevtiliver purcic s Lo are large farmers., Frorn the
Cvidence we hive exanuned. we conclude that it is with respect to
thha tomeys of wredit and ant Lhe availability that small farmers face

sevicos disadrestapgcs visiawve: large farmers,

e, Tlass waccrss o forsiilizor enedit

Tihegnghout thic paper wo aave dicoussed the relative eredit
peiiron o f varions olhoses o farvaeres in terms of dependence
:

enoarocliland neress i oroait, B Udepéndence we have meant

the Jrgree o which farm oozt cash resources ave not sufficient to
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finance their {vrtilizer purchases, The index of dependence we
have used is the percent of a farmer's Lota) fertilizer purchases
which he buys on credit., Recall that large farmers were found
to be the least dependent on credit, buying only 10 percent of
their- total fertilizer supplies on credit. With the terms "access
to credit' we have meant the total amount of fertilizer credit

a farmer is capable of obtaining relative to his neceds. The index
of'aAccess to credit that we Have used is the amount of rupees
obtained per irrigated cultivated.acre. A farmer's overall
fertilizer requirements are certainly dictated by the amount of
acreage he cultivates and as virtually all fertilizer is applied

to irrigated acreage we have narrowed the definition to exclude
cultivatable Barani lands, Applying this index, we found that
small farmers (less than 5 acres) enjoy the greatest access to
credit. The concepis behind these terms are quite distinct; the
former is a measure of financial self sufficiency and the latter
is a measure of credit availability,

Table 10 -« Summarizes the amount of fertilizer credit
available to farmevrs by size'of favrm and tenurial-class.

i Lt
. .

Table 10 - Access to fertilizer credit by size of farm and
tenurial class

(Mean valua of torat money lent
(Rs, /acre> and Rs, vhousehold)

Size of
Heolding All Farms = Qwaer Operators Owner-cunm-Temnt  Tenant
{Acresl nslocre Rsy[Hi ;\S/‘Zlii_l_‘f_ Ps/HH os/acre Rs/HH nshcre lis,ﬁlﬁ
0-5 1,17 7.40 z. 4t 3,48 5.42 14,03 5,86 11.39
512 2.74 15. 04 2.39 3.32 2.45 17.34 3.13 25,05
15.25 2.93 37,64 .62 33,67 2.46 31,17 2.9C 43.02
25-50 2.7 49, 3% .64 20,52 5.00 53,34 2,08 GO,
50- L 136,07 2,02 143,40 3.19 145,40 2.75 101,22
Ao, 2. 43 2h, 38 2,03 22.83 2. 81 30.57 3.03 2.5
Saleaiattd os mnoirane acrt s the eatire class, and thus includes
ALy T iy mor 2o Jerrilizeree redit:
Tooal Poe x0T
R i el of fayn e
cvad Laro e irod el oy tage
ith cluss of farmers
Mo i AT T TR R IREE ¥ +.1a this eateulatinng; the assumption
- Sy ot oo ste that aesiicible amounts of
e w2 wiea o the o salareas at the ume of the survey,
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Examining the table, one is struck by the very low values of
the means, hoth per acrc and per household for all categories of
farmers. At Rs. 28.50/bag, which prevaiied at the time of (he
survey, the average tfize loan taken by farmers with less than 15
acres would not have been enough to finance even one bag of
fertilizer! Clearly many and perhaps most farmors in cach
category were not using any fertilizer credit, although the data
does not permit us to exclude non-credit users and determine
the average size fertilizer loan per acre and per houschold among
actual borrows for each ciass.: Consequently, the average valuces
of rupees per acre borrowed tend to cluster over a fairly narrow
range, obscuring differences among the variou:z classes of farmers
that might otherwise emerge. A much differcnt pattern might
emerge if the averages were calculated only for those farmers
using some credit.

The pattern that does emerge from the data is rather remark-
able. Tenants and owner-cum-tenants easily enjoy the greatest
access to fertilizer credit. We hypothisize that landlords are the
main source of this credit, and they are more liberal in extending
credit to their icnauts than are other credit sources to their
respective clicuts., This is legical because under the terms of
traditional 'batai' tenancy {share-cropping), landlords share a
fixed portion ol the crop (usually 50 percent). By cxtending
credit to his terants, the landlord is able to earn more "rent”
from his 1o ad by capturing a fixed portion of the incremental
incon:: arising from the use of feviilizer.

Among owner-operators, the pattern of access to credit
approximates more closely our apriori expectations. Small
owner-onerators (0 to 15 acres) average less credit per acre
than do mn~dium and large farmers. Institutioral credit almost
certainiy is roadily evailable to only medium or larger farmers,
while Licndlerd crediin is sininty excluded by defintiion.
Cons=guently. - nail owner-oporators do not fare as well,

Tihere 1s o ther interesting feature of the daia. Tenants
acuess ‘o fersi ‘zov credit it 3o inverse function of size of

cor. tor lne o2 tena s {over B0 acres).  The
fraditiona; oadbord- onnt cet tiomanip provides a ready
stvoa for timis pacadon. ris Lighly unlikely that tenants
Goalll 0 oGy ooy moves ol crrizried land arve really “batas”

cets, They siarcst certaioiy are large comumercial farmers
wheo nrer falea e tand oo leage. thie hypothesis is corroborated
By suppostive ool Lo v o the dopergency indes; large tenants
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are only half as dependent on credit to finance their fertilizer
purchases as are the other size tenants and their dependency
is of the same magaitude as farmers ir the other tenurial
categories, -

9. Conclusions

The observations that we have been able to make have been
fairly limited. Our most important data source is a field
investigaticn concluded in 1972. This serves as a benchmark
of the fertilizer credit sitvation then, rather than as a
description of things as they are today. This should not be
discouraging; with the wealth cfbenchmark data now at bur
dispcsal, fcllow-cn surveys will permit a much needed
analysis of the fertilizer credit market as it performs today.
Data with the commercial banks and the ADBP can serve as
important sources of information about institutional credit,
Given both the importance of the issues and the availability
cf the information, the tcpic of fertilizer credit is certainly
cuserving of further research.

17,
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ANNEX 9

NATURAL GAS IN PAKISTAN : SﬂPPLY, DEMAND, AND PRICES

Summary and Conclusions

In Pakistan total natural gas reserves are estie
mated to be 17.43 million million. cubic feet. These
are at ten locations in Baluchistan, Sind and Punjab,
Three locations are in operation, i.e., the following
fields: Sui (Baluchistan), Mari (Sind), and Dhulian
(Punjab), These have estimated gas reserves of 14,27
million million cubic feet; 82% of the known':total.
Since 1955, when gas was first introduced in Pakistan
on a commercial basis, 1.03 million million cubic feet
of gas have been consumed, leaving intact estimated
veserves of 16,40 million million cubic fecet.

Natural gas consumption in Pakistan has increased
from 1.3 million million BTUs in 1955 to an estimated
122.5 million million BTUs in 1973. Gas consumption is
forecast to reach approximately 346 million million
BTUs annually by 1986, an 8.3 percent per annum growth
from the 1973 level,

The Sui fields' reserves are estimated to last
through the year 2000. The probosed Fanji Foundation
fertilizer plant will be based on the Mari gas fields.
These fields have estimated reserves of 3.942 million
million cubic feet, of which 0,05 million million cubic
feet have been consumed since 1967 by the existing lari
gas based Esso fertilizer plant, These Mari ficlds have
"assured” reserves of 1.793 million million cubiec feet,
while the remaining reserves of 2.149 million million
cubic feet are "reasonably assured"”.

The GOP is contemplating additional use of Mari
gas -- to its maximum for fertilizer production, Cur-
rent plans call for 4 fertilizer plants, These are: the
existing 170,000 tons per annum Esso plant, the propcsed
540,000 tons per annum Fauji plant, and two proposed
Natioral Fertilizer Corporation (NFC) plants of £50,000
tons and 600,000 tons per annum capacity, respectlvely.

Combining Lhe high and the low extremes of .. : -
gas consumption per ton estimates with the low "assured”
and higher "reasonably assured" estimates of gas avail-
ability, the Mari ga8% fields may last as long as 2032
for all four plants or only, until 2000 for only three
plants,
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Summary and Conclusions

In Pakistan total natural gas reserves are esti.
mated to be 17.43 million million cubic feet. - These
are at ten locations in Baluchistan, Sind and Punjab,
Three locations are in operation, i.e., the following
fields: Sui (Baluchistan), Mari (Sind), and Dhulian
(Punjab). These have estimated gas reserves of 14,27
million million cubic feet, 82% of the known':total.
Since 1955, when gas was first introduced in Pakistan
on a commercial basis, 1,03 million million cubic feet
of gas have been consumed, leaving intact estimated
reserves of 16.40 million million cubic feet,

Natural gas consumption in Pakistan has increased
from 1.3 million million BTUs in 1955 to an estimaced
122.5 million million BTUs in 1973, Gas consumption is
forecast to reach approximately 346 million million
BTUs annually by 1986, an 8.3 percent per annum growth
from the 1973 level,.

The Sui fields' reserves are estimated to last
through the year 2000, The proposed Fauji Foundation
fertilizer plant will be based on the Mari gas fields,
These fields have estimated reserves of 3.942 million
million cubic feet, of which C.05 million million cubic

feet have been consumed since 1967 by the existing Mari

gas based Esso fertilizer plant. These Mari fields have
"assured" reserves of 1,793 million million cubic feet,
while the remaining reserves of 2.149 million million
cubic feet are "reasonably assured”.

The GOP is contemplating additional use of Mari
gas -- to its maximum for fertilizer production. Cur-
rent »lans call for 4 fertilizer plants, These are: the
existing 170,000 tons per annum Esso plant, the proposed
540,000 tons per annum Fauji plant, and two proposed
National Fertilizer Corporation (NFC) plants of 550,000
tons and 600,000 tons per annum capacity, respectively.

Combining the high and the low extremes of = . . -
gas consumption per ton estimates with the low "assured"
and higher "reasonably assured" estimates of gas. avail-
ability, the Mari gas fields may last as long as 2032
for all four plants or only until 2000 for only three
plants, .
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Gas prices in Pakistan of equivalent $0,04 per MCF
received by gas fields' owners at wellhead are perhaps the
lowest in world. In the U,S, daverage wellhead prices are
approximately $0,21 per MCF. The'U,S, gas prices are 425%
higher than Pakistan's at wellhead, 132 % higher at city
gate, 176% higher for industrial consumers, and 102 %
higher for domestic consumers, Prices of other fuels in
Pakistan are significantly higher than gas prices,

Recommendations:

i. A shadow price of Rs.5 - Rs,6 per MCF at the
wellhead would be equal to the typical world wellhead gas
price.

2. Shadow pricing of gas at other sale points
(transmission and distribution) should be based on a-.wall-
head shadow price of about Rs 5 - Rs.6 per MCF. (The GOP
currently uses Rs.1l.26 per MCF in determining gas tariffs.)

3. The GOP;should develop firmer estimates on gas
requirements per ton of urea production.

4, Additional drilling at Mari must be undertaken
to determine the exact level of f"assured™ reserves.

5. A decision on the contemplated NFC II plant of
600,000 tons per annum capacity. should be deferred until,
by additional drilling, the "reasonably assured" reserves
of 2.149 million million cubic feet have been turned into
"assured" reserves,

I S Gas Availability:

In Pakistan, natural gas has been discovered at 10
fields with total estimated gas reserves of 17.43 million
million cubic feet, Annex 1 presents known gas reserves,
their utilization, and the heat (energy) value of each of
the ten fields. Currently the Sui, Mari and Dhulian
fields are operational. These three fields contain approxi-
mately 81 percent of the known available gas in Pakistan.
The field with the Jargest available reserves, 7,7 million
cubic feet, is at Sui in Baluchistan, followed by Mari in
Sind, with 3.89 million million cubic feet. BAnnex 2 pre-
sents the location of gas fields in Pakistan,
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The Sui gas is utilized for domestic, commercial and
industrial uses all over the country, The Dhulian gas is
also so used, but only for consumers in the northern Punjab,
The Mari field is used by only one consumer -- Esso Fertie-
lizers located near the gas fields -- and GOP policy is to
reserve this field for fertilizer plants only, '

Demand For Gas

Natural gas consumption in Pakistan began in the mid
1950s and grew rapidly, often in place of other available
fuels. Gas consumption and gas consumption as a percent
of total energy consumption for the period 1955 « 1973 are
presented belows - ' '

Million Million Gas Consumption
BTUs of As % of Total

Year Gas Consumption Energy Consumption
1955 1,3 1.5

1960 | 24,9 17,8

1968 74,2 29,1

1970 95,0 . 31.6

1972 111,2 33.4

1973 (Est,) 122,S NA

The increased proportionate use of gas (from 1,5%
of the total energy use in 1955 to 33.4% in 1972) was
matched by a declining proportionate use of other petro-
leun products (Their share declined from 71,1% in 1955
to 41.8% din 1972.) and coal (Its share declined from
22,0% in 1955 to 8.7% in 1972).

GOP forecasts of natural gas consumption in Pakistan
place consumption at approximately 346 million million
BTUs annually by FY 1986, This is an 8,3% per annum growth
over the 122.5 million million BTUs consumption level for
FY 1973, These GOP demand forecasts include gas consump-
tion by the proposed Karachi Steel Mills and the gas based
fertilizer plants likely to be established both in the Sind
and the Punjab provinces.



The Asian Development Bank Report on the Sui Karachi
Gas Pipeline Project of February 1974 projects the Sui
fields gas reserves to last through the year 2000,

Mari fields gas reserves of 3.942 million million
cubic feet of "reasonably assured" reserves are projected
. to last for about 390 years, if this ‘gas is used only for
the existing Esso plant of 170,000 tons per annum capacity,

There are five available estimates of gas (feed and
fuel) requirements for the proposed Mari gas based 540,000
ton per annum Fauji fertilizer plant, These estimates ares

1. The Mari gas fields owners (Esso) estimate that gas
requirements for a Mari gas based 540,000 ton per
annum fertilizer plant would range between 70 million
cubic feet per day to 75 million cubic feet per day.
The annual gas requirements on 310 working days per
annum basis, therefore, range between 21,700 to
23,250 million cubic feet,

2. The Chemical Consultants (Pakistan) Ltd feasibility
report for the Mari gas based Fauji plant estimates
gas requirements at 78,75 million cubic feet per day
for a 1750 ton per day plant., The annual require-
ments (310 days) arc, therefore, 24,412 millicn cubic
feet. '

3. The Government of Pakistan estimates the daily re-
quirements for the Fauji Plant at 90 million cubic
feet or 27,900 million cubic feet per annum,

4, Fauji Foundation's independent gas consumpticn esti-
mates for a 540,000 ton per annum plant are 30,000
million cubic feet per annum,

5. The existing Mari gas based 170,000 tons per annum
Esso plant consumes 10,100 million cubic feet of gas
per annum. If it is assumed that the gas requirement
per ton of fertilizer for the proposed Fauji plant is

"the same as that -for the existing Esso plant, then the
annual gas requirements for the Fauji plant would be
in the neighbourhood cf 22,082 million cubic feet per
annum,

The wide range of the estimated annual gas require-
ment, from 21,700 million cubic feet to 32,082 million cubic
.feet for a 540,000 ton plant, would not afrect the length of
the fertilizer project's potential life, if only one plant
of this size were to be established in addition to the



existing Esso plant of 170,000 tons., At the high extreme
assumption of an annual gas requirement of 32,082 million
cubic feet, the Mari fields can provide gas to both Esso
and Fauji for the mext 101 years after the plant goes into
operation in 1978, assuming intact reserves of 3.9 million
million cubic feet. TFurther, even if only the "assured"
reserves of 1.794 trillion cubic feet are considered (This
would be extremely conservative, as it is known that there
exist another 2,149 trillion ~ubic feet of "reasonahly
assured" rescerves.), these reserves would suffice for about
50 years for both the proposed Fauji plants (using 32,082
million cubic feet of gas per annum) and the existing Esso
plant (after the Fauji plant goes into operation in 1978).

However, the GOP is contemplating additional use of
the Mari gas -~ to its maximum for fertilizer production.
Two additional fertilizer plants of 550,000 and 600,000 tons
annual capucity, are being considered, both to be managed
by the GOP owned National Fertilizer Corporation (lNFC) and
based on the Mari gas. If the two NFC plants are to be
based on the Mari gas in addition to the proposed Fauji and
the existing Esso plants then gas supply begins to be a
relevant limiting factor, Firmer estimates of gas requircw
ments per ton of fertilizer produced and more precise infor=-
mation on the available "assured' reserves are needed before
such further investment is undertaken,

The range of assumptions on which the life of the
Mari gas fields can ba- usefully estimated are:

l. Gas Reserves: .
Reasonably Assured a) 3.942 Trillion Cu.ft.
Assured D) 1,793 Trillion Cu.ft,

2. Range of Gas Requirements

per ton of fertilizer  a).40,185 cubic feet
b) 43,056 ™ n

c) 45,207 "

d) 51,667 "

) e) 55,555 ® "

£) 59,411 n

3. Output Per Plant:

a) Esso (exdisting) 170,000 tons per annum
b) Fauji (proposed) 540,000 tons per annum
¢) NFC I (proposed) 550,000 tons per annum
d) NFCII (proposed) 600,000 tons per annum



4, Technology:

Gas requirements per ton of fertlllzer (Urea) remain
the same for the Fdel and the two NFC plants,

These assumptlons can be combined with a number of
alternative paths of deveclopment, whlch yield estimates of
Gas field life as follows:

Mari Gas

Fields Life

Assumptirn

Feet, combi

Year of Production:

-~\\£géars-of_q$e)

Bas Requirements/ton

Gas Reserves of 3,942 Trillion Cubic
ned with following patterns of fertilizer plant
development:

Esso -+

Esso+ Eauji+

Esso+ Fauji+ NEC T+

Esso Fauji NEFC T NFC IX

Fertilizer Production Capacity

(000) Tons Per Year

170 170+ 170+ 170+
540= 540+ 540+
710 550= 550+
1260 600+
1860
1967 1968 1979 1982
(0) (11 (12) (15)

40,185
43,056
45,207
51,667
55,555
59,411

Cu,Ft,
Cu.Ft.
Cu.Ft,
Cu,Ft.
Cu,Ft.
Cu.Ft.

Post 1967 Field: L;fe in Years

577
539

513
449

417
390

146
137
130
115
108
101

87
82

78
70

65
62

65
62
60
54
51
48



Assumption 1b: Gas Reserves of 1,793 Trillion Cubic

Feeto
I "II ITIT IV
Production Capacity : (000) Tons Per Year
170 710 1260 1860
Years of Production: 1967 - 1978 1979 1982

~““*LZEEFS of Use): (0) (11) (12) (15)

Post 1967 Field Life in Years

Gas

Requirement /t:cn .
40,185 Cu, Ft. 262 70 44 35
43,056 Cu. Ft. 245 66 42 33
45,207 Cu, Ft, 233 63 41 32
51,667 Cu, Ft. 204 56 37 29 '
55,555 Cu. Ft. 190 53 35 28
59,411 Cu. Ft. 177 50 33 27

If it is assumed that a twenty or more years gas avail-
ability is a justiiication enough to undertake an investment in
a fertilizer plant, then the above calculations, under varying
assumptions combined with a number of alternatives of gas usage,
reveal the following:

1., If the tctal available gas at the Mari gas fields is in
fact 3.942 trillion cubic feet, then the 3 contemplated
fertilizer plants (in addition to the existing Esso
plant), all of them installed by 1982, have enough gas
upto the year 2015 under the extreme assumption of gas
requirement of 59,411 cubic feet per ton of Urea. If
the gas requirement per ton of urea reduces to 40,185
cubic feet, then this gas is enough to last through the
year 2032, -

2. Then there is the extreme (and unlikely) assumption that
there is no gas available at Mari except the currently
available 1,793 trillion cubic feet of "assured" reserves.
Even this unrealistic assumption justifies the construc-
tion of the Fauji and NFC I plants under the extremely
high gas requirements of 59,411 cubic feet of gas per
ton of Urea produced. .Under this set of assumptionc,
Esso, Fauji and NFC I would be adequately supplied thru



the vear 2011. The investment in the NFC II plant
(along with the other 3 pliants, i.é., Esso, Fauji’

and NFC T) by 1982 cannot be undertaken if the Mari
gas reserves are 1,793 trillion cubic feet., This
proposition is rejected because in.less than 20 years,
after the NFC II plant goes into operation (in 1982),
will the Mari gas get exhausted, Only under the con-
dition of 40,185 cubic fecet g&s requircrent por ton

of Urea is the investment in NFC II justif'able,

Under this condition, gas lasts through the year
(1967 + 35) 2002 for all the 4 plants. The year 2002

is cxactly 20 years away from the year 1982 when the
NFC IT plant goes into operation, For all higher gas
requirements per ton of Urea (43,0563 45,207; 51,667;
55,555; and 59,411) the Mari gas gets exhausted earlier
than the year 2002 which is less than 20 years from
1982 when NFC I starts operating.

Gas F4elds Ownershin & Distribution Mechanism

The Sui fields are managed by the Paekistan Petroleun
Limited (PPL), the Mari fields by Pak-Stanvac Project (PSP)
and the Dhulian fields by Pakistan Oilfields Limited (POI)),

Pakistan Oilfields is incorporated in Pakistan. The
maJorlty shares (70 pprcent) are held by the Attock 0il Co.
which is inccrporated in the U,K., The GOP owne an 18 por
cent share in POL and the remaining 12 percent of the shares

are scattered among the general public,

Pakls can Petroleum Limited is incorporated in Pakistan,
Burmah 0il Company owns 70 percent of the shares s the GCOP 29,3
percent, and the general public 0,7 percent.

Pak~Stanvac Project (PSP) is owned by Esso Standard
Eastern inc. (37.5 percent), Mobil 0il (37.5 percent), and
the GOP (25 percent),

PPL sells gas at wellhead to both the Sui Gas Trans-~
mission Company (SGTC) and the Sui Northern Gas Pipelines
Limited (SNGPL). PSP sells gas at wellhead to only one
consumer, Esso Fertilizers which is located near the gas
fields. PCL sells gas at wellhead to SNGPL.

SGTC is a gas transmission firm and does not sell
gas to end users. SGTC sells its cntire product to the
two distribution firms of the southern region of Pakistan,
namely, the Karachi Gas Company (XGC) and the Indus Gas
Company (IGC). KGC retails gas to the end users in Karachi,



while IGC retails gas to the end users in the rest of Sind.
It may be noted that SNGPL purchases gas directly from the
owners of the Sui and the Dhulian fields for sales to the
end users in Punjab and NWFP, A schematic diagram showing
the relationship between the various sale points is presen-
ted below:

Gas Fields 1 sui . Mari —1 Dhulian
Location of Field Baluchistan "~ Sind Punjab
Owners . PPL BSP POL

Intact Gas Reserves

Trillion Cu. Ft. 7.7 3.89 1.65
(Estimated) Y Y Y
N -
ra v~
Marketing Stage --_———-:% v \f
Transmission SGTC

Y
Distribution Y [snepr
V '
End End End End
Users Users Users Users
Marketing Area Karachi Sind Esso Punjab
Except Fertilizevrs &

Karachi Sind NWFP



V.

Pricihg Structure

Gas pricing at all levels of marketing (wellhead,
distributior, and retail) is administered by the Govern-
ment through the Ministry of Fuel, Power and Natural
Resources. As a rule, Gas tariffs charged by gas companies
do not exceed the maximum rates fixed by the Director of
Gas Operations within the Ministry of Fuel, Power and
Natural Resources,

PPL, and the PSP receive Rs,0.40 per thousand cubic
feet (MCF) of gas as the wellhead price for the gas sold.
However, the gas transmission firm, SGTC, and the distri-
bution firm, SNGPL, pay Rs 1.26 per MCF for the Sui gas.
The difference between the two prices (the Rs 0.40 per
MCF price received by PPL and the Rs 1.26 per MCF price
paid by SGTC and SNGPL) is collected by the Government
in the form of excise duties and development surchargec.
The Esso Tertilizers pay Rs 1.55 per MCEF as the wellhecad

-price. Again, the PSP receives only Rs 0,40 per MCF,.

The difference between the Rs 1,55 and the Rs 0.40 prices
is collected by the Goverrment. Infowvmation on the
Dhulian gas price is not available but is most likely in
the range of Rs 1.26 to Rs 1.55 per MCF for the custorers
(SNGPL) at wellheaod and Rs 0.40 for POL -- the difference
between Rs 1.26 to Rs 1,55 and Rs C.40 being collected by
the Government as taxes,

Slab type (marginal or step -- varying with quanti-
ties) tariff rates are applied for bulk sales by SGTC to
the two distribution companies, namely, "3C and IGC. The
prices decline ror successive incremerncal slabs of gas
purchased by the distribution ccmpanies. The average
selling price of gas to the KGC by SGTC in 1973 was
Rs 1.61 per MCF (thousand cubic feet) as against Rs 1.72
per MCF (thousand cubic feet) received by SGTC from IGC.
This price differential rcflects a greater bulk purchase
of gas by KGC than the IGC's purchases. Unfortunately,
we do not have access to the average price paid by the
SNGPL to PPL and POL for gas distribution in Punjab and
NWFP, However, it is safe to assume that the bulk pur-
chase average price paid by SNGPL for 1973 would also be
in the neighbourhood of Rs 1.60 - Rs 1.80 per MCF., It
may be noted that in August 1973, gas prices were increased
by Rs 0.48 per MCF of which Rs. 0,15 per MCF was retained
by the SGTC, while the remaining Rs 0.33 per MCF was
Government's share as development surcharge., The above
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noted average prlce paid by KGC and IGC in 1973 includes
the increased prices of August 1973. _

In June 1974 the Government again raised the gas
prices paid by SGTC and the three distribution firms,
ramely KGC, IGC and SNGPL, The gas field owners, how-
ever, were not affected by the price increase and they
. continued to receive Rs 0,40 per thousand cubic feet.
The threc distribution firms now pay 50% more at each
slab level over the August 1973 price level,

Commercial end users in the Punjab and the NWFP,
(e.g., excenting those using gas for household or domes-
tic purposes) have all been subject to . -.some recent
price increase, ranging from 45% to 50%, over the August
1973 prices, The gas price increases in Sind and Karachi
in June 1974 were relatively small. In fact, in some
cases gas ppires declined in June 1974 over the earlier
phLﬁe taviffs established in August 1973. A comparative
price picture in August 1973 and June 1974 1is presented
below:

Recent Gas Price Chandges
(Price in Rupeces Per [HCF)
August 1973 June 1974 % Tnecreasc

Gas field owners ‘ 0.40 . 0,40 o}
Excise NDuty & Surcharge NA NA

SGTC and SHNGPL - 0.84 1.26 50
SNGPL Distribution (NWFP & Punjab)

General Industrial 3.53 -3, 73 5.30 - S.GOj 50
Cement Factories 3.53 - 3. 58 5,30 ~5,377
Electric Utility © 3,23 4.85 50
Commercial 6.88 10.00 ' 45,3

Domestic ‘ 6.40 6.40 0

, Besides the above rates charged from the general
industrial, commercial, and domestic consumers, SNGPL has
also entered into individual contracts with large size end
users, These include: WAPDA, WPIDC fertilizer factorics at

Multan and Daud Khel, and the Dawood Hercules Fertilizer
factory at Sheikhupura. It is not possible to find the
average gas price paild per MCF for these end users because

*
The range represents the upper and the lower limits
of tariff slabs.
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contracts in each case include a price per MCF plus a fixed
annual rental regardless of the amount of gas consumed. We
have access to only the Dawood Hercules contract terms for
which the annual fee in 1973 amounted to Rs 448,800 which
increased by 50% in June 1974 to Rs 673,200, The fixed
annual rentals for other consumers are not available,

The rates charged ty SNGPL from some major end users in
Punjab and NWFP are presented below:

Auqust 1973 June 1974 % Increone™
Rs /002 ’l'-':'i.xec:io Rs/000 Fixed In T FK‘E
Cu. Iz, %;; rugs_ds Cu, Ft. ((i%ﬂsagc_é%% Price _Charge
WAPDA (Power)
Multan 2.18 NA 3.27 NA 50 50
Lyallpur 2,18 NA 3,27 NA - 50 53
" Abdullahpur 3,23 NIL 4,85 NIL 50 50
Shahdara 3,23 NIL 4,85 NIL 50 50
Fertilizer
Factories
Multan 2.18 NA 3.27 NA S0 50
Daud Khel 2,18 NA 3.27 NA 50 53
Sheikhupura 2.24 448.8 3.21 673.2 50 50

The Asian Develormen* Bank Report of November 1973 on the
Multan Fertilizer Project calculated an average price of Rs 3,14
per MCF at 1007% caracity utilization for the gas purchased from
the SNGPL. This estimated price takes into account the fixed
annual rental and the gias o»nice per MCF, If other gas based
fertilizer marwufacturers ar2 also consuming gas in similar or
greater quantities as 13 consumed by the Multan plant, thern in
1973, the averiage zrice of gas for fertilizer plants was likcliy
in the neighborroo? of Rz 3,15 per MCF. The tariffs for the
. SNGPL gas bascd WiPDR thermal electric power plant were in chuo
neighborhood of ks 3,20 ser MCF after the August 1973 price
increase,

*The June 8, 1974 Gazatts of Pakistan notification increased gas
" prices by 50% both for the fixed annual rentals for which the
terms were not disciszed, and fcr the price per MCF of gas for
which the terms were made available in the Gazette notification,
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The KGC and IGC gas tariffs for Karachi and Sind,
respectively, are lower than the above noted SNGPL tariffs
for Punjab and NWFP, The KGC and.-IGC tariffs for August
1973 and June 1974 are presented below:

. (Price in Rupees Per MCF)
Augqust 1973 June 197&*

XGC Customners

Domestic Consumers 6.40 4,30~ 6,30
Commercial 6.88 3.30~ 4,90
KESC B 2,63 2,95

Industrial (Includes 2,13-3,73 2,45~ 3,30

Electric Utilities)

IGC Customars

Domestic Consumers 6,40 4,30 -6.30
Commercial 6,88 3,30 - 4,90

Industrial and WAPDA 3.13 3,73 3,26 - 3,82

?

The Esso fertilizer plant is based on Mari gas.
From June 1969 to June 1974 it paid a wellhead price of
Rs 0,80 per MCF, Since June 1974 Esso pays a gas price
of Rs 1,55 per MCF at wellhead including a government
excise duty of Rs 1.,15. Therefore, PSP continues to
receive a price of Rs 0,40 per MCF established in 1966
~when it started scllinyg cgas to Esso Fertilicers, The
price paid by Esso Fertilizers is significantly lower
than prices paid by other fertilizer plants located 4in
Multan, Daud Khel and Sheikhupura., These Sul gas based
plants, as noted carlier, paid a price of about Rs 3,20
per thousand cubic feet till June 1974, and since then
a 50% increase in gas price raised the price in the
neighbourhood of Rs 4.80 per thousand cubic feet,

*The ranges represent.the upper and the lower limits
of tariff slabs,
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The significant price differential between the Mari
gas based Esso plant and the Sui gas based plants is due
to the fact that Esso purchases gas directly from PSP at
the wellhead. On the other hand, all other fertilizer
plants located in Punjab purchase gas from SNGPL wnich
distributes gas at factory sites located necar fertilizer
markets The FEsso plent is far removed-from the market,
The advantage of cheaper gas availability at wellhecad and
a factory location near the gas fields for the Esso plant

.ds partly off-sct by the transportation costs incurred in

shipping the £inal product to the market. A separate study
on the locational asnpects of fertilizer factories would
have to be talken to determine whether it is more econo-
mical to build fertiliwzer plants next to the gas fields
(thercby reducing the cost of gas but increasing the cost
of transportation of firal product to farm level) o» near
the fervilizer markets (thereby reducing the cost of
transportation of final product to farm level but increas-
ing the costs of gas),

The Provosed Fauji Fertilizer Plant & Government Cas Pricing

The proposed Fauji fertilizer plant will be located 30
miles from the Mari fields. Fauji will buy gas from PSP at
wellhecad and lay its own gas pipes from the gas well to the
factory. In all likelihood Fauji would lock for a price ne-
gotiation similar to the terms offered to the Esso Fertilizexs,
In other words, gas prices -would not increase between now and
the period of Fauji plant completion,

PSP states that the present gas extraction from the Mari
fields is eiough for the Lsso plant only. Any additicnal
demands on Mari gas fields would require new investments in
digging wells. Well digoing cost:s have increased from
$300,000 to $500,000 per well during the last sist months and
these costs arc ut1 tl on the incrcase. Such incremental
investments cannot be undertaken for new customers if P3P
continucs to receive Rs 0.40 per MCF. PSP also contends that
on such low gac prices established in 1966 the returns an
incremental investments would be approximately 3% - 4%, They
cortend a reaconable rate of return on investment would require
a gas price to PSP of about Rs 1.15 per MCF at wellhead,
Therefore, thc Govermment would have to either dractically

" peduce the excise duty from Rs 1.15 o Rs 0.40 per IMCF for

the Fauji plant sales so that both Esso and Fauji pay the
same wellhead price of Rs 1.55 per MCF, or the government
would have to fix a price of Rs- 2,30 per MCF for rfauji
without altering the government excise duty share of Rs 1,15
per MCF. This will be a case of price discrimination where
one consumer (Esso) would pay Rs 1.15 per MCF, while the
other (Fauji) would be charged Rs 2,30 per MCP.
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VII. Gas Pricing in Pakistan & International Gas Prices

Gas prices paid by Pakistani end users range from:an
equivalent $0.16 per MCF (the wellhead price for Esso
Fertilizers) to equivalent $1.00 per MCF (for commercial
users in Punjab and NWFP located over 600 miles from the
gas fields). 7The gas field owners, however, rececive
equivalent $0,04 per MCF, The wide difference between
what the gas field jowners receive and what is paid by
the end users is accounted by: government development
surcharges and excise duties, gas transmission companies
transportation costs and profits; ani the gas distribu-
tion fivms distribution costs and profits which, as noted
earlier, are wegulated by the Government at each level of
sales {gas fields owners, transmission, dittribution, and
end users) and distributional region (Karachi, Sind, NWCP,
and Punjab).

It dis reported that the current U,S. wellhead
average gas price is $§0,.2) per MCF while rew wellhead
gas contracts are negotiated at $0.40 - $0.50 per MOF,.
City gate prices ranyc between $0.39 to $0.77 per MCF.
Industrial end users prices range betwecen $0,60 te $1.00
per MCF wnile gas prices for domestic uses ranga between
$1,00 and $1.60 per liCF.

Indonesian gas cxport price at wellhead is approxi-
mately $0.16 - $0,17 per MCF whereas the recent: ILranian
sales to Russia are reported to have taken place st about
$§0,50 per LiCF, A 1972 barter dcal for gas expoxt from
USSR to U,S8. placed the coutract at $1.04 per HCF at Port
Murmanrk (USSR), The average gas price for the Cenadian
and Mexican exports to the U,S, are rcported at $0.46 pcr
MCI in late 1973%. By March 1974 new sales contracts for
exports from Canada (Gulf Coast) to thc U,S. were reported
at $0.55 per MCF.

These above observations indicate:

l. International gas prices have a wide range;

2. Despite the wide international gas price range,
internaticnal wellhead gas prices are signifi-

cantly higher than the Pakistani wellhead prices;

3. End users in other countries pay much higher gas
- prices than .those prevailing in Pakistan; and

4, International gas prices are on the increase.
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VIIiI,

The table below compares the U,S, gas prices w1th
those 1n Pakistan:

Prices Per MCF

Pakistan
Equivalent U.S. Price As
u.S. $ U.S. § % of Pakistan
Wellhead Price 0, 04 - 10,21 525
city Gate Prices 25 1/ 0,58 2/ 232
Industrial Consumers 0.29 i/ 0.80.3/ 276
Domestic " 0.64 - 1,302/ 203

1/ Average of Prices paid by KGC and IGC.
2/ Average of the highest and the lowest Drevalling pr"ncun

The above table shows that the gas prices at wellhead
in the U.S8. are 425% hicher than those in Pakistan. Even
the least price differential betwnen the two countries, i.c.,
for domestic uses, reflects over 100% higher U,.S. prices thaen
those in Pakistan. -

Comparison of Gas and Other Fucl Prices in Pakistan

The Governnent of Pakistan examined the prices of gas
and various other fuels for equivalent heat quantities
(BTUs ) in June 1974 when prices of varicus fuels were
revised upwerd. The findings of their analysis are pre-
sented below:

Fuel Costs Equivalent To 1000 Cubic Feel of Gas
Price As %

Fuel Rupees . Of Gas Price:
LPG : 32.40 506
Furnace 0il 31,26 2/ agg 1/
Charcoal 20,17 315
Kerosene 17.30 270

Wood - 14,34 224

HSD (High Speed Diesel 0il) 12.18 190.

Gas 6.40 2/ 100

1l/ A recent newspaper news on international prices of
furnace o0il places ‘furnace oil cost oqulvalent to
1000 cubic feet of gas at Rs 14.31 which is still
124 percent higher than gas pr¢cc for domestic uses
in Pakistan,

2/ Price paid by domestic consumers,
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The above table shows that the cheapest energy source in
Pakistan is gas and the next cheapest fuel after gas is.
HSD. However, even HSD is 90% more expensive than gas,

A common fuel in Pakistan is furnace oil., In fact,
most industrial units switched from furnace o0il to gas
after gas was made available at a much cheaper price,
Furnace o0il (which as a byproduct of domestic refinery
operations is exported from Pakistan) is 388% more oxpen~
sive than gas at the price paid by domestic consumans,
and 904% morec expensive than the gas price of about Rs,3
per MCF paid by industrial consumcrs in Karachi, In
Pakistan the gas price to oil prices ratio (Gas wprices/
0il prices) is significantliy less than thel prevaliling
in the U,S5., fow 1971, the year for which the most recaent
data awe available to us. The comparison is prescnted
below:

Ratio of Gas Prices to 0il Prices {(Domestic lsns)

Uu,8, Average All Regions 1971 = 0,724
Pakistan Average ARl1ll Regions 1974= 0.20S

IX, Shadow Pricing Of Gas

The gas pricing data for Pakistan and other countriecs,
and also the price data on other fuels both in Pakistan and
abroad, lead us to the following conclusion:

Gas prices in Pakisctan at all levels of sales (at well-
head, at transmission, and at distribution) are signi-
ficantly lower than in other countrics, Further, the
ratio of gas prices to prices of other fuels is also
much lower in Pakistan than in other countries,

This conclusion is shared by the Asian Development Bank
Report of February 1974, although the Report only considers
the impact of the low gas prices on financial returns to SGTC.

Ideally, shadow pricing of gas involves determining the
future replenishment costs of additional gas drillings
required for replacing the gas consumed between now and the
time when the existing gas wells are fully utilized. These
drilling costs are then discounted to detcrmine their present
value (PV). Unfortunately, we do not have data on well dril-
“ling costs as well as the "expected values" of striking gas
per new well drilled.
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Another methcd of usirng a shadow price would be
to use the export price of gas. If such international
export prices are corsidered &as the shadow price of gas,
then the price would ke in the range of Rs S-Rs 6 per
MCF at transmission point, This price is based on the
current export contracts negotiated abroad and discussed
in Section VII, A shadow price of Rs 5~ Rs 6 per MCF is
significantly higher than the current price of Rs 1.26
(Rs 0,84 per MCF paid by SGTC in November 1973 plus a
50% increase since Jure 1974) paid by SGIC, The shadow
prices to distribution firms and end users can then be
determined by using a mark-up on distribution costs
including profits. TIf it is assumed that the mark-up
on distribution costs @nd their profits) remains cone
stant, then Rs 3,74 - Rs 4,74 per MCF may be added for
each type of consumer, Major utilicties ard indastrial
bulk gas purchasers will then have to pay a pricc of
approximately Rs 8 - Rs 9 per MCF,
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Natural Gas Reserves in Pakistan
(Miildior Million Cgbic Feet)

- Heat Value

Estimated Proven  Utilized Remaining BTUs/
Gas Field Reserves [Reserves FEeserves Reserves Cubic Foot
Sui 8.63 nal/ .93 7.70 933
Mari 3,94 1.793 0.05 3.89 723
Uch 2.50 NA - - 2,50 NA
Dhulian 1.70 NA 0.05 1.65 | 1100
Khairpur 0.25 o ~ NA - 0.25 NA
Khand Kot C.20 NA - 0.20 842
Zin 0.10 NA - 0.10 NA.
Hundi 0.05 NA - 0.05 830
Sari Sing .03 NA - 0.G3 830
Mazarari 0.63 NA - .0z 976

-;TZE 1.03 16.40

1/ Not Available.
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ANNEX 10

ENVIRONMENTAT iMPACT

L, Enrironmental/Resource Linkages:

A. The Site - The Government of Pakistan has determined that the
Fauji Agrico llertilizer Plant will use gas from the Mari gas filed and
will be located in the Sadiquabad Tehisil of the Rahihyar Khan District
of the Province of Punjab. Tauji has surveyed and with GOP assistance
will acquire 572 acres of agricultural land at Machhi Goth on which wheat
and cotton and sugar cane are now growing. There are only a few mud
houses on the site. The Tibbi Minor water course, which crosses the
property, will be relocated.

B, Transportation - 'The proposed site is adjacent to the Machhi
Goth Station on the main line of the Pakistan railway and about one
mile from the National highway from Karachi to Peshawar. .The plant will
be 386 rail miles and L20 road miles from Karachi, the seaport, and 399
road miles from Lahore, the provincial capital. AL will improve and
pave the dirt road from the national highway to the site and will build
about 3.2 miles of railroad siding from the main line to the plant, Thus -
adequate transport facilities will be available both for import of equipment
during construction and of materials needed for operations and for export
of urea,

C. Raw H%lorials - Natural gas, the only raw material f'or the project,
will come f{rom RBSSO's Mari Gas' Tield, which is located 33 miles away, near
Dhaharki in the Province of Sind. The ESSO Fertilizer plant is at Dhaharki
about. five miles from the sale point of the ficld (gas measurement meter)
and the proposed NI'C IMertilizer Plant will be a Mirpur Methelo 11 miles away.
The proven gas resources at Mari are said to be adequate to supply the
three proposed plants until the year 2011,

D. Water - During most of the year the pldnt will draw water (about
ten cubic feet per second) through a new lined, two-mile channel from a
canal called the Adam Sohaba Distributary., TFor about three wecks every
year canals in Pakistan are shut down f'or annual maintenance:; they may also be
shut down at other times for other reasons. To ensure uninterrupted
operations, alternate source of water is needed. Since the ground water
at the site is saline, FAINT has selected a site about five miles northwes
of the plunt to drill f'ourtecn tubewells, each with a capacily of one
cusec, along both sides of the Almadpur Lamma Distributary. At this point
the ground water is not saline and there is sufficient recharge from
seepage of fresh water from the canal to ensure that the ground water
supply is neither depleted nor degraded. Water from both sources will
require some treatment, depending on the ultimate use - cooling, process,
boiler feed water and domestic. The treatment facilities will have
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sufficient flexibility to permit use of water from either source, or
both simultaneously, at different seasons consistent with minimizing -
treatment costs.

E. Other Utilities - PAFL will use natural gas' to produce steam
for plant use and to generate power.

', Other Area Activities - There are two other factories within
two miles of the proposed site - A sugar mill and a cotton ginning and oil
processing mill. There is gome light industry in Sadiqabad five miles away.

2. Physical Aspects:

A. Topograby - The area is virtually flat, with a slope of about one
foot per mile toward the southeast., The plant site is at an elevation
of 26l feet above mean sca level. The soils have been formed almost en-
tirely from relatively homogeneous alluvium depogited by the Indus River
system. Since the depth of ground water is 10 to 1l feet, there is no

surface evidence of water logging salinitby.

B. Population - There are a number of scattered villages in the
vicinity off the plant with populations of less than one thousand people
each, Sadigabad, the Tehsil headquarters, had a population of 37,225
according to 1972 census.

C. Climate - The temperature varies from a mean monthly minimum of
Lo degrees fahrenheit in January to a mean monthly maximum of 110 degrees
fahrenheil in June. The median annual rainfall is 1.93 inches. The
evaporation rate has been conservalively estimated to be about five fect
a year by a cornsulting firm that prepared a feasibility report for a
salinity control and reclamation project in the area (Scarp 6).

3. Waste Disposal:

A, EIffluent Standards - Although there are presently no statutory
regulations in Pakistan for industrial effluents, the Punjab Provincial
overmment will probably enact legislation in 1975 establishing a pollution
control authority. Iffluent standards will be based, initially at least,
on those prevailing in Burope and the United States. The plant will bhe
designed in accordance with Iuropean and U,S. standards in respect to
solid, liquid and gaseous emissions, Mufflers will be required on noise
polluting discharges. Noxious gas control devices within the plant will
comply with Turopean and U,3, standards, and first aid equipment will
be strategically placed through the plant area as a safety measure in
case of an accidental gascous dischage. Training programs prescribed by
the contract will include Lraining in industrial hygiene and saf'ety for
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key personnel as well as specialisf technicians to be employed by

the company I'or these inspection and enforcement activities., Ruropean
and American standards require explosion proof electric motors in the
plant. : :

The only raw material for the project is natural gas. The minute
amounts of sulfur in the gas will be removed as either elemental sulfur
or as a metallic sulfide, both of which have commercial value and will
presumably bo sold to manufacturing firms which reguire sulfur. The
urea dust from the prilling tower will be recovered not only for en-
vironmental considerations, but because it is a valuable recoverable
substance.

B. Waste Characteristics - The sources of waste waters will be:
Water treatment plant etfluent: Blowdown from cooling towers, boiler
and compressors; process condensate; spills and leaks; and domestic
sewage [rom the housing colony. These wastes contain ammonia, urca,
metals such as chromium and zine, oil and suspended solids of various
types. Ammonia and urea dust from the prilling tower are -potential
sources of air pollution.

C. Waste Treatment - TFARL plans to discharge all of the liquid
wastes Lo an evaporation pondson the gite, Conditions at the site
are ideal for this inexpensive method of dispesal: Rainfall is less than
two inches per year. The evaporation rate is at least 60 inches per
year, and the ground water is saline and unfit f'or human consumption or
agricultural use. One analysis by an engincering firm retained by Tauji
shown that the ground water at the plant site at a depth of 20 feet
containes 1,800 PPM of total dissolved solids., On the other hand, a map
in the feasibility report for scarp 6 shows isogram lines for total
dissolved solids at depths to which test wells are normally drilled (100 feet
or more). The line feor 10,000 PPM of dissolved solids passes through the
plant site. Assuming pond losses of six feet per year (five feet cvapo-
ration and one foot seepage), a pond of 120 acres will adequately dispose
of a flow of ten cusecs of wastes, This method, of disposal has been used
effectively at the ESSO plant at Dhaharki where similar conditions exist.
At the LSSO plant, which is about one-third the size of the proposed
Fauji-Agrico plant, less than one fourth of the installed 100 acre
evaporation pond is actually used.

During the next decade the Government of Pakistan plans to complete
Scarp 6, the saline zone of which includes the plant site. The consultunts
propose ‘reclaiming land in the saline zone by installing large tubewells
and pumping out saline water into drainage channels leading to evaporation
ponds in the desert arvea south and east of Sadiqabad. When these drainage
chanhnels are completed, IAFL will be able to discharge its wastes into them
and reclaim the evaporation pond for other uses, including plant expansion if'
that proves {casible.

According to the operation manager at the ESSO plant, the ammonia and
urea losses to the atmosphere have not created any nuisance, odor problem or ;
health hazard in this sparsely-settled area. Because they represent pro-
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duction, and thercfore financial, losses; however, several plant modi-
fications have been made to reduce them to a minimum.

4, Socio-Cultural Factors.

The plant will employ: directly about 1,200 persOns. The company
will provide housing, LID Lducational deLllLlcs for about 500 to 600 of the key
technical, maintenance and operational personnel. Most of the rest of the
employeces will come from, and live in, the town of Sadigabad and commute
five miles to work. With a population 40,000, Sadiqabad should be able to
absorh any new inhabitants without too much: dluruption or overburdening of
its facilities. In addition to those dircctly employed by the plant,
hundreds of of others in the communily will provide goods and services to
the plant and ils employees. Thus the economy of the area should improve.

5. Public Health Aspects - I'AI', will provide occupational health saf'e-
guards and other safety precautions f'or its worker and f'or local inhabitants,
equivalent to those provided in similar plants in the United States and
Furope. It will provide health care for its workers and their fuamilies,

6. Discussion:

A. The adverse environmental effects of the project that cannot be
avoided are limited to the displacement of a few hundred people and the
loss of' less than one thousand acres of irrigated agricultural land.

B. Although there will be noise and dust during construction, this
short term use of the enviromment should present no scrious problems in
this thinly populated area. Thus hlLJOuML“LdL degradation during the
construction period will be minimal,

>. The disposal of wastes to an evaporation pond without treatme .
is both sound technically and econcomical and should have no adverse effect
on the environment. The seepage into the ground of one foot of waste water
per year will not degrade and aquifer that is already highly saline. When
the dJuLnuge channels of the proposed Scarp G are completed, FAFL will be able
to dispose of its wastes through these channels to evaporalion ponds in
the desert and to reclaim its pond area for other uses.

7. Alternatives to the Project: Pakistan intends to use ils resources

of’ natural gas to become sell-sulficient in nitrogenous fertilizer, To
achieve this goal this plant, or one similar to it, will have to be built.
Since the gas in Mari I'ield has been reserved for fertilizer production, the
only alternative would be to locate the plant closer {o the fiecld. While
such an alternative would reduce the costof the gas pipeline, there are
distinct socio-cultural advantages to having the plant within communting
distance of a town like Sadiqgabad, which has much more to offer in the

form of a labor force, markets, educational and medical facilities than Lhe
isolated villuages near the bus field.
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FAUJI FOUNDATION
1, The Fauji Foundation,formerly the Post War Services

Reconstruction Fonds, is a Charitable Trust created under the
Charitable Endowments Act 1890 and is devoted exclusively to
the wallore of ex~scervicemen and (heir families and families of
soldicrs wio died in wars since the creation ol Pakistan,

Aim

2. The aim of the Foundation is to provide and generate
funds for the wellare of ex-servicemen und their families.
This is achicved by:-

a. investiment in industrial undertakines at the
discretion of the Committee of Administration
(the supreme governing body ) and the income is
utilized for the collective benefit of the

beneliciarics,

b. the Foundation's funds are not utilizved for
contributions toviards measares which it is
the responsibility of the Government to take,

c. no cash prants are made to individuals,

d, the objects of the endowments do not extend
beyond the four provinces of Pakistan and
the contrally administered Tribal Arcas,

3. The main welfare ficlds of endeavour are medical
facilic s for ex-scervicemen and their families, and
cducation stipends l{or ex-scrvicemen and their children,

Organization

L
4. The Foundation is controlled by a Committee of
Administration {(supreme governing body) consisting of the
following:-

a. Seccretary Ministry of Defence - Chairman
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b. Four Principal Staff Officers
of GHQ Pakistan Army (of
General rank). .- Members

c. Two Principal Stalf Officers
(onc cach) from the Navil
and Alrlorce Headguarters., - © Members

The above body is responsible for laying down general
policy, approval of Anngal Dudgocets and Audited Accounts and
for investments/disinvestments, overall control over the
functions of the FWoundation,

5, The executive functions for the day to day functioning of
the Foundation vest in the Board of Dircctors who exercise ot
the powers of the Committee of Adininistration less those

enummerated in para { above, The Deard of Directors consisrs of:-

Chairman

a. Sccretagy Ministry of Defence

b. Managing Director - Vice Chairiman and

Chicef Excculive

o
el

c¢. Industries Dircector - Member
d. Financial Dircector - Member
c., Welfare Director - Maember

Directors (except a above)are full time employecs of ihe
Foundation and are located at the Head Office in Rawalpindi,

6. Duc to changing circumstances and the nrges of the times
dictated by expanding industrial and welfare activities the Doard
has been reorganized on a number of cccassions - the current
composition of the Doard reconstituted in March 1975 is as

under:-

a, Sccretary Ministry of Defence - Chairman

b. Managing Dircctor
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c. Advisor
d. Financial Director
¢c. Welfare Director
£, Director Coordination & Pe‘l.'sonncl
g. Dircctor Textile Projects
h. Di;ector Sugar Projects
7. Each industrial and welfare project has its own scparate

Board of Management for conducting its business, headed by
the Managing Dircctor in the casce of industrial projects and
by the Chairman in the casc of welfare projects.  Appropriate
members of the Central Doard of Dircectors in addition are
members of the Doards of Management on which the General
Manager of the Project and the relavent technical experts at
Head Office arc also members,

Growth of the Foundation

8. The Foundation has grown to its present size and stature
as listed in the chronological order of the projects being set

up:-

Industrial Projects (Sole proprictary rights)

a, Fauji Textile Mills Thelum
(25, 000 spindles, 500 looms) - 1954

b, TFauji Cereals (Manufacturers of .
breakfast foods) - 1954

c. Fauji Supar Mills Tando Mohd Khan (Sind)
(2, 000 Tons daily crushing capacity) - 1959

d. Fauji Sugar Mills, Khoski (Sind)
(3, 000 Tons daily crushing capacity) - 1971

e. Lyallpur Cotton Mills, Lyallpur
(50, 000 Spindles, 1,000 Looms) - 1972
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-f.  Modern Sugar Mills Sangla (Punjab)
(1,500 Tons daily crushing capacity) - 1972

g. Foundation Gas (Marketing Company
for distribution of Liquiflicd Pectroleum

Gas) - 1972
h.  Fauji Cotton Millr, Hasan Abdal (Punjab)

(25, 000 Spindles) .- 1974
J-  Controlling intercest in Khyber

Tobacco Company Limited Mardan - 1960

(33% share)
k., Being set up
(1} TFauji Cotten Mills Mianwali - 1975/76
(25, 000 Spindles)
Land has been acquired and
IT]H(‘)]{])C r.lL'fw' dre on (,‘I.'(}CJ'.

(2) Fertilivier Project

\Vclf:u'(f ]3}:1..&(1 S

I. Fauji Foundation Medical CGentre - 1960
(Hospital of 300 Beds and a
modern Limb Fitting Centre)

m. TFauji Foundation Hospital Fallar - 1975
Kahar (Punjab)
(50 Beds)

n. Fauji Foundation Hospital Lachi - 1975
(NWFLD)
(50 Beds)

o. TFauji Foundation Hospital Lawa
(Punjab) - under construction - 1976
(50 Deds)

p. Fauji Foundation llospital Basal - 1976
(Punjab - 50 Bceds) ‘

.
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q. Fauji Foundation Hospital Manschra - 1976
(N.W.F.P,)
(50 Beds)

Serials p & q arc in an advanced stage of planning
‘and land has been acquired for their construction.
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BIODATA - DIRECTORS FAUJT FOUNDATION

Name
Designation

Academic Qualifications

Service Expericnce

Business Ivperience
!

Name
Designation

Academic Qualificalions

Service xperience

. Business Lxperience:

Ma) Gen (Retd) Moharmmad Nawaz Malik
Managing Director

a. B.A. (Punjab University)
b, Graduole Dakistan Army Stoll College
c. Gradonic of Joint Services Stafl College U, K,

30 years (‘_‘,){_l"""["l(‘IL(‘(‘ in Cormmand iud Stadi appoint-
ments in the Palictan Army including Military
csecretary ol Gonoral Ieadguariers and comrmand
of an Intunirzy Divicion,

1 Sopt, 70 fodule as Munaging Divector Jrauji
Iroundaztion,

Li Col (Retd) Mohammad Safdar Bog
Indusiries Dircotor

a. BUA (Tunjub Universily )
b,  Groduate Palistar Ar )n\ tafl College

20 vears exvorience in command ancd staff appoeint-
ments incloding hwo lennres of cornnnd of an
Infantry O l,llldfl"()(' and Gride T Stell Odicor at
General Henduuartors, Pakistan Avmy,

a. Joined oo Admininlrative Oificor Post War
Services Reconslruction Paads (now Faujl
Foundation in Sep. 19C1).

b. Promot-¢ Controller of Industriz] Projects
Trauji FFowdation in April 1863,

c. Promotcd Production Divector in Sopt, 1063,

d. Promoled Industrics Director Seplomber 1Y,

e. Ilas performed dutics of No.o 2 1o Munaging
Director aiji I'oundalion since Aypril 63 in

addition 1o being dircelly reoponsible for the
running and performance of all Industy ial Projects,



Name

Designation

CAcademic Qualilications

Service Iixperience

-Buginess Fupeirience

Name
Designation

Academic Qualifications

Service Iixperience

Business Experience
Name

Designation

.
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f. Has been Direclor of the Central Board
of Directors since 1962,

g. Redegignated as Advisor to the Board of
Dircctors Ifauji l'oundation in April 1975.

Mr. M. Y. DPasha

Financinl Director

a. B.AL (Tunjab niversity)

b, Redgisterad Accountunt (Pakistan)

c. ACA (Institule of Chartercd Accountaits
ire Tingland & Wides),

a. Joined oo FFinaaeial Controller JTanuary 19062,
b, Promoted Winancial Diccclor in Docember 71,

Brig (Retd) Ghulem Huasain
Wellare Diveclor

a,  BoAL (Danjah Universily)

b Gradiocio Drorm 10K Army Stafl College,
Camborley

¢, CGraducie From School of Artillery, Irort Sill,

Oklahomi.
28 yenrs serviee in varied command and staff
appointments including Inclractor Sin.” Colleyge,
Military Atliwchoeo iu Moscow, command ol Arlillery
and Infaniey Brigades,
Director Wellare sinee August 1972,

Brig (Reld) Moharumad Afzal Khan

Director (Coord. & Planning)
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Academic Qualifications

Service Experience

Business Experience

me
Designation

‘Academic Qualifications

Service Experience

Business Experience
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a. B.A. (Muslim University Aligarh)

b. Graduate Pakistan Army Staff College.

c. Graduate Command and Staff College, Fort
Leavenworth,

28 years service in the Army in various command and
Staff appointments including Scnior Staff Olficer
at CENTO HQ. «nd command of Infantry Brigade.

a. Deputy General Manager Sugar Mill,
November /0 - June /1.

b. General Manager Sugar Mill, June 71 - June 72.

c. General Manager (Sugar Projects at Head Office)
June 72 - April 73).

d. Promoied Dircctor (Sugar) April 73 - April 75,

e. Promoted ag Director (Coordination & Planning)
to the Cerural Board of Directors.

Brig{(Retd) M. Hamid Hussain
Director ( Texliles)

a. Graduatc of Pakistan Army Staff College.

b. Graduale Command and Slatf College, 1'ort
Leavenworth. _

c. Graduate of the Army War College, IPakistan,

28 years service in Command and Staff appointmaents
including Depuly Commandant Staff College, Command
of three Infantry Rrigades and Vice Chief of General

‘Staff, General Headquarters.,

a. Ceneral Manager Textiles Mills June 70 - April 72.
b. Resident Representative Ifauji Foundation,
Muarch 73 - December 74,
c. Dircctor (Textiles) Dec., 74 - March 75,
d. 1&0mol.ed as Director (Textiles) on the Central
Board of Dircclors, April 75.
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Designation

Academic Qualifications :

Service Experience

Business Experience
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Col (Retd) Fazal Dad Khan
Director (Sugar)
B.A. Muslim University Aligarh

26 years service in the Army in Command and
Staff appointments and vast experience of procure-
ment of non warlike stores from the Defence
sServices,

a. Sales Manager, Sugar Mills, February 71 -
June 71, '

b. Deputy General Manager Sugar Mill, June 71 -
December 71,

c. General Manager, Sugar Mill, Jan, 72 - June 73.

d. Chief Procurcment Manager Head Office,
June 73 - March 75,

e. Promoted Dircctor Centran Board of Directors
as Dircclor Sugar Projects, April 7o,
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FAUJT FOUNDATION

_FIVE_ YPAR _PLAN

MASTER CASH FORECAST

. : . 1
1974/75 ~ 1978/79 (s in lac)‘/

Page

No 1974=15 197516  19716-17 1971=18  1978-19

Revenue Receipts 2. 628.49Y 264.43  387.43 510,49 541.05

Less: Revenue Expenditure 7 145,91 173.61 207.42 246,39 280,00

Revenue’ Surplus 502,58 90,82 180,01  264.10  261.05

Capital Receipts 10 242,11 11.40 140 1.40 1.40

744469 102,22 181.41 265,50 262.45

.
A
h

Less: Capital Expenditure 11 439,50 - 1338.50 110,50 248,50 69.50

v. e

SurplugZ(Deficit) : 305.19 (1236,28) 70.9% 17.00 192,95

Opening Balance 1126.52 143171  195.43 266,34  283.34

7’

1431.71 195.43  266.34  283.34  476.29

sSyTes [t 1=+ } 3 L 22 -2 3 IR S Y

.+ 1/ L Loc = Rs. 100,000
Rs. 648.49 Loc & Rs. 6N,849,000
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REVENUE RECEIPTS -

(s in lac)

Page N o -
No 1974-15 19715=16 19716-11 1917-18 1978-19

Dividends 3 4,61;98 1_41_;56 -306;56 416.56 436;56
Interest ' 4 127,70 69;09 22.51 . 30;53 35.55
Office Expenses 5 41;62 45;78 50.36 55.40 60;94
Yiscellaneous 6 - 17.19 8;00 | 8.00 8.00 8.00

648,49  264.43  387.43 510,49  541.05

sSER==m mEsnsSg == =
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DIVIDEND INCOME

(Rs in lac)

- 1974-T5 1975-76. 1916=1T 1917=18 1978-I9
OWN PROJECTS ' '

Fsu () ;'zoofoo 100500 {oo:oo 100.00 100,00
 FSM (Farm) 5.83 .50 . .50 7.50 .50
FIM . - ' - 20,00 30.00 40.00
FC 6,54 4.00 4.00 4,00 4.00
FSM (k) . 228,80 25,00 60,00 . 65.00 65.00
LM | 15,00 - 30.00 50,00 50,00
G - - 10.00  35.00  35.00°
S . L - - 30,00 50,00 50,00
FCM (H) - - 30,00 50.00 50,00
FeM (M) - - 10.00 20.00 °©  30.00
OTES
NIT Units 0,18 0.18 0.18 0.18 0.18
TG 3.75 3.00 3,00 3.00 3,00
PTG 1,88 1,88  1.88 1.88 1.88

461.98  141.56  306.56  416.56  436.56

Y L SRy =

Y/ sece page 15 for project names
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INTEREST INCOME

(8s in lac)

1974-15  1975-16- 1916-1T7 19711-18 1918-79

FT - 6.00 - 8,40 8.40 8,40
FCM (H) 25,15 = ' - - -
LCH 2.16 - - - -
USM 2,37 - - - -
3¢t 1,70 - - - = -
Govt Securities ) 0301 - - - -
KT 0.23 - ' - - -
House Building Loans 0,07 0307 0?08 0.09 0.10
amporary Advances ' 0.01 0,02 0.03 0.04 0.05
Fixed Doposits . 89.82  63.00  14.00  22.00  27.00 .

On Retained Profits
st (k) - 5.99 - - - -
F\C . . 0019 . - - - o

127,70 69.09 22,51 30.53 35.55

g mn et e

===
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OFFICE EXPENSES

(s in lao) .

1974-75  1975-76 1976-77 1917-78 1978-19

FsM (1) 10,15 9400 9.00 9.00 10,00
FSM Farm 0.12 0,12 0,12 0,12 0.12
Fsit. (K) 835  9.03  9.00 9.0 9.5
FII1 U 5esd 5,98 65T 6.9T 1.9
LCY : 7.90 8.00 8,00 - 9.00 10.00
FCM (H) 1,92 4,00 4.00 4.82 5,_.32
FoM (21) - - 3.0 4.82 5,32 °
FC 0617 0,17 0,17 0.17 0.17
MSH 6,80 7?48 7.90 - 8.00 8.50
FG | 0,77 2,00 . 2,60 3.50 4.16

41,62 45,78 50,36 55.40 60.94

ISa=s mEs=n mR=n oEsER o=
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MISCELLANEOUS RECEIPTS

. (8 in lac)

1974~75  1975-16 1976=i7 191718  1978-79

3.64 4,00 4.00 - 4.00 4,00

Private Patients « FFMC and
‘ Hospitals
Amount Recoverable from Army 8.81 - - - -
Recovery from MAG on account of
Artificial Limb Centre 4.67 3,00 3,00 3.00 3,00
Others 0.07 1.00 1.00 1.00 1.00
17.19 8,00 8.00 8.00 8.C0

s ol o e
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SUMMARY,

REVENUE EXPEIDITURE

. (Bs in ac)

Page : )
No 1974~75 1915-76 1976~17 19717-18 1978-79

~ Welfare Expenditure 8 91;58 116;32 145;71 179:64 218;96
Establishment 41 ;52 45;78' 50;36 55 ;40 '6'0;94
Interest | | 9 12;61 11;41 11;25 11;25 -
Miscellaneous 0;10 0;10 0.10 0:10 0;10

145.91 173.61 207.42 245,39 280.00




WELFARE EXPENDITURE

(s in 1ac)

1974-75 1975-76 1976117 1977-78 1978-T9
MEDICAL .

FFUC and Mobile Dispensaries 42,55  46.80 51,48 56,63  62.29

Ne”ﬁg:gig:ﬁeznd Hobile T.71 24,00  44.00 67;68 95;80

Day Treatment an%res 0.52 1.00 1.5 2,00 2;50
EDUCATION

Stipends : 35;97 39;57 43;53 47;88 52 ;67

e tustiies ste 203 2.5 2.5 215 3

Special Grant 2;70 | 2;70 2;70 2;70 2:70

91.58 116432 145.T1 179.64 218.96




INTEREST CHARGES

(Rs in lac)

.1974-75 1975~16  1916-17 1917-18 1978-19

IDBP Loan II 0.24 0,16 - - -

W& R Dtey GHQ Loan 12,37 11,25 11.25 . 11.25 -

12,61 11.41 11.25 11.25 -

= === =

oSy S===
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CAPITAL RECEIPTS

(Rs in lao)

197415  1975=16 197611 197718 197819

RECOVERY OF LOANS

MSH 50,00 - - - -

Temporary Advances 0.25 0.25 0.25 0.25  0.25

House Building Loan 0,11 0.15 0.15 0.15 0.15

Sales Proceced of 0ld 0.15 - - - -
Vehicles . ‘

Repayment of Govt 0.29 - - - -
Securiiies *

Others 1431 1,00 1,00 1.00 1,00

242,11 11,40 1.40 140 1.40

=53 eI E--c- )
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- SIMMARY

CAPITAL EXPENDITURE
(®s in lac)

Page . . . .-
Mo 1974-75 1915-76 197697 1977-78 197879

Loan Ropaymentis 12 19;75' - - 125;00 ..
Mew Industrial Projecis 13 ' 329;04 1237;00 ; - -
ﬁelfare Projects 14 82;71 93:50 102;50 115;50 61:50
Cthers 15 8;00 ‘8;00 8;00 8;00 8;50

439,50 1338.50  110.50  248.50 69.50
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LOAN REPAYMENTS

(Rs in lac)

1974=15 1973-16 1916=11 1917=18 1978-19

IDBP Loan II 4.75 - ~— - - -

W&R Dte, GHQ Loan 15,00 - - 125,00 -
19,75 = - - 125,00 -

oSmmss s o= oy =z
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CAPITAL EXPENDITURE

NEW PROJECTS

(s in lao)

1974-75 1975=76 - 1976=17 1977-78 1978-79

FCM (H)
 Loan 81.04 - . - - -
FoM (M)
Capital 143,00 7,09 - - -
e
Capital . 356,00 30.00 - - -
FTM
Loan 20,00 50,00 - -7 -
Fauji Agrico Chemicals . . )
Lirited 50,00 1150,00 - - -

mIEEmC oIrmaI=m == moTs TR
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CAPITAL EXPENDITURE -~ HELFARE

(Rs in 1ac)

197415 197576  1976~11 1917=78 1978-79

FFMC including Hobile ) ' i ) ’ -
Dispensaries 1.44 - 2,00 3.00 4.00 -

New Hospitals including . . . . )
lobile Dispensaries 7543 86,00 94.00 106.00 56..00

Day Treatment Centres 5.54 5.00 5.00 500 5600

Cottage Industries » 0,30 0.50 0.50 0.50 0.50

82,71 93.50 102.50 115,50 61.50
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OTHER CAPITAL EXPENDITURE

(Rs.in 1ao) .

1974-75  1975~16  1976=1T 19771-18 19_78—'@

Head Office including K B * - .
RR Karachi & Lahore 8.00 8,00 8.00 8,00  8.00
8.00 8.00 8,00 8.00 8.00

FAUJI PROJECTS

1

eM(T) Fauji Sugar Mill (Tondo)
oM (Farm) = Tauji Sugar Mill (Farm)

M =  Fauji Tertile Mill

ji¢ = Tauji Cercals

FSM(K) = TFauji Supar HMill (Khoski)

I.0CM = Lyallpur Cotton Mill.

I'G = Jauji Gus

MM = Modern Sugar Mill

FCM(H) = Tauji Cotton Mills (1lassanabad)
FCM(M) = Fauji Cotton Mill (Mianhali)
NIT = National Tnvestment Trust

KTC =  Khyber Tobbuacco Company

PTC =  Pakistan 'Tobbacco Compuany



ANNEX 14

THE WILLIAMS COMPANIES

Five-Year Profit Center Earnings.

1974 1973 1972 1971 . 1970

Revenues
Fertilizer
Agrico Chemical Company $461.8 $312.0- $205.4 $ 50.5 § -
Energy .
Williams Pipe Line Company
Williams International Group
Williams Energy Company
Total Energy
Other Operations

.6 64.1 61.3 57.3 57.6
o5 57.7 82.1 72.7 40.5
.6 78.9 46.9 41.4 -

.7 _200.7 _190.3 _171.4 98.1

UINUIO\
ooowoo

Edgcomb Steel Company 169.2 133.7 100.7 86.4 78.1
Merchandising 111.7 97.7 81.5 61.7 -

Total Other Operations 280.9 231.4 182.2 148.1 78.1

The Resource Sciences Corp. (Sold in 1971) - - - 42.4 59.0

TOTAL REVENUES $993.4 $744.1 $577.9 S$412.4 $235.2

——

- Operatinge Earnings
Fertilizer

Agrico Chemical Company $139.9 $ 37.5 §17.7 $§ 3.7 $ -
Energy
Jilliams Pipe Line Company 31.8 30.1 29.0 27.1 27.4
Williams International Group 4,8 4,0 12.0 10.7 8.9
Williams Energy Company 10.9 9.2 6.7 6.4 -
Total Energy 47.5 43.3 47.7 44,2 36.3
Other Operations .
Edgcomb Steel Company 22,1 12.5 7.8 6.8 7.3
Merchandising 9.6 7.7 6.5 4.2 -
Investing (1.1) 14.4 10.9 9.3 11.6
Total Other Operations 30.6 34.6 25.2 20,3 18.9
The Resource Sciences Corp. (Seld in 1971) - - - 1.5 (. 7)
TOTAL OPERATING LEARNINGS 218.0 115.4 ,90.6 69.7 54.5
Interest Expense (27.0) (33.5) (33.0) (24 7)  (15.5)
Other Income and (Expense)-Net (4.5) .9 (1.9) (1.5) (1.8)
Income from Continuing Operations before
Income Taxes and Extraordinary Items 186.5 82.8 55.7 43,5 37.2
Provisions for Income Taxes 86.5 33.7 19.3 14,9 11.8
INCOME FROM CONTINUING OPERATIONS BEFORE
EXTRAORDINARY ITEMS 100.0 49.1 36.4 28.6 25.4
Income (Loss) from Discontinued Operation (4.4) (.7) 1.6 1.2 .5
. Income before Extraordinary Items 95.6 48.4 38.0 29.8 25.9
Extraordinary Items - - - 1.0 1.2

* INCOME $95.6 $ 48.4 $ 38.0 S 30.8 $ 27.1




ASSETS

CURRENT ASSETS
Cash and bank balances .

Accounts recceivable less allowance
for doubtful accounts Rs.775,390
(1973:R5.904,260)

Inventorics

Advances, deposits and prepayments
less allowance for doubtful
advances Rs.200,000 (1973: Nil)

TIME DEPOSITS
LONG-TERM INVESTIENTS =zt cost
PROPERTY PLANT. AND EQUIPMENT
Operating fixed assets at cost less
allowance for depreciation

Capital work in progress at cost

EXPENDITURE ON PROPOSED PROJECTS

LIABILITIES AWD FOUNDATION'S INVESTIELT

LIABILITIES

CURRENT LIABILITIES
Short~term debt
Customers' security deposits
Long~term loans payable within one year T
Accounts payable and accrucd
liabilities

~

LONG-~TERM LIABILITIES

Lecans

Deferred purchase consideration
Employees' funds
-~ Provision for rctirement gratuity

FOUNDATION'S INVESTMENT

)

ANNEX 15

FAUJT FOUNDATICN YEST PAKISTAN .
. CONSOLIDATED BALANCE SHEET 45 AT 30 SEPTEMEZR 1974

1974 1973
4,431,550 51972,455
30,032,075 16,873,127
114,803,761 76,254,438
33,927,632 31,090,550
183,195,018 130,199,570
117,892,204 82,482,223
5,728,788 5,728,753
? L ]
1 229,797,873 7 | 231,38¢,472 ]
1 LI | L
7 41,252,661 ¢ 3,765,201
271,050,534 235,173,773
1,007,972 957,347
578,874,516 454,533,301
104,914,927 23,074,C€5

4,081,223
16,212,163

18,030,549

40,595,957 £7,6861,083
165,805,255 88,965,718
1 t : ]
102,692,702 1 1 105,761,947 1
4 28,013,718 1 1 30,535,718 1
V10,925,243 + 8,937,751
v 1,150,944 1§ 3,054,510
148,782,007 150,372,925
264,257,214 215,194,657

578,874,516

EEmTETIETESTER

These accounts should be r¢®d in conjunction with tho annexed notes.

Lt Col (Retd)
Mohammad Safdar Beg

Mohammad Yusuf Pasha

Maj Gen (Retd)

Mohammad Yawez ¥z11il

Dirceter



FAUJI FOUNDATION WEST PAKISTAN

CONSOLIDATED STATEMENT OF INCOME FOR THE YEALR ENDZD 30 SEPTEMEER 1974

Sales

Less: Cost of sales

Gross profit

Other income

Administration and selling expenses
Financial and other expenses

Workers profit participation fund

less: Welfare expenses
-- Reserve for welfare cxpenses

Expenditure written off

Surplus on 30 September 1973

Prior years' adjustments (net)

Notes

1974 1973

9. 479,4?2,541 310,558,431
399,661,355 246,758,331

10 79,751,186 63,800,100

11

10,283,873 9,998,820

90,035,059 73,798,920

118,193,297 1 111,423,374 }
218,812,0983 {11,363,6893
{ 2,660,0751 1 2,318,777

39,665,470 25,165,840

50,369,589 48,633,080

! : ] ] '
3 7,720,559 , ; 5,701,5145
§15,ooo,ooo ; 515,000,0003
H —1 1 2,493,512

22,720,559 23,195,026

27,649,030 25,438,054

45,601,603 15,616,439

3,064,114 4,547,110

e S

Rupees . 76,314,747 45,601,603

=]

These accounts should- be read in conjunction with the annexed notes.

Lt Col (Retd)

Maj. Jen. (Retd)

Mohammad Safdar. Beg Mohaimad Yusuf Pasha ° - Mohazmmad Nawaz Hallik

Director

Director -

Director
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PAUJT FOUDATION WiST PAKISTAN

0TSS5 TO THZ CONBOLIDATED FIRANCIAL STATZMNENTS
MR THE YEAR DIDED 30 SEZPTs SHESR 1974

T

1. Accounting polici

Summarised belew are the siznificant accounting po11cles.

Basis of consolidatiion

The consolidated finencial statements 1nclude the accounts of th
Fourdaticen and its projects.
]

~Inventories
Inventories are stated at the lover of cost and net rezliszble valuc,
Cost of stiores ond raw meterials has been determined principelly by
average cost rmathod and that of finished goods and work in process
prlnv-pﬂliy by 'firsi-in, first-out' method.

Propsrty, plant and equipment and depreciation

Fived assets s, including significant renewals and adii
ried at ccst. EIxpenscs incurred prior to commercial

carrie T on 2re
capitalised, 'hen retired or otherwice disposed of, ike czct 2nd
related dspreciation are clcared from the respective azccounts and the
net differsences, less any anounts realised on disposal, is reflected in
earnings., '

Depreciation, with mincr exceptions, is czlculaied by tke straight-
line m2thcd at rates based cn estim2ted useful lives of tke essets,
No depreciation is provided on land,

Maintenance and repairs, including minor 2lterations end improven:znts,
are chargzsd to income as incurred.

Expznditure cn proposed projects

Esxpenditure on proposcd projects is carried ferwzrd znd included in
the cost of fized assets if the project is set up bul irf the proposed
project is abandoned, such expenditure is written off in the year in
which the decicion to abzndon is taken,

Staff gratui ies

Employees who retire from service are entitled to lumpsum gratuity
determincd by reference to the current basic rate of pay, length of
gervice and the conditicns under which the retirement oceurs. Up to
lect year e partial vrovision for gratuity had been made but by and
lerpe it was bving exrensed in the-year of payment. %The 2ccouwnts unzer
review include upto duic provision for gratuity applicztle to ezch
project. fShis proovision has generally been made in accordznce with the
Tvundation Letirenent Grivtuity Schoeme Rules.

2o
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Tranalatign of foreign currenoies

The foreign currencies are converted into rupees at the rétes of
exchange ruling on the balance sheet date ‘and the net conversion differences’
have generally been transferred to the @xchange equalisation reserve.

2. Inventories (Note 1)

1974 1973
Inventories are composed of the following:
Stores and spares 31,569,122 19,868,756
Raw . .cerials’ . 18,023,833 8,042,875
Work in process and finished goods 65,210,806 48,342,807
Rupees 114,803,761 76,254,438
3. Time deposits |
Deposits totalling £s.2,000,000.
(1973: R5,9,500,000) are pledged
with the banks to secure credit
facilities made available by them.
4. Long-term investments - at cost
Long-term investments consist of the
following:
Quoted (market value Rs.6,550,648 ,
1973: Rs.7,003,850) 4,659,328 4,659,328
Unquoted 1,069,460 1,069,460
‘ Rupees 5,728,788 5,728?788
5. Operating fixed assets (Note 1)
Operating fixed assets comprise
the following:
Land including development
expenses 10,740,052 10,695,980
Buildings "69,038,995 66,370,858
Plant, machinery and tools 228,475,215 212,153,735
Motor vehicles, furniture and
‘fixtures 10,640,191 8,413,707
318,894,453 297,634,280
Lesa: Accumlated depreciation 89,096,580 66,245;808v
' Rupees 229,797,873 231,388,472

wenbazEsm
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1974 1973
6. Short-term debt

Short-term debt consists of the
following:

Bank overdrafts secured by pledge
of time deposits and hypothecation

of stocks, stores and spares 97,455,774 16,877,236
Short-~term loans: 7,459,153 6,196,830
Rupees 104,914,921 23,074,088

7. Long~term loans

Long~term loans are comprised oft

Secured loans 100,848,078 101,158,520
Unsecured debentures 3,581,281 4,999,071
Unsecured loans 14,474,926 17,664,925

118,904,285 123,822,516

Leés: Amounts payable within
one year 16,212,183 18,030,569

Rupees 102,692,102 105,791,947

Secured loans

These consist of loans from Pakistan Industrial Credit and Investment
Corporation Ltd. and banks in foreign currencies equivalent to
Rse90,848,078 (1973 Rs.101,087,284) and from National Development Finance
Corporatzon in local currency fs.10,000,000 which are secured principally
by a2 mortgage or first charge on fixed assets and a floating charge on
other assets of the respective projects for which the lo2rs have heen
utilised. Loans in foreign currencies are repzyable in terms of foreign
currencies converted into rupees at the rates of exchange ruling on tre
due dates of repayment. Interest is payable half-ycarly &t anwual rates
ranging from 7 to 9 per cent on foreign currency loans and 3% per cent
above bank rate on local currency loan. The loans are payzble in half-
yearly instalments over varying periods up to 1988,

Unsecured debentures .

The debentures, which carry interest at a rate 1 per cent per annum
above the bank rate, have been issued in favour of Collector of Customs,
Government of Pakistan, to cover the deferred element of customs duty and
sales tax on imported plant and machinery. Redemption of debentures
covering each consignment is being made in six equal half-yearly instal-
ments beginning from the entl of the thirtieth month of the respective
dates of 1mport.



Unsecured loans

These loans are from Army Welfare and Rehabilitation Directorate and
a bank and bear interest at annual rates ranging from 6 to 9 per oent.
Repayments amounting to Rs.474,926 are duwe in 1975, Rs,12,500,000 in 1977

and Rs,1,500,000 in 1978,

8. Foundation's investment

1974

This comprises of:

Funds at the commencement of Trust 18,232,075

Reserves and surplus

1973

18,232,075

Capital reserve
Exchange equalisation reserve
Reserve for welfare expenses’

General reserve

b L L LT L EEEXEL Y ]

[ ]
1,835,059'
13,840,083
1]
15,000,000

H

! 15,000,000
129,065,240 | |
[}

1,835,069
10,460,670

124,065,240

[
T
4
t
M
*
]
v
[}
4
]
[

!
t
'
J

]
Surplus 76,314,747 } 45,601,603
246,055,139 196,962,582
Rupees 264,287,214 215,194,657
| — -1 sSotEmomoRs
Reserve of Rs, 15,000,000 for welfare
expenses on 30 September 1973 has been
transferred to the general ruoserve
during the year.
9. Sales
Industry-wise break down of sales is
as follows:
Sugar 321,038,204 129,282,717
. Textile 153,254,194 178,073,281
Others 5,120,143 3,202,433
Rupees 479,412,541 310,558,431
The Textile sales figure is net of export
selling expenses of £s.5,596,211 (1973:Rs.6,262,033).
10. Gross profif
Industry-wise break down of gross
profit is as follows: L .
Sugar 62,688,927 27,145,849
Textile 15,272,131 35,287,607
Others 1,790,128 1,366,644
Rupees 79,751,186

63,800,100 |



ble

12,

13.

14.

* QOther income

Other income includes the following:

1974 1973
Income from investments _ Rupees 219,107 466,680

Interest on bank deposits 4,742,575 4,535,100

Capital commitment

Comnitment for capital expenditure &s on 30 September 1974 amounted
to approximately Rs.45,000,000, N

Contingent liability

Arising in respect of claims and guarantees given amount to

approximately Rs. 14,000,000, -
Comparative figures

Previous year's figures, where necessary, have been rearranged for

purposes of comparison.

Lt Col (Retd) M2j Gen (Retd)..
Mohamped Safdar Beg Mohammad.Yusuf Pasha  Mohammad Nawaz Mallik

Director Director Director



ANNEX 16

PARTICIPATION AGREEMENT

>

THIS AGREEMENT is made at Rawalpindi, Pakistan, this

day of ;, One Thousand Nine Hundred

Seventy-five between THE FAUJI FOUNDATION, a charitable
foundation duly form:d under the laws of Pakistan and having
its corporete offices at Harley Street, Rawalpindi, Pakistan,
(hereinafter referred to as "Fauji"); and AGRICO CHEMICAL
COMPANY, a company duly incorporated under the laws of the
State of Delawere, United §pates of America, and having ite
principal office at National Bank of Tulsa Building, Tulsa,
Oklahoma '74103,.United States of America (hereinafter referred
to as "Agrico"). h ‘ |

WHEREAS, tie Government of Pakistan (hereinafter referred
to as the "Government"), as a part of its national agricultural
and industrial development policy, desires to encoufage the
establishment and operation of a fertilizer plant in Pakistan;
and |

WHEREAS, Faujl and Agrico hLave receiyéd a sanction letter
dated April 9, 1975, as supplemented by letters dated May 6,
1975 and May 14, 1975, all as set fortn in Exhibit "g”, hereina:
collectively referred to as "the sanction letters”) from the

Ministry of Industries of the Government which authorizes

FPauji and Agrico to establish and operate an ammonia and



urea fertilizer plant and td conduct all marketing activi-
ties related to the products manufactured and certain othef
fertilizer products in Pakistan ("Project"); and

WHEREAS, Fauji and Agrico (héreinafter referred to
collectively as "thé—parties") are deéiroﬁs of establishing
'and'operating the Project as principal developers and share-
holders of a public limited liability company ("Company")
based upon ceftain aséurances and undertakings of the
Government, as.seil forth in the sanction letters-(copies of

&
which are attached hereto as Exhibit "&").

NOW, THEREFORE, THIS AGREEMENT WITNESSES, and it is
hereby agreed and declared by and between the parties hereto

és follows:



ARTICLE I : OBJECTIVE

1.01 The primary objective of the parties is to establish
facilities and operations in Pakistan which will'manufactufe
and market chemical fertilizers through the utilization of .
Pakistani natural gas and maximum employment of Pakistani
personnel. The-ﬁérties specifiéally agree that their goal
shall be to achieve substantially complete Pakistani staffiné
for the managemeﬁt-and operation of the Project at the
earliest possibie date. It is anticipated that this will
occur within two (2) years following the commencement of

commercial operation as defined in Section 2.02 below. -



AR?ICLE II : THE PROJECT

2.01 Whenever the term "Project"” is’used hereinafter, it
shall refer to the following undertaki;gs:»

(a) The planning, financing, construction and operation
of a fertilizer plant capéble of producing 1,000
metric tons of ammonia and 1,725 metric tons of
urea per stream day, using natural gas from the
Mari fields in Pakistan as feedstock; and-

(b) The‘acquisition of all land, buildings, equipment,
machinery (including spare parts),‘raw materials
and supplies facilities and related off-sites in-
cidental to the construction and operation of the
manufacturing facili;ie; referred to above, which'
shall be situated at the village of Goth Machhi, |
Tehsil Sadigabad, District Rahimyar KXhan in the
Province of the Punjab in Pakistan ("Project Site");

~and

(c) The establishment and maintenance of the necessary
housing, transportation (including natural gas and
water pipelines), communication and management.
facilities to implement the Project; and

(d) The establishment cf all marketing facilities at
the Project Site or elsewhere in Pakistan for the
sale of the manufactured product and to implement

other marketing objectives of the Company.



2.02 ' Whenever the tgrm "commencement'of commercial operaﬁions"'
is used in this Agreement, it shall refer to the period of

time beginning on the second Monday following a seventy-two

(72) hour period during which the ammonia and urea manufacturing
units of the Project functioned at an average of 70% of their

design capacity, after other mechanical components demonstrated

the ability to pass mechanical acceptance tests.



ARTICLE TII : FORMATION OF COMPANY

3.01 Subject to the conditions set forth in this Agreement,
the parties shall take all action necessary to establish a
public limited liability company organized pursuant to
Pakistani law for the‘purpése of giving effect to their
respectivé‘degree of partidipétion and accomplishing théir
agreed objectives. The Company shall bé named FAUJI~AGRICO
FERTILIZER}LIMITED ("Company"”) and its Memorandum of Association
and Articles éf Association'shall, unless otherwise mutually'
agreed, be identical to Exhibits A and B hexreto as the same
may from time to time be hereafter amended in accordance
witﬁ the provisions thereof. Exhibits A and B are specifi-

. cally incorporated herein and made an integral part hereof.
The Company shall have an initial authorized capital of

Pakistan Rupees 10,000,000 (Rupees ten million).
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ARTICLE IV : PROJECT COST; FINANCE PLAN

4.01 The cost estimate for the Project provides ?or a total
expenditure equivalent to U.S. $240,000,000, or Pakistan |
Rupees 2,376,000,000;-at the aurrént exchange rate of the
U.S. dollar to the Pakistan Rupee (U.S. $1 = 9.9 Pakist.a
Rupees) . bf.the above sum, the equivalent of U.S. $155,000,000
is to be financed in foreign currencies, and the equivalent
of U.S. $85,000,000 is to be financed in Pakistan Rupees,
all as set.foréh in Articles V-and VI.

4;02. The amounts of equity investments and loan financiné
required for the Project, ahd the terms and conditions and
timing of expenditures related thereto, as hereinafter set
forth or as otherwise mutually agreed among the investors
and lenders of the Project, shall hereafter be referred to
as "the Financing Plan."

4.02 All investors and lenders shall agree upon the Financing
Plan prior to the subscription of any shares of the.Company,.
other than the subscriptions specified in Section 5.02(c)
herein, and, subsequently, to any revisions of the sources
and amounts of finarcing set forth in Sections 5.01 and

6.01 herein. The parties hereto shall at all times maintain
parity in their respective equity shareholding iﬁterest and

voting rights.



ARTICLE V. : EQUITY PARTICIPATION .

5.01 (a) Based on the estimated cost of the Project, the
anticipated total equity participation in the share capital

of the Company shall be as follows:

(Expressed in Millions of U.S. dollars)

SOURCE
EQUITY Local Foreign
Currency Currency Total 3

Fauji Foundation 22.00 : - . 22.00 30.6
Agrico - . 22.00 22.00 30.6
International Finance - 8.00 8.00 11.0

Corporation -("IFC") -
Foreigﬁ participants to - 5.00 5.00 7.0

be arranged .
Pakistan Public through 15.00 - 15.00 20.8

government industrial

development and finan-

cial institutions or

corporations

TOTAL: 37.00 35.00 '72.00  100.00

(b) The'shares of the Company shall be denominated and
issued in Pakistan Rupees equivalent to the réspectiVe U.Ss.
dollar amounts at the time(s) of issue of shares. The amount
thus received by the Company shall be sufficient.to issue shares
in multiples of Rs.10 (ten).

(c) The parties hereto shall mutually agree upon such

revisions hereinabove as may be necessary, maintaining parity



in the respective share subscriptions and voting rights of
Fauji and Agrico at all times.
5.02 Fauji and Agrico agree that:

(a) Prior to the incorporation of the Company, but in
no event later than si# (6) months from the effective date
of this Agreement, Fauji and Agrico may each incur expenditures
up to U.S. $300,000 of their funds to expedite the implementation
of the Project based upon a mutually agreed preliminary budget.
Said expenditurés shall be reimbursed by the Company subsequent
to its incorporation.

(b) They will advise the Government of the subscription
obligations, iﬁcludinq a timing schednle, for the Pakistan
Rupee equivalent of .s. $15,000,00C in equity to be contribu'aod
by the Pakistani Public through government industrial development
and financial institutions or corporations and obtain firm
commitments in respect thereof acceptabie to the parties hereto
- from said institutions. Said equity contributions shall be
contributed propoftionate]* with the othex equity subscribers
through the intervention of the Government pursuant to Exhibit
G.

(c) Upon incorp: ation of the Company, and subsequent to
the signature by the parties hereto of a Sharcholders Agreement
as set forth in Exhibit C, it is anticipated that each investor
shéll subscribe to and pay for shares equal in value to their

proportionate interest in the Company as follows:



(In U.S. Dollars)

Fauji | $ 306,000
Agrico 306,000
IFC - 110,000
Other foreigq investors 70;000-
Pakistan_investors 208,000

TOTAL: ' $ 1,000,000

Notwithstandihg”the above, the obligation of Fauji and Agrico
to subscribe their respective proportionate sharés mentiéned
above shall noﬁ_be contingent upon the subscription by the
other investors of their -respective proportions. |
(d)  If IFC agrees to contribute to fhe Company's equity,
it shall sign the Shareholder's Agreement in the form of |
Exhibit C hereof as a co-signatory, prior to the investment

of its share as aforesaid, provided that if IFC does not sign

said Shareholders Agreement, the same shall remain in full
force and effect between the parties hereto.

(e) After all of the above partie: have subscribed to
and paid for shares in a total sum equal to U.S. $1,000,000,
it is anticipated that each investor shall thereafter subscribe
to and pay for its proportionate interest in the ﬁotal authorized
share capital on a pari passu basis wi.h the disbursement of

the debt financing described in Article VI of this Agreement,

provided that:

-~10-
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(1) The Board of Directors may require subscriptions
and purchases of shares by each investor to
the extent of its proportionate interest in amounts
in addition to those required on a pa;i passu
basis with.ﬁhe disbursement of the said debt
financing; and,

(2) In no event shall the total value of shares sub-
scribad and purchased by all investors at the
commencement of commercial operations. exceed
thirty percent (30%) of the total Project-éosts,
(including working capital), unleés the Board
of Directors determines otherwise. .

5.03 fhe transfer of shares of the Company shall be.subject

to terms of the Shareholders Agreement, Exhibit C.

-11~



ARTICLE VI : DEBT FINANCING

6.01 Based on the estimated Project costs, Fauji and Agricq,

with the assistance of the Government as specified below and
in Exhibit G, shall use their best efforts to arrange for

the financing of the Project as follows:

(In millions of U.S. Dollars)

SOURCE

DEBT Local o Foreign »
Currencz' : Currency Total
U.S. AID I '50.00 50.00
World Bank - - ' 50.00 50.00
German Aid (KEW) -~ 20,00 20.00
Pakistan Financing 48.00 - 48.00
Institutions T
TOTAL: 48.00 120.00 168.00

6.02 The borrower of U.S. AID and kFW foreign currency

shall be the Government,'with appropriate relending arrangements
between it and the Company. The terms under which these

funds will‘be made available to the Company shall reflect

the need to finance the Project at the lowest possible cost,

and the parties shall endeavour to have a fifteen (15) year

repayment term beginning two ~(2) years following the commence-

ment of commercial operations.

_12_,



6.03 The borrower of the World Bank loan shall be the
Government with appropriate relending érrangements batween
it and the Company. In the event that such borrowing by the
Government is not feasible, the Company shall endeavour
directly to borrow the foreign currency funds‘from the World
Bank under the sponsorship and with the assistance of the
Government at the best available terms for the Project. VThe
Government shall guarantee the foreign currency debt of the

Company as may be required by the World Bank.

6.04 The Company shall directly borrow the local currency
funds specifiéd_in Sedtién 6.01 above from the Pakistani
finanéing institutions and the parties shall obtain firm
commitments in respect thereof, acceptable to them, from
said institutions through intervention of the Government in

. accordance with Exhibit G.

6.05 The nécessary loan agreements and terms thereof, shail

~ be mutually agreeable to the parties hereto.

-13-



ARTICLE VII : MANAGEMENT

7.01 The Company shall be managed in accordance with the
terms of this Agreement and all the Exhibits hereto. The
parties agree and reéognize each other's respective abilities
and the contributions each parity can make to the suécessful
implementation and operation of the Project. The partieé
will ﬁccordingly make available the managerial and technical
skills required for Project implementation’priof to and

subsequenﬁ to Company's formation.

7;02 Company and Agrico shall enter into a Technical Assistance
Agreenent whéreby Agrico shall furnish Comgany with the
manpower, training facilities, and other sexrvices on a cost
basis as set forth in a Technical Assistance Agreement attached

hereto as Exhibit D.

7.03(a) As provided in a Shareholders Agreement in the form
of Exhibit C, the individuals nominated by Fauji or Agrico,
as the case may be, and approved by the ‘other party, shall

be appointed to the following positions:

Fauji: Managing Director
Director Finance
Director Administration
Deputy Director Marketing
Deputy Director Operations

Agrico: Deputy Managing Director
Director Operations
Deputy Director Finance
Deputy Director Administration-
Director llarketing
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(b) Subject to the control of the Board of Directc:s
the management of the affairs of the Company shall be in
an Executive Committee cf the Board of Directors, consisting
of the Managing Director, who shall be the Chief Executive
and the Deputy Managing Director, who shall be the Deputy
Chief Executive. The power:s and functions of the Executive
Committee shall be determined by the Board of Directors, and
all decisions of the Executive Committee shall be unanimous
to be effective.

(c)‘ The Chairman of the Board of Directors of the
Company shall be a Director elected on the nomination of
Fauji, but srall not be an executive of the Company nor

have any managerial powexs or functions.
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ARTICLE VIII = PROJECT IMPLEMENTATION

8.01 The parties shall mutually agree on the evaluation,
process and contractor selection, and other matters pertinent
to Project implementation. The anticipated schedule for

implementation is attached hereto as Exhibit E(1l).

8.02 The pacties agree.to the following principles regarding
the selection of contractors, subcontractors, processes,
mechanical assemblies, and parts required for the design,.
construction,'énd implementation of the Project. These princi-
ples are established in the interest of minimizing Project
costs and maximizing reliability:
.(a) The contractors, subcohtractors and suppliers’

of processes, mechanical assemblies, parts and

other equipment for the Project shall be pre-

qualified by mutual agreement brtween the partieé.

Selection of equipment and services from such

—
5]
S

pre~-qualified entities shall be by competitive
bidding having regard to the most economical
price, a proven record of accomplishment, délivery
dead-lines and reliability of service in similar
applications.

(c) In the event financing sources require open world
tendering of any item of equipment or service, the
parties agree to seek waivers from such requirements,

and proceed as contemplated in (a) and (b) above.
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8.03 Fauji shall obtain on behalf of the Compény all the

required permissions for the Project implementation.

8.04 At the request of the Company, Fauji shall assist the
Company in obtaining all necessary Government and Provincial

Government's approvals as shall be required after incorporatioh

thereof.

8.05 At the request of Company, Fauji and Agrico shall assist

the Company in negotiations with Banks and financial institutions.

-8.06 The Compény shall maintain and operate foreign currency
accounts with a foreign branch of a Pakistani Scheduled Bank
and into such accounts shzll be paid the foreign currency
equity and loané raised by Company to meet the foreign ex-
change costs of the Project. The maintenance and operation
of the said foreign currency accoun£s shall be in accordance

with the relevant Rules and Regulations of the State Bank

of Pakistan.
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ARTICLE IX : SHAREHOLDERS AGREEMENT

9.01 Prior to the subscription of any shares of the Company,

the parties hereto shall enter into a Shareholders Agreement

in the form set forth in Exhibit C for the purpose of establishing
an agreed policy of ménagement representation, profit partici-
pation and, in general, shareholder rights and relationships.

In addition to the parties hereto, IFC shall be a signatory

to the ;aid Shareholders Agreement, prior to.the investment

of its shafesfin accordance with Section 5.02(d) hereof.
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ARTICLE X : SETTLEMENT OF DISPUTES

10.01 In the event of any dispute between the éarties hereto
in any way arising or growing out of this agreement the same
shall bz referred to three arbif:rators, one to be appointed

by Fauji, one to be-appointed by Agrico, and a third to be
mutually agreed upon by the two arbitrators so appointed, for
arbitration in accordance with the Rules of the American Arbi-
tration Associat. .n. The decision of a majority of the three
'arbitrators, ihcluding the apportionment of the expenses of
the arbitration, shall be final and binding upon the parties
hereto, and judgment upon the award rendered by the arbitrators
" may be entered in any Court having jurisdiction thereof. The
meetings of such arbitrators shall be held in the City of

Paris, France, unless it shall be mutually agreed to hold such

meetings elsewhere.
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ARTLCT. XTI : RAW MATERIAL SUPPLY

At SR gy

11.01 As so¢ ., as possible from the date of signing of this
Agreement hat pricr to the subscription of any shares after
the iritial subocription set forth in Sectioh 5.02(c), the
Company 2hall have entered into a gas supply éontract;.

satisfactary to the parties hereto, to provide the naturél

gas for the Project from the Mari Gas Field.
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ARTICLE XII : KNOW HOW

12.01 Agrico shall sign a Know How Agreement with the Company
Ain the form of Exhibit F whereby Agrico will agree to make
available to the Compény outside Pakistan until ten contract
years following the commencement of commercial operations,
all Agrico'é present proprietary and technical information

or that which it may subsequently acquire, unless prohibited
by law or contract, and which relates to the engineering,
design, equipment procurement and operatidn of piants similar
to the Projedt, including advice outside Pakistan relating

to the technical, finéncial, administrativé, and marketing
knowlédge during all stages of implementation of the Project
up to commencement of commercial operations; and subsequent
to the commencement of commercial operations, Agrico shall
continue to make such know how available to the Company as it
pertains to operations, improvements and technical knowlédge
related to production, debottlenecking and éxpansion. The
royalty due free of taxes for such'knowledge shall be U.S.

$ 1.5 million plus U.S. $§ 1 (one) per ton of urea sold ex-
factory during such ten year period, payable in acéordance

with the terms of Exhibit F hereof.
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ARTICLE XIIX : REPRESENTATIONS AND WARRANTIES

13.01 Fauji represents and warrants to Agrico. hereto that

it is a limited liability public company duly formed and in_
good standing under thie laws of Pakistan; that its under-
takings and commitments hereunder are not contrary to or
prohibited by its Memorandum or Articles of Association, other
agreements or laws to which it may be subject; that its under-
takings and éommitments hereunder have been fully approved

and authorizec.by its Board of Directors and all other requisite
company action has been taken; and that the representative
signing this Agréement-on Fauji's behalf has been fully author-
ized and impowered to execute this Agreement and that his

signature hereto shall be fully binding upon Fauji.

13.02 Agrico represents and warrants to the other parties
hereto that it is a corporation duly formed and in good
standing under the laws of the State of Delaware; that its
undertakings and commitments hereunder are not contréry to

or prohibited by its Articles of Incorporation, By-Laws, other
agreements or laws to which it may be subject; that its under-
takings and commitments hereunder have been fully approved and
authorized by its Board of Directors and all other requisite
corporate action has been taken; and that the representative
signing this Agreement on Agrico's behalf has been fully
authorized and empowered to execute this Agreement and that

his signature hereto shall be fully binding upon Agrico.
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13.03 Each of the parties to this Agreement hereby acknow-
ledges to each other that such party has, prior to the execu—
tion hereof, received satisfactory documentation with respect
to the authority of the parties to enter into this Agreement
and to undertake the obligations herein specified. Such
documentatibn shall, as appropriate, include but not be

limited to resolutions of Boards of Directors, resolutions

and authorizations of the Government, special powers of
authorizations.of the Government, special powers of attorney

to authorize execution, certificates of corporate good standing,

and opinions of counsel.
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ARTICLE XIV : GENERAL

14.01 Books and Records: Each party hereto shall, at any

time during the business hours of the Company, have the right
to inspect and audit &+ its own expense, either by itself

or through its duly authorized agent, the account books of
the Company which the Company shall keep in accordance with
generally accepted sound accounting principles consistently
applied, and certified by an indepcendent firm of auditors in

Pakistan of international standing and repute.

14.02 Secrecy: Each party hereto shall keep in strict con-
fidenqe all information obtained from the other party hereto
which relates in any way to the establishment or operaticn

of the Company. Neither party shall disclose such information
to any person other than its duly authorized employees or as
required by legal process, and disclosure of such information
to employees shall be only to the extent necessary to achieve

the purpose of this Agreement.

14.03 Notices: Any notice, request or other communication,
required‘or permitted to be given hereunder by the parties
hereto, or necessary or convenient in connection herewith, shall
be in writing and shall be deemed to have been duly giveh if

delivered personally or mailed first class, postage prepaid,
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return receipt requested, registered or certified mail, or
seven (7) days after being sent by telegram, telex, cable or
radiogram. All such notices, requests or other communications
shall be directed to thas addresses set forth below:
TO FAUJI: Fauji Foundation
: - Harley Street
Rawalpindi, Pakistan
Telex: RW 821
TO AGRICO: Agrico Chemical Company
718 National Bank of Tulsa Building
Tulsa, Oklghoma 74103 U.S.A.

Telex: 49-7523

or to such other address as elther party shall designate in

writing to the other party.

14.04 Complete Understanding: This Agreement and all other

Agreements related hereto contains and constitutes the
entire and conly understandings and ayreements between the
parties hereto respecting the subject matter hereof and
supersedeé and cancels all previous negotiations, agreements,

commitments and writings in connection therewith.

14.05 Waiver: No waiver by any party of breach of any one
or more of the provisions of this Agreement to be performed
by any of the other parties hereto shall be construed as a
waiver of a subsequent breach, whether of the same or different

provisions.
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14.06 Amendments:” Any supplement to or amendment of the
provisions contained herein shall not™~take effect unless it

has been executed in writing by the parties hereto.

14.07 Company Acceptahce: The parties hereto shall cause the

Company to accept this Agreement in writing immediately after

its incorporation.

14.08 Limit to Operations: It is the intent of the parties

to limit joint.operations to those operations specified herein.
This Agreemené has no relation to any operations conducted by
any of the pafties individually or as a joint party with others.
If either party desires to promoté or participate in any other
fertilizer project in Pakistan, it shall only do so with the
concurrence of the other party herein, which shall not be

unreasonably withheld.

14.09 Language: All agreements, books, records, and reports

pertaining to the project shall be in the English language.

14.10 " Governing Law: The governing law for all matters (ex-

cept that for procedure governing the conduct of arbitrations)
and agreements pertaining to the project, its shareholders,
creditors, contractors or other persons shall be the law of

Republic of Pakistan.

14.11 Binding Effect. This agreement shall be fully binding

upon the parties hereto and their respective representatives,

successors, assigns and trustee.
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14.12 Exhibits: The following exhibits form an integral

part of this Agreement:

Exhibit A IHemorandum of Association
Exhibit B Articles of Association
Exhibit C Shareholders' Agreement
Exhibit D Technical Assistance Agreement
Exhibit E ~ Marketing Agreemenﬁ

Eihibit E(1) Implementation Schedule
Exhibit F Know How Agreement

Exhibit G Pakistan Government Sanctions

All Exhibits and this Agreement shall be executed by affixing
the initials of two duly authorized officers for each party

on all pages of the Agreement and Exhibits and their signatures

on the last page.

14.13 Conditions Precedent

(a) Effectiveness and Company Formation. Prior to the

effectiveness of this Agreement, and the formation of the Company,
the following actions shall have occurred:

(1) The Government shall have approved this Agree-
ment and all exhibits thereto, and a duly authorized re—v
presentative of the Government shall issue a sanction let-
ter to Fauji and Agrico to that effect; and

(2) The Board of Directors of Agrico shall have ap-

proved all =2rhibits hereto and shall have:
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(i) Authorized a representative of Agrico to
execute the following documents on behalf of
Agrico:
(aa) Shareholders Agreeu:znt (Exhibit C);
(bb) Technical Assistance Agreement
(Exhibit (D);
(cc) Know How Agreement (Exﬁibit F); and
(dd) Acceptance of the Government sanc-
tion letters which are set forth in
Exhibit G and issued pursuant to
subparagraph (1), above; and
(ii) Passed a resolution which shall cause sub-
sequént to the Company's formation, the Directors nomi-
nated by it to the Company's Board to vote to approve
the Marketing Agreement (Exhibit E), and to authorize
a representative of the Compahy to execute said Agree-
ment on behalf of the Company.
(3) The Board of Directors of Fauji shall have approved
all exhibits hereto and shall have: |
(i) Authorized a representative of Fauji to
execute the Shareholders Agreement (Exhibit C); and
(ii) Passed a resolution whiéh shall cause, sub-~
sequent to the Company's formation, the Directors nom-

inated by it to the Company's Board to vote to approve

-28-~



thelTechnical Assistance Agreement (Exhibit D), the
Marketing Agreement (Exhibit E), and the Know How
Agreement (Exhibit f), and to authorize a representa-
tive of the Company to execute said Agreement on behalf
of the Company; and

.(iii) Authorized a representative of Fauji to accept
the Government sanction letters as set forth in Exhibit
G and issued pursuant to subparagraph (1), above.

(b) Subscription and Purchase of Shares. Prior to the

subscription and purchase of shares of the Company after the initial
subscription and purchase of shares for each party as set forth
in Section 5.02(c) herein, the following éctions siiall have
occurred:
(1) All equity investors and lenders of funds for the
Project shall have agreed upon a Financing Plan; and
(2) A long-term contract for the suppbly of gas for the
Project from the Mari fields shall have been executed Ey the
Company with primary suppliers.
14.14 Termination: 1In the event that all of the actions
set forth in Section lé.iz'have not occurred within six
months of.the signing of this Participation Agreement or
such further period as may be mutually agreed upon between
the parties, the Agreement shall terminate and neither party
shall have further obligations towards the other, or any

other party, or any claim whatsoever on the other.
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IN WITNESS WHEREOF, the parties have caused tﬁis Agreement
to be executed by their duly authorized representatives on

the date first above written above.

THE FAUJI FOUNDATION

By

AGRICO CHEMICAL COMPANY

By
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_ GOVERNMENT OF PAKISTAN
MINISTRY OF FINANCE, PLANNING
AND DEVELOFPMENT
(Economic Affairs Division)

May-21, 1975

Dear Mr. Wolffer,

‘As you are aware, the Fauji Foundation has been preparing plans for the
 establishment of an ammonia/urea manufacturing plant at Goth Machhi; near
Sadigabad in Sind. The Foundation proposes to build the plant in colla-
boration with Agrico Chemical Company of Tuls3a, Oklahoma, the Interna-
tional Finance Corporation of Washington, D.C. end other foreign and
Pakistani investors. It is estimated that the plant, which will produce
1,000 Metric Tons of ammonia and 1,725 Metric Tons of urea per day, will
- cost $240 million, for which approximately $155 million will be required
in foreign exchange and $85 willion in rupees. It is planned that the
equity and loan funds will be provided as shown below:-

(Expressed in Millicn US$)

Equity ' Local Foreign Total
Currency Currency

Fauji Foundation 22,00 | - 22.00

A.grico - - 22.00 22,00

International Finance - 8.00 8.00

Corporation (IFC),

Foreign participants - ' 5.00 . 5.00
to be arranged.

Pakistan Public through 15.00 - 15.00
Govt. industrial develop- ' .
ment and financial
institutions cor corpora-
tions.,

Sub Total: 37.00

(E3)
\\n
(o]
C

72.00




ANNEX 17
Page 2 of 2

Local . Foreign Total

DEBT Currency Currency
USADD - - 40.00 . _ 40.00
World Bank j | L e 50.00 - 50.00
German Aid (KEW). - | 30,00 . 30.00
Pakistan Financing 48.00 | “- 48.00

Institutions.

Sub Total: 48.00 120.00 ggg&gg
Grand Total: 85.00 ~ 155.00 240.00

2. On behalf of .the Government of Pakistan, therefore, I hereby request
for an AID developrent lcan in the amount of $40 million. We request
that the terms vrovide for dollar repayment of the loan within U0 years,
including a 10 year grace vperiod on the repaymentof principal, and
interest to be payable at 2% for the first ten years and 3% thereafter.

3. We are also requesting loars in the amounts indicated above from the
Internaticnal Bank for Reccnstruction and Development and the Kreditanstalt
fur Wiederaufibau of Germany. We are requesting these loans on con-
cessional terms. It is the Government's intention to relend the inter-
national lcan funds to themoject on terms and conditions which are
acceptable to AID &nd the other international lenders.

Y4, It is planned that the Pakistan rupee requirements for the establish-
ment of the plant over and above the Fauji Foundation investment will be
met by loans and investments vy the Pakistani financial institutions and
the public. The GOP understands the importance of having a Tirm financiel
plan and that all of the sources of funds will have to be identified and
contracted for prior to any AID loan funds being disbursed. In the event
that any or all of the required foreign exchange or Pakistan rupees are
rot provided on a timely basis to meet the foreign exchange or rupees
‘costs of the project, the Government will promptly provide the required
amounts from its own rescurces,

5. Your early and favoraole consideration of the loan is requested.

Yours sincerely,

(AFTAB AHMAD KHAN)

Dr. William A. Volifer,

. Acting Director,

USAID Mission in Pekister.,
ISLAMAIAD,



ANNEX 1Y

UNITED STATES GOVERNMENT - MEMORANDUM
Date: May 21, 1975,
To: Distribution

Thru: Edmund L. Auchter, Chief - DEAW/
D

From: Danial M, Farooq - DEA

’ USAID, Islamabad.

Subject: Fauji Fertilizer Project: Sources and Costs of
Money for Local Currency Equity and Debt,

Mr. W.F., McDonald, (Loan Officer, AID/W, NESA/
CD ) and I visited Karachi May 14-15th,” We discussed the costs
involved in obtaining rupee funds for the proposed Fauji fertilizer
project with the Managing Directors of the major financial instit-
utions and Presidents of the commercial banks,

* An overall summary of our discussions is presented
here.

1, Funds Needed:

For discussion purposes we used a planning figure of
$240 million as the total cost of the project, $155 million will be
in foreign exchange and $85 million equivalent in local currency.
The Fauji Foundation will provide $22 million equivalent in local
currency as equity and the remainder wiil be raised as equity
($15 million equivalent) and debt ($48 million equivalent) from
the financial institutions and commercial banks.,

v We pointed out that these funds will be expected to flow.
into the preject during the next 3 to 3-1/2 years.

We indicated a debt/equity ratio of 70:30 will be considered
in overall financing of the project. This is contrary to the existing
market practice here in Pakistan where a debt/cquity ratio of
60:40 is in use.

2, Sources of Local Currency

During our discussions, the Manaing Dircctors (or
Presidents) of the major financial institutions:
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State Life Insurance Corporation (SLIC),

Investment Corporation of Pakistan (ICP),

Pakistan Industrial Credit and Investment Corp. (PICIC),
National Development Finance Corporation (NDFC),
Habib Bank Limited ,and

United Bank Limited,

all recognized that the rupee financing requirement of the project
is enormous and unprecedented.. But most of them were optimistic
that the eqnity and debt funds of this magnitude can be raised from
the institutions and commercial banks.

Within the existing limits set forth by the charters of the
financial institutions and banks (20% of the lenders total paid up
capital)or set by their maximum lending practice in the past, the
funds that can be made available by the existing financial institutions
and banks will be inadequate, It is clear that the Government will
need to create special arrangements for providing equity and debt
capital of a total of Rs 630 million., Under the existing mechanism
of funding projects, the rupee financing of large projects is arrang-
ed through a consortium. Current practice is that 60% of-the total
debt and equity capital is raised from the commercial banks and the
balance from the other financial institutions, Noteworthy, is the
fact that the banks are also willing to consider equity financing.

As per the limits set by the c'harters; the SLIC cannot
participate in equity, The NDFC will need special permission from
the Federal Government to participate in this project, which is a
private sector enterprise, The PICIC's Managing Director told us
that the PICIC would not participate in the project in the short run,
(i.e. the first year)because their funds are already committed.

Comment : The lending for the Fauji project will compete with
several other major projects under negotiation , and planning in

the private and public sectors,

3. Consortium of Banks and Financial Institutions,

A description of how the consortium works is given below:
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The Investment Corporation of Pakistan (ICP)»Lisually
heads the consortium. The other leader of consortium could be
the National Development Fiuance Corporation (NDFC).

The consortium leader will call a meeting of all the finan-
cial institutions and commercial banks..on a receipt of request for
equity and loan funds. (Memorandum of Application). '

The consortium leader will ask the project authorities to
complete formal application for debentures and underwriting equicy.
There is a long list of standard conditions .that niust be completed
prior to any disbursement, (The listing is available in USAID/DEA),

The consortium leader will call a meeting of all the finan-
cial institutions and commercial banks and ask about their interest
in the project.

The members of the consortium will satisfy themselves by
asking questions and clarifications from representative of the

project to be called at the meeting,

The consortium lcader will prepare the project analysis,
which will be shared and discussed by the members of the consortium,

The consortium charges 1/2% of the loan amount as project
examination fee. The consortium members after mutual consul-
tation will execute an agreement with the project sponsors. (Fauji).

. These are standard procedures adopted by the consortium,

4, Cost of Borrowing Local Currency.

We estimate that the currcent cost of borrowing money is
between 15. 9% to 16.3%, (13 1/2% interest plus 8 1/2% one time
charges) with amortization in 7 to 10 years including 2 to 4 years
grace (See enclosed table),

During the construction period of the project, and until 6
months after the production starts, the project will have to borrow
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funds from the financial institutions consortium on a ''Bridge"
Loan basis. These "Bridge Loan' funds will be subordinated to the
permanent debt financing and replaced by equity financing, The -
cost of the '""Brdige' Loan will be 13% per year, which is a
standard charge,

5. Exceptions

We were told by the financial institutions that there can be
no exception, so far as the procedures and costs of lending funds
are concerned, for the Fauji project. However, the Habib Bank
President, Mr. Mustafa Ismail, did indicate a lower interest rate
of 12% on debt for the Fauji project, as the Habib Bank is the prin-
cipal bank to the Fauji Foundation, The bank's business practice
allows 1% lower interest charges to its regular customers with
countervailing deposits, However, Mr, Ismail also noted that the
Habib Banlt cannot overrule the charges that will be fixed by tha
consortium, He also pointed out that preference equity and conver-
tible debentures subordinated to the normal debt will result in lower
interest charges by 1/2% .

We also gathered from Mr, Aminullah, Chairman, NDFC,
that the funds which will be nceded by the project and will not be
forthcoming from the commaercial banks, financial institutions and
the public can be channelled into the project by either:

i) a Federal Government loan to the financial
institutions; or

ii) the State Bank can discount the paper offered by
Fauji ; or
iii) the State Bank and Ministry of Finance can raise

the existing loan limit of 20% of the total paid up
capital for the banks and financial institutions,
(The UBL President Mr, Yusufi informed us that
this has been done in the past, )

A related action which will reduce costs is that the mortgage charges
of 3% of the total cost of the project can be avoided by creating an
equitable mortgage. Dut this will be direct loss of revenue to the
Provincial Government which will have to bz ncgotiated,



Comment: The State Bank will examine these exceptions for the
project in the context of overall consideration of Monetary policy.
The current required bank liquidity ratio is 35%. According to
one banker's estimate, a 5% reduction in the bank liquidity ratio
would bring an expansion in the money supply of Rs 100 to 200
million in the economy. There is also a case for raising the exis-
ting limit on loans to 20% of the total paid up capital of the lending
entity, Because the current loan limit against banks' paid up capital
was established about 10 to 20 years ago in 1950's and 1960's
prices, therc are only a few exceptions to this, The intervening
inflation during this period, besides several other firzincial and
cost. considerations do  provide . arguments for raising the
limits set for making funds available for a project by the banks
and financial institutions. (Readers will reccall that a similar
limitation in the United States has been a prime cause for bank
mergers. )

6. Time Frarme

We expcect that with the importance being accorded to the
Fauji fertilizer project by the Government (evidenced by the follow
up so far) the procedural bottlenecks will be cleared quickly, It
will not take more than another 6 months to arrange rupee finan-
cing. But Fauji Foundation will have to follow it up very closely
with the Federal Government,

7. Qverview

In additién, to the comments made in scctions 2 and 5 of
this memo, it is suggested that we should not ignore two factors:

1) The existing capability of the {inancial institutions
and commercial banks is inadequate to gencrate
an incremcntal Rs 630 million in 3-1/2 years. If
20% of the total rupee costs will be needed during the
first year,that perhaps can be mobilized, But in the
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following ycars: 40%, 30% and 10% of the total
rupee requirements (cstimated at current prices)
cannot be expected to come from the existing .
sources, The Federal Government will be expected
to provide loans to the financial institutions or
make some other cequivalent financial arrangement,

i) The money is expensive. It will cost about 16% a year.
The project will have to use a "Bridge' Loan
during the period the cquity funds cannot be made
available, '

If the Fauji Foundation really expects to get the Local
Currency funds at a lower 10% a year interest charges, they must
start serious-negotiations with the Government as soon as possible,
»- before the Federal Government finalizes its 1975/76 Budget.
This may not be possible, and certainly does not seem likely.

Distribution:

D, AID/Washington:
DD, ‘ Pakistan Desk (3)
AD/DP NESA/DF (4)
AD/CD. (3) NESA/CL (3)
RLA NESA/GC’

AD/C (2) - SER/FM

AD/AP Treasury:OASIA
Emb/Econ (2) Ctate: NESA/PAB (2)
ConGen Lzhore, Karachi (2) '

IBRID Pakistan (3) SADB (Meanila)

///'" A “
“'DMFarooq:mr:DEA
5/21/1975.



Financial Costs of Borrowing of Local Currency
from Pakistani Financial Institutions and Banks.

Current Bank Discount Ratex ' 9%

Standard Lending Rate

Ovar Discount Rate (+) 4%
Sub- Total L/ 13%
Charges:
Commitment Fee 2/ | ' 1/4% to 1/2% |
Project Examination Fee 3/ 1/2%

Underwriting Fee (Financial Institutions
portion) 2-1/2%

Underwriting Fee 4/ 2-1/2%
Mortgage Charges (Stamp Tax)3/ : 3%

Bridge Loan Rate &/ (13%)

* Fixed by the State Bank, Can fluctuate later during the
life of the Loan.

1/ Maturity negotiable between 7 to 10 years including a grace
period of 2 to 4 years,

2/ Charged from the date of approval - to the date of disbursement
(Annual fee),

3/ Charged at the time of making application for the Loan;
charged on both debt and equity, (One time charge).

4/ Charged on the portion of equity offered, but not picked up
by the general public in Fublic Floatation. (Onc time charge)

5/ An equitable mortgage may be possible,

6/ The equity funds can be made available by the Financial In-

stitutions, but offered to the public for subscription only six
months after commencement of production by the project.
The Bridge Loan will bec needed during the interim period
for civil work ete. The Bridge Loan will be subordinated to
the permanent debt financing,
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FAUJI~-AGRICO FERTILIZER LIMITED
Financial Rate of Return 8.3%

Operating Capital Cost of Revenues
Year Cost Productioni/ (Sales)
~3 61.5
-2 98.4
-1 73.8
1 12.3 37.6 60.7
2 57.8 92.4
3 57.1 91.7
b4 55.5 90.1
5 . 53.5 88.1
6 51.5 86.1
7 49.3 83.9
8 47.6 82.2
9 45,7 80.3
10 43,7 78.3
11 41.8 76.42/
12 40.3 114,9=

1/ Excluding Depreciation

2/ Includes Assumed Salvage Value of Plant
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TFAUJI AGRICO FERTILIZER LTD.
Balance Sheet At Start of First Operating Year
($ Million)-

Operating Year 1 (8 months) |

Starting Amount Ending Amount.
May 1, 1978 Dec. 31, 1978
1. ASSETS
A. Net Current Assets 4.0 _. 22,2
B. Gross Fixed Assets (a) 2h2.7 2427
loss: accumulated Depreciation  ~0- . 13.2 ‘
Net Fixed Assets : . .eko7 229.5
Total Assets 2h6.7 251.7
: f= o= ] —————
II, LIABILITIES
A. Long-term debt | 172.3 172.3
B. Share capital h. 4 7h. b
C. Retained Earnings -0- 5.0
Total Liabilities 2h6.7 251.7

(a) Depreciable Assets of $242.6 million, land of $.1 million



Assets
Current Assets

Gross Fixed Assets
Accumulated Depreciation
Net Fixed Assets

Total Assets

Liabilities
Long-Term Debt
Equity:

Share Capital
Retained Earnings
Total Equity

Total Liabilities
Debt/Debt & Equity

Debt/Equity

1979 1980

FAUJI-AGRICC
Balance Sheet as of the .

1981 1982

($ Million)

1983 1984 1985

RTILIZER LIMITED
. of the Year (December 31)

1986 1987

1988 . 1989 1990

1991 1992 1993

22,2 26.1

242.7
13.2

242.7
33.0

30.2 34.1 38.1

242.,7 242.7
52.8 _72.6

242.7
92.3

42.1 46.1 50,0

242.7 242.7

112,1 131.9 151.7

54.0

242,7 242.7

171.5

58.0 6l.4 69.4

242.7
191.3

242,7 242.7
211.1 219.1

69.4 - 69.4 69.4

242,7 242.7 242.7
219.1 219.1 219.1

229.5 209.7

251.7 235,38

189.9 170.1 150.4

220.1 204.2 188.5

130.6 110.8 091.0

172,7 156.9

71.2

141.0 125.2

51.4 31.6 23.6

109.4 93.0 93.0

172.3 155.0

~
~

137.9 120.6 103.5

74.4
10.6

36.2 69.1 51.8

74.4
14.8

74.4
12.0

74.4
13.4

34.6

23,6 23.6 23.6

\Ne] [V, ¥l
o &~
ooy
L ]

oo R ES RPN

~
[02]

251,7 235.8

85.0

188.5

86.4 87.8 89.2

172.7 156.9

141,0 125.2

93.0

93.0

68.5 65.7

2.17 1.92

62.7 .54.9

1,67 1,44 1.21

50.0 44.0 36.7

1.00 0.79 0.58

27.6

0.38

¢ 3o 7 93eq
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lSource of Funds:

Net Profit
Interest-on L.T. Debt
Depreciation

Cash Infiow

Uses of Tunds:

Interest on L.T. Debt
Retirement of L.T. Debt
Dividends

Cash Outflow

Increase (decrease) in cash

Debt Service Coverage

FAUJI AGk..C CO. LTD.

Funds Flow for the Yecar Ended December 31

($Million)

1979 160 196L 19% 19%3° 198 19&% 19& 1987 19 198 1%p 199 199 19
9.9 14.8 14,8 14.8 1L.8 14.8 14.8 14.8. 14,8 14,8 14,8 14,8 1L.9 14,9 1k,
13.1 19.2 17.1 15.2 13.2 11.2 9.3 7.3 5.k 3.4 1.5 =0- -0~ -0- =¢
13.2 19.8 19.8 19.8 19.8 19.8 19.8 19.8 19.8 19.8 1i9.8 8.0 _-0- _-0- -
36.2 53.8 51.7 Lk9.8 L7.8 L5.8 L43.9 k1.9 Lo.O0 38,0 36.1 22.8 1k.9 1L,9 1L
13.1 19.2 17.1 15.2 13.2 11.2 9.3 7.3 5.4 3.4 1.5 -0- -0- -0- -0-
-0- 17.3 17.1 17.3 117.2 17.2 17.2 17.3 17.2 17.2 17.2 -0- =-0- =0- =0-
4.9 13.4 13.k 13.4 13.L 13,4 13.4 13.4° 13.4  13.h 13.8 1L4.8 14.9 1L.9 1k,
18.0 49,9 47.6 Uu5.9 L43.8 L4i.8 39.9 38.0 36.0 34.0 32.1 14.8 14,9 1L4,9 1k,
18.2 3.9 4.1 3.9 4o 4,2 Lo 3.2 ubo0 4o Lo 8.0 -0-  -0- -0-
2.76 2.80 3.02 3.28 3.62 L4.09 L.72 s5.74 T.41 11.18 24.07 NA NA NA NA
oo
»
[
&N
[



FAUJI-AGRICO FEh J14FR LIMITED
Base Case (27.0 Ecounomic Rate of Return)
Economic Cost and Beneflit Streams

. . Cost Streams ) Benefit Streams
Calendar Operating - Capital Natural Gas Other Variable Fixed . Economic Value Recovery
Year Years Costs Cost= Costs Costs of Production Capital

1976 -3 48.6 -
1977 -2 77.8 -
1978 -1 58.4 : -
1979 1(8 mos.) 9.7 1.5 2.9 4.5 47.3
1980 2 1.8 5.5 6.6 85.1
1981 3 3.1 6.1 6.6 96.0
.1982 4 3.2 6.3 6.6 97.8
1983 5 3.2 6.3 6.6 97.8
1984 6 3.2 6.3 6.6 97.8
1985 7 3.2 6.3 6.6 97.8
1986 8 3.2 6.3 6.6 97.8
1987 9 3.2 6.3 6.6 97.8
1988 10 3.2 6.3 6.6 97.8
1989 11 3.2 6.3 6.6 97.8
1990 12 3.2 6.3 6.€ 97.8" 40,0

1/ Assumption: One-half the cost of gas will be tax.

€C XANNY
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ANNEX 25

A. I. D. Loan No.

LOAN AGREEMENT
BETWEEN

THE PRESIDENT OF PAKISTAN
AND THE

UNITED STATES OF AMERICA
FOR THE

FAUJI-AGRICO FERTILIZER PROJECT

Draft: June 2, 1975



LOAN AGREEMENT dated y 1975, between the PRESIDENT
OF PAKISTAN ('"Borrower') and the UNITED STATES OF AMERICA acting through

the AGENCY FOR INTERNATIONAL DEVELOPMENT ("A.I.D.").

ARTICLE I-
M

SECTION 1.01. The Loan. Subject té the terms and coqditions
of this Agreement, A.I.D. he;eby agrees to lend to the Borrower pursuant
to the Foreign Assistance Act of 1961, as awended, an amount not to ex-
ceed Forty Million United States Dollars ($40,000,000) ("the Loan") to
assist the Borrower in carrying out the Project referred to in Section 1.02
| ("Project"). The Loan shall be used exclusively to finance the foreign
exchange costs of goods and services required for the Project. The
aggregate amount of disbursements.under the Loan is hereinafter referred
to as "Principal'. The commodities and services authorized to be fi-
nanced hercunder are hereinafter referred to as "Eligible Items". A.I.D.
may decline to finance any Eligible Item when, in its judgment, said
financing would be inconsistent with the purpose of the Loan or in vio-
lation of the legislation or regulations governing A.I.D.

SECTION 1.02. The Project. The Project éhall be the constructién
and operation of a urca fertilizer plant and all appropriate ancillary
facilities at Goth Macchi in the Punjab Province using natuvral gas from
the Mari fields as fuel»énd feedstock, together with the provision of

managenent services and training, all ws déScribed in more detail in
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the Projegt Description attached hereto as Annex I. Said Annex I is a
part of this Agreement and may, within the terms of this Agreement, bé
modified in writing by the parties hereto. The Project shall bg fi-

nanced by debt and equity investments (in addition to the Loan) of the
typeland in the amﬁunt specified in Section 4.01(c). All.investmehts~
shall be ﬁade directly to Fauji»Agri;o Fertilizer Limited ("FAFL"), a-
public limited lilability company to be organized pursuant to: Pakistani
law, except in the case of foreign currency debt investments that may -

be made to the ﬁorrower for relending to FATL.

ARTICLE II
Definitions
SECTION 2.01. Wherever used in this Agreement the following
termns have the following meanings:
(a) '"TFinancing Agrcement” means the agreement between the
Borrower and TFATL under which the Borrower will t;ansfer the Loan and
other investments to IATL to carry out the Project.
(b) "Forcggn Currency" means any currency other than
Pakistani.rupees.
(c) "Gas Supply Agreement" means the agreement to provide
natural gas for the Project from the Mari Gas Field.

(d) "Investors"

means the institutions and agencies listed
in Section 4.01(e) that will make funds available for purposes of the

Project.
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(e) "Investment Agreements" means the various agreements by
which the Investors shall make funds available to the Borrower or FAFL
for purposes of the Project.

(f) "Participation Agreement' means the agreement between
the Faujl Foundation,a charitable foundat%pn created under Pakistapi
law ("Fauji") and Agrico Chemical Company, a company incorporated
under the laws of Delaware, USA ("Agrico") in which Fauji and Agrico
agree to participate in the construction, development and éﬁ;rétion of
the Project.

(g) '"Project Agreement" means the'ﬁgreement by which FAFL,
Fauji and Agrico obligate themselves to A.I.D. to carry out the Project
in accordance with the terms and conditions stated thercin.

(h) "Shareholders' Agreement" means the agrecment between
‘Fauji and Agrico (Exhibit C to the Participation Agreement) relating
to their status as shareholders of FAFL.

(1) "Technical Assistance Agreement" meéns the agreement
between FAFL and Agrico (Exhibit D to the Participation Agreement) under
which Agrico shall furnish FAFL manpower, training facilities and othexr
sexvices. | |

(3) '"Marketing Agrcement' means the agreement (Exhibit E to
the Participation Agrecement) relating to the role of the manufactured
urea fcrtilizqfthrough out Pakistan,

(k) "Know llow Agrecment" means the agreement between FAFL
and Agrico (Exhibit F to the Participation Agrecment) under which Agrico

agrees to make available to FAFL pxoprietary and technical information

relating td fertilizer plant design and operation.
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ARTICLE IIT
Loan Terms

SECTIdN 3.01. Intefest. The Borrower shall pay to A.I.D.
interest which shall accrue at the rate of two percent (2%) per ‘annum
for ten {10) years following the date of,the first disbursement here-
under and at the rate of three percent‘(3%) per annum thereafter on thé
outstanding balance of Principal and on any duc and unpaid interest.
Interest on the outstanding balance shall accrue from the daie of each
respective disbursement (as such date is defined in Section 8.04) and )
shall be computed on the basis of a 365—day'yéar. Intercst shall be
. payable semi-annually. The first payment of interest shall be due
and payable no later than six (6) months after the first disburscment
hereunder, on a date to be specified by A.I.D.

SECTION 3.02. Repayment. The Borrower shall rcpay the
Principal to A.I.D. within forty (40) years from the date of the first
disbursement hereunder in sixty-one (61) approximately equal semi-annual
installwents of Principal and interest. The first Installment of Prin-
cipal shall be payable nine and one-half (9%) years after the date on
which the first interest payment is due in accordance with Section 3.01.
A.I.D. shall provide theBorrower with an amortization schedule in
accordance with this Section after the final disbursement under the
Loan.

SECTION 3.03. Application, Currency, and Placc of Payment.

All payments of interest and Principal hereunder shall be made in

United States Dollars and shall be applied first to the payment of
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interest dge and then to the repayment of'Principal. Except as A.I.D.
may otherwise specify in writing, all such payments shail be made to
the Controller, Agency for International Development, Washington, D.C.,
' U.S.A., and shall be deemed made when received by the Office of zhe
Contréller. ' |

SECTION 3.04. Prepayment. ‘Upon payment cof all iﬁterest and
refurds then due, the Borrower may prepay, without penalty, gll or
any part of the Principal. Any such prepayment shall be appliea to

the installments of Principal in the inverse Qrdér of their maturity.

SECTION 3.05. Renegotiation of the Terms of the Loan. The

Borrower agrees to negotiate with A.I.D., at such time or times as
A.IL.D. may request an acceleration of the repayment of the Loan in the
event that there is any significant improvement in the internal and
external economic and financial position and prospects of the country

of the Borrower.

ARTICLE IV
€
Conditions Precedent to Disbursement

SECTION 4.01. Initial Conditions Precedent to Disbursement.

Prior to initial disbursement or to the issuance of the first-letter
of commitment under the Loan, the Borrower shall, except as A.I.D.
may otherwise agree in writing, furnish to A.I.D. in form and substance

satisfactory to A.L.D.:


http:RenegoUati.on
http:refur.ds

-6-

(a) An opiﬂion of the Minister of Law of Pakistan or of other
counsel acceptable to &4.I.D. that this Agreement has been duly'autho-
rized or raﬁified by 2nd executed on behalf of the Borrower, and that
it constitutes a valid ﬁnd'legally binding obligation of the Bortower
in accordance with all of its terms. - .

_(b) A statecent of the names of the persons holding or actiné
in the office of the Borrower specified in Section 10.03 and a speci~-

men signature of each such person specified in such statement.
(¢) Evidence that (i) the Borrower and/or FAFL have entered
into Investment Agreecents satisfacﬁory to A.I.D. with the Investors

listed below for financiﬁg of the Project in the following amounts:

(Expressed in Million US$)

Equity Local Foreign

Currency Currency Total
Faujdi 22,2 - 22.2
Agrico - 22.2 22,2
International rinance . - 3.0 3.0

Corporation (IFC).

Foreign participents to - 4.9 4.9
be arranged. :

The Pakistan tudblic threoush 21.7
Governcent indus:triel dsvelcepzent
and financial institutiens or
corporations.

Sub To=zal: 43,3 30.1 74.0



Debt . Local ~ Foreign
’ ,Currency Currency Total
ADIOD. ) - 40.0 40.0
International Bank for - 50.0 50,9

Reconstruction and Development

Kreditanstalt fur Wiederaufbau - - 30.0 30,0
Pakistan Financing Institutions 59.7 53,7
Sub Total: : . 52.7 120.0 172.7
Grand Total: 95.5 152.1 245.7

and (1i) the Investment Agreements have been duly authorized or ratified
by and executed on behalé of the parties théreto and constitute valid
and 1éga11y binding obligations in accordance with their terms.

(d) Evidence that (i) FAFL is 2 public limited liability
company ir good standing under the law of Pakistan (ii) FAFL's Memo~
‘randum of Associatinn and Articles of Association are identical to
Exhibits A and B of the Participation Agreement (iii) individuals with
demonstrated management capability and appropriate experience have been
appointed to, and are serving in, the positions enumerated in Section
7.03(a) of the Participation Agreement and (iv) all contracts made in
the name of or for the benefit of FAFL prior to its incorporatiom shall
have been ratified by and are legally binding upon FAFL.

(e) Evidence that (i) tHe following agreements mutually
satisfactory to A.I.D. and ﬁorrower have been executed:

(a) Gas Supply Agreccent (d) Technical Assistance Agree-zat

(b) Participation Agreecent (e) Marketing Agreezent
(c) Shareholder's Agreezent (f) Know How Agreecent,
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and (ii)-such agrecments have been duly aﬁthorized or rétified by and
executed on behalf of the parties thereto and constitute valid aqd
legally binding obligations in accordance with thelr terms.

(f) Evidence that the Project Agreement executed on behalf of
FAFL,Fauji and Agrico (1) has been duly authorized or ratifiled by all
necessary corporate, administrative and éoﬁerﬁmental action and (ii)
constitutes a valid and legally binding obligation of FAFL,Fauji and
" Anrico in accordance with its terms.

(g) Evidence that the Financing Agreement shall ha&e been
duly execcuted and delivered on behalf of the Borrower and FAFL and
shall have become fully effective and binding on such parties in
accordance with its terms;

(h) FEvidence that the gas reserves in the Mari gas field
‘are sufficilent to service the Project as well as the existing Esso
fertilizer plant and National Fertilizer Company's proposed Mirpru
Mathelo Project.

(1) Evidence that FAFL shall have acquired all lands and
properties and all_rights, casements, privileges and approvals
pertaining to such lands and properties as shall be necessary or
appropriate to enable FAFL to carry out the Project.

(j) Evidence that the Borrower has taken action satisfactory
to A.I.D. to facilitate the entry of goods for the Projecct into Pakistan
and their delivery for use in the Project.

(k) ﬁvidencc that adequate water supplies will be available

to carry out the Project;
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(1) A scope of work for a study to assure that adequate rail
and road transportation will be developed to transport the urea ferti~
lizer product from the Project site to all important agricultural
areas of Pakistan. ' ;

(m). Detailed schedules and proposed arrangements for all.
engineering, planning, design and constfucfion required to complete the
Project; '

(n) Executed contracts for construction and such‘ogher
services as A.I.D..may specify for the Project wiéh firms acceptable
to A.I.D,; and |

(o) Evidence that the Borrower shall have approved the
Investment Agrecments not executed by Borrower, the Gas Supply Agree-
. ment, the Project Agreement and the Participation Agreement and all
exhibits thereto.

SECTION 4.02. Terminal Dates for Mecting Conditions Prece-

dent to Disbursement. If all of the conditions specified in Section

4.01 shall not have been met within oné—hundred—twenty (120) days
from the date of this Agreement, or such later date as A.I1.D. may

o
agree to in writing, A.I.D., at its option, may terminate this
Agreement by giving written notice to the Borrower. Upon gilving of
such notice, this Agfcement and all obligations of the parties there-

‘ under shall terminate.

SECTION 4,03. Notification of Mecting Conditions Preccedent to

Disbursement. A.I.D. shall notify the Borrower upon determination by

A.I.D. that the conditions precedent to disbursement specified in

Sections 4.01 have been met.
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ARTI&LE v
Covenants

SECTION 5.01., Covenants. The Borrower, in consideration of
this Loan, hereby covenants and warrants that: d

(a)- Borrower shall cause FAFL to carry out the Project with
due diligence and efficicency, and in conforﬁity with sound administra—.
tive, financial, engineering and industrial practices applicable from-
time to time to the fertilizer industry, and shall not take gr permit
ény action which would interfere with FAFL's obliéations undgr the
Project Agrcecment.

(b) Borrower shall make available'or cause to be made avail-
iable to TAYL, promptly as nceded, ~nd on terms and conditions acceptable
to A.I.D., the land, funds, and other resources which are required, in
addition to the Loan and the funds made availabie by the Investors,
for the carrying out of the Projecct. |

(c) Subject to the provisions of this agreement and the
provisions of aprecments approved by A.I.D. hercunder, Borrower will
permit FAFL to manage its activities, business and affairs pursuant
to the authority and terms of its Memorandum of Associlatien and
Articles of Association.

(d) Borrowe; and A.I.D. shall cooperate fully to assure that
the Project will be accomplishied. To this end, the P-rrower dnd A.T.D.
shal; from time to time, at the request of either party, cxchange
views through theilr representatives with regard to the progress of the
Project, the performance of the Borrower éf its obligations under this
Agreement, the performance of contractors and suppliers engaged in the

Project, and other matters relating to the Project.
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(e) (i) Borrower in connection with obtaining the Loan, or
taking any action under or with respect to this Agreement, has not paid,
and will not pay or agree to pay, nor to the best of its'knowledge has
there been paid nor will there be paid or agfeed to he paid by any
person or entity, commissions, fees or other payments of‘any kind,
except as‘regular compensation for bona fide professional, technical,'
or comparable services. Borrower shall promptly report to A.I.D. aﬁy.
payment or agreemecnt to pay for such bona fide profcssional,wtechnical,
or comparable services to which it is a parry; Qr‘af wvhich it has i
knowledge (indicating'whethcr such payment has been made or is to be
made on a contingent basis), and if the amount of any such payment is
deemed unreasonable by A.I.D., the same shall be adjusted in a manner
satisfactory to A.I.D, .

(1i) No payments have been or will be received by
Borrower, or any official of Borrower, in conﬂcction with the procure~
ment of goods and scrvices financed hcreunderf except fces, taxes or
similar pavments legally established in Pakistan,

(f) Borrower has disclosed to A.I.D. all circumstances
which may materially affect the Project or ‘the discharge of the
Borrower's obligations under this Agreement and will promptly inform
A.I.D. of any conditions which interfere, or which it is reasonable
to believe will interfere, with the Projecct or the discharge of the

Borrower's obligations under this Agrecement.
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SECTION 5.02. Terms of Relending.

(a) The Borrower shall transfer to FATL thé proceeds of the
Loan, together'with funds made available to Borrower for purposes of
the Project by the Investors "_ and all other funds'requiped

' and conditions

for the Project, pursuant to the terms,of a Financing Agreement satis~
factory to A.I.D. Except as A.I.D. shall otherwise agree,.the funds |
_ to be made available by A.I.D. and the Investors shall be relent to
FAFL on, inter alia, the following terms and conditions: -

(i) interest at the rate of ten percent (10%) per year;

(11) repayment of briﬁcipal and iﬁtercst over a ten-~year
. period following a five-year grace period as to principal; and

(1ii) acceptance of the foreign exchange risk by FAFL with
respect to outstanding amounts.

(b) The Borrower shall cause FAFL to apply the proceeds of
the Loan to the financing of expenditures on the Project in accordance

with the provisions of this Loan Agrecement and the Projcct Agreement.

SECTION 5.03. Financing Aprecment.

(a) The Berowcr shall exercise 1ts rights under the Financing
Agreement in such a manner as to protect the intercsts of Borrower and
A.I.D. and to accomplish the purposcs of the Loan.

(b) No rights or obligations under the Financing Agreccment
shall be assigned, amended, abrogated or waived by the Borrower with-
out the prior concurrence of A.I.D.

SECTION 5.04. Funds and other Resources to be Provided by

Borrowex. The Borrower herein agrees to provide promptly as needed all
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funds, including both local and forelgn cﬁrrencies, in additior. to the
Loan, and all other resources required for the punctual and effective '
carrying out of the Project.

SECTION 5.05. TFertilizer Marketing. 1In order to assufé the

succeés of the Project, Borrower shall allow FAFL to market throughout
Pakistan iﬁported and locally produced urea, phosphate and compound
fertilizers, both prior to FATFL's commencement of production_and
subsequent thercto. FATFL shall be allowed to market its own uréa
fertilizer produét throughout Pakistan.

SECTION 5.00. Transportnfion Study. Borrower shall carry out

the transportation study described in Section 4.01(L) with due dili-
gence and efficiency and shall implement the recommendations resulting
from such study in consultation with A.I.D.

| SECTION 5.07. Taxation. This Agreement, the Loan and any
evidence of indchtedness issued in connection hcrgwith shall be free
from, and the Principal and interest shall be paid without deduction
for and be frece from, any taxation or fees imposed under the laws in
effect in Pakistan., The Borrower shall endeavor to obtain for all
commodities financed hercunder an exemption from identifiable taxes,
tariffs, dutiles and other levies imposed under the laws in effect in
Pakistan. As, and to the oxtcnt‘that (a) any contractor finaﬁced
hercunder, any personnel of such contractor and any property or trans-
actions relating to such contracts and (b) any commodity procurcment
transaction financed hercunder, arec not exempt from identlfiable taxes,

duties and other levies imposed under laws in effect in Pakistan, the
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Borrower, except as A.I.D. may otherwlse agree, shall pay or reimburse
the same under Section 5.01 (b) of this Agreement with funds other than
those provided under the Loan.

SECTION 5.08. Investment Guaranty Project Approval. The

Borrower agrees that the contracts to be financed under this Agreemeﬁt
may be insured by the Overseas Private Invéstment Corporation, an ‘
agency of the United States of Amcrica, pursuant to the Agrcement
between the Government of Pakistan and the United Stated of America on

the subject of investment guarantces.
ARTICLE VI’

"Records, Reports and Inspection

SECTION 6.0l. Maintenance and Audit of Records, The Borrower

‘shall cause to be maintained, in accordance with sound accounting principlo;
and practices consistenily applied, books and records relating Loth to the
Project and to the Loan. Such books and records shall, without limitation,
be adequate to show:

(a) the receipt and use made of goods and services acquired for
the Project with funds disbursed pursuant to this Agreement and the
Investment Agrecments;

(b) the naturc and extent of solicitations of prospective suppliers
of goods and services acquired;

{(c) the basis of the award of contracts and orders to successful

bidders; and

(d) the progress of the Project.
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Such books and records shall be regularly audited, in acccrdance with
standard Government of Pakistan auditing procedures, and shall, excebﬁ
as A.I.D. may otherwisc agree in writing, be maintained for three (3)
years after the date of the final disbursement hereunder.

SECTION 6.02. Reports. |

The Borrower shall furnish or cause to be furnished to A.I.D.
" all such information as A.I.D.'shall reasonably request concérninq (i)
the Loan and utilization of‘El‘igible Ttems; (ii) the Project; (iii)
the administration, operations and. financial conditions of FAFL; (iv)
the policies of Borrower concerning fertilizer supply, credit, marketing
.and use withing Pakistan; and (v) other matters relating to the purposcs
of the Loan.

SECTION 6.03. Inspections. The authorized representatives of
A.I.D. shall have the right at all rcasonable times to observe the operation
of the Project and inspect the utilization of all éoods and services
financed hercunder, and the Brorrowcr's'books, records, and other documents
relating to the Project, the Loan and the Finuncing Agrcement. The Borrower
shall cooperate witﬁrA.I.D. to fac.litate such inspections and shall permit
representatives of A.T.D. to visit any part of Pakistan for any purpose

related to the Loan.
ARTICLE VII

Procurement

SECTION 7.01. DProcurcment from the United States and Code 941

Countries. .Except as A.I.D. may otherwise agrce in writing, disbursements

made pursuant to Scctions 8,01 and 8.02 shall be used exclusively to finance
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the procurement for the Project of goods aﬁd services; and marine
insurance, having both their source and origin in the United States of
America or countries included in Code 941 of the A.I.D. Geographic Code
Book as in effect at the time of such procurcment.

SECTION 7.02. Eligibility Dates. Except as A.I.D. may other-

wise agree in writing, no goods or services may be financed undexr the
Loan which are procured pursuant to orders or contracts firmly placed or

entered into prior to the signing of this Agreement.

SECTION 7.02. Approval of Contracts and Other Documents. Ex-

cept as A.I.D. may otherwise agrece in writing, all bid documents and
documents related to the solicitation of proposals related to Eligible
.items shall be approved by A.I.D. in writing prior to ‘their issuance.
Except as A, I.D. may otherwise qucify in Implementation Letters, all
contracts or amendments *hercto shall be appro&od by A.I.D. in writing
prior to their execution.

SECTION 7.04. Shipping and Insurance.

{a) Goods financed under the Louan shall bc transported to
Pakistan on flag carriers of any country included in Code 935 of the A.I.D,
Georgraphic Code Book as in effect at the time of shipment, provided,

(1) At leas£ fifty percent (50%) of the gross tonnage of all
commodities (computced separately for dry bulk carriers, dry cargo liners
and tankers) financed hercunder which may be transported on occan vessels
shali be transported on privately-owned United States~flayg commercial

vessels.,
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(ii) Additionally, at least fifty percent-kSO%) of the gross
freight revenue generated by all shipments financed hereunder and
transported to Pakistan on dry cargo liners shall be paid to or .for
the benefit of privately-owned United States-flag commercial vessels.

(iii) Compliance with the requirémeﬁts of (i) and (ii) above
must be achieved with respect to cargo transported from U.S. ports and
* also to cargo transported from nan-U.S. ports, computed sepafatoly.

(iv) Within ninety (90) days following the end of cach calendér
quarter, or such other periéd as A.L.D. may-specify in writing, the
Borrower shall furnish a.I.D. with a statement, in form and substunce
"satisfacteory to A.I.D., reporting on compliance with the requircements of
" this Section.

(v) No such goods may be transported on any occan vesscl (or air-
craft) which A.I.D., in a notice to the Borrower, has designated as in-
eligible to carry A.I.D.-financed goods or which has hecn chartered for the
carriage of A.I.D.~-financed goods unless such charter has been approved by
A.I.D.

(b)) If, in connection with the placement of marine insurance on
shipments to be financed hercunder the Borrower, by statute, decrce, rule,
or regulation, favors'any marine insurance company of any country ovexr any
marine insurance company authorized to do business in any state of the
United States of America, qoods procured from the United States and financed
under the Loan shall, during the continuance of such discrimination, be

insured against mavrine risk in the United States of America with a company
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or companies authorized to do a marine insurance business in any state
of the United States of America.

(c) The Borrowr» chall insure, or cause to be insured,. all

goods financed under ¢ - i nadnst risks incident to their transit
to tie point of thu's (¢ lir.ifewiit jeot.. Such insurance shall be issued
upon terms and cor Tte Guisoes i otent with sound commercial practice, shall

insure the full vglue of the goods, and shall be payable in fhe'currency

in which such goods were financed. Any indemnification received by thg‘
Borrower under such insurance shall be used to replace or repair any

- material damage or any loss of the goods insurcd or shall be used to
reimburse the Borrower for the replacement or repair of such goods. Any
such replacements shall have both their source and origin in countries
included in Code 941 of the A.I.D. Geographic Code Book unless A.I.D. shall .
otherwise agrec in writing and shall be otherwise subject to the provisions
of this Agreement.

SECTION 7.05, Utilization of Goods and Services.

(a) Eligible Items shall be used exclusively for the Project,
except as N.I.D. nmay othuewise agrec in writing.

(b) Except as A.I.D. may otherwise agree in writing, no Eligible
Items shall be used tb promote or assist any foreign aid project or activity
associated with or fin nced by any country not included in Code 935 of the

A.I.D. Geograghic Code Book as in effect at the time of such use.
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SECTION 7}06. Reasonable Price. No more than reasonable

prices shall be paid for anylEligible Items. Such items shall be

procured on a fair and, except for professional services, on a cqmpetitive
basis in accordance with procedures therefor prescribed in Implémentation
Letters.

SECTION 7.07. Notification to Pote: -f.al Suppliers. In order

. that all United States firms shall have the opportunity to participate in
furnishing Eligible Items, the Borrower shall furnish to A.I.D. appropriate
information with regard thereto at such time as A.I.D. may request in
Implementation Letters.

SECTION 7.08. Information and Marking. The Borrower will

. cooperate with A.I.D. in its efforts to disscminate information concerning
the Project and shall comply with such reasonable instructions with respect

to the marking of Eligible Items as A.I.D. may issue from time to time.

ARTICLE VIII

Disbursements

SECTION 8.01. Dishursement for Foreign Exchange Costs - Letters

of Commitment to United States Banks. Upon satisfaction of conditions

precedent, the Borrower may, from time to time, request A.I.D. to issuc
Letters of Commitment for specificd amounts to one or more United States
banks, satisfactory to A.I.D., committing A.I.D. to recimburse such bank or
banks for payments made by them to contractors or supplicrs, through the

use of Letters of Credit or otherwise, for the foreign exchange costs of
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Eligible Items procured for the Project in acgordance with the tgrms
and conditions of this agreement. Payment by a bank to a contractor

or supplier will be made by the bank upon presentation of such suppért—
ing documentation as A.I.D. may presc;ibe in Letters of Commitment and
Implementation Letters. Banking charges incurred in connection with
Letters of Comnmitment and Letters of Credit shall be for the aécount v
of the Borrower and may be financed under the Loan.

SECTION 8.02. Other Forms of Disbursement. Disbhursements of

the Loan may also be made through such other mcans as the Borrower and
“A,T.D. may agree in writing.

SECTION 8.03. Date of Disbursement. Disbursements by A.T.D.

shall be dcemed vo occur in the case of disburscments pursuoent to
Sections 8.01 and 8.02 on the date on which A.I.D. makes a disbursement
to the Borrower, to its designee, or to a banking institution purcuant

to a Letter of Commitment.
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SECTION 8.04. Issuance of Letters of Commitment. Unless
otherwise agreed in writing by A.I.D. the terminal date for issuance of

Letters of Commitment is -and no Letter of Credit

may be established having an expiration date later than

SECTION 8.06. Terminal Date for Disbursement. FExcept as A.I.D.
may otherwise agree in writing, no disbursement shzll be made under

Section 8.02 or against documentation received by A.J.D. described in

Section 8.01 after . A.I.D. at its option, may at
any time or times after such date reduce the Loan by all or any part

thereof for which Letters of Commitment have not been issued.

ARTICLE IX

Cancellation, Suspension and Acceleration

SECTION 9.0l1. Cancellation by the Government., The Borrower may,

with the prior written consent of A.ILD., by written notice to A.I.D.
cancel any part of the Loan (i) which, prior to the giving of such notice,
A.XI.D. has not disbursed cr committed itself to disburse, or (ii) which
has not then been utilized through the issuance of irrevocable Letters of
Credit or fhrough bank payments made other than under irrcvocable Letters
of Credit.

SECTION 9.02. Fvents of Default; Acceleration., If anyone or

more of the following cvents ("Events of Default") shall occur:

(a) The Borrower shall have failed to pay when due any interest
or installment of Principal required under this Agreement;

(b) The Borrower shall have failed to comply with any other

provision of this Agrecement;

.
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.(c) The Borrower shall have faiied to pay when due an?
interest or any installment of Principal of any other payment required
under any other loan agreement, any guaranty agrcement, or any othef‘
agrecment between the Borrower or any of its agencies and A.I.D. or any
of its predeccssor agencies;

(d) A default shall have occurnea in the performance by the
Borrower or FAFL of any of its obligations under the Financing Agreement;

(e) A default shall have occurred in the pcrformanée'by YAFL,
Fauji or Agrico of any of its obligations under the Project Agrecmcnt;<

(£f) FAFL's Memorandum of Ascsociation and Articles of Association
or any provision thereof, shall have been amended without prior consent of
CA.I.D. in any manner which in the rcasonable opinion of A.I.D. would have
material adverse cffect upon the carrying out of the Project in accordance
with the Project Rgreement;

(g) Without prior consent of A.I.D., the Borrower for any other
authority having jurisdiction shall have taken any action for the dissolu-
tion or disestablishmont of FAFL ox for the suspension of its operations:

(h) A default shall have occurred in the performance of any obligation
of the Borrower or FAFIL pursuant to any of the Investmen® Agreements;

(i) FArL shall have beccome unable to pay its debts as they mature,
or any action or proceeding shall be taken by FAFL or others wherceby any of
its property or assets shall or may be distributed among or administercd for
the benefit of its creditors;

(3) hhy situation shall have arisen which interferes, or threatens

to interfere, with the supply of gas required for the Project in accordance

with the terms of the Gas Supply Agreement; or
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(k) FAFL shall have created, acquired or taken over a sub-
sidiary or any other entity, if such creation, acquisition or "taking
over would, in the reasonable opinion of A.I.D., adversely affect the
conduct of FAFL's business, FAFL's financia}'condition, the efficiqncy
of FAFL's ménagcment and personnel, the carrying out of thé Project;
Then A.I.D., in addition to the remedies provided hereunder may, at its
option, give the Borrower notice of the existence of the déf;ult, and,
unless the Event of Defar.c is cured within sixty.(60) days from the da;e
of such notice;

(i) such unrepaid Principal and any accrued interest hereunder
shall be due and payable immediately; and

(ii) the amount of any further disbhburscements made under then
6utstanding irrevocable Letters of Credjt or otherwisc shall become due
and payable as soon as made.

SECTICN 9.03. Suspension of Dichursements. In the event that at

any time:

(a) An EVQPt of Default has occurred;

(b) An cvent occurs that A.I.D. determines to be an extraordinary
situation that makes it improbable ecither that the purposes of the Loan will
be attained or that the Borrower will be able to perform its 6b1igations
under this Agreement; or

(c) any disbursement would be in violation of the legislation
governing A.I.D.;

Then A.I.D. in addition to the remedies provided elscwhere herein may at its

option:
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(1) Suspcné or cancel outstanding commitment documents tolthe
extent thaé they have not been ufilized throught the issuance of irre-
vocable Letters of Credit of fhrough bank payments made other than under
irrevocable Letters of Credit; in which event A.I.D. shall give notice
to the Borxrower promptly thercqfter;

(ii) Decline to make disbursements other than udner outstanding
commitment documents;

(iidi) Dgcline to issuc additional commitment docum;nté; and

(iv) At A.I.D.'s expense, dircct that titlc to goods financeé.
under the Loan shall be transferred to A.I.D. if thé goods are from a
source outside the country of the Borrower, are in a deliverable state
and have not been offloaded in ports of entry of the country of the
Borrower. Any disburscment made under the Loan with respect to such
transferred goods chall be deducted from Principal.

SFCTION 9.04. Cancellation by A.T.D. Following any suspension

of disbursecments purcuant to Scclion 9.03, if the Eause or causes for such
suspension of disburscements shall not have been eliminated or corrected
within sixty (60) days from the date of suspension, A.I.D., may, at its
option, at any time or times thercaflter, ca#cel all or any part of the
Loan that is not then either disbursed or subject to irrevocable Letters
of Credit.

SECTION 9.05. Continued Effecctiveness of Agreement. Noiwithstand-

ing any cancellation, suspension of disbursement or acceleration of repay-
ment, the provisions of this Agrcement shall continue in full force and
cffect until the payment in full of all Principal and any accrued intercest

hereunder. *
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SECTION §.06. Refunds..

(a) In the case of any disbursement not supported by valid
documentation in accordance with the terms of this Agreement, or of any
disbursement not made or used in accordance with the teLms of tgis
Agreement, A.I.D., notwithstanding the availability or exercise of ‘any
of thé other recmedies provided for uﬁder this Agreemént, may require the
Borrower to refund such amount in United States dollars to A.I.D. within
pinety (90) days after receipt of a request therefor. Such amount shall
be made available first for the cost of goods and scrvices procured.for
the Project hercunder, to the exteﬁt justified; the remaindcr, if any,
shall be applied to the installments of Principal in the inverse order of
- their maturity and the amount of the Loan shall be reduced by the amount
of such remainder. Notwithstanding any other provision in this Agyreement,
A.I.D.'s right to require a refund with respect to any disbursement under
the Loan sﬁall continue for five ycars following the date of such dis-
bursement.

(b) In the event that A.I.D. receives a-refund from any con-
tractor, supplicr, or banking institution, or from any other third party
connected with the Loan, with respect to goods or scrvices financed under
the Loan, and such refund relates to an unrcasonable price for goods or
services that were inadequate, A.I.D. shall first make such refund available
for the cost of goods and scrvices procured for the Project hercundcr.to the

extent justified, the remainder to be applied to the installments of
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Principal in the inverse order of their maturity and the amount of the
Loan shall be reduced by the amount of such remainder.

SECTION 2.07. Expenses of Collection. All reasonable costs

»

incurred by A.I.D., other than salaries of its staff, in connection with
the collectibn of any refund or in cennection with amounts due A.I.D. py
reason of the occurience of any of tﬁe events specified in'Section 9.02

* may be charged to the Borrower and reimbursed to A.I.D. in sgch manner as
A.I.D. may specify. .

SECTION 9.08. Non-Waiver of Remcdies. No delay in exercising or

omission to exercise any right, po@cr, or remedy aceruing to A.I.D. under
" this Agrecement shall be construed as a waiver of any of such rights, powers
or remcdies.

ARTICLE X

Miscelloneous

SECTION 10.0l. Communications. Any not;ce, requests, document
or other commuaication given, made or sent by the Borrower or A.I.D. pursuant
to this Agreoment shall be in writing or by telegram, cable or radiogram
and shall bhe decmcd.to have been duly given, made or sent to the party to
which it is addressed when it‘shall be delivered to such party by hand or by
mail, tecleqgram, cable or radiogram at the following addresses:
TO BORROWER:
Mail Address: Economic Affairs Division

Ministry of Finance, Planning and LEconomic Affairs

Islamabad, Pakistan

CABLE ADDRESS: ECONOMIC
Islamabad
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TO A.I.D.:

Mail Address: United States Agency for International DeVelopment
Islamabad, Pakistan

Cable Address: USAIDPAK

Islamabad
Other addresses may be substituted for thé'above upon the giving of notice.
All notices, requests, communications and documents submitted to A.T.D.
hereunder shall be in English, except as A.I.D. may otherwisé agrec in
writing. i

SECTION 10.02. Representatives. TFor all purposes relative to

this Agreement, the Borrower will be represented by the individual holdin§
or acting in the office of the Sccretary, Economic Affairs Division and
A.I.D., will be fcprcsented by the individual holding or acting in the office
of the Director, U.S.A.I.D. Mission to Pakistan. Sucl ..dividuals shall have
the authority to designate by written notice addition. ~presentatives.

In the event of any replacemernt or other dcsignatjon ofi a representative
hercunder, Borrower shall submit a statement of the representative's name
and specimen signature in form and substance satisfactory to A.I.D. Until
receipt by A.I.D. of written notice of revocation of the authority of any

of the duly authorized representative of the Borrower designated pursuvant

to this Section, it ﬁay accept the signature of any such representative or
representatives on any instrument as conclusive evidence that any action
effected by such instrument is duly authorized.

SECTION 10.03. Implementation Tetters. A.I.D, may from time to

time issue Implementation Letters that will prescribe the procedures applicable

herceunder in conncction with the implementation of this Agrecment.
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'SECTION 10.04. Promissory Notes. At such time or times as

A.I.D. may request, the Borrower shall issue promissory notes or such
other evidence of indebtedness with respect to the Loaq, in suc@ form,
containing ;uch terms and supported by such legal opinions as A.I.D. may
reasqnable request.

SECTION 10.05. Termination Upon Full Pavment. Upon payment in

full of the Principal and of'any accrued interest, this Agreement and all
.obligations of the Rorrower and A.I.D. under this Ioan Agreement: shall -
terminate.

IN WITNESS WHEREOF, the Borrower and the United States of America,
ecach acting through its respective duly authorized representative have
caused this hgreement to be'signcd in their names and delivered as of the

day and ycar first akove written.

PRESIDENT OF PAKISTAN

By:

Name:

Title:

UNITED STATES OF AMERICA

By:

Name:

Pitle:






