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PROJECT PAPER 

PAKISTAn: FAUJI-AGRICO FERTILIZER PROJECT 

SUHMARY AND RECOMMENDATIONS 

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

2. Benefici~r: 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 Fauj i Foundation of Pakistan 1mel 30 percent 
by the Agrico Checmical Company of Tulsa, Oklahoma. 
The remaining 40 percent of the company's equity 
will be held as follows: 29.4 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. 

3. Loan ~~OQ~t: $40.0 million. 

4. Loan Terms: 

To t::e i]o're:::,n.::.e:-.:': 40 years, including a la-year grace period on 
the repayment of principal, with interest at 
2% per year during the grace period and 3% 
per year thereafter. 

To the Beneficiary: 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. 

5. Tctal Project $246.7 million, of which 150.1 million (61%) is the 
~: estimated foreign exchange cost (to be financed by 

the A.I.D. and other foreign exchange loans a~d 
e:~'.li.ty). The local currency cost of the project 
,·~96. 6 ::lilliOJ1 equi valeIlt) '..;lll ue provld.ed. by the 
local investors ($43.9 million equivalent in the 
for~ of equity), and local financial institutions, 
rihich are Government controlled ($52.7 million 
eq· .. li valent in 2.ong-term loans). 

http:provld.ed
http:e:~'.li.ty


6. Project: 

7. Backs;round: 

v 

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 have an annual rated capacity of 
315,000 tons of/8'.mmonia and 543,000 tons of urea 
or about 24~,boo 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 nat-~al gas resources 
to prod.uce domestically more of its growing 
fertilizer needs. 

8. EeE0rt-Import Bank Interest: 

9. Mission Views: 

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

The Nission supports the project and recommends 
approval of the loan. The Acting Mission Director's 
Certification pursuant to Section 611(e) of the 
?~r2ign Assistance Act of 1961, as amended, is 
a~tached as Annex 1. 

10. Statu1;or;r rteo:.!ire:::ent: 

All applicable criteria for the A.I.D. loan have been 
met. See Annex 2. 

11. Recommendation: That a loan to the GOP in the a~ount 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 ~s Annex 3. 

PROJECT COHMITTEE: 

USAID/Pa.l.;.is tan 

Chairman Chester S. Bell, Jr. 

Loan Offic'er l'homas L. Rishoi 

Engineering Advisor J~es G. Cassanos 

http:USAID/Pa.l.;.is
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Econo:1ist 
Capital Projects Advisor 
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Chair:1a.n 
Legal Advisor 
Contract Advjsor 
Engineering Advisor 
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Desk Officer 
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Thomas L. Dob1:Js 
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John Balis, NESA/TECH 
George McCloskey, NESA/SA 



vii 

DEFINITIONS 

CURRENCY EQUIVALEr:TS ~TEIGHTS AND MEASURES 

Rs 1.0 US$O.lO .1 Metric Ton (t) 
1 Metric Ton (t) 
1 Kilometer (km) 
1 Hectare 

= 1,000 Kilograms(I< 
= 2,204.6 Pounds Rs 10.0 US $1.00 

Rs 1 million = US$lOO,OOO = 0.62 miles 

1 Cubic Meter 
1 Bushel 
1 Maund 

= 2.47 acres 
- 35.3 cubic feet 
= 60.0 pounds 
= 82.3 pounds 

PRINCIPAL ABBREVIATIONS AND ACRONY14S USED 

CAN 
DAP 
K20(abbrev.K) 

MAP 

N 
NP 
P205 (aobrev. F) 

TSP 

J.1SCF 
TPD 
TPY 

DH 
FAFL 
GOP, GO'Jernment 
IFC 
IBRD 
NFC 
PASC 

Calcium .~monium Nitrate (26-0-0, i.e. 26% Nitrogen) 
Diammonium Phosphate (18-46-0, i.e. 18% Nitrogen, 46% P20

5
) 

Potassium Oxide, the Indicator of Potassium Content of 
F:ertilizer 

Mono-Ammol'.i'Jm Phosphate (11-55-0, i.e. 11% Nitrogen, 
... j. 551- F20?). .' 
~lurcge~, :ne Indlcator of tltrogen Content of Fertilizer 
::i :!'(~.!·.scphate (23-23-0) 
?hospl:C!,l.;s ?entoxicie, the Indicator of Phosphorus Content 

of ;;'e!':i lizer 
Tri:~·~.,=::;:.;-;:-:!r Phosphate (0-46-0, i.e. 46% P205) 

Thousa:!d Standard Cubic Feet 
Metric rons per Day 
t·rt:; ·:ri c ~ons per Year 

Dal'iOod Hercules Chemicals Limited 
7auji Agrico Fertilizer Limited 
Islamic Fep'Jolic of Pakistan, The Borrol'ler 
International Finance Corporation 
Internatior.al Bank 1'or Reconstr"Jction and Development 
iTational ?::-rtilizer Corporation 
Punjab P'.g·c:cultlJra1 SuppUes Cc::-po::-atic,:! 

:';C'? FISCAL YEAR 

. 
,j'J:"y 1 - JtHl C 30 

CROP ,(EAJ~ 

Summer (!:~;u':':') - April to SeptemoCl' 
:·Jin:er (Fati) Oct.ober to Harch 

http:Internatior.al


I. INTRODUCTION 

1.01. The Government of Pakistan has reque~ted an A.I.D. loan of $40.0 
million for a fertilizer project estimated to cqst $246.7 million, 
including $150.1 million in foreign exchange. Agrico-Chemical Company 
of Tulsa, Oklahoma, which will invest $22.2 million, will be a 
30 percent equity owner of the project. The balance of the project's 
foreign exchange requi~e~ents will come from the following sources: 
International Bank for Reconstruction and Development (IBRD), 
$50.0 million; Kreditanstalt Fur Wiederaufbau of Federal Republic 
of Germany (~{), $30.0 million; International Finance Corporation, 
$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 Foundation, $22.2 million 
( equity); Pakistan public, $21. 7 million (equity); and Pakistan 
financial institutions, $52.7 million (Gebt). 

1. 02. The proceeds from the foreign loans 'will be lent, either 
directly as in the case of the IBRD (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 la,.J's of Pakistan to build and operate the 
fertilizer plant. The plant, with a rated capacity of 543iOOO tons 
per year (TPY) of urea, or about 244,000 TPY of Nitrogen,!. 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 Punj ab Province, abo'.lt 30 miles from the Sind/Punj ab border and 
about 37) miles northeas~ ·)f :<:arachi. The site Hill have rail and 
road transport connectio~ to all important agricultural areas of the 
country. It will use nat'.lral gas from the nearby lo'!ari gas field as 
feedstock and fuel. 

1.03. The purpose of the construction of the facility is to increase 
domestic production of ure~ (on an efficient basis) in quantities 
adequate to reduce present dependence on costly and undependable 
imports. During the past 18 months the world FOB price of urea bas 
been as high as $400/ton and as 10101 as $170/ton. A corollary of 
reduced dependence on imports is a reduced foreign exchange require­
ment. During 1975 Pakistan expects to spend over $100 million 1'or 
imported fertilizer. Continued dependence on imported supplief, will 
tr.r~e.t~!l t!1== e:L.-:~ .. ix.:~::L. :::' "'~:1e .}:)?' s aGricultltral ta.re;etG rel" "?akistan. 
The goal of red'.lcing this d.,:,~endence is the availability of fer-tilizer 
on a reliable 'oasi3, and. at a reasonably dependable price. This 
is necessary if advance !Clanning and blldgeting is to be done by 
the Government arlj by inii vidual farmers. Small farmers in particular, 
who :an add to ?~~juctivitJ by converting their lands to more modern 

1./ Urea has a :1Ut:-1.ent c')!1tent of 46-0-0 i.e., 46% percent of the 
product's weight is nitrogen. 
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farming practices, do not have the financial cushion to permit them 
to con~it themselves 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 logi~al framework is attached as Annex 24. 

1.04. This project nas as its target groups the farmers of Pakistan, 
particularly the s~aller ones, and (in turn)·consumers of agricultural 
products. If fertilizer and other inputs are short, large farmers, 
with more capital and complimentary resources at their command, 
have the greatest ac~ess to those supplies. Only with reasonably 
large supplies in the economy can small farmers have assured ac~p.ss 
to key inputs. 

1. 05. Pakistan h9.s been 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 combil.~d to make this 
project of the hig;"est priority for the GOP. This priority is mani­
fested in the favorable terms the GOP has granted to the project 
promoters in order to ind.uce them to go forward "rith the project. 
These terms !ncl~de: approval in principle of a Technical Assistance 
Agreement and a t::"T1::;",r-n::,; Agreement between the local company and the 
U.S,' investors, (t!;e ?'"...:'lO~·;_hOT..r Agreement provides for the payment of 
$1.5 million ~ft2~ ~:=~letion of the project and $1.00 per ton of 
urea for a perio'i :::' : e:: ::e9.rs after production begins); relief from 
import duties; ::.::'5. =_ ~:>::.c::'!1tecd minimum rate of return on investor's 
equity, s·J.·oJ:-:t ::::!.:: -:.: satisfactory production. Tre GOP's sanction 
letters dated Apr:'l ?, :,;2.:, 6 and May 14, 1975, give the details 
under '"l:iich t;"e :;)? :-.::'3 ~;,proved this project ant'I. are provided as 
Annex 4. 

II. A~RICULTURE IN PAKISTAN 

A. Background 

2.01. Agriculture is the most important sector in Pakistan and the 
largest single con"';ributor to the national income, accounting at 
present for abO'.lt 33~ at the Gross Domestic Product (GDP) and 40% of 
export 8'l1-r:ings. =t ::lso c1ir·~(~tly or in1irectly provid·=s ',jork for 
some '70;; of th·2 ent-ire lal)C)r force. Current annual increases of 
approximately 3;'; in p:;pdation and 5.8% in GDP, plus a national policy 
to imp:::o.'e J.i.-~·i!1; 3t::.nie.::-:is further emphasize the reliance of the 
country on a :-:2alt::y ::':1i expanding agricultur'l.l 3ector. 

2.02. During the :-:::'1-1958's, all fc.".iI" provinces - Punjab, Sind, 
B9.1uchist3.n and ::le ::or:::'i;cst Frontier Province (NvlFP), - changed from 
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a'conditiQn of food ~~orting to food importing due to an increasing 
population and insufficient attention beibg given to agriculture. 
Nore re~ently, 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 higher agricultural production~ the Government has 
endeavored to increase the availability of maJo~ inputs such as 
fertilizer, water, improved seeds and pesticid(!s, 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 can§i.ls and over 100,000 tubewells. Out of a total cultivated area 
in P~~istan 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 400,000 nutrient tons in 1974, with 
imports in 1974 of about 100,000 nutrient tons or 25% of consumption. 

B. Current Situation 

2.04. In the 1974 croa year, even though 1.06 million acres of cotton, 
470,000 acres of rice ~d 150,000 acres of sugarcane were completely 
destroyed by the August 1973 floods, total agricultural production 
increased by 2.1 :percent. Hheat production in 197!~ benefited indirectly 
from the floods since so~e of the acreage on which summer crops had 
been destroyed T ... as subsequentJ.y planted in wheat, production of which 
rose to 7.5 million tons, surpassing the record level of the pr~vious 
year. Ou~put of crops on land not damaged by floods 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 recorded level while sugarcane rose by 20%, but it 
was still about 9% below its 1970 peak. 

2.05. In 1975, ~ue to the poorest rains and irrigation water supply 
conditions in many years, total production is expected to decline. 
River flows during last Sllm$er (1975 crop season) were the lowest 
in the past 90 years and irrigation canal supplies, except during the 
short period of release of Tarbela water, have been 40-50% of normal. 
The wheat areas are less than av~rage because of the low canal flows 
in t~~ irrig~~~~ ~ra~ts ~~in; plantine time, and the lateness of the 
fall rains in the non-irrigated areas. Because of early shortages 
of irrigation -,·;a-:e:-, far~ers also put less than normal fertilizer on 
their -.;:>.eat at planting, Hith adequate rainfall in December, January 
and Feor-c,ar-j s.ni a te:::pors.ry 12.5% reduction in fertilizer prices, 
Janua.r~· fert:1ize:- sales ',~ere up 150% and apparently top dressing of 
wheat ~;as heavier than norz::.al. As a result, production of wheat is 
likely to dro:;; oy only SO::le 6-7;~ from the 7.5 mill i or. tons last year 

http:norz::.al
http:te:::pors.ry
http:can�i.ls
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to about 7:1. million -tons this year'. Due ,to pests and water shortages 
during the 1974 su:nmer season, cotton production is expected to be 
approximately 4;; less than 1974. Sugarcane -¥ields ·~n the Sind have 
dropped con5iderably due to leck of water; this, together with the 
fact that 70% 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% or 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 adequate ;t'ains 
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 s'..lmlller months, and -,.;a.ter allocations are made promptly, 
thp. 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 geod weather, production of major crops 
in 1976 should increase by ?erhaps 8% over the depressed 1975 output. 

2.07. An agricultural groTNth rate of 5% or more per year can probably 
be sustained over the next decade if the price distortions and 
subsidies that now someti~es iiscourage production are reduced, and 
if reasonable progress is ~ade in planning and implementing agri­
cultural and rural develop::lent programs. In addition to adding to 
winter water supplies, the :arbela dam will help ensure the adequacy 
of water in the early spri~6 for planting and in the late summer 
and early aut'..;..':!."]. for crop ie-jelopment. Due to the flood control 
function of the Qa!:l, it is e:::ti..rnated that one million acres of 
previously seasonally flooded 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 Pal't of the water will 
be used to increase intensity of cultivation on presently cropped 
lands. Tne nunber of tubewells is growing at nearly 10% per year and 
plans are being made for reducing or eliminating water logging and 
salinity cc ditions over large areas. 

2.08. The supply of locall:.- ?roduced fertilizers is expected to increase 
from the approxinately 30~,JOO nutrient tons produced in 1974 to over 
1. 0 million nut:dent tons by 1982, lowering its economic cost and 
assuring adequate supplies. J.ro·.-:ing awareness of the importance of 
9:idit:'onal a.::.i :::'::.::1:,· 2.;r;·':'::':::::.-::io!"ls of pesticides wiE r>rc~w:l'lbly 

result in attention to this problem. AppUcation of pesticides to 
prevent crop losses d~e to ;ests is critical in increasing yields 
of sane crops, ?'lr:::i::!'..~lar2.:.- 2otton. vThen the risk of crop loss due 
to pests is rec;_'.tce~l 9,;ld 3.:o:ozling adequate water is available, farmers 
are likely to use !:lore fer~ilizers. 



-5-

. 2.09. An e.xrunple of both the a.dded 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 1972, to Rs. 75 per bag ($151. 5 per ton). 
The international price of urea, however, has risen since September 
1972 fro~ abo~t $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 whe~t has been increased by 118% (on the basis of Rs. 37 per 
matmd - $103 per ton - for wheat harvested in April 1975). Domestic 
farm-gate prices for cotton, paddy and sugarcane have risen respectively 
by 40%, 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, fr

7
0m 3:1 to 1.5:1 for paddy rice, 

and fro~ 9:1 to 6.5:1 for sugarcane. ! 

2.10. \Vbeat 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 
do~m both by export duties and by the prices paid by the Government 
export nonopo1i23 for these crops. Prices of sugarcane and sugar 
have also bee~ ~=;ally controlled, but at price levels that were at 
or near i-;orld !r~::.rket leve13, until the abnormal increases in sugar 
prices -:::e.t oeS-5:-, in 1971,. As of mid-l-1ay 1975 sugar retails at just 
under 20 cem:s p2r pound or slightly above the U. S. future marl.et 
price. 7.'1e more than doubling of the procurement price of wheat 
between the 1972 and 1975 crops, however, has no~ brought the price 
to jus t. ::y;er $100 per ton (about $103) compared to the April cash 
price on the Chicaso Com:nodHy Exehange of about $130 per ton($3.60/bu.). 
The price paid to millers for c,'arse milled rice on Government procure­
ment fo~ 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. Othel' agricultural prices 
are not c·")ntroll:=l dir2ctly, ::,ut rather th~l'e ~r'-;; :Hns on their export 
(:me9.t, :'~·:..;,i t.) h::5:::!c.3.01e:s). OLiler crops are l';o~d at reluti vely 
free d~::J.2stic ~3.rket pri-::es. This results in certain anomalies such 
as the pr:ce of grain being about 20% higher than the market price of 
wheat ani the price of maize being above that of ',;heat. 

1/ 3ase::l on FAO/GOP soil fertility trials and agricultural research 
statio!1. results outlined in IBRD Report 373-PAK, :·~ultan Fertilizer Factory. 
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2.11. :ie 163% increase in fertilizer pri~es in the last 4 years 
bas ra~sed urea and DAP prices to about $150 per ton. While below 
cur~e~~ ~orld ~~rket prices, these prices ar~ above world market 
pri::es ':):~ three years ago. Horld market fertilizer prices may not 
ret".lI'n t'1 previous levels, but they are currently moving closer to 
?e.:.-\.is-ce.!1' s current, prices. ';fnile domestic fertiliz.er prices may also 
neei :0 :e increased in the future, it appears that these increases 
sio~i ~ollow, rather than precede, further increases in prices 
paid :~ fa~ers for their wheat, rice and cotton. 

C. Future Potential 

2.12. ?e.~istan has considerable potential for increased production. 
It has --:~e J.~.j .. ges't; integrated irrigation system in the world, with 
some 1:"0 :::lillian acre feet of water, and irrigation control over 
33 oillion acres. In additio~, it has over 100,000 tubewells. The 
clioate oyer a large area is suitable for double or even triple 
croppi::g. ' .. r.'1ile it is unduly optimistic to expect the Pakistanis 
in the short-ru.T1 to use levels of technology now used in the U.S., 
even if these factors are discounted by 50%, production of sugar, rice, 
wheat e.~i cctton could be substantially expanded. (See Table 1.) 
Actual on-far!ll experienee indicates that similar results are possible 
in PakistaIl. In rr.ost cases they require better levelling of land 
and bet:e~ vater management than at present and, of course, good 
st:ed aEd a1eQu9."ce fertili zer are essential ingredients. 

http:short-ru.T1
http:fertiliz.er
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Table 1 
Land and Water Productivity 

Principal Crops in Pakistan and Selected U.S. States 

Milled 
Rice Eblli. 

Acreage Pakistan 3.7 11.4 
(Millions) 

Production 2.4 MT 6.5 MT 
(Millions) 

Yield (MT/Ac. ) Pak. .65 .57 

Yield U.S. (HT/Ac.) 1.75 2.40 
USA (Calif. ) (Adz.) 

Approximate acreage 
required to produce Pak. 
crop under desi&n~ted 
U.S. state ccn:u::.C'::s 

2.7J/ (Hill ions) 1.41/ 

Estimated total Hater 
required 12.7 million acre feet 

Estimated total acreage 
required 5.9 million acres 

1/ l8-month crop in Ha~-1aii 
2/ 3 f':. of Irrigation Water (4.2 NAF) 
3/ 1.5 ft. of Irrigation Water (4.0 MAF) 
4/ 5 ft. of Irrigation ~vater (1.5 MAF) 
""if 2 ft. of Irrigacion \vater (3 HAl') 

Sugar 
(Crystal Cotton 
Eguiv.) Lint 

1.4 4.5 

1.6 MT .7 MT 

1.14 0.15 

10.0011 0.43 
(Hawaii) (Ariz.) 

.3!!.l 1.52..1 

http:10.0010.43
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III. FERTILIZER DSMAND, MARKETING MID DISTRIBUTION 

A. Past Fertilizer Use in Pakistan 

3.01. 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 
ultil 1979, due to the long lead time required to bring new domestic 
fe~tilizer plants into production. 

TABLE 2 

Past Fertilizer ConsumEtion, Production and ImEort in Pakistan 
(1,000 nutrient tons) 

-----------Nitrogen (N)------ - -- ------ Phosphorus (P20SJ-----

YearY 
Apparent Apparent 

Demand Production Imports Demand Production Imports 

1966 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 
1970 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 
1972 344.0 215.0 129.0 37.2 5.0 32.2 
1973 386.0 254.0 132.0 48.7 8.0 40.7 
1974 357.0 300.0 57.0 56.0 4.0 52.0 

1/ July 1 to June 30. 

B. Pro.i ect,;d Demand 

3.02. ?roje~tions of nitro5e~ and phosphate fertilizer demand are 
shOT./'!;. belo.r in Ta.ble 3. It is assumed that phosphate demand will grow 
more ra.pidly over the next 5 years than will nitrogen demand, since 
there is currently such 3.:': i:l'.)a.lance in the use of these two products 
in Pakistan. The ~over~~ent is determined to rectify this im~alance. 
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Pakistan hopes to have at least a 3:1 ratio of nitrogen (N) to 
phosphate (P20,) in ".lse by 1980, in contrast to the current ratio of 
more than 5:1. A ra~io closer to 2:1 would actually be desirable. 

TABLE 3 

~ilizer Forecast for Pakistan 
(l, 000 nutrient tons) 

------------ Nitrogen (N) ------- ------- Phosphorus (PZOS)----

YearY Demand 
Apparent Apparent 

Production2.1 Imports Demand Production Imports 

1975 369 303 66 72 4 68 
1976 535 310 225 100-120 10 90-110 
1977 610 310 300 130-150 14. 116-136 
1978 660 383 277 170 28 142 
1979 705 632 73 210 83 127 
1980 . 750 BiB (128) 250 148 102 
1981 800 ;-86 (186 ) 290 183 107 
1982 855 I,S25 (169) 330 225 105 

1/ July 1 to Jun~ 30. 

2/ A build-up of th.; production projections by plant is presented 
in Annex 6. 

3.03. Pakistan -ex-::e!"ien::ed "rery rapid growth in fertilizer use from 
1966 to 1971. Use- 0: ::it~c~en fertilizer increased by approximately 
275% between 1966 ar.i 1971 (a compound growth rate of over 30% per 
year). Demani c:·: ... t.ir:.lei to expand through 1973, reaching 386,000 
nutrient tons, C'''::' iec2.i::ei 7.5% in 1974, and will have recovered only 
slightly in 2.975. ~~~ ~~~:~~~ ~nd stagn~:'ion in rertilizer dc~and 
over the ;>as1; t"~"0 ::e~rs is ","t.t,ributable to a combination of factors, 
including shar~ i~~~e",ses ::: "::he retail price of fertilizer, fertilizer 
distrib'..ttion ar:i ::::"e::': -: ;r:.~=.e::'.s, and shortages of rainfalls and 
irrigation wate~. ~i:~ :~e expected availability of Tarbela waters 
for irrigatioc J~ :~~ ~?7~ ~~~at crop, a stabilization of retail 
fertilizer p~i~ss ~~i ~=;r:~~i distribution poliCies, and with more 
favors.bl-:= crop ;r~ >:s, ;l",,":-.:::"S are proje::ting a substantial jump in 

http:favors.bl
http:c:�:yt.ir
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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, comparea 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 s~t 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. !I 

3.05 In fact, a number of alternative projections of fertilizer demand 
have been made through 1980 in various official and non-official 
f,e:r:o~~s, ~ October 197~ ~tudy by Esso ~resented "low," medium" and 
hlgn estlmates of fertlllzer demand. ~ The medium estimate for 

calendar year 1980 .;as 692,000 nutrient tons of nitrogen. A study by 
the GOP's ministry of.Industries ilso contained projections of 
fertilizer demand through 1980. 1 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 
proje2t and the Fauji-Agrico project, before demand again exceeds 
do:w3tic prod-J.:: Cions. =;"C> di:~~~iculty is expected in .:'lisposing of any 
such surplus in the world market. Since natural gas is now substantially 
cheaper than other feedstocks for the production of nitrogen fertilizer, 

!! l'ennessee Valley Authority ,"An Appraisal of the Fertilizer !-1arket 
and ?rends in Asia", :bscle Shoals, Alabama, April 4, 1975 (Draft). 

'E.! ~sso Pakistan Fertilizer Company, Limited, "Pakistan Nitrogen 
Demand Forecast Study", ::arachi, October 1974. 

J! >1inistry of Industries, Government of Pakistan, "Requirements and 
Production of :ritrogenous and Phosphatic Fertilizers in the Years 1974-75 
and 1979-80", R-=port of Gom:nittee Set up by the Fertilizer Board, 
September 1974. 
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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 
th:~ee 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 
Corporat ion (SASC) "",hich began operations in August 1973; the Punj ab 
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 Departmen~ 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 4 

Public and Private Sector Fertilizer Marketing 

Share Marketed by: 
Province 

% of National 
Consumption Public Sector Private Sector 

Punjab 
Sind 
mTFP 
Baluchistan 

Pakistan 

67.0% 
22.5% 
9.0% 
1.5% 

100.0% 

83% 
54% 
23% 
55% 
70% 

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

17% 
46% 
77% 
45% 
30% 

3.08. Note that aIDost 90 percent of Pakistan's fertilizer is consumed 
in the Punjab and Sind, therefore, the performance of PADSC and SASC 
is obviously of critical importance to the perfol~ance of the entire 
marketing systen in Pakistan. A more detailed discussion of the 
revised fertilizer distribution system with a preliminary assessment 
is contained in Almex 7. 
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D. 	 Marketing Program 

3.09 FAFL has received GOP approval to market its own output and 
to conduct a pre-prod~ction seeding program. The seeding program 
will facilitate the ti~ely 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 fa-rmers. 

3.10. Retail fertilizer prices are fixed, for each type of fertilizer, 
by the GOP. This price is ~iform throughout the country without 
regard to transport~tion and marketing costs. The sale of fertilizer 
at prices higher than the established price is not allowed although 
during periods of slack de~and 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 privil.eged; small farmers, particularly in isolated 
areas, suffer.' Retail prices of urea have been changed seven times 
since. 1971 (five permanent i~creases, one temporary reduction, and 
then a return to t~e pre-,-::J"lS price). On August 1, 1971, the retail 
price of urea vras re.isei -:J ?3. 570 HT while the current price 
is Rs. 1,500 lilT. ::1e :;:~'ici,_g of fertilizers, as well as other agri ­
cultural inputs, is ~sei e.s ~ ~ethod to achieve the overall objectives 
of the Government's e.gric'.1lt·.tral policy and attempts to take into 
consideration agri CL.l.l t.·.ll'~l ca:'p'lt prices, which, as discussed in 
Section II, are also controlled by the GOP. Only an indirect relation­
ship exists between t.he actual 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 imposed 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 GO? based on audited costs of production, plus 
what the GOP considers a fair return on the invested capital. The 
current price which h~s been fixed by the GOP for the two prjvate 
sector ffi:in:..tfactur(:~';s is es-::,i::-,~t.ed to average at01.lt 3);; les3 than the 
present retail price f·:Jr '.l!'e:l.. It should be noted that the factory 
gate price is establishei on a case-by-case basis and there is no 
requirements that a '.l!1ifcr:: :;::dce be paid to all producers. Currently, 
due to various circu=stance3, ~3S0 reportedly receives a slightly 
higher·price of its pro:l.uct t;~an does Dawood-Hercules. 1./ 

Y 	 See Annexes 5 ani 6 :~')~. in3:alled capacities and projected production 
levels of the t',ro exis~i!'.g private sector urea plants. 

http:es-::,i::-,~t.ed
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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 
~~d, therefore, when the plant comes into production its factory gate 
price ~ill have to take this into consideration. . 

3.12. To cover marketing costs, the GOP allows a fixed amount per 
ton cn i~ported and domeptic fertilizer. These margins are subject 
to periojic revieT in light of actual costs and are broken down into'; 

various cOI:lponents 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 ~ho use private 
agents. 

F. C~edit 

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 ~holesalers as well as to retailers on a cash basis. The 
public sector producers usually sellon 30 days credit terms to their 
wholesalers. Hany large and !ledium-sized farms can pay cash or obtain 
short-ter~ loans for fertilizer purchases and other productive and 
cons~ptive needs, but millions of smaller farmers have had no easy 
access to credit. In the past, this has been an important constraint 
on increasing fertilizer utilization. The GOP recognizes that this 
is a problem area and has made efforts to improve the situation. See 
the ~ole of Credit in Facilitating Farmers' Access to Fertilizer in 
Annex 8. 

IV. THE COMPANY 

A. Organization and ~lanage:nent 

4.01. A public-limited company ~ill 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 Fauji Foundation and Agrico-Chemical Company) 
will be the Participation Agree:nent, a draft of which is included 
as PI~ex la. This docunent a~i exhibit G have been reviewed and 
ap~~·2-.-e':' -:):: the -:::':'?, suo.) ~:::t ':') the submission of the oth9r exhibits. 
A.I.J. ha.s infol'::l3.lly been provided with a copy of the Agreement. 
'I'he :::Xhibits t::; the Agree:nent a.re currently being drafted and reviewed 
by _:'_e;ric:l a..'1d. ?s.u~i. After the documents have all been completed, 
they -.dll -::: '! p!'esented i:.o the :iJP. Among the Conditions Precedent 
to t~e A.I.J. loa~ will oe final approval of the Participation 
Agree::er..-::;) to in:::laje all ex~i-:)i ts, by the GOP and review and approval 
of 't:-;'.; d.·::>:::·cL':l.ents oy A. I .J. 
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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: 	 l-ianaging Director 
Di1ector of Finance 
Director of Administration 
Deputy Director of Marketing 
Deputy Director of Operations 

Agrico: 	 Deputy t.fanaging Director 
Director of Operations 
Deputy Director of Finance 
Deputy Director of Administration 
Director of Marketing 

B. The 	FauJi 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 
Goverpment, 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 industl'i9.1 proj ects as shown in Table 5 below. Annexes 
11 and 12 provide adJitional background information on the Foundation, 
its organization ~~d purpose. 

Table 5 
Fauji Foundath:n 

General Information 

Fauji Fauji Fauji Hodern Fauji Lyallpur Fauji Fdunda-
Cereals Sugar Sugar Sugar Textile Cotton Cotton tion Gas 
R.Pindi Tando Khoski S. Hill Jhelum Lyalleur H. Abdal Dhul1ian 

Year of Commence­
ment of Production 1957 1961 1971 1972 1955 1934 1975 1973 

Profits (1974) .6 31.3 14.4 (4.9) .8 3.2 .6 (.4) 
(Rs.in millions) 

Personnel 
Officers 
Ex-Servicemen 1 5 8 6 6 3 2 5 
Civilians 4 24 25 24 19 42 8 7 

Others 
Ex-Servicemen 51 190 174 181 566 In 123 34 
Civil ians 38 1,009 --.12!!. --22Q 1,902 6,283 331 30 

Total 94 1,228 1,201 1,001 2,493 6,525 464 76 

lcity Honth1y 
90,000 

2,000 
TP/D 

3,000 
TP/D 

1,500 
TP/D 

25,000 51,000 
spi.ndles spindles 

25,000 
spindles 

14,000 
TP/O 

packets SOD 1,115 
looms looms 
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4.04. Fauji's fiscal year-end is September 30. The foundation's 1973 
and 1974 audited balance sheets and profit and loss statements are 
presented in Annex 15. At September 30, 1974, the Foundation's invest­
ment was Rs. 264.3 million ($26.4 million equivalent), current assets 
were Rs. 183.2 million arid 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 reserved to cover Fauji's initial equity contri ­
bution. This amount, along with the ~rojected 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 v~ry unlikely event that Fauji had to borrow an additional 
Rs. 100.0 million to cover its equity contribution, the Foundati0n's 
debt/equity ratio would be approximately 1.6:1. This is certainly 
well within the bounds of SOillld 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 generated. 
Table 6 below "presents a"summary of the FOillldation'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 
Foundation's Investm
Long-term Loans 
Debt-Equity Ratio 

1 
ent-I 

135.60 
116.04 

19.56 
0.31:1 

141.39 
130.16 

11.23 
0.24:1 

276.56 
160.59 
115.97 
1.10: 1 

365.56 
215.19 
150.37 
1.11:1 

413.06 
264.29 
148.77 
1.18: 1 

Net Fixed Assets 35.35 31. 21 161.53 236.13 272.06 

Total Assets 152. 00 161.00 337.00 t~54.53 578.87 


Net Sales 96.00 llO. 00 210.00 310.56 479.41 
Net Profi ts 12.48 15.50 33.30 42.93 45.65 

II Adjustments due consolidation of accounts not shmm. 
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C. Agri~o Cheoi~al Company 

4.05. Agrico Che~ical Company is a division of the Williams Companies. 
The 'l-lillia:!ls CO::::lpanies plans, designs ,engineers and builds long­
distance pipeline~ and related facilities abroad, operates a products 
pipeline dooestica.Lly, and more recently has diversified into steel 
warehousing, LP-gas:oetailing and the production and distribution of 
fertEizers. in 1974 fertilizer sales accounted for 45% of total 
revenues and 64;; c.::: gross operating profits. The size and growing 
importan~e of Agrico-s financial contribution in the Williams Companies 
can be seen in .~nex 14, a summary of which is shown in Table 7 below: 

The 
(in 
Will

Table 1. 
Co

~ Millions) 
iams mEanies 

1971­ 1972 1973 1974 

Total Revenues 
Operating Earnings 
Net Income 

412.4 
69.7 
30.8 

577 .9 
90.6 
38.0 

744.1 
115.4 
48.4 

993.4 
218.0 
95.6 

Agrico Chemical ComEany 

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. :'he Hillians CO!ll~anies became a leader in the chemical fertilizer 
business as a result of its lease and purchase of most of the Gulf Oil 
Corporation's agricultural chemicals activities in April 1971, and its 
February .l., 1972, acquisition of Continental Oil Compan~r' s plant foods 
diYisio!2 in the United States and Canada. A new subsidiary, Hillchemco, 
Inc., ~s~ ~or~ei t~ operate the Gulf fac~lities. Shortly after the 
acqui3:'-;::O:-. '):~ ~::'.:i!2e!1t.'i.::".3 ~l:l::t foods division, the name AC;l'ico 
was a:i:r;:::ei :'O~ ~ll of the Co:npany's chemical fertilizer activitieS. 
Agrico :s !20~ C!1e ~f the leading che:nical fertilizer producers in the 
United. 3~~t.es a!1i a major factor in the world marketplace. Agrico 
manu:~~t~~'es a~i ~~rket3 nitro~en, phosphate and compound fertilizers; 
major ex::'st.:'n~ !1i~rogen fa~ilities are located in Blytheville, 
Ark?.r,sas; ?2.:·.2"'::'r.~, LO".lisian:l; ani Verdigris, Oklahoma, and have an 
insta:le::' :::s.:p2.::::':/ in e:ceS5 o:~ a million tons of anhydrous ammonia 
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per year. Phosphate production is concentrated in Florida, where 

Agrico nines in ex~e5S o~ six million tons of phosphate rock and 

produces phosphoric acid 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 project, Agrico is also participating in new 

fertilizer plants in Jordan, Brazil, Korea and Eastern Europe. 


V. THE PROJECT 

A. Project Scone: 

5.01. The project will be located at Goth Machhi in the Punjab 
Province. lhe locatio~ is approximately 375 miles from Karachi along 
the main railway line and the Karachi-Lahore highway. The project will 
include a 1,725 ton per day (TPD) urea plant with an intermediate 
ammonia productio~ plant of 1,000 TPD, along with all necessary 
ancillary fadli ties. On the be,sis of 315 days per year: on-stream 
time, the plant will have annual capacities of approximately 543,000 
tons of urea or 244,000 nutrient tons of nitrogen, with intermediate 
production capacity of 315,000 tons of ammonia. These are standard 
size capacities ~~d ~he plant will employ modern commercially proven 
technolo5Y to ens~e e:':~icient operation. An area of 572 acres has 
already been ear::'9or~ei :~or the location of the plants and the housing 
colony. S:)il a:-.a::"':.-::-:::: 90:-.:1 topographical surveys of the area have 
already been c:::.~~e~ei. ~he actual fertilizer production process 
to be use:: ~,;:'l':" ie~e::i ;):2 the results of international competitive 
bidding. 

B. Ra'\o; :,:a-:erials a::i :;:'::'lities: 

5.02. The ra·~· ::.a:e:rial for the plant .rill be natural gas from the 
Mari gas field which is jointly owned by ESSO Eastern, Mobile Oil and 
the GOP. Gas ·..;ill :::e ·oro'.lght 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 oNned ~~d operated by the Fauji-Agrico Fertilizer Ltd. The 
l'fari field. is the secor..d. largest gasfield in Pakistan. Its total 
estimated reser'res are 3.942 x 1012 (trillion) cubic feet (ft3), of 
which 1.79 x 1012 ft 3 ere proven reserves. The owners of the gas­
field ~~~~ al~oca:.ei :~e ~rO?Qn reserves as follows: £380's existin3 
100,000 ?J? U!"e9. -::r,o,' e~t ::.. 0.30 x 1012 ft21 FAFL's nroject - 3 
0.75 x U 12 ft3, ;:-.'5. ~ ::?::' s proposed 556,000 ure9. pr;ject - 0.75 1012 ft • 
Under the extre::.e, a:-.2. ''';'Cllikely, assum~tions that gas available at 
2,lari HiE be li=.i:ei :.: 'Che 1. 79·x 101 ft3 currently proven reserves 
and the ':ery ::'i~:-, :;9.:: r'2=!'lirements of 59,411 ft3 of gas per ton of 
urea pro':!'12ei, :::.-:: :2.'1: :'-.~.:5rico Fertilizer project, the existing ESSO 
project, ::.S ''';:3:::;' as ::. ?roposed NFC project would be adequately supplied 
with €;::lS t:-.ro'.;,?,;:-l '":'::-:: ~·eer 2011 (31 years after start-up). A more 
detailed discussio!'l 0:' t::'e natural gas situation in Pakistan is 
contained :'n .'-.."i.r:ex :;;. 

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 ·total 
project design. It is expected that the power will be generated by 
using gas turbinAs. 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 
systeo, and a steam generation system. Water for the plant will come 
from an irrigation canal, except for about three weeks per year when 
the c~~als will be closed for necessary maintenance. During this 
period tubewells will be used to provide the necessary wa~er. A 
detailed discussion of water is contained in Annex 10. 

C. ~ployment~ Training and Operational Assistance: 

5.04. It is estimated that the project will provide direct employment 
for abo'..l.t 1,200 persons; of this number approximately half will be 
k~y tecnnical, maintenance and oper~tional personnel. Recruitment, 
for the project, of this large nUJ":uer of qualified persons '\-rill, 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 to the rapid expansion of domestic fertilizer 
produc-c,ion currently going 'Jrl in Pakistan, it is unlikely that many of 
the ne~ re8ruits will have ~ny experience of training in the speci~ic 
jobs fo~ ~hich they will be hired. Therefore, training of key personnel 
to me,,: ,::e sPecii'~c: reC!,.uirer::.c::nts of the project \-Till be essential 
to the early SUccess of the project. It is expected that the U.S. 
partr:er, Agrico Ch-:::ai'23.1 Co:::.pany will design and supervise the overall 
trainin~ program. Since the GOP's sanction letter for this project 
spe'!ifies that the return on invested equity is tied to predetermined 
rat~s 0: production, it is in Agrico's financial interest to insure 
that tne plant has :J. ',lell tr2.ined and efficient staff. 

5.05. T::e Technical Assistance and Know-how Agreements, which will be 
exhibits ~ and F to the Agrico-Fauji Participation Agreements, obligate 
Agrico, for a stated fee, to provide the technical information and 
specific know-hovT reC].uired to operate a fertilizer plant of this 
nature. ·In the basis of Agrico' s past experience in fertilizer pro­
d1j,ctic~.~ ':.Jot~ in th·~ Tj.S, '1.!::~ 2.oro3.d, It i.s e:·:p'_H~;e::1. t!P-L~.. FA?L -,{ill 
have a'cC2SS to all th;:: lates-:, technical information. Also as a 
conditi~n ~f Article VII, p~rajraph 7.03(a) of the draft PartiCipation 
Agree~~n~, Agrico will no~inate, subject to Fauji approval, individuals 
to fill ~~e following positions:' (a) Deputy Managing Director; (b) 
Directc~' cf Opentio:ls; (c) :J~puty Director of Finance; (d) Deputy 
Direc-:,or of Administration; ?~d (e) Director of :.:3.rl~eting. \·/hile 
speci~i~ i!ldividual~ have no~ yet been identified by Agrico to fill 
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these positions, it is our understandin~ that the persons selected 
will be experienced and highly qualified and, to the extent possible, 
during the ea!'ly years, they will come from within Agrico's existing 
manage~ent organization. 

D. Ecology 

5.06. There are prese~tly no statutory regulations in Pakistan for 
industrial effluents, although several of the provinces, including 
the Punjab, are presently considering the advisability of enacting 
some such legislation. Certai~ly 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 
gaseous emissions. See Annex 10 for the Environmental Assessment. 

E. TransTIortation 

5.07. The proposed pl~~t will be located on one of the main rail 
lines and close to th~ Karachi-Lahore grand trunk highw,-y. The rail 
network is well spreai throughout the major fertilizer consuming 
areas therefore, ~he basic rail structure as well as the _oad network 
will be availa'ole to handle produce distribution. Currently domestic 
production of fertilizer is ~oved equally by rail and road. During 
peak fertilizer shipping periods and when large foodgrain ships are 
in the port of Kara~hi, transportation of fertilizer often becomes 
a serious bo~tlenec~ in ::loving stocks. To ensure that transportation 
receives tiClelj' attent.io,. b:r the GOP, we plan to require that the 
Goverp~ent do a TransPJrt.at.~on Sector st.udy to determine more precisely 
what needs to be done in t,he r.ext four years to expand the transportation 
capa~ity to ~a~dle the l~rge 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 .~1nex 25). 

F. Project ~xe~ution 

5.08. The d:'recto!"s and r:lanage~ent of Fauji-Agrico Fertilizer Ltd. 
t0gether with: ~he ?auji Fo~mdation, Agrico Chemical Company, and 
the general cont,ractor (~ho ~ill contract with FAFL for the supplying 
of the plant) ·..rill joimly be responsible for the execution of the . 
pro.jec7.. -:=:1:: -::2::-"3 :.:<'<: ~, :?75, sanction letter stipulates t11at "orders 
for plant ar.d. ::la~~ine!"y s:1.a11 be placed vithin 12 months from the date 
of issue of :;::'5 ~e~:er ~~i tne target for completion of the project 
wouli ce 30 :::n::::-.s ::::er::a:~ter." A detailed Implementation Schedule 
will oe preparei 'oj' "he eT_lity investors as Exhibit E(I) to the FauJi/ 
..l,.gri::!o ?arti~i?ati:m ;'.gre-:!:lent.. 'rhis agreement along with all its 
exhibits ':fill "::le 3:ic~ec-:; ,,0 reyie-...· and approval of A.LD. 

http:attent.io
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VI. CAPIT..;L COSTS AND FINANCING PLAN , 

A. Capital 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 1':1 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 ~actor of 
22.5% for both foreigr. ex,:.:h9.n~e and Jocal 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. 

6.02. We hRve reviewed ~he Capital Cost estimate and consider it 
reasonably firm for purposes of Section 611 of the FAA. 

6.03. The batterylicit costs of the ammonia and urea plants, excluding 
escalation, are in line ",ith 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 hold at 'ene present level or possibly decline, and much 
of the equipment will be pr~8ured in the early stages of the project. 

6.04. Included in ~~e c~:2:~e estim~te are storage facilities for 
60,000 NT of urea (e~'.;,al ~o 35 days of producti.on), housing for 452 
employees and t~eir :'a:-nilies, g, bagging unit capable of bagging 
one day's productio!-: (24 :-,O'.1.rs of production) in one 8··hour shift 
and the 33 mile gas p:peline. The estimate ,...-as prepared by James 
with assistance fro~ ?auji's ~echnical staff and reviewed by the USAID 
Mission. 

6.05. Duties, import license fees and starJp taxes are the rates 
agreed to by FAFL and the Gover~ent. Freight rates are based on the 
rates in effect earlier this year, which are higher than cl~rent 
rates, and take into consider~tion A.I.D.'s shipping rules. 

6.06. Pre-production expenses include costs incurred, or to be 
incurred, by Fauji ~nd Agrico in organizing the new corporation, 
outside studies (e.;. the :~es cost estimate) and initiation u~ its 
carketi:-:g progl'8:::. 

6.07. Ine i:dtial "nr~ing c;g,p: tal provides sufficient funds to allo"," 
the cO!!1.pany to na::1te.in :d,e~uate r.urrent assets and reasonable inventory 
lev~l::;. The inter(;s:. jur:n; 2onstruction, est5-ated at $37.8 million 
(or 15:~ of th~ tot:ll proj ec':. .:::ost), reflects the cost of mone:1 borrowed 
during the (".eli;; (,~. ·.:::.:on ph3.se--at the current market rates as described 
in Annex 18. 

http:na::1te.in
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B. Final'lcing Plan 

6.08. The proposed financing plan (Table 9~elow) is based on a debtl 

equity ratio of 70/30 and the fact that both the Fauji Foundation and 

Agrico Chemical Comp~y will each own 30% of the total equity. 


TABLE 5L 
Financing Plan 

($ millions) 

Eguit:2: Local Cut'ren~ Foreign Exchange Total ! 

22.2 9.0
Fauji 22.2 

22.2 22.2 9.0
Agrico 3.0 1.23.0IFC 

4.9 4.9 2.0
Foreign 21.7 B.B
Public 21.7 

30.1 74.0 30,0
Sub-Total 43.9 

l>ill 
50.0 20.350.0IBRD 

40.0 40.0 16.2 
AID 30.0 12.230.0KFW 

Local Insti ­ 52.7 21.3

tutions 52.7 

70.0120.0 172.7Sub-Total 52.7 

246.7 100.0150.196.6Total 

6.09. The $4.9 ~illion foreign exchange equity investment not identified 
refle~ts a gap ~a~sed by a recent IFC decision to reduce its invest­
ment fro:::J. $8.0 ::lillion to $3.0 million. To fill this gap, the GOP 
has tentatively identified se'rera1 possible sources but has not yet 
co~pletei discussions with the parties. To assure the lenders that 
the proj ect ~.;o,..ud. nave adequate funding, the GOP has, in its Letter 
of .!l.ppli:::ation :.~o:- the A. 1. D. L'Jan (Annex 17), made an unQ.ualified 
st"..i: 2::.,,2',:: -:::':c.:. i:' ::.:!e ~id.;;;ni~i::'i:d f'.mding is not pro\"irJed in a timely 
manner t::e G2? ",;ill undertake to make the required amounts available 
to the p~oje:::t :~O:::J. its o'~ resources. The identity and commitment 
of t:1e2e :~'.l..nis :'s a Condition Precedent to l)isbursement (see Section 
4.01(c) 0: the :o3.n A~ree:::J.ent, Annex 25). 

6.10. ?a:::iS""c::'~1:' ~~i!12.Gcing institutions i.,ill underwrite the $21.7 
million e~~i":!::.lent in local cuyrency equity and will provide the 
$52.7 ::;:'llion :'n ':'ocal currency debt. During May 1975, A.I.D. met 
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with the financial institu~ions to discuss ~he prsopects of raising 
these funds and to asce~tain ~he likely terms and conditions on which 
the local currency wo~ld be ~ade available. As a result of these 
oeetings we are satisfied that it will be possible to raise the required 
local currency funds; hmre're~, it should be noted tbat the funds will 
be expensive and the Gover~ent may have to make some special arrange­
ments to insure that the f\.U1:1s will be available. The Government 
reco~nizes this potential p~oblem and has stated in its Application 
Letter (see para 4, 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 meetings 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 deFends on GOP decisions. To date, the factory gate 
price for fertilizer manufacturers, including the ~~vo private sector plants, 
are set on a case-by-case basis designed to alloy: a reasonable return of 
inves tmen t. 

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 ~vill be allowed a 20 percent return on their investment oncp. 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 pr0duced by FAFL ~vill therefore be 
set at a level to allow this return, and will be adjusted periodically for 
changes in production costs over ~vhich FAFL cannot control. 

7.03 Based on the estimated capital and production costs the ex~factory 
price of urea, for th-:! ::AFL ?roje.ct, Hill be as follm..s: 
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Table 10 

FAFL Projected Ex-Factory UREA Prices 


Year $ per MT Year $ per MT 

1979 
1980 
1981 
1982 
1983 

256 
217 
191 
184 
180 

1984 
1985 
1986 
1987 
1988 

176 
171 
168 
164 
160 

While these prices are higher than prices currently paid domestic producers 
they are in line with projected prices for all ne~o1 plants now being con­
structed. For example, the IFFCO urea fertilizer expansion project, which 
is similar to the FAFL project, ~rojects an ex-factory, urea price of 
$193.00 ~IT to allow a 10.3% financial rate of return!7. We, hmo1ever, 
caution that the price projections are estimates and will only be determined 
once the plant is built and actual capital and operating costs are kno~o7n. 

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, hmvever, that the assumptions used in these projections are 
cons erva t i ve • 

1/ 	 See IBRD Report No. 59l-IN, Appraisal of IFFCO Fertilizer Project­
India, December 9, 1974. 

B. 	 Production Costs 

7.04 The production cost structure at 90% capacity utilization is 
surrnnarized beloH: 

Table 10-A 
Cost Per Ton of Urea 

Variable Costs: 
Natural Gas (feed and fuel) $13.08 
POHer 2.66 
Water (make up, boiler and cooling) 2.45 
Catalysts and chemicals .61 
Bags and bagging 6.95 
Co~issions (Agrico) 1.00 

Sub-total 	 26.75 
Fixed Costs Excluding Depreciation: 

Operating labor 1.41 
Naintenance 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 ~vellhead price to users (transmission companies) is Rs. 2.00 
per MSCF (not including transmission costs or development surcharges). 
This includes 1. 60 per HSCF in excise tax. The owners of the Mad gas 
field have presented the GOP lvith a number of inter-related requests, one of 
~.,hich is an increase from the Rs. 0.40 that they now receive per MSCF to 
Rs. 1.13 per }ffiCF. 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 HSCF thereby allowing for the possibility of the Mari 
gas field mmers 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 cos t, ~vhich is higher than cos ts for other comparable plants, and 
the bagging cost, Hhich is slightly lower than projections for oth0r 
sub-continent projects. The co~ission cost represents a $1.00 per MT 
charge by Agrico for its existing and future techni~al know-how which 
will be available to FAFL. 

7.07 Depreciation is based on the straightline method using a l2-year 
plant life "Tith a lO~'; salvage value; and maintenance and materials is 
assumed to be ~~: per annun of plant cos t. Both assumptions are acceptable. 

C. Other Cos ts 

7.08 In addition to the costs of production sho'Vfi in Table 10-A, FAFL 
will need to pay in:erest on its borroHed 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 1-:i11 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 I-lith 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 tHO other cos ts are income ta:<es and the contribution to the 
!Iorkers' t'3ctir~_p?_ci.O[' Fl!:ld (a for.ced profit sharing fU:ld). Both are com­
puted as a per,-en!:a~e or profits. The present ta.,< rate in Pakistan is 51% 
and the contribution to the Workers' Participation Fund is 7%. 

7.10 [sing the prec(>ding "Other Costs" the final cost structure of a 
metric ton of urea, 3.t 90'7.. capacity in the full operating. year is as 
fo1101vs: 
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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 l2-year period. In summary, the company 
starts with a 70:30 debt:equity ratio in the fir~t 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 projected to be paid as dividends and 90% 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 knmm. The 
financial statements therefore are projections and indicative of the re­
sults obtained using the ~ssumption previously cited. The final loan 
agreement ,.;rill contain adequate financial co\'enants to assure the financial 
viability of FAFL and to protect the rights of the lenders. These covenants 
~.;rill 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 flo\. basis--using the assumptions previously cited, is 
3 .3% (Anne:~ 19). \Thile this rate is lm·ler than 50m2 projects it is accep­
table and it will increase if the rate of production increases above the 
90% figure used in the calculations. 
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VIII ECONOMIC ANALYSIS, 

A. World Fertilizer Prices 

8.01. During the late 1960's, world fertilize~ prices were low because 
there was an excess of supply,and investments in fertilizer 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. Freight 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 Sensitivity 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 economic price of urea is $200 per MT. This price includes 
ocean.freight cost and port handling charges of US$30 per ton and 
internal freight and handling costs of US$lO per ton. This price is, 
therefore, equivalent to an FOB price of $160 per NT. The economic 
cost and b<:!nefi t s-:,rems are shOi-ffi 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 abo'.lt US.$lOO million annually. 

8.04. Table 11 beloN 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 i·iT coupled with a 20% cost overrtm 
reduces t:l-2 retu.cr. OJ 6.8% to 20.8%. Even under ti:e3e auv0:'3e 3.ssl.lr.lptions 
the rate of return is satisfactory. 
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TABLE 11 


Econo~ic Rate of Return for Various Prices of Urea' 


Economic ?ri:::e of Urea 	 $180 $200 $220 

Cases 

A. 	 Base ~ase 24.54 27.58 29.96 
B. 	 Slower capacity build-up !I 22.04 24.31 26.80 
C. 	 One yea~ delay in construction 20.46 23.08 24.96 
d. 	 20%'cost overrun 20.77 23.53 29.96 

!I 	Year 1 - 50%, year 2 - 60%, year 3 - 75% 
Years 4 to 12 - 90% 

IX. LOAN TERMS, CONDITIONS AND CONVENANTS 

A. 	 Loan ':'er:!lS 

9.01. The A.I.D. loan will be extended to the GOP on standard A.I.D. 
terms of 40 ::ea:::-s, '..I'i th a 10-year grace period on the repayment of 
principal, and i:-,terest at 2% per year during the grace period and 
3% per yea:::- there ,1ft er. The proceeds of the A. 1.D. loan will be reloaned 
by the GO? to F.g:~~i-Ag!'ico !"ertilizer Limited on terms and conditions 
acceptable to A.=.J. The GO? has agreed, in paragraph 3 of its April 9, 
1975 Sanction Le..ter to Fauji and Agrico (Annex 4) that the relending 
terms ,rill in:lude an interest rate of 10% and a 15-year repayment 
period beginning 2 years following the commencement of commercial 
operations. It is Q~likely that the foreign exchange lenders will 
agree to haye the start of repayment be a function of commercial 
operation as opposed to the more standard practice of tying it to the 
date of the first iisbu1'se:J.ent. To the extent possible, the terms to 
the cO::lpar:.y of all the foreign exchange loans, whether direct or 
through the}]?, sn:!Uld be similar. The current effective IBRD rate 
to indus~:::-ial proje:ts is 10% per year. Therefore, "hile specific agree­
ments h~::e :.-et t:> be ne;;:Jtiated, '\{e believe the mnturity may be 15 years 
incl'J.di::.; a 5-:..';:':'.2,' ;r3.ce ~er:'<)<.l. The actual Lo~n ;\gl'CC1:lent covering 
the relen:li::~ o::.~ t:1e A.I.J. loan from the GOP to FAFL "'ill be subject 
to A.I.J. 's :::-evie~ and approval. 

B. 	 Loan :c~jiti:ns lnd 8oven~nts 

9.02. :::'i-,~ .:.• I.:. I,oan .4gl'eer:;~nt "7ill contain conditions precedent to 
disbur3e::.er.t e.n:: pg,r-::icul9.!' covenants and warranties which will provide 
udeCl.u3.te 9.55'.11'5.:-,:::e that tne project will be carried out in :J.Il efficient 

http:udeCl.u3.te
http:incl'J.di


-29-: 


and ti~ely manner. A draft Loan Agreement, ~hich contains all of the 
s:peci:'ic terms and <.!onditions is shown in Annex 25. 

X. IMPLEMENTATION PLAN 

Po.. S:~edule 

10.01. The GOP's Sanction Letter sets a target date for start-up of 
co~e~cial operation of 42 months from the date of the Sanction Letter 
or Iio':e::::l.oer 1978. The timetable for the pl'''1, ct will depend, to a 
certain extent, on how long it takes the other foreign exchange lenders 
to cO::::l.plete their project appraisals and to approve their respective 
loans. It is expected that all of the foreign exchange loans will be 
cove~ei with interlocking Loan Agreements, and, therefore, it may not 
be :possible, or desirable, for A.I.D. to execute its Loan Agreement 
in the 120 days stipulated in PD 57.-The size and nature of this 
project will re~uire loan disbursements continue into early 1980 (as 
noted below). Both the Bank and the KFW have told A.I.D. that they 
are ¥illing to work on the IFB documents prior to authorization of 
thei~ loans and, therefore, the following schedule is possible (it 
appea~s that the GOP's 42-month target date is unduly optimistic): 

TABLE 12 

ElPLDiENTATION SCHEDULE 

A. LD. LOAN 

Loan Authorization June 1975 
~oan Agreement signed December 1975 
All CP' s ::net July 1976 
Final disbursement June 1980 

General Contract 

?::-e~'.t3.1i :"ic2.t;iC)n3,)f' tJidders August 1975 
:'inal d:cafc tender docu:nents September 19'{5 
~ender ap!,roval bidd.er's list October 1975 

and. tender docl.<!:!::!nts 
~ender documents issued November 1975 
3id5 1'eco2i"red February 1976 
Bid evalT3.tion June 1976 
:o2nde1' a.~p~ovn.l p.:cposed uW3.rd July 1976 
Contract signed August 1976 
Contrs.ctor sta.rts ;.;o!-k September 1976 

http:e~'.t3.1i
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Design and Procurement 

Begin \olo!"k 
Completion of basic engineering 
International advertisements 

all published 
Prequalificatioh of bidders 
Lender app!"oval prequalified bidders 
Detailed engineering completed 
Ordering major equipment items 

completed 
Delivery of ~ajor items 

completed 

Construction and Erection 

CiviI 'h-o!"ks 
Plant erection 
Gas pipeline 

Maintenan~e and.Oneration 

Plant testing 

Perfor~a~:e ~es~ 


Begin :o::'7,e~':::'a:' p:::'oduction 


September 1976 
De:cember 1976 
October 1976 

December 1976 
January 1977 
January 1977 
April 30, 1977 

January 31, 1978 

July 1978 
January 1979 
November 1978 

February/rtfarch 1979 
March/April 1979 
May 1979 

10.02. A.I.n. T,.::"E ::2.'ie t:'1e right to approve the terms of all contracts 
and major SUb-C0~~!"~:~s and all major contracting firms which supply 
engineering or cons::::,~c~ion services. 

C. Procurement ani .::..~ lo::ation of Foreign Exchange 

10.03. All foreign excie.!16e funds available for this project, with 
the exception of t~e 240.0 million A.I.D. loan, will be untied. To 
insure the optinr~ :..:se of t::'ese funds, and for ease of loan admini­
stration, the fo:::'ei 6n exchan;e financing being provided by the lenders, 
includin~ A.I.D., ·,r~.:-:':", ::1 p3,~'-:, be on th," basis of "pn-allel" financing, 
i.e. specific i~~~3 ~~ ::a~2s)~ies of goods or services will be pre­
allocated to a s~e:::~ic ~enier. Items not so preallocated will be 
financed by a le:-.:ie:c selectei after the contract ha3 been awarded. 

10.04. The pro,:e:::'J..::.'e:: t:J be follQ'.,-ed in the procurement of the 
preallocated goois ~:".i ::;er·ti ces i-Till conforn to the requirements of 
the lender fin~~ci~~ :ie=. :ie procedures to be followed in the 
procurement of tie ·.l::'ll2.:)cated packages or items will comply with 
the IBRD reJui~e=e~~~ ~O~ i~:ernational conpeti~ive bidding, but also 
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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 approval 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. PAKISTAll'S ECONOMIC PERFORMANCE AND REPAYMENTS CAPABILITY 

A. Pakistan'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 ~ost important sector, was stagnant, with the 
output of wheat, the ~ajor agricultural crop, decreasing with an 
extended ci'ought and the Im-lest river flows in Pakistan's history. In 
industrial sector, export demand for textiles, the major industrial 
employer, was da'"C.pened by the worldwide recession. Industrial 
production was also hindered by a pmTer shortage that was a direct 
result of the 10'tI' ri -':er flows and their impact on hydroelectric 
potential. l:e'tI' in-restment in major industries lagged. One factor 
in the low level of new industrial investment 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 s~~er of 1973, and these pres~ures 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 t~x 
revenues l'csultiob fr:)::l rcduc2d expol'"!; prices 2.:ld un~Apectcd and 
immediate needs for relief and rehabilitation expendures helped push 
the wholesale price index up a further 32% during CalenQar Year 1973. 
Fortunately, the increase has since slowed down to only about 20% in 
1974. The petroleun import bill which increased from $60 million in 
1972/73 to $225 million in 1973/74, 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 over 200% during the preceding years and had played 
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a major role in the disorganization of the domestic price structure 
and the resulting decline in domestic agricUltural production, the 
situ.9::;ion now promises to be somewhat alleviated.' The necessary 
adjust~ent in relative domestic price relationships has largely been 
acconplishec. Nonetheless~ prices will continue to rise, but prob~bly 
at a lOT"er 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 prospectsfor the economy are good and the 
investments called for in the plan, solidly based upon Pakistan's 
own na?ural 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 fact 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 irrports of goods and services 
essential to Pakistan's development would have to be el:~inated and 
the continuing effort to contain inflation would be set back. Pakistan's 
balance of pay~ents has been placed under severe strain by the sharp 
increase in world com;nodity prices. Although the country's exports 
have ~ro.m substantially in recent years, the basis of this export 
gro.n~ continu.es to be precariously narrow, heavily concentrated on 
cottar., cotton products and rice. Horld prices for these cOllL'nociities 
areieclinl:16 and !!lake ure;en-: the need for Pakistan to broaden its 
export oase and increase the efficiency of its production. The 
country's foreign exchangE: reserves will be equal to less than two 
months inports at the levels currently projected for FY 1975/76. 

11.05. Since the devaluation of ;.Iay 1972 the GOP has maintained the 
liberal import policy adopted at that time with the active support 
of the ::::.J? and the Aid-to-?akistan 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 
polic~... for i~ports ·"ould se';er~ly handicap the country's development 
efforts and b.·cre'lse the 'l:;,·.:e..rd pressure on domestic prices. Happily, 
(}overn:::~!1t S?J~:-~:-;;:::·=n :-::3::':' -::''::5ured representatives of the cO:1:Jortium 
count~':;'es ti:.a:: :leo.;:;ures to l'~:i··..l.'.:e imports Hould be fiscal, not 
quant:.'~a~i""..e or direct in :l8..t'J.re. 

11. 06. :he ·c:)!:loinaticlU 0",' efforts to speed recovery, restrain inflation, 
ste~ '.l~ d.evel:)::;:-:~ent and i::cre:J.se the real incomes of Pakistan's most 
disalvan'C3.§;ei :':;.::~ilies, ho:-,':e placed a serious strain on the country' 5 
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balance of payments in the l~st few years. The unexpected need for 
large wheat imports led to large short-term Dorrowing by Pakistan, 
even though there was substantial and previously unexpected aid from 
OPEC countries. Some of this OPEC aid had quite short repayment 
periods, and by DAC standards was on relatively hard terms. 

TABLE 12 

Pakistan's Balance of Paymen~ 
(US $ Millions) 

FY 1973 
Actua1s 

FY 1974 
Preliminary 

FY 1975 
Projected 

FY1976 
PrOjected 

Exports 766 1,022 1,015 1,125 

Imports 800 1,50S 1,975 2,220 

Trade Ba lance 

Net Invisib 1es 

R 124 

40 

R 483 

51 

- 960 

- 15 

- 1,095 

- 50 

Debt Service 186 197 243 422 

Balance to be 
Financed R 270 R 629 - 1,218 - 1,567 

Aid utilization 337 

IMF & short term 
Borrmvi!1gs 80 

Errors & Omissions 7 

Change in Reserves 

(Negative 
Increase - 154 

(Reserve 
Po~ition) (468 ) 

492 1,063 1,450 

53 255 140 

17 

101 ~ 102 - 23 

(367) (479) (.502 ) 
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11.07. ~he 1972 devaluation co~uled with rising international prices 
helped boost exports fro~ $568 =illion in FY~1972 to $1,100 million 
in ?Y 1975. Imports a.:no'l..'1ted. to $890 million forFY 1973. The 
increasei export eru:nings we!"e largely due to higher worldwide commodity 
pri~es and would have been greater but for a number of export problems 
'Wit.:-. !"a',r cotton and textiles, and t.he softening of world market prices 
for t~ese ite~s by the Sl;~~er of 1974. Import prices unfortunately 
rose even faster, and this t~ning of the terms of trade against 
Pakistan was rooted in such basi·:! imports as fertilizer, POL, wheat 
and edible oil. 

11.08. The GOP projects ex:;o!"ts and imports for FY 1975 at $1,350 
~illion and $2,500 millio~ respectively, leaving a trade deficit of 
$1,400 million. Slightly Imler imports (presented in the table) of 
about $2,470 million appear more likely. This includes $390 million 
for PO!:', $155 nillion for :":,'·.:':.i2.izer, $315 million for wheat, and 
$625 million for nachine!"y ~~i :!apital goods. 

11. 09. In FY 1975-76 an i=pn-:ed export performance is expected as 
rice, s~all r:J.anu~actures, fis~, etc. continue their long-run upward 
trend. HO',oiever, a contin-.:.ei ~i~h level of wheat imports arising from 
this year's poor crop will cor::.inue to ,put heavy pressure on Pakistants 
balance of pajL~ents. ?ai.istan has set a target of 9 million tons of 
wheat production 1975/76, and is ~ndertaking a major campaign to 
increase production (ne'..- fer':.i:;"izer plants and, pending their completion, 
imports; recti fic3.tion of agr: :::'.11tUl'al price relationships; major 
impro'.-e::::lents in -.,-Soter Da!1a:;~::.~:-.'~ and salinity control, etc.) to remove 
this cons'crai.nt in the :lex\; :'e-,; ~-ears. But these efforts, and the 
reg'..llar develop:::ent pn;r::.=:, -·;i11 result in continued large-scale 
foreign aid recl"clirem-::nts if ?a::istan is to proceed with its long-run 
development unh~pered. 

11.10. .net in"risibles CO::ti~'clei to be high for FakiE.'tan because of 
large no:::e re::li ttances. ~·,-o!'li;.-ide inflation affects payments for 
travel, shippin,:; and r:lili':ar:,- i:::lpo!'ts as WE'll as home remittances. 
As the ,;arId in':laticn de:::15.nes and Pakistan emigrants (encouraged by 
the G:)P and welc:>:::ed b~.- -:r_e _'::a~s) continue to flow into the Middle 
~ast, particularl:.- the G''':'=-:~ ~':ates, it is hoped these will remain high, 
alths'J.':;:1 their €;":J~·ith :::8.:.- :::e:::li.!1e. Short-term borrowings, which 
:ould. ha~e been i~~1~i3d. ~~~e, ~ave been placed below the line in 
19~r5!,·6. lio·..;e-;:::~·, t.h~.3e :~:;, ~.::::~'~a.;:;e the debt ::;ervicing obligations 
of ?a::istan. _t.. re:l:cl:::tic:: i:: ,,~o~·t-term borrowings is indicated as 
softe::' f'.lr..ds are :CQl:l, :;:~':'r:::i:;:ally in the ~liddle East. 

11.12. ~r2t o:~f:'::::'al :ie"::o-. 3;:~'·.-:'::in€: by Pakistan amounted to about 
$136 ~i11i0!1 in ?~ 1973 and is estimated to be $197 million for FY 1974. 
On J'.l::e 20, 197~, ?ai.i s:. a:,. 2-;!'e::d ....71th the Aid-to-Pa.kistan Consortium 

http:cons'crai.nt
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upon a package of debt relief and division of the debts contracted by 
it for the benefit of the former East Pakis~an, now Bangladesh. The· 
debt relief proposals inc~rporate a total of $650·million to be received 
by Pakistan from its creditors in the Consortium over the next three 
years. In addition, Pakistan agreed to seek comparable debt relief 
fron 2reditors outside the Consortium. Unfortunately, there remain 
significant short-run service obligations, and non-traditional, non~ 
consortium donors have =ade commodity and cash loans available on 
what by DAC standards are hard terms. If commodity aid financing is 
not available in adequate ~ounts, Pakistan may continue to seek short­
te-m borrowings in FY 1976. While these improved the short-term 
balanc~ 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 lean together with the other legitimate 
debts. During the next few years the economy will have little margin 
for maneuver but, in the loeger run, the situation will improve 
significantly. Repayment prospects are, therefore, reasonable. 

D. InnRct on U.S. Balance of Payments· 

11.13. The impact of ~his loan on the U.S. balance of payments will 
be favorable. The proceeds of the A.I.D. loan, while available to 
finance purchases in C~de 9~1 countries, will probably all be spent 
in the U.S. for goods and services. It is expected, based on consider­
able past experience, tia~ U.S. suppliers will be competitive or. ~ome 
of t~e materials and services procured for the project and financed 
by sone of the other forei~n exchange lenders. Thus, while the U.S. 
is lending $40 million, there will, no doutt, be more than this amount 
spent in the U.S. for this project. 
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PA!{lSTA..~ - FAUJI-AGRICO FERTILIZER PROJECT 

cmTIFI CATIO::-: PURSUANT TO SECTIOi-i 611(e) OF 


THE FOREIG~ ASSI3T~~CE ACT OF 1961, AS AMENDEll 


I, Willb.m A. Wollier, acting principal officer of the Agency for 

International Development in Pakistan. having taken into account 

all'lOD6 other things the maintenance and utilizat1oo. of projects in 

PaJdsta.l'\ previously financed or assisted by the United St3.tes and 

the com·.nitment of the Government of Pakistan to carry out 

effectively the ? auji-Ag-rico !"artilizer Projec~ do here!)y certify 

that in my judg:nent Pakistan bas the finanC'~al and hulUrul re:::ources 

capability to imple:nent, maint..'lin and utilize effecth"cly the 

subj ect ~roj eet. 
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FAUJI-AGRICO FERTILIZER LIMITED 

CHECKLIS.T OF STA TUTORY 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, pu'o!ic adminis­
tration, or human resources No. 

development; 


d. to solve econorr:ic and social development 

problems in iiclds si.~;:::: as trans- No. 

portation, powe r, indus: :":, urban 

development, and expor:: de\'elopment; 


e. in support of the general economy 

of the recipient country or for develop- No. 

ment programs cond'.lctea by private or 

international organizations. 


COUNTRY PERFORlvL-\:\CE 

Progress Towards Country G·:>a15 

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

A. 	 Describe extent to w;:L:h country is: 

The following abbre\'iation ar-e 'J.5ed: 


FAA - Foreign Assistance .-\c: ':If 1961, as amended. 

FAA, 1973 - Foreigu..\s;;is:a:-. .:e Act of 1973. 

App. - Foroign Assistance ar:d Related Program Appropriation Act, 1974. 


MMA- Merchant lvlarine .-\.ct. :>! 1936, as amended. 
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(1) Making appropriate efforts to 
increase food production and 
improve means foz: food storage 
and distribution. 

(2) Creiiting a fa vorable climate 
for foreign and domestic private 
enterprise and investment. 

(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 imple.nentation of these 
pledges by nationalization has been 
uneven and has created uncertainties 
in the business community that has 
retarded nc\v private domestic 
investment in large scale industry. 
However, the Government continues 
to welcome foreign investment in 
certain sectors, as evidenced by its 
conces sions to foreign investors in 
fertilizer n1anufacture and the ex­
pansiun of U. S. investments in food 
proces sing, 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 pri vate 
investment is essential to Pakistan's 
econon1ic development. 
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(3) Increasing the publicls rule 
in the developmental process. 

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

(b) Dh"erting such resources 
for unnec es sary military 
expenditure (See also Item 
No. 20) and intervention in 
affairs oi other free and inde­
pendent nations.) (See also 
Item No. 11). 

(3) 	 The present (iovernment des­
cribes 	itself as ".1 IIPeoplels Govern­

lmene . During the summer of 1973 
a ~ew 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 fur development purposes 
will approach II% 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 Indials recent 
detonation of a nuclear device, or 
continued strains in Afghan-Pakistan 
relations on future defense budgets. 
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(5) Making economic, social and 
political reforms such as tax col­
lection improvements and changes 
in land tenure arra,ngements, 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 re sponding to the 
vital economic, political, and 
social concerns of its peoples, 
and domonstrating a clear deter­
mination to take efiective self­
help measures. 

B. Are abo.ve factors taken into 
account in the furnishing of the subj ect 
assista-nce? 

(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 
develop:::-.",nt 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 -"lstitutions. 

....-; ! 

(See Section VI for details of Y'· 

financial plans.) 

(7) As the responses above suggest, 
the recipient Government has C(",~n­
mitted itself to meeting the vit.al 
economic, political and soc:.I.1 concern 
of its people. Since comin6 to power, 
the self-help measures tr.'.! 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 re~trictions on the 
transport and sale of wheat. and 
inc rea sed the Government procure­
ment pric e substantially, measures 
that will give si ~nificant increased 
incentive to agricultural production. 

Yes. 
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Treatment of U. S. Citizens and Firms. 

3. 	 FAA § 620 (c). If assistance is 
to government, is the g.overnment 
liable as debtor or unconditional 
guarantor on any debt to aU. 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? 

4. 	 FAA § 620 (e) (1). If assistance 
is to a government, has it (in­
cluding government agencies or 
sub-division:;;) taken any action 
which has the effect of llationali ­
zing, expropriating, or otherwise 
seizing ownership or control of 
property of U. S. citizens or 
entities beneficially owned by 
them witl1':>ut taking s tep5 to dis­
charge its obligations towa rd 
such citizens or entities? 

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

a. has <loy deduction required 
by Fishermen's Protectin' Act 
been made? 

b. has complete denial of assis­
tance been considered by ~\. 1. D. 
Administrator? 

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. 	 FAA § 620 (a). Does recipient country 
furnish as sistance to Cuba or fail to 
take appropriate steps to prevent 
ships or aircraft under its flag 
from carrying cargoe s to or from Cuba? 

7. 	 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? 

8. 	 FAA § 620 (d). If assistnac:e is for 
any productive enterprise which will 
compete in the United States with 
United States enter?!"i3e, i;; there 
an agreement by the recipient country 
to prevent export to ::-.2 United States 
oimore tha n ZO~j ,A t::e cnte rpris e' s 
annual productior. d'..! :-i:;~ t:;f: life of 
the loan? 

9. 	 FAA § 620 (f). Is recipient country a 
Communist country? 

10. 	 FAA § 620 (i). Is recipient country in 
any way involved in (a) subversion of, 
or military aggression against, the 
United States or an~' c.,·.:n~ry receiving 
U. S. assistance, or (b) the planning of 
such subver5ion or aggression '? 

11. 	 FAA § 620 (j ). Ha s tr-.E: country pei­
mitted, or failed to take adequate 
lueasures to pre\'ent, the dan1age 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. 

[he 	Sec retary of State has 
determined that Pakistan is not 
controlled 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 [or restriction of 
export to the United States in excess 
of 20% of Fauji's total annual 
production. 

No. 

No. 

No. 



12. 	 ,F)I.. A § 620 (1). lithe country has 
failed to institute the investment 
guaranty program for the the sp,'!cific 
risks of expropriation, in conveIti ­
bility or confiscation, has the-
A.!. D. administration within the 
past year considered denying assis­
tance to such government for this 
reason? 

13. 	 L-\A § 620 {n}. Does recipi ent 
country furnish goods to North 
Viet-Nam or permit ships or air ­
craft under its flag to carry 
ca.rgoes to or from North Viet­
Nam? 

14. 	 FAA§ 620 (q). Is the government of 
he recipient country in default on 

interest or principal of any A. I. D. 
loan to the country? 

15. 	 F.-\A § 620 (t). Has the country severed 
diplomatic relations with the United 
States? If so, have they been resumed 
and have new bilateral assistance agree­
lnents been negotiated and entered into 
since such resUlnption? 

16. 	 FAA § 620 (u). What is the payment status 
of the country's U. N. ooliga tions? If the 
country is in arrears, were such arrear­
ages taken into account ~y the A. 1. D. Ad­
ministrator in deterr:"lining the current 
.-\. I. D. Operational Year Budget? 
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Pakistan has instituted the invest­
ment guaranty program for the 
specific risk of appropriation, 
inconvertibility and war risk. 

No 

No. Pakistan IS default under a 
debt moratorium in May 1971 was 
relieved by a Debt Rescheduling 
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. 

Dip10mal~c relations with the United 
States have not been severed. 

Pakistan is not delinquent in any 
obligations to the United Nationa. 
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17. 	 FA_-\ § 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, 
from bein~ sold illegally within 
the jurisdiction of such country to 
U. S. Government personnel or their 
dependents, or from entering the 
U. S. unlawfully.? 

18. 	 F_-\.-\. 1973 § 29. If (a) military base 
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 ope·rations 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 (5). What percentage of 
country budget is for military 
expenditure s? How much of foreign 
exchange resources spent on military 
equipment? How much spent for the 
purchase of sophisticated weapons 
sY3tems? (Cor.sider::l.rion of these 
points is to be coordinated with the 
B lreau for Program and Policy Coordi­
nation, Regional Coordinators and Mili ­
rar\·'-\ssistance Staff (PPC/RC). ) 

No. 0#0 

Not Applicable. 

During fiscal year 1974, Pakistanis 
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 
197-~ ~xpenditure was about 6. 1 % of 
GNP, alld this year is likely to bl'! 
less. We j)ave 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 19505 and early 
1960s. Pakistan has purchased 
sophisticated weapons systems 
from abroad inclucing Mirage 



Conditions of The Loan 

General Soundness 

20..	~AA § 201 (d). Information c::nd 
conclusion on reasonableness and 
legality (under laws of country 
and the United Sta1 cs) of lending 
and relending terms of the loan. 

21. 	 FAA § 201 (b) (2); § 201 (e). 
Information and conclusion on 
activity's economic and 
technical soundnes s. If loan 
is not made pursuant to a 
multilateral plan, and the 
amount of the loan exceeds 
$100,000, has country submitted 
to A.!, D. an application for 
such funds togethe r \vith as sur­
ances to indicate that funds 
will be used in a economically 
and technically sound manner? 

22. 	 F_-\_-\ § 201 (~) (2). Inr"ormation and 
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(Contd. from page 8, Item II 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 asses sments 
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 recipient 
conclusion on capacity of the country of substantial ec,)nomic assistance from 
to repay the loan, including reason- OPEC countries in addition to continued 
ableness of re?ayment prospects. and expanding assistance from the 

Western Countries. It is expected that 
the inflow will continue in the future. 
The repayment prospects for this loan 
are reasonable. 
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23. 	 FAA § 201 (b) (1 ). Information and 
conclusion on availability of fin­
ancing frorn other free-world sources, 
including private sources within the 
United States. 

24. 	 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? 

25. 	 FAA § 611 (a) (2). If further legis­
lative action is required within reci­
pient country, what is bar~s for rea­
sonable. expectation that such action 
will be completed in tim e to permit 
orderly accomplishment of purpose of 
loan? 

26. 	 FAA § 611 (e). If loan is for Capital 
Assistance, and all U. S. assistance to 
project now exceeds $1 million, has 
Mission Director certified the country's 
capability effectively to maintain and 
utilize the proj ect ? 

Loan's Relationship to Achievement of Country 
and 	Regional Goals 

27. 	 FAA § 207; § 113 
Extent to \vhich assi;:;tancc 
reflects appropriate emphasis 
on; (a) encouraging develop­
ment of democratic, economic, 
political, and social institutions; 
(b) .self-help in n'eeting the 
country' 5 food needs i (c) im ~roving 
availability of trained manpower in 
the country; (d) programs dt~signed 

to meet the country's health needs; 

(See Section VI for Financing 
Plan). The project will be financed 
from ~ 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. 

(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. 



-------

(Contd. from page 10, Item#27) 
(e) other importanc areas of economic, 
political, and social development, 
including industry; free labor unions, 
cooperatives, and loluntary 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 . 
economy. 

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

29. 	 FAA § 201 (b) (4). Information and 
conclusion on activity's relation­
ship to, and consistency with, 
other development activities, and 
its ~ontrib\.ltion to realizable 
long-range objpctives. 

30. 	 FAA § 201 (b) (9). Information and 
conclusion on whether or not the 
activity to be financed will con­
tribute to the achi vern ent of 
self-sustaining growth. 

31. 	 FA._-\ ~ 2.09. Inf')r:-r:atio!1 <l:1d 

conclusiun whether assistance will 
encourage regional development 
programs. 

32. 	 FAA § Ill. Discuss the ex­
tent to wh:i.ch the loan will 
strength,:!:. the participation of 
urban and rural poor in their 
country' 5 development, and will 
assist in the development of co­
operati,-('!:; whicjj will e~able a_nd 
encourage greater nurnoers 01 
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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 
tJward 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 proj ect \vill have indirect 
but conspicuous effect on enlarging 
the participation of the rural poor 
and cooperatives in Agricultural 
development efforts, which in turn 
will contri~ute to overall economic 
development. .. 



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

33. 	 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. 

34. 	 FAA § 231 (a). Describe extent 
to which the loan will contri ­
bute to the objective of 
assur~ng maximum participation 
in the task of economic de':elop­
ment on the part of thv p,~ople 
of the country, through the 
encouragernent of den1ocratic, 
pri va.e and local go\"e rnmental 
institutions. 

35. 	 FAA § 281 (b). Describe extent 
to which program recognizes the 
particular needs, desires, and 
capacities of the people of the 
country; utilizes the country IS 

intellectual resources to en­
courage institutional development; 
and supports civic education and 
traininb in .skills req'.l~r.;;d I'Jr 
effecth"e participation in govern­
mental and political processes 
essential to self-government. 

36. 	 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 producth-e 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. 
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-~-,. 	FAA § 601 (a). Information and 

conclusions whether loan will.en­

courage efforts of the coun~ry 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. 

38. 	 FAA § 619. If assistance is for 
p.ewly 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. 	 FAA § 201 (b) (6). Information and 
conclusion on possible effects of loan 

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 improdng 
the U. S. balance of payments 
position. 

40. 	 FAA § 2 U2 (a ). Total amount or money 
under loan which is going di rectI,' 
to private enterprise, is going to 
intermediate credit institutions or 
other borrowers for use by private 
enterprise, is being used to finance 

imports from private sources, or is 
otherwise being used to finance 
procurerr.ents fronl 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 St~tes 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 pri vate sources. 
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private 
41. 	 FAA § 601 (b). Information and See item 39 above for effect on U. 5.1 

conclusion on how the loan will trade. A U.S. company, Agrico 
encourage U. S. private trade and Chemical Company, is a 30% equity 
investment abroad and how it will investor in the borrowing entity. It 
encourage private U. S. part~cipation is believed this large U.S. private 
in foreign assistance programs investment will lead to other private 
(including us e of private trade American investment in Pakistan. 
channels and the services of U.S. 
private enterprise). 

42. 	 FAA § 601 (d). If a capital Yes. 
project, are engineering and 
profes:3ional services of U. S. 
firms and their affiliates used 
to the maximum extent consistent 
with the national interest? 

43 . 	 FAA § 602. Information and, Standard AID competitive selection 
conclusion whether U. S. small procedure will be used for procure­
business will participate ment under this loan. U. S. small 
equity in the furnishing of business will have an equitable 
good and services financed by chance of participating. 
the loan. 

44. 	 F_-\A § 620 (h). Will the loan No. 
promote or as sist the foreign 
aid projects or activities of 
the Comrnunist-Bbck countries? 

45. 	 FAA § 621. If Technical As sis tance Not Applicable. 
is financed by the loan, information 
and conelusion whether such assis­
tance will be furnished to the fullest 
extent practicabl,~ as goods and pro­
r"coisional ;).nd n~her Sel"\~':Coi :'rc,':: 

prh'ate enterprise on a contract basis. 
I~ the facilities of other Federal _-\gencies 
will be uti1i~ed, information and con_elusion 
on whether they are particularh' suitable, 
are not competitive with priv.).te enter­
prise, and can be Inade a\'ailable with­
out undue interference with domestic 
programs. 

http:priv.).te


Page 15 of 19 

Loan's Compliance with Specific Requirements 

46. 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, proj ect. or 
activity with respect to which the 
Loan is to be made? 

47. FAA § 112. Will loan be used 
to finance police training or 
related program in recipient 
country? 

48 . FAA § 114. Will loan be us"ed to 
pay for performance of abortions 
or to motivate or coerce persons 
to practice abortions ') 

4l). FAA § 201 (b). Is the· c:Junn"y among 
the 20 coutries in wbic:: de':e1cJpment 
loan funds may be uSed to make loans 
in this fiscal year? 

50. FAA § 201 (d). Is interest rate of loan 
at least 2% per annum during grace 
period and at least 3~) ?er annum 
thereafter? 

51. FAA § 201 (f). If this is a project 
loan what provisions have been made 
fOl' appro;Jl"iatc pC'"rti.:::?:.. ti:J:: ~:; t:IC 

recipient country ts pri \"a te enter­
prise? 

52. FAA § 604 (a). Will all CO!:::110ciity 

procurelnent financed u::.de r the] oan 
be from the United States except as 
otherwise determined by ti1e pJ"(~sident? 

FAA § 604 ·(b). What provision is 
made to prevent financi:1g CuIT;-

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

No. 

No. 

Yes. 

Yes. 

Fauji Foundation itself has been 
classified as a private enterprise. 

See item 39 above. 

No t'bulk commodities" will be 
purchased under this loan. 



(Contd. from page 15, Itern#53) 
modity procurement in bulk at 
pric e s highe r than adjusted 
U.S. market price? 

54. 	 FAA § 604 (d). If the coop­
erating country discriminates 
against U. S. marine insuraT'~e 
companies, will loan agreement 
require t!la.: rnarine insurance 
be placed in the United States 
on commodities financed by the 
loan? 

55. 	 FAA § 604 (e), If offshore procure­
ment of agrict' Ltural commodity or 
product !c; to oe financed, is there 
provision agJ.inst such procurement 
when the do! .estic price of such 
commodity is less than parity? 

56. 	 FAA. § 60-1: (i). If loan finance s a 
commodity i::"port progran~, will 
arrangements be made for supplier 
certification to A.!. D. and A.!, D. 
appro\"al of commodity as eligible 
and suitable? 

57. 	 F_-\A § 608 (a). Information on 
measures to be taken to utilize 
U.S. Govern:-nent excess personal 
property in lieu of the procurement 
of new iterr.s. 

58. 	 FAA § 61 1 C.J); _-\ pp. § 101. If 
!c:an finance;;. ",,'ater or water­
related la:1c :-esource constr'.lction 
project or p:-'Jsram, is there a 
benefit-co:::;, c01:'lputation mad(!, 
insofar as ?racticable, in accor­
dance with t);e procedures set forth 
in the ~len:o:-andum of the President 
dated~la:: l~, 196Z? 

Pa'ge 16 of 19 

Yes. 

Not Applicable. 

Not 	Applicable. 

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

Not 	Applicable. 
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59. 	 F.-\A § 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? 

60. 	 FAA § 612 (b); § 636 (h). Describe 
steps taken to assure that, to the 
maximum extent pos sible l 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 s ervic es. 

61. 	 FAA § 612 (d). Does the United States 
own excess foreign currency and, if so, 
what arrangements have been made for 
its release? 

62. 	 FAA § 620 (g). What provi sion is 
therEj2.gainst use of subject assistance 
to cdmpensate owners for expropriated 
or nationalized property? 

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

6" F.-\A § 636 (i).""l:. V;ill ,111}' loau itlnd3 

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? 

65 •.	-\pp. ~ 103. Will any loan funds be 
used to pay pensions, etc., for mili· 
tary personnel. ? 

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. 

No. 
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66. 	 App. § 105. If loan is for capital 
project, is there privision for 
A.1. D. approval of all contractors 
and contract terms? 

67. 	 App. § 107. Will any loan funds 
be used to pay UN ass es sments ? 

68. 	 App. § 108. Compliance with 
regulatrons on eMployment of U. S. 
and local personnel. (A.!. D. 
Regulation 7). 

69. 	 _-\pp. § 110. Will any of loan 
funds be used to carry out pro­
vis~ons 'of FAA § 209(d)? 

70. 	 App. § 113. Describe how the 
Committee on Appropriations of the 
Senate and House ~ave been or will 
be notified concerning the activity, 
progranl, proj ect, country, or 
other operation to be financed by 

the Loan" 

71. 	 App. § 501. Will any loan funds 
be used for publicity or propa­
ganda purposes within the United 
States not authorized by Congress? 

72. 	 ivI).,L-\ § 901. b; F_-\_-\ § 640C. 

(a) Compliance with requirement 
that at least 50 ?::,r centlln'. of the 
gross tonnage oi con1n1od.iti\'s 
(computed separately for dry bulk 
carriers, dry cargo lieers, and 
tankers) financed with il:nds made 
a,"ailaDle under this loan shall be 
transpurted on pri,oately own·o'u U.S.­
£lag co:-:'"nercial ':cssels ~o the 
extent that such \Oessels ar0 avail ­
able at fair and reasonable! rates. 

Yes. 

No. 

These regulations shall be complied 
with. 

No. 

Both Committees will be advised 
by AID/W in accordance with 
s ta tutory requi rem ents. 

No. 

The loan agreement will contain 
standard pL"ovisions. 
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(b)Will grant be made to loan 
recipient to pay all or any portion 
of such differential as may exist 
between U. S. and foreign-Hag vessel 
rates? 

No 

73. Section 30 anc. 31 of PL 93..,189 
(FAA of 1973) 
Will any part of the loan be used to 
finance directly or indirectly military 
or paramilitary operations by the U. S. 

No 

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

74. Section 37 of PL 93 - 189(FAA of 1973); 
App. § Ill. Will any part of this loan 
be used to aid or as sist generally or in 
the reconstruction of ::\orth Vietnam. 

No 

75. App. § .112. Will any of the funds No 
appropriated or local currt:'ncies generated 
as a result of .-\1D a:::sis:ance be used for 
support of police or prisor: c::onstruction 
and administri1.tL.:: i,~ 3'Ju:',~ VIetnam or for 
support of polic e training in South Vietnamese? 

76. App. § 504. Will any of the funds appropriated 
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? 

No 
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A. I. D. Loan No. 

CAPITAL ASSISTANCE LOAN AUTHORIZATION 

Provided from: Development Loa.n Funds 

Pakistan: Fauji-I.. grico Fertilizer Project 

Pursuant to the authority vested in me as Administrator of the 
Agency for International Development (IIA. I. D. ") by the Foreign 
Assistance Act of 1961, as amended, (lIthe Act ll 

) and delegations 
of authority is sued thereunder, I hereby authorize a Loan to the 
Islamic Republic of Pakistan (IIBorrower ll ) in an amount of Forty 
Million United States Dollars ($40, 000,000) pursuant to Part I, 
Chapter I, Section 10.3 - Food and Nutrition and Part I, Chapter II, 
Title I (De'velopment 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 (IIProject"). 

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 grrace period and at 
the rate of three percent (3%) per annum thereafter. 

2. Currency of Rep:lyment 

Repayment of funds due under the Loan and payment of 
interest thereon shall be in United States Do:i.1ars, 

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 th~ Loan shall be from 
the United States or other Code 941 countrj~s. 

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-II-9(l4)/72 - Vol. IV 
Government of Pakistan 
Industries Division 

Islamabad, the 9th April, 1975 

To 

1. 	The Managing Director, 

Fauji Foundation, 

Harley Street, 

Rawalpindi. 


2. 	Mis. Agrico ~hemical Company, 

718, National Bank of Tulsa Building, 

Tulsa, Oklahoma 74103 USA. 


Sub: 	 EST_-\BLISHMENT OF A FERTILIZER PLANT 
BASED ON MARl GAS. 

Dear Sirs, 

I am directed to refer to your letters No. 1-1 IFP, 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: 37.00 35.00 72.00 

DEBT 

US_-\ID 50.00 50.00 

World Bank 50.00 50.00 

German Aid (KFW) 20.00 20.00 

Pakistan Financing 
institutions 

Sub Total: 
48.00 
48.00 

-- ­
12 O. 00 

48.00 
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 
und~r which these funds will be made available 
to the Company shall reflect the need to finance 
th~ proj ect at the lowest possible costs. and shall 
include a fUteen (15) year repayment period beginning 
2 years following the COlnmencement of commercial 
operation. 
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(ii) 	 Arrange to borrow and relend to the Company on 

acceptable terms the World Bank loan. In the 

event that ;;uch borrowing by the Government is 

not feasibie~ 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. 


(iii) 	 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. 

(iv) 	 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 
s l.lch co:n.mitments from the international lending 
organizations but if the loan giving agencies object, 
the ?Y'::.>j ect will not be delayed and the Company 
shall pro\-icie equity without delay. 

(v) 	 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. 


(vi) 	 Guarantee for repayment of foreign loans and 
interests on the following terms and conditions:­

(a) 	 The necessary loan Agreement will be 
subj ect to prior approval of Government. . 

(b) 	 _.l. gua rantee fee of 1-1/2% would be paid to 
Government by the proposed Fertilizer 
Co~pany which would set up the fertilizer 
plant and other relateci 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 and 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. 	 {i} Plant and machinery to be imported must be new, 
modern and most competitively priced. 

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

(iii) 	 Two years supply of spare parts will be 

arranged as part of the project. 


(i v) 	 After the Proj ect goes into pr0duction, 
licences for the project requirt:n'lents of 
imported chemicah j consumable stores and 
spares et--. will be subject to the Import 
Policy in force from time to time. Th~ 

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 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. Payment of customs duties where applicable shall 
be allowed in the form of debentures under the existing 
rules. 

8. Foreign equity investment would be repatriab1e in 
accordance with investment guarantee as set forth in the 
Government staterlJ.ent of Industrial Policy 1959, the 
relevant extracts of which are reproduced below:­

"(i) 	 Foreign capital in approved industries established 
after Sept~mber 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 
investrnent originated. 

(ii) 	 .-\ny part of the profits derived from investment 
and ploughed back into approved industrial pro­
j ects with the approval of the Government of 
Pakistan. may be treated as investment for the 
purpose of repatriation. 

(iii) 	 AppreciCl.tion 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 
re g'.l1ations as are in force from time to time 
and will not apply (i) to the purchase of shares 
on the stock exchange. un1es s it is an integral 
part of an approve~ investment project, and (ii) 
to the capital invested in Pakistan before 
Septt:!mber 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 pToduction, 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 as sistance, post start up as sistance, 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 i.nvestment by Agrico in the 
Project would be issued by the Government for the purpose of 
ob dning 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 comnlercial 
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 di vidends 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 proportionate~y increased. 

13. The company will be allowed to market urea and 
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phosphatic fertilizer, either indigenous and/~r imported 
prior to the commencement of the production for its "seeding" 
programme and after commencement of production, in addition to 
marketing its own ur"ea fertilizer it would also be allowed to 
market phosphatic fertilizer in exchange of its urea fertilizer. 
For this purpos e 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 assistanc.e. would be rendered to the 
Company for acquiring' requisite c<;>nsents !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 
sys tems and telephone lines and to import motor vehicles 
required for the proj ect. 

16. The Company shall be provided with a timely and 
adequate supply of gas at the plant' site from the Mari Gas 
field l 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 
pa::ment by the Company of salaries, prerequisites and 
beneiits 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. 
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18. The Company would be allowed to alter, improve, 
extend, expand or d~pottleneck the plant within two years 
following start-up of the commercial oper-ations 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 as sisted in obtaining relevant 
documentations and approvals from Provincial Governments 
etc. 

20. Normal consessions in for'ce from time to time will be 
allowed for import of commissary supplies'for contractors or 
expatriate.s during their stay in Pakistan. 

2L 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 thf!ir consideration and approval 
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 Gov!'U'nrnent sh~ll 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. 

(iv) ARTICLE XI - 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 months 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 
progres s report should also be sent to the following within 
seven days of the close of each quarter until such tim,e as 
the plant is put into operation. 

(a) 	 Director -General, IP&S, Government of 

Pakistan, Karachi. 


(b) 	 Director of Industries, Government of 

Punjab, Lahore 


A schedule of implementation of the project sho\lld 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 appli~tion 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 J 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 subj ect 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 purpos e 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 undertaking:;, 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
mis sion to the Parties, by arbitration pursuant to the 
Convention on the Settlen'lent of Invcstn'lcnt Disputes 
between States ann Nationals of other States (liThe 
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 be 
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 lette r. 

Yours 	faithfully. 

(A. R. KHAN) 
JOINT SECRETARY 

Ene!: 	 Annex 'A II as 
stated in para 23 
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No. Dev-II-9(14)/7Z -Vol. V 
Government of Pakistan 

'"Industries Division 

Islamabad, the 6th May, 1975. 

To 

1. 	 The Managing Director, 

Fauji Foundation, 

Harley Street, 

Rav,:alpindi. 


2. 	 MIs. Agrico Chemical Company, 

718 Nltional Bank of Tulsa Building, 

Tuls2. '!.lahoma 74103 USA.
---' 

Sub: ESTABLISHMENT OF A FERTILIZER PLANT 
(BASED ON MAR! GAS 

Dear Sirs, 

With reference to this Division IS lett, . 01 even number 
dated 9th April. 1975, Agricols telex No. 735, dated 18th April, 
1975 and the discussion q held with Agrico and Fauji representa­
tives at Karachi on 1-5 1975 and at Islamabad on 2-5-1 ')~'5, I 
am directed to state that it has been agreed to replace p2-ras 3, 
5, 6, 9, 10, 12, 13, 23 and 24 of the letter dated 9th April, 1975 

\' the foUO\ving reworded paras < _ same number respectively:-

Para 3. 

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

(i) 	 A rrange to borrow and relend to the 
Company the USAID and KFW foreign currency 
loans. The terms under which these funds 
will be made a vaila h Ie to the company shall 

reflect the need to £inanc e the proj ect at the 
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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 r?,.a 2.02 of the 
Participation Agreement. 

(ii) 	 Arrange to borrow and relend to the 

Company on acceptable terms the World Bank 

10a.n. In the event that such borrowing by 

th~l Government is not feasible, the Company 

shall endeavour directly to borrow the foreign 

cu"'rency funds from the World Bank under the 

E}V". sorship and with-the assistance of the 

Ciov;';rnment at terms acceptable to it. 


(iii) 	 Obtain fi:J;m commitments from and arrange 
to make available the proportionate equity 
subscription of the. Pakistan Public through 
industrial development and financing insti ­
tutions or corporations. 

(iv) 	 Obtain firm commitments from Pakistani 
financing institutions to make available their 
loans to the Company on a pari pas su basis 
with the contri "ution 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 3hall provide 
equity without delay. 

(v) 	 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 operat~on 


shall be in accordance \0 h the relevant rules 

and regulations of the Slate Bank of Pakistan. 


(vi) 	 Guarantee for repayment of foreign loans 
and interests on the following terms and 
conditions: ­
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(a) 	 The necessary loan Agreement will be 
subj.~ct 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 Is sues 
in accordanc c 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. 


(i v) After the .Proj ect 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 proj ect 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(I)!74 dated the 21st March, 
1974. The exemption so given shall be in accor­
dance with the CBR Nofification 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 proj ect. 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 
propl'ietary 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 ope ration 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 !>y the Government 
would be made free of all taxes and withho1dings through 
appropri::tte notification under Income Tax Act of 1922 and 
shall be in accordance with a know-how agreement which 
would be subj ect 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 
b.etween 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 ~fter taxes on a 
plant efficiency of 65% in the first year" 850/0 in the second year 
and 90% in the subsequent years in terms of urea. It is agreed 
that if the plant operates at higher efficiencies, the price of urea 
shall still be determined on the aforf~mentioned basis. The 
dividends accruing to the foreign shareholders shall be exempted 
frorn any dividend withholding tax or other charges on rjividends 
through appropriate notification unde:c 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 commencer;tent 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 WQuid also be allowed to import, subject to the 
availability of foreign exchange, and market 'phosphatic 
and other compound fertilizers. The price and quantum of 
suc-h 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 subj ect to the normal rules 
and regulations. 

(iii) ARTICLE VII - M.ANAGEMENT. 

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 
re gulations. 
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(iv) ARTICLE XI - SETTLEMENT OF DISPUTES. 

Clause XI. D2, The words "at L?ndon. England" 
occuring after "language" shdl 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 arf.' requested to kindly acknowledge receipt of 
this letter in token 0: acceptance of the aforementioned 
a'\ended terms and conditbns. 

Your s faithfully. 

( A. R. Khan) 
Joint Secretary 
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4th Kay, 1975. 

To 1. Mis. Agrico Chemical Company, 
718 National Bank of Tulsa Building, 
Tulsa. Oklahoma 74103 USA 

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

Sub: ESTABLISHHENT OF A FERTILIZER 
PLANT BASED ON MARl 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)/7l-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 con~encement of commercial operation as to allow a 20% re­
turn on equity after t~xes on a plant efficiency of 65% in the first year, 
85% in the second year and 90% in the subsequent years in terms of urea and 
for fuis purpose 100% 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 aforeoentioned basis. The dividends accruing to the foreign 
shareholders shall be exe2pted from any dividend withholding tax or other 
charges on dividends through appropriate notification under Income Tax Act 
of 1921 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. II 

2. I ~ further directed to acknm..rledge your telex No. 881 dated the 
8th Hay 1975 and to note that you have accepted the terms of this Division's 
letter refe;red to above and that necessary action has been set in motion 
towards implementation of the project. I am also to 'Iequest that the 
schedule of implementation of tbe project may now be supplied to the Depart­
ment of Investment Pro~otion and Supplies as envisaged in para 25 of the 
sanction letter ~.,i th 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 


RatedPlant 	 Product 
Capacity 

1. 	Pak-_-\merican Fertilizers 
Limited, Daudkhel 

Sub -total: 

2. 	Lyallpur Chemical & 
Fertilizer Limited: 
A - Lyallpur. Plant 

Ja ran\vala Plant 
Jaramvala Expansion 

Total Sulpuric Acid: 

B 	 - Lyallpur Plant 

Jaranwala (after expansion) 

Su:) -total 

3. 	Pak-arab Fertilizer 
Limited, )'Iul tan (1977) 

Ammonia (Z5,000) (25,000) 
(8Z% NZ) 

Ammonia 
Sulphate" 
{20.80/0 N2) 

Sulphuric 
Acid 

" 

" 


SSP 
(20.7% avail ­
able PZOS) 

" 

Ammonia 

Nitric (Uhde) 

Nitric (C&I) 


90,000 18,700 

6.400 

(16,000) 
(16.000) 
38.400 

18, 000 

72.000 

90,000 

(300,000) (246,246) 
(396,000) 

(57,600) 

3.700 

14.900 ... 
18.600 
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CAN 
(26 5% N2) 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 
Fertilizer Project (1978) 

5. 	Hazara ComElex: 
a) Chinese Urea Plant (1977) 

b) 	 Pakistan Fertilizers 
Limited (1977/78; 

6. 	Dawood-Hercules 

7. 	Esso 

8. 	Fauji-Agrico p q7 9) 

Ammonia 
Urea 

Ammonia 
Urea 

MAP 
UAP 

Ammonia 
Urea 

Ammonia 
Urea 

Ammonia 
Urea 

(330,000) (270,600) 
556,800 257,798 

(56, 100) (46,002) 
(95,897) (44,400) 

(103,546.3) (11,908) 
202~ 950 54,797 

(200,000) (164,000) 
345, 000 158, 000 

(1 00,000) (82, 000) 
173,000 80, 000 

(315, 000) (258,000) 
544,000 250,000 

(55,915) 
54 i 797 

Total Installed CaEacity in 1979 
(Nutrient Tons) 

Nitrogen 	 PZ 0 5 

NFC 553,908 143,432 
Dawood-Hercules, Lahore 158~ 000 
Esso, Dharki 80,000 
Fauji's, Sadiqabad 250,000 

1,041,908 	 143,432 



~QJECTED 

Nitrugenous Fl~rtilizer Production in Pakistan 
(Nutrient Tons) 

Plant 	 Product 1971.!! t 97 5 1976 1 ()77 1978 1979 1980 1981 ~ 

1. Daud Khcl 	 AS 19,014 19,400 19, 000 19, 000 19, 000 19, 000 19, 000 19. oeo 19, 000 
2. Lyallpur 	 SSP 
3. 	Multan CAN 16.492 16,700 17, 000 17,000 48,0UO C!8,OOO 106,000 114,000 114,000 

Urea IS, 134 9, 100 16,000 16,000 21, 000 28,000 31, GUO 33,000 '33,000 
NP 21, 000 49,000 61,OQO 66,000 66,000 

4. Mirpur Methelc, 	 Urea 77,000 180,000 225,000 245,000 
5. Hazara 	 Mix 16,000 38,000 48,000 52,000 52,000 
6. Dawood -Hercules 	 Urea 158,416 165, 000 165,000 165, 000 165, 000 165, 000 165,000 165, 000 165,000 
7. Esso 	 Ul·ea 90,637 93. 000 93,000 93, 000 93,000 93,000 93,000 93.000 93,000 
8. 	Fauji Urea 25.000 175,000 219,000 238.000 

Totals 299,693 303.200 310.000 31.0, 000 3~3,000 632.000 878,000 986,000 1. 025, (lOO 

1/ July 1 - June 30. 

Note: 	For purposes of preparing figures new facilities are projected to produce 

60 percent of rated capacity during first year of operation 80 percent the 

second year and 95 percent thereafter. 
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:~~·;;!y.n: The Fertilizer Distribution System 

F'::j!)r 'C1."'; l':n:·rl-1973 f~rtilizer sales expanded rapidly with the private 
distribtlCO~'S ph"-fir.g a major role in promotion and distribution. In 1973. 
the autho.rity t,"'! regulate fertilizer distribution was transferred from the 
Centred ~~ove:~'nmcnt to the provinces. Soon thereafter three of the four 
prn'li,fh;et{ pL"fJr.eeded to reorganize their distribution systems in such a 
W'd.,/ th~,:: public agencies in these provinces now playa dominant role. 
T~',I! -Sin.t 5 et up the Sind A~ri.cultural Supplies Corporation (SASCo) which 
began operations in August 1973; the Punjab followed creating the Punjab 
Agricultural Development and Supply Corporation (PADSC). Both agenice s 
were charged with responsibility for wholesale and retail trade '3.nd for 
operating fertilizer storage depots. In Baluchistan, fertilizer distribution 
was nationalized and turned over to the Provincial Department of Agri­
culture. Only in the NWFP W<.J.S the distribution system left unCLltered. 
the table below shows the relative importance of the public and private 
sectors in the four provinces. Note that almost 90 percent of Pakistanis 
fertiliz'er is consumed in the Punjab and Sind; thereforc, the performance 
of PADSC and SASC" is olwiously of critical importance to the perfor­
mance of the entire rrlarketing system in Pakistan. 

Table 1 - Public and Private Sector FertiliZer Marketing 

% of Na tional Share Marketed by: 
Province Consurnption Public Sector Private Sector 

Punjab 67.0% 83% 17 0/0 
Sind 22.5% 54% 46% 
NWFP 9. 0% l1% 770/0 
Baluchistan 1.5% 55% 45% 

Pakistan 100.0% 70% 30% 

Source: "Th; Fcrtilizer Markt.:t~ng System 111 Pakistan;" FAO Working 
Paper, June 197-1:, p.6. 

Figures I, 2 and 3 sumnlarize the present fertilizel' distribution 
system in the Punjab, Sind, and NWFP. The numb~r of licensed retail 
agents operating in both puulic ansI p'rivate sectors for each province is 
given and \vhcre possible, an estimate of the numuer of unlicensed retail 
sub-agents has also been made. Each agency's/firmls share of the pro­
vincial 111arket is also shown; c1ea rly, 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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Proj ects (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' sand Dawood­
Hercules' production among the provinces is also shown. 

Prior to the partial "nationalization" of the fert:ilizer marketing 
system, four large commercial companies known as "principal agents" 
op~rated 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 mostcJf the public sector's production, and 
the Agricultural Development Corporation (ADC), which confined itself 
primarily to ncv.:er fertilizers or geographic areas where the privatp. 
sector \vas not operating. The developments of 1973 put two of the prin­
cipal agents completely out of busip-~ss. [Jaffer Brothers Ltd., and 
Pakistan National Oils Ltd., (PNO)] and required 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 contir,u.:-d to operate in the NWFP and the 
Punjab. 

A definitive assessment of the new nlarketing system's performance 
is difficult to make. Little more than on~ year has passed since the 
reorganization, and adjustments are undoubtedly still being made. Co­
incidental to the market reorganization, the retail fertilizer market was 
bu.ffeted by extraordinary events. A major flood in August and September 
of 1973 caused widespread damage to roads and some railr.oads, destroyed 
cropes, and disrupted normal family and farm operations. To offset this, 
a major credit program \'.';15 launched; in the Punjab along, Rs. 116 million 
01 iertilil':cr credit, much oi it in kind, was distribuled. The net effect of 
each of these separate e\"~nts is impossible to determine. During thi" same 
period, the retail price of fertilizer was abruptly raised on two separate 
occasions -- from Rs.340/ton to Rs.II00/ton in August 1973, and then to 
Rs. ISOO/ton in April 197-t and then temporarily reduced by 12.5 percent 
from DC'cemlwr 1')7-t to J2.:,'Jary 31, 1975.(prices quoted for urea). An 

unusually dry 1974 summC'r 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 teGt of time. 
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We can, however, make some observations about the size and 
dispersement of the retail marketing force before and ufter "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 
I~ifter" 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 PrlO 1974 


Punjab 928 657 161 600 1800 1257 
Sind 403 204 53 359 456 563 
N'.':FP 101 204 36 105 137 405 
Baluchistan 11 4 36 15 36 

Pakistan 1443 1 161 254 1100 2408 2261 

Source: 	 1970 data from Fertili7.er Marketing & Distribution in West 
Pakis tan! Chemical Consultants, Ltd. Lahore. August 1970, p. 61. 

1973 data frum PIDE monograph l.iU1"lJ,er 18, The Pricing Of 
Agricultural Capital Inputs in Pakis!:an, p. 12. 

1974 data from. The Fertilizer Marketing System inPakistan, 
FAO \110 rking 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-1 f1 71 was probablr about 1800, with another 700, perhaps many 
more, subagents \vorkin~ alongside the fornlal marketing channels. The 
present tot;.. 1 of 1257 retail agents in the Punjab represents a reduction 
in file size of the sales force by one third to one half, depending on whether 

http:Fertili7.er
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the subagents operating priol- to the reorganization are counted. 
The dramatic increase in the number of public sector agents in the 
Sind and NWFP bet~veen 1970 and 1974 and in the private sedor in 
NWFP may be more apparent than real. - The 1974 data count licensed 
commission agents and it is unclear whether commission 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 Jy dis­
persing the f~rtilizer o'..ltlets. Before reorganization, fertilizer outlets 
were concentrat,~cl in market towns. A 1971 survey showed that 70 percent 
of all fertilizer consurncd by farmers was purchased from market town 
agents, and ("1:11:: 30 percent was procured in villages. The actual nun1ber 
of locations at '."\lich fcrtili7.er was available before market reorganization 
is a point of some controversy. PADSC claims that pri\'ate distributors 
operated at onl]' 285 sites in the Punjab, whereas Day/ood 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 ;letv.:orks. Whatever the location of these outlets. PADSC 
boasts that 73 percent of their 600 outlets are no\\' located in rural areas. 
thus greatly enhancing farmers l 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 a<; gre;·,t a conlr"uvc!"sy over the lo·_'atinn uf m3rkd outlets and its 
impact on farnlers l a~cess to fertilizer. 

The performance of th,e new fertilizer marketing system should 
be judged in terms of lhe efficiency and equity with which it disburses 
fertilizer supplies to farmers. The reasons given by the gnvernment 
for the reorganization of the fertilizer distrfuution system were: 

1. To increase the total consumption of fertilizer countrywide. 

http:fcrtili7.er
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2. 	 To improve and increase distribution 1,.:. 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 tha.t: 

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 consumptiQn during this period. 

2. 	 With 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 \vhich fertilizer was retailed before reorganization 
than after (3.t least in the Punjab), the location of the sUes relative 
to actLtal and "potential" fertilizer markets is not known. 

3. 	 In terms of the third criterion - improved small farmer access 
to fertilizer supplies - some data on pre-1973 utilization rates 
are of interest. Data on fertilize:- utilization by different classes 
of farmers since the distribution system reorganization are not 
avail;J.ble. Estimates of per acre rates of fertilizer consumption 
by various sizes and tenurial classes of fanners Inade on the 
basi:, 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 
fanners (more than 50 aCL"t!s), and farn1ers in intermediate 
size groups (5-15 acres, 15-25 acres, and 25-50 acres) used 
les s fertilizer per acre than large farmers. 

b. 	 Within each tenurial class, the relationship identified in 
if 1 held true. Small farmers used fertilizer most intensively, 
closely followed by large farmers. The various intermediate 
(size of furm) groups all used fertiliZer less intensively, 
although there was no consist~nt 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 acr~ 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 detdls 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 tile 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 
appJication rates than either owner-operatol s or tenants. It appears 
rea '5onable to conclude that on the heavily irrigated alluvial plains con11ner­
cial fertilizer is fairly readily available. The greater fertilizer expenditures 
per irrigated dcre on small farms than on medium and medium large farms 
may h ... attributed to the purchase of Larn yard manure, and the intensive 
cultivation of small plots with persian wheels. Allw 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 FaC'ilH<lting r··"rnu',':-;' 
Access t9 Fertili:t.cr 

1. 	 lnb"oduction 

Drawing on a wide variety of sources, this pap('l' ,IClrI"I'S:-;l':-; 

the role of c ... edit in facilitating fa ... mc ... 5 , acccss to ferti1i~(~,' 

supplies. The availability, sources, and tel'ms of fc.-til i:t.l'r 
credit are analyzed in terms of distinct,farm groups, Wl' 
conclude that the quantity and quality of fertilizc"/' c .... edit is a 
function of both size of farm and tenurial class. 

a. 	 Most fet"tilizet" is purchased with farmers' own 
resou .... ces (86.5 percent). HoweveT', large faT'meT's 
and owner-operators a ... e less dependent on cl'edit to 
finance their fertilize ... pUT'chases th.:tn are small and 
medium sized farmers and tenants. 

b. 	 Lack of cash resources and limited access to cT'edit 
aT'e principal reaso~s for not using fertilizer OT' 
using less" fertilizel" than farmers deem de!:; i rable. 

c. 	 Numerous sources of fertilizeT' credit exist, both 
institl;~ional and.non-institutional. The terms of 
cT'cdit 1rom these sources varies considcl'ably, but 
genE-r;"lly the: tel'ms of inbtilutional credit aT'C much 
morC' attractive than the teT'ms of non-institutiond 

d. 	 Farmers' access to institutional cT'edit varies by 
si~e 0: farm and tenurial class. Small farrncrs and 
tcn~nts arc fOiced to rely mOrC heavily 011 1"(.Jatively 
e:<pcnsivc non-institutional credit, while large 
fa ... mcrs and owner-operators capture the lion's share 
of I' cheap" ins titutional c ... edit. 

e, 	 The .3llpply uf instit'":~ional fertilizel' creJil has 
i i~ C .,. (; J :; cor J 1) i d : ';" i r: ~ h (: 1il f, t f i \' (. y ( " ;"! l' S Lr· c a use (, f 

the d ,. "-m~ ti t: ex[ ::!.n:; ion () fAD DP Ie ndi 11 :.; and th e 
en!.,.y of c:omm(',-cial banks into the mark(;( on a large 
scale iu,' th~ ;irst ~ime. 

it 	 The ~·.b:;olut:: 3.mour· t. ar~d ,.c)~ti\'(~ imlJOit:!Il<"t! of 
inst i t".1t!onn.1 fc: .. fHizcr crcdit appeal's III b(! inp'casing. 

http:Fertili:t.cr
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g. 	 Three years ago relatively few [armel's obtainC!d 
any fcrtilizeT' credit. The! numbcr of farrn~"fI and till! 
amount of 'fcl'ti1i~er c1'cdit thl'y obtain {"um all 
sources today is not known, but Wf' believe the 
fel'tilizeT' credit situation has improved somewhat. 

2.' 	Importance of faT'm credit in financing fCl·tilizc r purchas(!s 

Although cl'edit is impo1'tant in inc1'easing fal"me1"s acccss 

to and use of iel'tilizer, evidence il"om a. 1971 sUl"vey suggests 


;that mos t fe ... tilizer purchases al'e financed with farmel's' own 
resources. All sources of credit (institutional and non-institu­
tional) accounted for only 13.5 percent of all {el"tilizcr purchased 
by the fCl.l"mers surveyed. Disaggl"egating the ial"mel"s surveyed 
shows: (a) tenants are twice as dependent I)n cl"edit as other 
tenurial classes and (b) large fa1'mers are least dependent on 
iel"tilizer credit, whereas fal"mel"s with 15'to 25 aCres a,.e most 
depp.ndent on credit to finance fe,.tilizer purchases. Table 1 
and 2 summarize the relative i.mpo't"tance of fCi.'tilizel" cl'edit to 
val"ious tenurial classes and diffel"ent size holdings. 

Table 1 - Percent of Fertilizel" Purchased on C,.edit and 
Cash By Tenurial Class 

Fertilizer Fe ... tilizer 
pur cha sed on pUl"chascd with 
cr edit as 0/0. of fa,.mers' own 

Tenu1"i2.1 status total fertilizer resources as % 
bf farmers plll"chases of total fertilizer Total 

purchases 

O\vncr -opcl"ator 10.4% 89.6% 1000/0 
Owner - cum - tenant 12.5% 87.5% 100% 
Tenar.t 22.7% 77.3% 1000/0 
Ownc'" . n '):-:. - ') ,;)C' ,~ator 8,8% 91.2% 1OO~ln 

All [:;'1";[',5 ( a',' e 1" <! g C ) 13.5% 36.50/0 100% 

Table 2 - Pcr;:011l of ~crti1izer Purchased on ere,dit and 
________....;C:...:·a~;J1 By Si.-.c of Farm 

0-5 13. '2.% 86.8% 100% 
,-15 15.0% 85.0% 100% 

15.25 17.3% g2.7% 100'ti. 
25.50 13. -1% 86.6% ] 00% 
50~ 10.0% 90.0% 1ao'lc. 
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. ' 3. Evidence of crcdit as a consh'aint 

The relatively small amount of credit use to finance 
fel'tili:wr purchases should not be misinterpreted as evidence 
of the unimportance ')f fertilizer. In a sUt"vey in thrce 
districts of the Punjab in 1970, th'l'ee~foul'ths of the fll.'rmerS 
not using fertilizer (13.4 pet'r.ent of the sample were using tc 
lcrtilize't') cited lack-of funds as the l'easo·n. In the same study, 
three-fout'ths of those farmers using fertilizcr cited non­
availability of funds as a pl'imal'Y difii<.:ulty which limited their 
use of fertitizer., A sepa't'ate study dUl'ing the same period in 
a difiel'ent ~al't of the Punjab co?'raborated these conclusions. 
As, Table 3 shows, small farmel's expel'ienced significantly 
greater difficulties than large farmel's in financing theh­
iel'tilizel' pUl' chas es. 

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

Size of ho\ding 0/0 of farmel's l'epol'ting non-availability 
(Acres) of funds as reason why fertilizet' was 

"not ea s ily a_v_a_i_l_a_b_l_e_"_______ 

2.5-7.5 81. 6% 
7.5-12.5 77, 60/0 

12.5-25.0 79.2% 
25.0-50.0 47.4% 
50. 0 and over 40.0% 
All sizes 15.0% 

The most conclusive evidence that cl'edit availability limits 
feri.ilizer use is :'0und in farmers' responses when asked how 
much fertilizer cl:'edit they wanted for the coming year. 
Countrywide, farmers, l'enter~, and others dec1a red they 
neecit'd 1 S8 pP'!'cent ~'Tlo't"e fertiliz~r crc~Et for 1977. than they 
1'('·:eiv~d in 1971. Sharp dtIi~reIlCc~ <l~'e evident between 
terurial classes. Tenants' perceptions of their incremental 
fer~ilizer credit needs v,erc sigr.ificantly lower than other 
people's. (Peri1i1pS tenants' aspil',1tions arc limHcd by thei!' 
pt~1 c.eption of what is possible. ) 
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Table 4 - Pel"ceived incremental £.cl"tnH~(!r cr~dit n('cos 

% incl"easc in perccived {('l"tilizer 
Tenudal status Cl edit needs for 1972 comp2.l"ccl t.o 

actual c'I"eliit obtained in 1en} 

Ownel' -opel'atol' Z47% 

Ownel'-cum- tenant 189% 


JTenant 73'0 
Owne 1" - non -opel' atol' 604'" 
Average (weighted by R s. value) 188% 

4. 	 Relative importance of sources of fertilizer credit 

Considerable information is available en t.l-te existance 
and relative importance of SOUl'ces of l"U'l'al credit, but not 
on the relative importance of vadous SOUrCCS of fertili ZCl' 
cl'edit. Thus, we do know that ina l"ecent yeal" (l971): 

a. 	 Approximately 99 percent of fel"tiliier c!'edit h'om all 
sources was extended on a shot"t-tel"m basis ('I"e­
payment period 18 months OT' less); 

b. 	 Almost 92 percer.t of all shol't-tcrm was from non­
ins~itutional .;ources. (For details see Table 5). 

c. 	 We estimate that less than 20 pCl'cent of all of the 
available fertilizcl' cl'edit was supplied by 
instit'..!tional sources, based on the following 
conclusions, 

E5tim~tcd ADBP credit Rs. II million 
(CY 	i 971 ) 

E stim.::..t cd CocIJeradve Rs. 9 million 
S 0 ci ~ t i (: S f.: T a c c a vi. 
c. r (.!q i.t 

1(,s. 20 million 

F 'i ~ .1'111 te:::j ;\1 a:c 

p\~ & sible :'ns:_; llltlO r. ill 

L"_ =- ti! : ;>. C!" ':: Tt' eli t =Rs. 20 million > 20% 
Tutd I,;~ti!:?(!r credit Rs. 102. b rnillion 
(Cf 	i ')"11, 
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Tabh· 5 - Hclative importance of soul'ces of flhort-h~rmC'''l'('1it 

Institutional Sources 8.31% 

Cooperanve Societies 
Coope,.ative Banks 
ADBP 
Commercial Banks 
Taccavi Loans 
Other 

1.040/0 
.2.7 

1.05 
5.09 
.40 
.41 

Non-institutional Sources 91.68% 

Fdends and Relatives 
Professional Moneylenael"s 
Landowners 
Commis sion Agents and 

Me,.chants 
Mill Owners 
Other 

68. 92.% 
3.02. 
5.86 

9.60 
. ;-38 
3.85 

" 

d. 	 The absolute value of ADBP credit fo,. fe,.tilizer appears 
to ce -rising (see Table 6 helow), but the relative 
importance of all institutional and non-institutional 
sour ces ,.emains unknown. 

Table 6 - Value ~.>f fertilizer cl"cdit extended annually - ADBP 

Credit Deflated 
Fertilizer by Fertilizer 

Fiscal Year ADBP Pdcc Index Price Index 

1968-69 10,000,000 1. 00 10,000,000 
1969-70 16,000,000 1. 00 16,000,000 
1970-71 9,500,000 1. 01 9,406,000 
1971-72 12,5CO,000 1. 01 12~370,OOO 
1972-73 41,00':), 000 1. 37 29,927,000 
1973-74 llZ,850.0nO l.22 50,833, 000 



6. 


The dramatic t'ise in the institutiortal supply of cl"edit COl" 

fertilizer in 1972-73 and 1973;.74 reflects two GOP dcnsions. 
In December 1972, the State Bank, at the direction of the 
Ministry of Finance, instructed the cOP1mcrcia1 banks to 
increa3C credit avail_abilities for the ag'ricultural sedor, The 
Agricdtu'l"al Credit Adviso'l"y Commission, a s'ubcommittce of the 
National C'I"cdit Consultative Council (NCCC), advises its parcnt 
bod~· how much agdcultural c'l"edit should be made available by 
SOurce and function (i. e., fe.,.tilizer~ seed, tractors, tubewclls, 
etc.). The NCCC uses these recommendations in making 
secto'!"al allocations, all within a "safe ceiling" limit on overall 
credit expansion. (The safe ceiling is incorporated in the 
State Banks IMF standby lette'l" of intent). During the last two 
fiscal year::, the r--;CCC has significantly inc'l"eased the 
agl"icultu'l"al sector's share of the- total pdvate secto'T" 
allocation. This action has been made more effective by also 
increas ing commercial banks' participation in the financing of the 
agricultural sector, and by increas~ng the amount of creoit to 
be made available for short-tet'm credit purposes, especially 
fet'tilize'T" . 

The second GOP decision was part of the responsc to the 
disastrous flood of August and Sertembe'l" 1973. To keep food 
productio'1 f'l"om being dras tically ~. educed, the GOP mounted a 
special agdC'ultural credit campaign for rabi 1973 -74. Between 
Novembe.,. 1, 1973 3.nd Februa'l"Y 28, 1974, institutional sou'I"ces 
advanced a total of Rs. 24.24 crore, of ,~ich Rs. 14.60 crore 
(about 60 percent was for fertilize.... It is important to note the 
reasons for this :'healthy" increase in institutionally fU'l"nished 
Ie rtilizer credit. Fi!·s tly, the 1973 -74 rabi credit campaign was 
in resp:)nsc to a cata-trophy, and this impetus is now lacking. 
Secondly, the NCCCis decision to expand fertilizer credit is 
a policy de-:isiull which reflects the c ~r1"ent priorities of the GOP 
and not;)" chz, ... ;;e ir- d~~~nd for fertiE~er cn:clit. 'I'hu.;:;, the NCCC 
cou.1d "',..:11 l'~i'..ll·JL<.l.I.C LlliE expanded credit to other sectors of the 
(:C:80Qmy as I"~W priol"itiL!s elncrge. 

A1t:.ough ;nstitl.~tion3..1 ,-redit has expar.ded "i~orously.· we 
do ;-Iot!.;:no\,. '.',:i1J.t ba::. hap.n~.llded lc: the ovcr;tll fertilizer credit 
;.:;\.i2i.i":t. (1) !Ta~'l:1e:'s !'!la!" L:l"'~ l:iUbslitutcu enure attractive 

in';;ij·l~ic..;-),;.l c~cdit for c'edit f01"l11e1"1y obtained from n()!1­
i.l:;liL·.,t~ ',:::,1 ~l·.:"~C.s, (2) Credit 1S fUlIgible and brnH;l"S may be 

bUiinr: '.i.e sam.:: iiU:lntity -:;f fu·ti!izer with mure institutional 
c'rc:!it ;'Ind div<.7~ing car\) "CSClUTt:CS fo.'!ne'l"ly us:!d for Ie.,.titizcr 
to (j t:.i. ~ p l1t ('h~ s '.~~: [C:. r 1":11". 'dy mad C Gn les r. attracti ve 'credit 
t(:l";-';'::' • 

http:1973;.74
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While it is true thi'.t the total amount of institutional 
fertilize r credit has expanded 'rapidly, the rising cost of 
fertilizer in the last two and one-half years (from Rs. 28. 50 
to Rs. 75 pel' ba.g of urea) has absorbed ove.,- half of the 
fertilizer purchasing power of the incr~mental c'rcdit from 
the ADBP. See Table 6. Thus, in real te'rms. ADBP fertilizer· 
credit has expanded less than 6 fold rather than over 11 fold. 

,.' 

• With respect to the dramatic 1"ise 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 c'l:'edit 
advance during the last two yeaTS. 

b. 	 The percentage of total fe1"tilizel" sales financed by 
the ADBP has increased hom 'roughly 2-1/2 percent 
in c.alendar 1.971 to 11. 3 pe1"cent in FY 74. 

c. 	 The rdati'v'e importance of credit in financing 
fertilizer purchas·es evidently is increasing. 
In calendar year 1971, only 13.5 percent of 
fertiliZP'" purchases were made on credit from all 
sources, whereas by FY 1'}74 the ADBP alone was 
£inai12i~g 11. 3 percent of all fe1"tilizer sales. It is 
not likdy !;rlat the increase in ADBP financing w;!'s 
all jl:st substitution fo,. othel" ct"edit iiources. It is 
reasonable: to conclude that the t"elative impo1"tance 
of cr edit f~ rtilizer sales is increasing. 

The only iniormation available on the relative importance 
of the: various non-institutional Source of credit in the fel"tilizer 
market comes frv:11 a mid-1960's sludy. This sample was 
limited (C('nfL~+.:.~ tu Se:.rgodha Dist1'ict), a.nd the study ir, now 
If) years I:.ld. TLc i",nll!rs' prciel'.:!nces we're limit,~J by their 
a.\,-at'eI1I.!SS o~ Gtv.:'lahlc credit sout'ces; teday institutional SOUl"CCS 

of credit, :'~;Cie,::'..Hy the ...-"..DBP ar~d !,~c comml;rcial bank:>,. 
,a'('(! 	 m'...:ch ,'::.)"-f: o:"r.li!"lr::.t:. NG\'('rl:;cl~s~, thit: stutly (Table 7) 
hind· c;) t: ','1')[ l!' : !"d:.l', i 'Ii'=! impOrt~trH~::: of the various sou"ccs 
of nCIl·-ill~Ltc.ti'Hi;:'~ :~.·dLzc, ~r ..d1t. 
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Table 7 - FarJTIcl's' pl'eicrred SOUl'("cs or cl'edit. COl' Ce,.tili:t.c..~,. 

and seed, Sargodha District, 1964' 

Credit SOUrce , 

Institutional 

ADBP 
Coope'l:"ative Societies 

Non-institutio ••al Sources 

Commission Agents 
Friends and Relatives 
Shopkeeper 
Landlord 

PT'eierl'ecl source ot 
fCl'tilizel" and seed 
cl'edit as 0/1) oC 
ial'mel's interviewed 

14.40/0 

1.4 
13.0 

18.5 
17. 0 
7.0 

82.8';' 

>:'1'his is the percent of tcna,nts (not all tenorial classes 
interviewed) that preferred landlords as a SOUl'ce of ieT'tilizcT" 
and seed credit. 

These days, fertilizer agents apparently are not as 
imp(,!·,:t;:j1jt;"). SOllrc(-\ of credi~ as was the case 10 years ago. 
Both public a:1~ private sector principal agents in the Sind 
2nd the Punja}) extend no creciit to ~hPir dealer::, and they arc 
of the :,pinion that their liccr.sed d~alers in turn extend very 
litLlc credit t,-, farmers. Sub-dealers, (r.an-licensed commission 
agent:.;)--no lon~er legally operi~te i.n the Punjab, although they 
CO!1tir.ue to play an important role in the Sind. 

r' 3. ':" n, (. r" 0 f d i ifere n t ,- L::,~ s a !11'~ ten UTi a 1 cl ass e s r c 1 yon 
ai::'-:1"~Lt ~·~J\.r'_c" for [ren1L<,(·:-. "r,d ~;lcse sources offer different 
t(~!';ns :~;~~: ~:''''(;i~. Tabl~!s 7 ;;.nd b ~:u!nmariz(' t1lt' (<"1'mH and Lhe 
:'1'. f: .;; i..-d) (J :' r a 'll i ('.:'\ ~ U !' r.!. (, { 1\ l... [I)"' .~' r C' ci it. Com III (: r cialba 11 k:; , 

~r:;"l(, <:\1···.1 r·I·:~.·:ilt J>l·~.:.tlc(:S .~,~(.' s!milar to the ADBP's. Thcs(' 
t",.<. '. ',1: : .....,: ilJ.: ~jt,!l! f·~·:- nlO',t of llle ii':~tit'.ltiol~;:lJ fCl'tilii-:(!l' ct"C'dit 
t;1 I:",·.:::t·:":1 lr.J(l.lY. S,dicnt tn.atm·cs of terms of credit [nom 
ll-" f . .L ~ b J. ~"'I k sin".. i ud (r: 

http:lr.J(l.lY
http:CO!1tir.ue
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a. , Fertilizer c.redit is available in the form of surety 
(co-signer), security, and hypothication (product) 
loans. 

b. 	 The majority. of ADBP' s fertilizer credit is extended 
on short-term (eighteen month maximum), surety 
loans. Loans of Rs~ SO to 2,500· may be taken on 
surety. Because of these limits, it seems; safe 
fo cbnchide that this i's' the rn'ost important source 
of institutional ie'l"tilizer credit for small and medium 
farmers. At Rs. 75/1;)ag, the average size surety loan 
in 1973/74 would buy about 14 bags of fertilizer, 
enough for between 14 and 17 acres at average utilization 
'rates in Pakistan today. 

c•. 	SU1'ety loa·ns arc secured by a thit'd party guarantor's 
land, either through the mechanism ·.)f the guarantor's 
p'1ssbock aT on a surety bond. These loans providt! 
landi.:s fj tenant~ with thei r only access to bank c'l"edit • 
.\nyorre i~ eligible to borrow on surety, but the 
R3. 2,500 ceiling on the size of loans and the requirement 
of a third party guarantor makes such loans unattractive 
to Ia rgE: [u.rmc I"S. 

d. 	 Sect..tity loans taken by land owning farmers are subject 
onll' :;0 the cons traint that the value of the loan cannot 
exceCL! the value of th~ fixed assets against which the 
10.1n is secured. S.;!c1lrity loans are either issued 
against the bon"ower's passbook or as an "ola fashioned" 
mo dgage loan. 
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Table 8. ADD? Lc:-.t!u·.1Z . C: rms and Polley
~~~~~~~~~~~~~~~~~~~~~~~--------~------~--~------------------~iD--.--------~--~----------~-------------------------- -'....Type oC Loan :\:'In~clt rt .. tc Limits on Security A"rro'1ngemcnt Gn:cn to Fin.'lnce ~,"cpayment Do Rclatior.s:lip to Special 

of Inl(!resl Size o! Loan the Purchar.c oi. Period Commercial Programs. 
U~nk give 
Similar Loan 

------------4-----------+-----------+--------------------4----------------~--------~~~~~~--~--------------~\------
Must be guaranteed90:'0 un loans Min. Rs.SO 1. Majority o!Surety All shorl I YC3I Spot loans prc:~ently 

upto R~. term, Max. m:.dc ollll' 0'1 surely. 
5000; 10% 

by third party, eithe~ Fertilizer 
a) Against passbook Credit. Also: 18 months, 88"'0 of surety lOin S 

on loans 
M:.x. RII. 

length dc ~ made dt; ring spot 
o\·er Rs. 

2500' b) Surety bond 2. Seeds 
terminedj len(!iq; '::.J.mpaign 

5000 
both backed byland. 3. Pesticides 

by type o~ 1973-74. 
Inputs. 

4. Seasonal 
crop (or 

which in-\ 
put was 
financed. 

I 
Medium Terms: 1. ~o.)ne gi,·en during 

other than 
I. TractorsNo limitesame a) Aga.inst passbookSecu!'ity 
Z. Tubewells 18 months to Yes spot lending 

those lIet 
b) Mortgage Loans 
B'oth against fixed 3. Land Improve-I 5 years Z. 57':'0 all of :securedI I 
assets: ment loans, secured by 

requirements 
by security 

'I. Draught Animals pas.books 1973-74I. Land 
z. Buildi:'lgs 5. Other farm 1Long Term: 

equiprrc ~t S to ZO years 
50"/0 oC Trac tor 

3. Tractors, upto 
6. Other develo ­

value rre nt eql.ip­
n1ents 

7. Fertilizer 

Determined by Loan lie cured by:sameHypothication Given only to Short term: No "hypothication 10.• ns 
security a) Sugarcane mill, {inan ce inp\lts Repayable No Jtiven under SpOt lending 
requirement or for colton and when crop 0:" passport procrams. 

b) Cotton ginning sugarcane ir. harvested. 
factory I 

~---~~---~--------~~--~~~~----~~~~~--~~--.~=---~---~~~----~~~~--~~~--~~~~--~-----­Note: 1) SecurIty or s\.:rety loans dc!aulted on are to be t:ol1ecte~ by the Department of Revenue. In the casc of commercl.... l b.lnks, the State 
Bank w~ll compcnsate them for 50% o! the losses they incur on agricu!turalloans, i.t' .• il both the ~anks and the Board.;j Rt.vc:lI.lC fail 
to colLct the loan from the Carmc r. 

2) Del puc most secured loans beiDS 9ccured by land, the ADBP has never fiilreclosed on a mortgage and claimed the dcfaulte r's la.~-:.d. 

http:Rt.vc:lI.lC
http:Lc:-.t!u�.1Z


11. 

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

~TotaL' . Av(~ragc 

Type of Loan No. of Loans Million R s. Value Rs. ILoan 

SuZ'ety loans 119,:951 127.45 1063.40 
I 

Security loans 32,296 251.71 7793.84 
I 

Hypothicated loans 423 36.41 86,075.65 

Spot lending ~.1l2. 60 U 

Passbook 144.02 iJ 

Fertilizer loans, 92,567 112.85 l:..! 1219.07 1..1 
all kinds 

)..../ ALI spot lending is on surety; thus 88 percent of surety loans 
..... ere i..... the spot loan campaigl. 

'l:../ ;.Di3P iinanr.,;r.;:d 11. 3 percent of' all fel'tilizer sales in FY 74•. 
(Rs. 112, 850,000) 
(Rs. 997,41)6,900) 

11 At .r\.S. 75/bag, the average fertiliz.3t" loan would finance 
enO'.l5n fc:-tilizer to cover between 16 and 22 acres. (Thc 
N1.tional Pabstan average [ertilbc'" utilization rate is 
lJe::'·",::e!l 3 i 4 and I bag per aC't"e. ) 

Q.! ,:\11 p'1.s:-bcc;:( hans ilre secllrity loans; thus 57 perccnt of 
5ccurp'~1 lcan;j were maul"! against passbooks. 

http:86,075.65
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T\\'u 5p0dal programs that both the ADBP aut! comml'l'('ial 
,banks padH:iDO',te in are of intc~C'!;t b~causi.! th<.'y er.1J:l.tI(:c [nrllw,.!;' 
access to bank crcdit. Th\~i' i:1!'e thc "Spollcnding" prograll1 alld 
a~c p<:l.s::;book pl'ogram. The "spot len~ing"pt'ogl"am i~ important 
because: 

a. 	 Spot lending is all done on a surety basis, and 
therefore 5 C curity reqt'.ireme~ts a re relaxed. 

b. 	 A representative of the pa1:'Hcipating bank comes to 
fat'met'5 in their villages at a place and time that is 
pll~lic:zed in advance, thus gl'eatly enhancing ial'mer's 
access to bank credit. 

c. 	 Credle is extended "J!l the spot" a~d in kind in t.he form 
of a supply order fo,- ag"ricultut'al inputs which is issucd 
by the hank represerttative and secured by a third 
party g·llarantor. 

d, 	 t-r:: ,.t !:pot credi~ goes fOl' fertiHi"er (95 percr.nt·in 
"!:~y 73). 

e. 	 .Fa r:-:-l';~;} ;:~l'C J'..::;plieci f('rli1i7cr by prc<;entir~g ~h{; 
,.,:.:.??1 ':' oreier to a licensed fedilizer dealer. 80 pet cent 

of the ~~rf.ilizc 1" supply ·),·dcrs mus t be filleci by public 
;.' ~ t; r f p rt E';" z e:- d e <1.1 (~.:- __ • 

L 	 D\..:·:,~~~ 'h·~ FY -''':' spct J ,·;-.dlr:'g ca.mp;.;.ign, the ADBP 
"'x;e~:l'2d R,:_ 112. (J'l r~Hl:i0n h sr.o:"'t-tern1 c"cdit 
diHi q,::" 1 U, 55 .!1111ion ;:1 fcrtlli;.o;er c::-cdit. However, 
':c '_.; IiO~ l··.-::~',v ::c,v.' n;!l.-L of the spct crcdlt was fer 

.(.,.:! ~1~17.('~·. Bl!t. bC!cr-j,1.l:-.1c cf poir,t <!, \ve inf~T' th(\t l'nOSt 

c: t}··. l\DiJL· 3pOt crc..i~t ','IJ,S fcrlil,zcr crcdilantl w:u, 

.''l F';' ;')7·; a )-,.-.. ",·j:'o·.)1< :~~. l,',- 'V,lS inLrr;-/:cvi Wl,ll:h \'.';.:.~ 

·4~-'{·L:r.c:.·1.J "J ..,:! .:)lli: :·~ll;}i:,. ~',i{1f ,·Jtil·~~5 ;...''1 !'"njr.i,-;li~ing t:t.:~ it.rJ1UUn~ 

. ( ':::": -. ~:' .. ..••,./. r'!',' r. .r~'·(·.r)l" ,u'.' ~l : ,I ,-"("IJ'"l l)", ft l " ". ,...... 	 .... ..... .. '"' .,.. " •. ..,..) ....... • 1 .' . 


~ ,~~:: ~. r "11. '.: (\;" L;~ i. . l I.' ... "". ~. ~ •. ' ~ 1 ,·,·.··H1C'r'., !.H':J.I; tbe! t',-aTlb;}(.-tion 
i~ !r:tJ,-:~ ~ .... :,:tl'l: ~ r:: ~.. d:-· '!~~ :t :"1: ",:,,:;t ·,,·:~t~t .'1 5av··.:1~:: Il;!:-;S!Joo!;, .. 

http:bC!cr-j,1.l:-.1c
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:Although the pas sbook was intended to guarantee all landed 
farmers access to bank credit while reducing the ('ost and 'I"ed 
tape of. obtaining a secured lORn,' the impact of the program in 
its first yeal" was limited to a relative'.y small number of 
farmers. By the end of May 1974 only a-bout 20,000 passbooks 
had been is sued in the Punja~. Despite the small number of 
passbook holders, the ADBP issued Rs.144 million (35 pe1"cent 
of its total credit in FY 74) of credit on the passbo.:>ks. 
Evidently, the average size of passbook loans was relatively 
large. Also, there are widespl"ead t'epot'ts of irregula'l" f~es 
being chal"gec to farmers who apply fot' passbooks and loans 
on pilssbooks. Taken togethet', the evidence suggests thal 2lc 
passbook system has not reached small fat:'mers and it has 
not effectively l"educed the t'eal cost of aect.l'ed loans fOl" 
large fat'mel"s. 

6. 	 Tet'ms and availability of non-institutional SOurces of cl"edit 

Little can be said about the terms of non-institutional 
credit. In ~Le onl)" ::ncv.;n study done on the subjec~ (1971) the 
average r?.te,3 cf i.:terest cha:l:"gcd by non-institutional SOUl"ces 
were found to be 20 percent from family and friends, 32 pCt'cent 
from money le'1ders :lnci 46 percent from merchants. From 
these figures 'tie cannot procer:d to conclude what rate of interest 
iarmel"s pay for non-institutional fertilizer c,.~dit because: 

a. 	 These al'e a"/erage rates of intel"esl for all types of 
fa,.met·:-; interest rates may vary fol" larln(;'I"S of 
differe nt s iz t! h,)ldings and te nudal das s cs. 

b. 	 These findin~s may not be repre5cntative of areas 
outside of Cbe Semple 2.l"ea. 

Inf.l.;'(',~L:l'i ·,')1':.J.:;,;ur(;::; ;J, .... e rn 11ch stronger today than 
th€'j" ·.'·t'rt~ <It. +1.: time of Lne study; non-institution~! 
leniC!r~: .T!ay \'lcJll1av(' l"ais,!d their :'ntcrcst rates to 
m"i:1ta:r. th·':';· teal c,1rl'i. rqs at .1971 levels • 

... ) "";'"'1" l tl"' .-.-.~. or ". r~ .! -. 4 1' ··'·l·r... ""' .... l l'nLr~ Ill'!" bjU.. J.. ' ...• ,0 .......... I '.~ , ..... , ..<.. l_r ...,~ >nay vary y 

fundi~).·, ,)[ lo;·.r •.tS w~l1 as source. Thus, the tCl"ms . 
of fer';::z;;" -::-r:::dit m;:JY :'C' signific..:b:t1y different 
irel.' ·.he avcr:t~c"l fo;:- al! types of loans. 
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EV(~:1 less is known about the other tel'ms of non­
institutional credit - - security requi1:-cments and p ...ymcnt 
periods. Conventional wisdom holds that commission agents, 
\vho mayor may n~t be liscnccd fertilizer dealers, are a 
major non-institutional SOU'l"ce of fel·tilizer credit. Typically, 
they sell fertilizer on credit and secure the loan against the 
CrOp for which the> fertilizer was procured. The farme.,. is 
required to repay the loan at'harvest time, usually in the fOl'rn 
of a specified quantity of produce. Thus I interest on this 
kfnd of loan becomes hidden in the lump sum value of the 
pl'oduce sU"''I"endel'ed. Often the Cl"Op is valued at ibe time the loan 
is made at a rate well be19w what will pl'evail in the ma;"kct 
at hat'vest time, thus inflating the real rate of interest considcl' ­
ably. Commission agents wh~re able to store these loans 
repcdd in kind, and sell the pl'oduce when c'ommodity prices .,.ise, 
earn an attractive bonus on their interest. 

7. Diffel'enlia1 class access to fertilizer credit 

Section,> "5" and "6" focused on the terms and availability 
of institution::.l and non-institutbnal cl'edit. The available 
e\'idcnce suggests that the bdk of institutional fertiliZC1- credit 
lADBP) docs not reach small farmers: (a) The average size 
£ertlE;:.~:- loan \vill finance enough ier-tilizer to co\'er 10 to 22 
acres at cnrrel·t rates of application. (bi Surety loans which 
provide sn,Ql1 £arme"~ '.'lith ..,htually theh only access to institutional 
fe:'Cilizcr ':':"l!dit averilsc Rs, 1063.40, enollRh tv cover 14 to 17 acreH. 
(:-) Most .s(!('u!'C:d loans i..e: sued <.t.gainst eiH.cl' "old fashioned" land 
r.l,-/:-,.;"ge~, 01- the newly i!'troduccd passbolJk~ channcl credit to 
~a rge farmer ~. 

We C'J!1c1ude th,J.t rhe bu)k ui institutional fertilize!" cre(lit does 
n:-: ",:::::'C!1 ~r.-.all f;lrnJl'rs :t:1d t>.'r('(ol'c smal1 hy-tYIcr" ::u"c ITltlch 

IT.r:>:.. (i:~p.·:·.,"~::~ U!l ' •••. ..::)-:;;..:;:\.(~' i;,.)/~-institu!iollal credit to financ<' 
,.;.!(.; •• ["'rLl:",?l' pur('i').·:·;·· ~,":-; are laq~e farmers. Frorn the 
(_·,i'::'.:~l':C wc h:iVt~ (~ ...:,H~1)r1ed. '.:/C .:onclude that it is Wllh rcspc..:t to 
(1.::: ::=.r::::.::: of ,.r :,lil.;-, ~r: rt')l.. h,'· Cl\~.ilability thal small farmCTs {<Lee 

::;~··-·i·~ .", dis.:1~! ,',' '~"1r.:..' .;':~ '~I'-"" Ll1"g<, fa.t'nl(·r~;. 

'r·:·. ~:),~,:,j:,:,.,t l!li. Vt!)(.":' ",:.~ !.~'.:' :.ii::c~l.'-;:,ed the: rd<tliV(~ c"l~dil 

.J(PC' .~!'"l '. f ·:2.riOllS ("1:: ...,e:, [;U-'-.H'l·!-: in lc:r:n:-. of clcpc·ncicnc.:c 

()~. ~> -!': ..l:--:rl ;,·.!'et,S ;r; .~~ .:'.;:t. n·... "ie!'cnc1cnu!" i.V{: h'-Ive nlC:ilnt 

lb,: ':'''; '"('e: (0 \ .. hi("~\ r.... I11.: :::: 1 c;; ~;11 -;-C'fWUl"C(!:i U'l'C' 'lOt :>uffic-ienl to 



15. 


finance th"i.,. fl'dllizCl' VUl'cha~c~. Th~ index of c1(~p('Ilc\C'IH'I,! w\! 

have used is tl", percent of a fJ..'t'mer's "'lota} fertilizer purdl~ISI'!l 
which he buys un credit. Recall that l~,rgc farlncl's were found 
to be the least ctepcnrlent on credit, buying only] 0 pCl'cC'nt of 
their' 'total fe'l'tilizcr supplies on credit. With the terms "access 
to cr edit" we ha vc meant the total amount of fel"tilizel' credit 
a farmer is capable of obtaining ,.~lative to his needs. The index 
of fa.C ces s to credit" that we have used is the amount of rupees 
obtained per il'dgated cultiva~ed, acre. A farmer's O\'erall 
fertilizer requirements a'l'e ce-rtainly dictated by the amount of 
ac:t:eage he cultivates and as virtually all fel'tili:t.c'l' is applied 
to irrigated aC'l'eage 'we have narrowed the definition to exclude 
cultivatable Barani lands. Applying this index, 've found that 
small fa'l'mers (less than 5 aC'l'es) enjoy the greatest access to 
c'l'edit. The concel)1..s behind these terms a'l'e quite distinct; the 
forme.,. is a measure of iinancial Self sufficiency and the lattel' 
is a measure of credit availability. 

Table 10 • Summa-dzes the amount of fertilizer credit 
available to farmer's"b)'r size',of fe.l'm and itenur'ici.l"c1ass: 
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Examining the table, one is sb"uck by thc V('l'Y low \ dIue ...; of 
the means, both pCl" acre and Pl!" household f01' an ('atcgOl":eH of 

farmers. At Rs" 2B. 50/hag. which prevaiLed at the time of lilt' 
survey, the a\"crage E'izc loan lal<en b}' farmer:.; with k~;s than 15 
acres would not have. been enough to finc.n~e even one bag of 

fertilizer ~ Clc~,r1y nmny and perhaps mOl't [<:i.'''JlH "H in ci.l.i"l 

catcgol'Y were not using any fertilizer credit. althougb the c1rtla 
does not pcrmit us to exclude non-credit userS and dl~lcrmiIlL' 
the averagc size fcrtilizer loan pel" acre and per household among 
actual borrows for each dass.: Consequent.ly, the avcl"age valucs 
of rupees p,=r acre borrowed tend to cluster over a fairly na'rrow 
l"ange~ obscuring differences among the variou;: classes of fal"mcl"s 
that might otherwise emel'ge. A much different pattern might 
emel"ge if the averages we"e calculated only for those fa1"mers 
using some c1"edit. 

The patter n that does eme,'ge f1"om the data is rathe,. l"em3 rk­
able. Tena·nts and owncl'-cum-tenants easily enjoy the g,.ec:.test 
acc::ess to fertilher credit. We hypothisize that landlords a-re the 
main source of this credit. and they aloe mo-re liberal in extending 
cr,::dit to th(~il' ; ':'J1Clritf; ~han are otl1e,. c1"edit SOUrces to thci-r 
l"especth"c clll: .. Ls. This is logic~'l because under the' te-,.ms of 
traditi.onal J'bata;" tenancy ::shill"e-c1"opping), landlo,.ds sha,.e a 
fixed portlOl1 0: :nc crop (USU:1l1y 50 pe1"cent). By extending 
credit to his tc::.:lnt;:;, the landlord is able to earn n10re I'renl" 
fl'om }lis Loci by capturing a fixed portion of the increment;.!.l 
incon;.:; arising from the use of fC1·~i.lizer. 

Among own<::r-opcrators, the pattern of acces." to cl"cdH 
app1"oxirnatc~ more closely au.,.. OopTiori expecta~ions. Small 
owner-oIJe ... ato,..s (0 to 15 acres) ave-rage less credit per a.C·re 

than do mi'!oi'.l:TI and la rge fa I"mcni, Ins titutional cl'edit almost 
ccrtai:1!y is r:!3.dily ;:,v<:..ilab1e to ')[111 mc:ciiul1I 01" Lll"gcl" farmers, 
whil~ l;,r;dlc-(: ~::':::1;:: i.s Sir,1:1:~: e';';~lld(-d ~)y c!,-iini;;')!: 

COI1~7·:qt~.:.·nt::r. ·'-:_'..i.1 0'Nn-:'-;)F,'-r;~t-)rs d,:> not fare iiS well. 

'Lie..-/; i,3 c- ....~'. ~.!)Cl' {nt(,1"esti.~g fl'Cl~u"e of the daL!. Tenants 
acu's~ 'n fe"";~ : :.-':;1" Cl"l'dit: i'~ ;:;; in';ct';';C function of size of 
farlY: _ . .:-·.c·.··~·_·()r i.;,> t.! t-:!n;,·,' . (()"'(~-:- ~O aCl"t:s). The 

tradiLil):n; !-c-lril,,·.l.' '\"t:,t " (.'- ~i('''''''''·I1;r r-ro'!itI.:,; .J. r(!<lciy 

e:-:r;·:·, :.~. ;:, [0" tr-:;!; pJ.t;t.lo~...:- L.; ~.igh1y unlikely that U~'lanls 
tV~;:) ;,~.1;~ sri t'r'~');": -:-~I·. ~·(I.t; u: ."'~l_...~·j •. :(~ land are rt·i.l}l'l'·oaliL;fII".i"r" 

te;-'; LS. Til'~>' ;:"lli :;.~ (·(::,t:;.:.i.:l~· ;,1';': brse conllllPrrial f<.trlner:; 
·.,..-1"', i,;··,:· ·'~~'(:.1 ::'11' '<:;.;,;1 Oil !,.·,,~·c. -~ i<., bypolil'..'!.is I:. cln-rob(,ral·.!rI 
b'f S1!:)P::~!'!I,":' :'.-i: .;" ..~-c,:: :!l" (I'-l':-(;C~~cy i:"!t:.,,~; L.t,rgc lc:naut!l 
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ar e only half as dependent on cl"ndit to finance theh- fertilizer 
p'..:l"chascs as are the other size tenants antl their dependency 
is of ~hc same mag~itude as farmers ir tIl'e other tenul"lal 
categol"iel'l. 

9. Conc1us ions 

The observations that we; have been able to make have been 
faldy limited. Our most ·impodant data source is a field 
inves tigaticn concluded in 1972. This serves as a benchmark 
of the fertilizer credit sit1.!atiDl1 then, rather than as a 
description of things as they are today. This should not be 
discouraging; with the wealth oLbcnchmal"k data now at bur 

dispc::.al, follow-c.n surveys w'.ll permit a much needed 
analysis of the fe-rtilizer c-reciit market as it pel"fo·rms today. 
Data with the commercial bat1ks and the ADBP can serve as 
importa::t sources of information -about institutional credit. 
Gixen both t!-le iropo rtance of the is sues and the availability 
oi the inforr.-J:1.t:'on, the tcp:'c of fertilizer cl'eCtit is .:ertainl~r 
c1..5E:l'virlg uf fU:'lher research. 

http:dispc::.al


ANNEX 9 

NATUR~I, GAS IN PAKISTAN: suPPty, DEMAND~ AND PRICES-

I. Summary and Conclusions 

In Pakistan total natural gas reserves are esti ­
mated to be 17.43 million million, c-ubic feet.. These 
are at ten locations in Baluchistan, Sind and Punjab. 
Three locations are in operation, i.e., the following 
fields: Sui (Baluchistan), Huri (Sind), and Dhulian 
(Punjab). These have estimated gas reserves of 14.27 
million million cubic' feet, 82~~ of the knO'.<Jn':to:tal. 
Since 1955, when gas was first introduced in Pakistan 
on a commercial busis, 1.03 million million ctlbic feet 
of gas have been consunlcd, leaving intact cs'l::i.mated 
reserves of 16.40 mj,llion million cubic fee~. 

Natura:!.. gas consumption in Pakistan hilS inc!'eased 
from 1.3 million million HTUs ::'n 1955 to an estimated 
122.5 million million BTUs in 1973. Gas consumption is 
fore~ast to reach appro;dmately 346 million million 
BTUs annually by 1986, an 8.3 percent per annum growth 
from the 1973 leve~. 

The Sui fields' reserves are estimated to last 
through the year 2000. The propos ed Fanj:L Foundat~.on 
fertilizp.r plant will be based on the Marj gas fields. 
These fields have estimated reserves of 3.942 million 
million cubic feet, of \vhich 0. OS miJJ.ion 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 milliori cubic feet, 
while the remaining res erves of 2.149 miJ.lion million 
cubic feet are "reasonably assured". 

The GOP is contemplating additional use of Mari 
gas -- to its maximum for fertilizer production. Cu~­
rent plans 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 consump~ion per ton estimates with the low "assured" 
and higher "reasonably assured" estimates of gas avail ­
ability, the Mari ga~ fields may last a~ long as 2032 
for all four plants or onl~ until 2000 for only three 
plants. 

http:Foundat~.on


I. Summary and Conclusions 

In Pakistan total natural gas reserv.es 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), Hari (Sind), and Dhulian 
(Punjab). These have estimated gas reserves of 14.27 
million million cubic feet, 82% of the knowno:total. 
Since 1955, when gas was first introduced in Pakistan 
on a commercial b&s is, 1.03 million ndlJ.ion cubic feet 
of gas have been consumed, leaving intact estimated 
reseT.'ves of 16.40 million million cubic feet. 

Natural gas consumption in Pakistan has increased 
from 1.3 million million BTUs in 1955 to an estima·i:ed 
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 pel."' annum growth 
from the 1973 level. 

The Sui fields,oreserves 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 feeto) of which C.OS million million cubic 
feet have been consumed since 1967 by the existing Mari 
gas based Esso fertilizer plant. These Mari field~ have 
"assured" reserves of 1.793 million million cubic feet, 
while the rema:Lning 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 ocall 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 :: 0 0 • 

gas consumption per ton estimates with the 10\<1 "ussuredTt 

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. average wellhead prices are 
approximately $0.21 per MeF. The·U.S. gas prices a're 425% 
higher tha.n Pakistan's at wellhead, 132 % higher at city 
gate, 176 % higher for industrial cons umers, and 103 % 
higher for domestic consumers. Prices of other fuels in 
Pakistan are significantly hig~er than gas prices. 

Recommendations: 

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

2. Shadow pr1c1ng of gas at other sale points 
(transmis s ion and dis tribution) should be bas cd on a ".\vCll­
head shadow price of about Rs 5 - Rs.6 per Mer. (The GOP 
currently uses Rs.l.26 per MCF in determinins; gas tariffs.) 

3. The GOP.~ 5hould develop firmer es timates on gas 
requirements per ton of urea production. 

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

S. A decision on the contemplated NFC II plant of 
600,000 tons per annum capacity~ should be deferred until, 
by add itional drilling,. the II reas CJnably assured It r'es er-ves 
of 2.l49 million million cubic feet have been turned into 
tfassured" reserves. 

II. 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 largest available reserves, 7.7 million 
cubic feet, is at Sui in Baluchistan, followed by Mari in 
Sind, with 3.89 million million cubic feet. Annex 2 pre­
sents the location of gas fields in Pakistan. 
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The Sui gas is utilized for domestic, ~ommercial and 
industrial uses allover 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 Ferti ­
lizers located near the gas fields -- and GOP policy is to 
reserve this field for fertilizer. plants only. . 

III. Demand For Gas 

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

Million Million Gas Consumption 
BTUs of As % of Total 

Year Gas Consumption Enerqy Consumntio2 

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. ) 122.5 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
leum products (Their share declined from 71.1% in 1955 
to 41.8% in 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 J.973. These GOP demand forecasts include gas consump­
tion by the proposed Karachi Steel Mills and the gas based 
fertilizer plants likely to be es~ablished both in the Sind 
and the Punjab provinces. 
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The Asian Development Bank Report on the Sui Karachi 

Gas Pipeline Project of February 1974 projects the Sui 

fields gas reserves to last through th~ 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 estim.:!tes are: 

1. 	 The Hari gas fields owners (Esso) estimate that gas 
requirements for a Mari gas based 540,000 ton per 
~nnum 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 fecto 

2. 	 The Chemical Consultants (Pakistan) Ltd feasibiljty 
report for the Mari gas based Fauji plant esti~ates 
gas requirements at 78.75 million cubic feet per day 
for a 1750 ton per day plant. The annual requir8­
ments (310 days) are, therefore, 24,412 million 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 consumption esti ­
mates for a 540,000 ton per annum plant are 30,000 
million c~bi6 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 Hould be 
in the neighbourhood of 32,002 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 afiect the length of 
the 	fertilizer project's potential life, if only one plant 
of this size were to be established in addition to the 
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exist'ing Esso plant of 170,000 tons. At the high extreme 
assumption 	of an annual gas requirement of 32,082 million 
cubic feet, the Hari fields can provide g'as to both Esso 
and Fauji for the.~ext 101 years after the plant goes into 
operation in 1978, assuming intact reserves of 3.9 million 
million cubic feet. Further, even if only the "assured" 
reserves of 1.794 trillion cubic feet Bre considered (This 
would be extremely cons ervative, as it is knot-m that there 
exist another 2.149 trillion ~ubic feet of "reasonahly 
~~surcd" reDerves.)~ these reserves would suffice for about 
50 years for both the proposed Pauji plants (using 32 p 082 
million cubic feet of gas per annum) and the eXisting E350 
plant (after the Fauji plant goes into operation in 197A)i 

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 capacity, are being considered, both to be managed 
by the GOP owned National Fertilizer Corporation (HFC) and 
based ori the Mari gas. If dIe two NFC plants are Co be 
based on the Mari gas in addition to the proposed Fauji and 
the existing Esso pllJ.nt·s then gas supply begins to be a 
relevant limiting factor. Firmer estimates of gas requirn­
ments per ton of fertilizer produced and more precise infor­
mation on 'elle available If assured ll reserves are needed before 
such further investment is undertaken. 

The range of assumptions on which the life of the 
Mari gas fields can b~·usefuJly estimated are: 

1. Gas Reserves: 
Reasonably 	Assured a) 3;942 Trillion Cu.ft. 

Assured b) 1.793 Trillion CU.ft. 

2. Range of Gas Requirements 
per ton of fertilizer a) .40, 18S cubic feet 

b) 43,056 ". " c).45,207 
d) 51,667 

" 
" " " 

.e) 55,555 " " f) 59,411 " n· 

,3. Output Per Plant: 

a) Esso (existing) 170,000 tons per annum 
b) Fauji (proposed) 540,000 tons per annum 
c) NFC I (proposed) 550,000 tons per annum 
d) NFC II (proposed) 600,000 tons per annum 



----------

-: 6" : ­

4. 	 Technology: 

Gas requirements per ton of fertilizer (Urea) remain 
the same for the Fauji and the two NFC plants. . 

. 
These assumptions can be combined with a number of 

alternative paths of development, which yield estimates of 
Gas field life as follows: 

Mari Gas Fields Life 

AssumptiGn la: Gas Reserves of 3.942 Trillion Cubic 
Feet, ~omblned ~ith following patterns of fert~~izer plant 
development: 

Esso + 

Esso+ Eauji+ 


Esso+ Fauji+ NFC 1+ 

Esso rauji NFC I NFC II 

Fertilizer Production Capacity 

~OOO) Tons Per Year 

Yea·r . .0.£ Production: 
~ears· .Q~ .l!se) 

.~ . . 

Gas R.e~irements Iton 

40,185 Cu.Ft. 

43,056 Cu.Ft. 

45) 2 07 Cu.Ft. 
51,667 Cu.Ft. 

55,555 Cu.Ft. 

59,411 Cu.Ft. 

170 	 170+ 170'1- 170+ 
540= 540+ 540+ 
710 S50=- 550+ 

1260 600+ 

--	 1860 

1967 	 1968 
(0) (11) 

Post 1967 Field: 

577 i46 

539 137 

513 130 
449 115 

417 108 

390 101 

1979 1982 
(12 ) (15) 

Life in Years .. 

87 65 
82 62 

78 60 
70 54 
65 51 
62 48 
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Assumption Ib: Gas Reserves of 1'.793 Trillion Cubic 
Feet. 

I -II III IV 
Production caEacit~ :'{OOO) Tons Per ..Year 

Years of Production: 

~s of Use): 

Gas 
.Re9.u=hE~~Lton 

40:185 Cu. Ft~ 

43,056 Cu. Ft. 

45,207 Cu. Ft. 

51,667 Cu. Ft. 

55,555 Cu. Ft. 

59,411 Cu. Ft. 

J.70 710 1260 1860 

1967 1978 1979 1982 
(0) 	 (11)' (12 ) (15) 

Post 1967 Field Life in Years 

262 70 44 35 

245 66 42 33 

233 63 41 32-
204 56 37 29 

190 53 35 28 

177 50 33 27 

If it is assumed that a twenty or more years gas avai1~ 
ability is u justification enough to undertake an investm(;nl: in 
a fertilizer plant, then the ~bove culculations, under varying 
assumptions combined with a numb~r of alternutives of gas usage, 
reveal the following: 

1. 	 If the t~~al available gas at the Mari gas field~ 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 construe. 
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 assumption~, 
Esso, Fauji and NFC I would be adequately supplie~ thru 



-: 8 :­

the year 2011. The investment in the NFC II plant 
(along with the other 3 pl~nts, ·i~~., Esso, Fauji' 
and NFC I) by 1982 cannot be undertaken if the Mari 
gas reserves are 1.793 trillion cubic feet. This 
proposition i3 rejected because in·less than 20 years, 
after the NFC II plant goes irito operation (in 1982), 
will the Mari gas get exhausted~ Only under the con­
dition of 40,105 cubie feet gas requirement PQr ton 
of Urea is the investment in Nrc II justif!able. 
Under this condition, gas lasts through th~ year 
(1967 + 35) 2002 for· all the 4 plants. '1'he yeilr 2002 
is exaet ly 2° years away from the year 1982 when t.:he 
N~C II plant goes into oporation. For all hi~ler gas 
requirements per ton of Urea (43,056; 45,207; 51,667; 
55,555; and 59,411) the Mari gas gets exhausted earlier 
thun the yerJr 2002 which is less thtln 20 years from 
1982 when NFC II sturts operating. 

IV. Gas F:i.e1ds Ovmershi1) & Distribution Hechilnism 

'l'he Sui fields (ll~e munaged by tIle Pakistan PetroJeul1l 
Limited (PPL), the Ha!'i fields by Pak- Stanvae Proj eet (P2'P) 
and the Dhulian fields by Pakistan Oilfields Limited (POI,). 

Pakistan OiJ.fields is incorporated in Pakistan. The 
maj oritysi~Qr-8s-"(io pe"reent) ure held by the r~ttock Oil Co .. 
which is incorpoY.'ttted in the U. K. The GOP m·ms <in 18 [,('1' 

cent share in POJ) ilnd the remaining 12 percent of the sllilrt!s 
are scattered among the general public. 

Pakistan Petroleum. Limited is incorporat8d in Pakistan. 
Burmtlh Oil" tompany ()\<il1s', 0 pcr"cc"Tlt of the shares, the COP 29."5 
percent) and the general public 0.7 percent. 

pak-Stanvuc Proj8ct (PSP) is owned by Esso Standard 
Eastern-rne-:--(37·.5 percent), Hobil Oil (37.5 percent), und 
the GOP (25 percent). 

PPL sells gas at wellhead to both the Sui Gas Trans­
mission Company (SGTC) and th8 Sui Northern Gas Pipelines 
Limited (SNGPL). PSP sells gtts at wellhead to only one 
consumer, Csso Fertilizers "'lhieh is located near the gas 
fields. POL sells gas at wellhead to SNGPL. 

SGTC is a gas transmission firm and does not sell 
gas to end users. SGTC sells its entire product to the 

.two distribution firlils of the southern region of Pakistan, 
namely, the Karachi Gas Company (KGC) and the Indus Gas 
Company (IGC). KGC retails gas to the end users in Karachi, 
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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 P.unjab and NWFP. A schematic diagram shm-Jing 
the relationship between the various sale points 
ted below: 

is presen­

Gas Fields Sui Mari Dhulian 

0·.: 

Location of Field 

Owners 

Baluchistan 

PPL 

Sind 

PSP 

Punjab 

POL 

Intact Gas Reserves 
Trillion Cu. Ft. 
(Estimated) 

7.7 3.89 1.65 

i 

Marketing Stage 


Transmission 


End 
Users 

End 

Users 


Distribution 

End End 

Users Users 


Marketing Area Karachi 	 Sind Esso Punjab
Except Fertilizers & 
Karachi Sind NWFP 
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v. Pricing Structure 

Gas,k-'ricing at all levels of marketing (wellhead~ 
distributior., and retail) is administered by the Govern­
ment through the l1inistry of Fuel·, Power and Natural 
Resourcc5. As a rule, Gas tariffs cha~ged by gas companies 
do not exceed the maximum rates fixed.by the Director of 
Gas Operations within the l1inistry 6f Fuel, Power and 
Natural Resources. 

PPIJ and the PSP receive Rs. 0.40 pe:r. thous and cubic 

feet (NCr) of gas as the wellhead price for the gas sold. 

However, the gas transmis~ion firm, SGTC, and the distri ­

bution firm, SNGPL, pay Rs 1.26 per MeF 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 MeF price 

paid 1y SGl'C and SNGPL) is colJected by the Government 

in the form of excise duties and development surbh~rgc:s~ 


The Esso fertilizers pay Rs 1.55 pCI' MCF as the wellhead 

·price. Again, the PSP receives only Rs 0.40 per MCr. 
The d iffe rence between the Rs 1.55 and the Rs 0 .40 pl'ir.;e~; 
is collected by the Goverr:ment. Inf Ol'Inati.on on the 
Dhuli~n gas price is not available but is most likely in 
the range of Rs 1.26 to Rs 1.55 per MCF for the custo~Grs 
(SNGPL) at welliv::J.d and Rs 0.40 for POL -- the d iff<.!1.'I.:;nce 
between Rs 1.26 to Rs 1.55 and Rs 0.40 being collected by 
the Government us taxes. 

Slab type (marginal or step -- varying t.'iith quanti ­
ties) tariff rates are applied for bulk SRIGS by SGTC to 
the two distribution comp:"'.nies, namc.l.y, 'JC and IGC. The 
prices decline [or successive incrcmG~~al slabs of gas 
purch2sed by the distribution ccmpanies. The average 
selling· price of gas to the KGC by SGTC in 1973 was 
Rs 1 0 61 per Hcr (thousand cubic feet) as rlgainst Rs 1.72 
per MCF (thousand cubic fcet) received by SGl'C from IGC. 
This price differential re f lects a greate.C' hulk purchu::: c 
of gas by KGC than the IGCTs purchases. Unfortunately, 
we do not have access to the average price paid by the 
SNGPL to PPL and POL for gas distrihution in Punjab and 
NWFP. However, it is safe to assume that the bulk pur­
chase averuge price paid by SNGPL for 1973 Vlould also be 
in the neighbourhood of ,R::>. l.60 - Rs 1.80 per HeF. It 
may be noted that in August 1973, gas prices were increased 
by Rs 0.48 per MCF of ~~Iich Rs. 0.15 per MCF was retained 
by the SGTC, while the remaining Rs 0.33 per MCF ~las 
GovernmentTs share as development surcharge. The above 

http:Ol'Inati.on
http:fixed.by


-: 1'1 :­

noted average price paid by KGC and IGC in 1973 includes 
the increased prices of August 1973. _ 

In June 1-974 the Government again raised -the gas 
prices paid by SGTC and the three distribu~ion firms, 
namely KGC, IGC and SNGPL. The gas field owners, how­
ever, were not affected by the price increa:::;e and they 
continued to receive Rs 0.40 per thousand cubic feet. 
The three distribution firms now pay 50% more at each 
slab level over the August 1973 price level. 

Commerc:i.al end users in the Pnnjab and the NV1FP, 
(e"g., exce)?ting those using gas for household or domes­
tic purposes) have &11 been subject to -_ -;some recent 
pricr:'!il1c:pease) ranging from 45% to 50%, over the August 
1973 pricesa The gas price increases in Sind and Karachi 
in J~ne 1974 were relatively small. In fact, in some 
cases gas prices declined in June 1974 over the earlier 
p~iqe ta~iffs established in August 1973. A comparative 
pl"ice pictur r;.; :in l\u~nl!.; t J.973 and June 1974 is pres ented 
belo':1: 

Recent Gas Price Ch~n~es 
(Price in Rupee:s Per Ll:f) 

August 1973 June 1974 % InCre0S( 

Gas field owners 0.40 0.40 0 
Excise Duty & Surcharge NA NA 
SGTC and Sl~GP~ 0.84 1.26 50 
SNOPL Disr.ribution (Ni-1FP C, Pun-jab)_. --- -------- . * 
General Indus trial 3.53 - 3. 73 5 • 30 - 5. 60" 

.~ 

50.;. J. 

Cement Fa.ctories 3.53 - 3.58' 5.39 - 5.37" 
Electric Ut ility 3.23 4 .. 85 SO 

Commerci.:tl 6.88 10.00 45.3 

Domestic 6.40 6.40 0 

Besides the: above rates charged from the general 
indust~ia1, con~ercial, and domestic consumers, SNGPL has 
also entered into ind iviclu.:tl contr'J.cts \o!ith large size end 
users. These include: WAPDA, WPIDC fertilizer factoricG at 
Hultan and Daud KheJ., and the Dawood Hercules Fertilizer­
factory at Shcikhupura. It is not possible to find thp 
average gas price paid per MCF for these end users because 

*The range represents the upper and the lower limit~ 
of tariff slabs. 

http:Commerc:i.al
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contracts' in each case i::clude a price per MCF plus a fixed 

annual rental regardless of the amount of. gas co~sumed. We 

have access to only t~e Dawood Hercules contr~ct terms for 

which the ar.nual fee in 1973 amounted to Rs 448,800 which 

increased by 50% ir. T t:!1e 1974 to Rs 673,200. '.(he fixed
I..

annual rentals for oc~er co~sumers are not available. 

The rates charged :t,y SNGPL from some major end users in 

Punjab and NvJFP are ~res e::ted beloVl: 


Auqust: 1973 June 1974 % I!l. cr<'.! L';-, e~';­
Rs!CJG:: Fi.xed Rs/OOO Fi.xed In II: fixE 
Cu. F-:. Cha r'l.l~s eu. Ft. Charges. ,Pri££ C}l::;.rg,?:' 

(Rs UO-O) (Rs 000) 

vlAPDA (P()w~r) 

Multan 2.;L8 NA 3.27 NA 50 50 

Lyallpur 2.18 NA 3.27 NA ·50 50 

Abdu11ahpur 3.23 NIL 4.85 NIL 50 50 

Shahdara 3.23 NIL 4.85 NIL 50 50 

Fertilizer 
Factor~Les 

Multan 2.18 NA 3.27 NA SO 50 

Daud Khel ;2.18 NA 3.27 NA 50 SG 

Sheikhupura 2.:4 448.8 3.21 673.2 50 50 

The Asia!!. Deve~o?ment Bank Report of November 1973 on the 
Multan Fertilizer Pr0jec~ calculated an average price of Rs 3.14 
per NCF at 100 'x, ca:;:'d'2ity llti1izcJtion. for the gas pi..(rcha~cd it'om 
the SNGPL. This es timated i=,rice takes into account the fixed 
annual rental A~d che gas price PCI' MCF. If other gas b~5Cd 
fertilizer ma~~facc~rers ane also consuming gas jn similar or 
greater quanti.ties &5 i3 ~~nsumed by the Multan plant, then i~ 
1973, the aver:tgE: :;,:orice of gas for fertilizer plants Vl2.S li1.cc.::.l.y 
in the neighboI':- o:d vi' R= 3.15 per NCF. The tarif £3 for th~ 

. SNGPL g~s based W~PDA ~he~rnal electric power ~lant ~8re i~ th~ 
neighborhood of RE 3.20 :'.E:I' Her after the August 1973 price 
increase. 

*The June 8, 1974 G:tz~~ce of Pakistan notificati~~ increased gas 
prices by 50% both f ::!' the fixed annual rentals for which the 

terms were not dis~~)~ed, ~~d fer the price per Mer of gas for 
which the terms were wade a\ailab1e i~ the Gazette notification. 

http:C}l::;.rg


-: 13 :-

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 Jnne 1974 are presented beloH: 

, (Price in Rupees Per MCF) 
August 1973':~ June 1974* 

KGC Cu~tOlners 

Domestic Consumers 6.40 4.30 .. 6 .. 30 

Commercial 6.88 3 .. 30-4.90 

KESC 2.63 2.95 

Industrial (Includes 2.13 - 3.73 
Electric Utilities) 

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 :i.s based on Hari gas. 
From June 1969 to June 1974 it p~.id a wellhead p!'~.ce of 
Rs OvBO per HCf. Since June 1974 Esso pays a gas pl'ice 
of Rs 1.55 per HCr at \'lellhead includ ing a government 
excise duty of Rs 1.15~ Therefore, PSP continues to 
receive a price of Rs 0.40 per HCF established in 19G6 
\...,hen it started s eJ.ling gas to Es S 0 Fert iJ.i~ers The0 

price paid by Esso Fertilizers is significantly lower 
than prices paid by other :tertilizer plants located in 
Hultan, Daud Khel and Sheikhupura. These Sui gas based 
plants, as noted earlier, paid a price of about Rs 3.20 
per thousand cubic fe~~ till June 1974, and since then 
a 50% increase in gas price raised the pric~ in the 
neighbourhood of Rs I~. 80 per thousand cubic feet. 

I 

*The ranges repr'2sent the upper and the lower limits 
of tariff slabs. 
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The significant price diffe~ential 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 wellheld. On the other hand, ~ll other fertilizer 
plants located i~ Punjab purchase gas from SNGPL wnich 
distributes gas at factory sites located near fertilizer 
marknts. The E~'; so plant is far relllOved· from the market. 
The ac1vantu.g[~ of chc!apel' gas availability at wellhca.d and 
a factol'y 10cai::i,on ne~r the gas fields for the Es so plan't 

.is partly off-set by the transportation costs incurred in 
shipping tIl(; f inul produc.t: to the market c. A s eparc:.;te stildy 
on the locational aspects of fnrtilizer factories would 
have 'to b(~ td:cn to deten'mine w}wther it is mort-~ r:O!cono­
mical to L>u:L.ld £el't :i.li:c; (:1.... pli'l.ILts next to i:1H; gas f iolds 
(thereby reducing the cost of g~s but increasing the cost 
of transportation of fi~~l product to farm level) o~ near 
the £e1:,ti1izer murkets (thereby reducing the cost of 
tl'anspo:ct'::c'l't:i.D'fl. of findJ product 1:0 farm level but int.~l·c~S .. 
ing the costs of gelS). 

VI. ._-_._-,The . .'__.__ Fnuii..--- "-- & Governn~nt Gas PricinqProDosed Fert~lizer Plant 

The propos ed Fauj i fel'tili;~er plant \·7iJ.l be located 30 
miles from the Mil~i fields. Fauji will buy gas from PSP at 
wellJlcJ.d and lay its 0\',':1 gas pipes from the gJ.S well to the 
factory. In all likelil1()od Fduj i \'lQuld look for a price ne­
gotiation similar to the te,;",ms offered to the Esso Fe:C'tili7-c:r's. 
In otllcr words, gas I-J:,ices ,,;auld not increase betl'18cn nOh' ami 
the period of FilUji plant completion. 

PSP states that the present gas extraction from the Mari 
fields is elou~fh for the Es s 0 plant only. Any add itional 
demands on Hari gas fields \'lOuld require no\" inves trnents in 
digginq wel.ls. W~ll dig0"i:1g cos1:5 haVE.' increased from 
$300,000 to $500,000 per \'1011 duri.ng the lost s:i.;~ llionths and 
'thes e cos ts arc s t i:~l on the inCl'C!lls e. Such increllwntal 
inves tments cannot be und ertaken for ne\" cus tamers if PSP 
continues to receive Rs 0.40 per MCF. PSP also con~cncts that 
on such low gas prices estahlished in 1966 the returns O'.'L 

incremental investments would be ilpp~oximately 3% - 4%. They 
cort'e.l1d a r.l~ar: onable rate of return on inves tment \:,Juld require 
a gas price to PSP of about Rs 1.15 per MCr at wellhead. 
Ther(·~fore, the Goverrunent would ha.ve to either drastically 

'reduce the exci.se duty from Rs 1.15 ~o Rs 0.40 per MCF 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 HCF for f'auji 
without altering .the government excise duty share of Rs 1.15 
per HCr. This \"ill be a cas e of price- dis crimination where 
one consumer (Esso) would pay Rs 1015 per MCF, while the 
other (Fauji) would .be charged Rs 2.30 per NCF. 

http:L>u:L.ld
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VII. Ga~.?ricin~in Pakistan & International Gas Prices 

Gas pric~s paid by Pakistani end users range from~an 
equivalent $O~16 per MCF (the wellhead price for Esso 
Fert:ilizcrs) to equivalent $1.00 per NCr (for commercial 
users in Punjab and NWFP located over 600 miles from the 
gas fields). The gc:.s field o\'mers, hmlC·"cr, receive 
equivalent $0.04 per MCF. The wide difference bRtween 
WhC4t the 9c'.lG field lowners T'.:~ceivc and \>lha·t is paid. by 
thc end users is accounted by: governmenC development 
surcharges <'.nc1 excise duties, ~:rDS transmission companies 
t:can~;port;ltion cos ts ;:mc1 prof:i.ts; an.i the S::tS d:i.stribl~­
tion f iriils d j.s tr:Lbut:i.e;n cc.'.s ts tind profits vlhich, L-'.S noted 
earlier; al"'C J'cgula1:ed by the Gov8rnment at ca.ch level of 
sales (gas fields Ot"rwrs~ t:r'ansmis~ion, oistribut:ion, (}.nd 
end USC1'S) and distI'ibution~l r(~0ion (KQ:c2.c:hi, ,Sind> NvJE'P 7 

and Punj ab ) • 

It is reported that the current U.S. wellheart 
avcrClge ga.s pl"licc: is $0.21 pCI' HCF while 1-.C'1'l \vc::llhcnd 
gas contr~cts are ncgoti2ted at $0.40 - $0.50 per ~CF~ 
City gate prices rang~ between $0.39 to $0.71 per HCF. 
InduGtri~l ~nd users prices range between $0.60 tc $1.00 
per MCF while gas prices for domestic uses r~ng2 be~wee~ 
$IDOO and $1.60 per MCF. 

Indonc~; ian gas (~xport price at \'lelJl1eci.d is a.f'proxi­
mately $0.16 - $0 0 17 per HCF \,.'11<::1'e,].s the recent; IraniC:~!1 
sales to Russia are repo~ted to have taken placa at about 
$0.50 per GCF. A 1972 barter deal for g~s expo~t frG~ 
USSR to U. S pJ.aced ·the:: contrilct at $l.Oll- pcr HeF o.t Port0 

Murlllanrk (USSR). The average gas price for the C2.nadiv.n 
and 	Mexican 2xports to the U.S. are reported at $Oo~6 PCI' 
MCr 	 in late 1973. Dy March 1974 new sales contracts for 
exports from Canada (Gulf Coast) to the U.S. were reported 
at $Op55 per MCF. 

These abo'.,e observations indicate: 

1. 	 International gas prices have a wide ~ange; 

2. 	 Despite the wide international gas price range, 
internaticnal wellhead gas prices are signifi ­
c:antly higher than the Pakistani tvellhead prices; 

3. 	 End users in other countries pay much higher gas 
prices than.those prevailing in Pakistan; and 

4. 	 Internationul gas prices are on the increase. 

http:prof:i.ts
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The table below compares the U.S. gas prices with 
those in Pakistan: 

Prices Per MCF 
Pakistan 

Equivalent 
U.S. $ ~.S. 2 

U.S. 
%of Pakistan 

Price As 

toJellhead Price 0.04 0.21 

City Gate Prices 0.25 1/ 0 0 58 Y 
Industrial Consumers 0.29 1/ 0.80 3/ 
Domestic 0.64 1.30 ~/ 

525 

232 

276 
203 

1/ nverage of Prices paid by KGC and IGC. 
:?:./ Average of the highest and the" Im-le~)t prevailing prices .. 

The above tabJ.e ShONS that the gas prices at WGIThca.c~ 
in the U.S. are ,,:·;<S% higher than those in Po.kistan.. Ev/?,n 
the least prj.cc differential betwncn the two countries, i.c., 
for domestic uses, reflects over :lOO'i~ higher UoS .. prices thi~~'l 
those in Pakistan. 

VIIIo Conmaris on of Gas and Other Fucl Prices iTt Pakist2TI 

The Govcrn:nem: of Pal::.istill1 examined the price~:; of gas 
and various other fuols for equivalent heat quan'cities 
(BTUs) in June 197"r ',']hen prices of various fuels ~'lere 
revised upward. The fiI~ings of their analysis arc pre­
s ented belm·::: 

Fuel Costs Equiv01ent To 1000 Cubic Fee~ of G~s 
Price As ~{-

Fuel Rupee.s Of Gas Price'-' 
LPG 32.40 506 

Furnace Oil 31.26 2/ 488 1/ 

Charcoal 	 20.17 315 

Kerosene 	 17.30 270 

Wood 	 14.34 224 

HSD (High Speed Diesel Oil) 12.18 190 
Gas 6.40 ~/ 100 

1/ 	 A recent newspaper news on international prices of 
furnace oil places -furnace oil cost equivalent to 
1000· cubic feet of gas at Rs 14.31 which is still 
124 percent higher than gas price for domestic uses 
in Pakistan. 

~/ 	 Price p"aid by domestic consumeI'S. 
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The above table shows that the cheapest energy sour~e in 
Pakistan i:; gas and the next cheapest ,fuel after gas is, 
HSD. However, ~ven HSD is 90% more expensive than gas. 

A common fuel in Pakistan is furnace oil. In fact, 
most industrial uni~s switched from furnace oil to gas 
after gas was made available at a much che~per price. 
Purnace oil (which as a byproduct of domes'tic. refinery 
operations is exported :fr·orn Pakis tan) is 388~{, more expen­
sive than gas at the price paid by domestic con~umers, 
and 904% marc expens ive t:h.::m the gas price of abou t 1(~,.3 
per BCF pa,id by indus tri'::tl cons UT!1Cl'S in KLll'a,chi 0 In 
Pakist~n the gas price to oil prices ratio (Gas prices/ 
Oil pT'ic8.5) is s ignif icc:~ntly lc~;.s than that prev'lilj.nSJ 
in the U. s. fOI' 19-/1, thl! year for \'1h ich the mo~; t l'8ccnt 
dat:-a. .J.:r:e ava:i l~lble to us. 'J~he cOiJlp&rison is presented 
below: 

Ratio of Gas Pricc)s 1:.£. Oil PI':i..CGS (Domestic tlsr;s) 

U.S. Average All Regions 1971 = 0.724 

Pakistan Average All Regions 1974= 0.205 

IX. ShadO\I} PricinrL.0f~ 

'rhe gus pricing cl2.tc3. for Pal:istan a.nd other conntri2s:1 
and a.ls a the pr:i.ce data on other fuels both in Puki.s tan and 
abl~oad J lead us to the folJ.owinq conclus ion: 

Gas prices in Pc:J(istcm at all levels of sales (at \-JeJJ.­
head, at transmission, and at distribution) are signi-· 
ficantly Im'lor t:h:.1n in oth(:~r countri('~. Further, the 
ratio of gas pric8s to prices of other fuels is also 
much 10'!iel' in Pakis tan than in other cou!ltries. 

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 .J.dditional gas drilljnqs 
required for replacing the gas consumed between now ;nd the 
time when the existing gas well~ are fully utilized. These 
drilling costs are then discounted to determine their pre~ent 
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. 

http:PricinrL.0f
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Another met~cd of ~sir.g a shadow price would be 
to use the export price of gas. If such inter~ational 
export prices are co~sidered as the shadow price of gas, 
then the price would ~e i~ the range of Rs 5 -Rs 6 per 
MeF at transmissIon point. This price is based on the 
current export contracts negotiated abroad and discussed 
in Sectj.on VII. A shadow price of Rs 5 - Rs 6 per HCr is 
signifi(..!antly higher tha.n the C·.Jl'rent price of Rs 1.26 
(Rs 0.84 per ~jCF paid by SGl'C in November 1973 p.lus a 
50% increase since Ju~e 1974) paid by SGTC. The shadow 
prices to distribution firms and end users can then be 
determined by using Q mark-up on distribution costs 
including' profits. If it is (]::;sumcd that the mark-up 
on distribution costs (anel their profits) rcrnain~; con·,. 
stant, then 1:':5 3. 74 - R.s 4.74 pCI' HCr-' may be added lOr. 
each type of CO!ls:J.mer. Haj or utilitie3 dEU iitdl\S L:l':i.al 
bulk gas purchasers will then have to pay a price of 
approximately Rs 8 - Rs 9 per NCF. 

http:L:l':i.al
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A. '1'I1e 
Fauji Agrico 

of the Provinee 
wLI_l aequire 5'72 
and cotton and sug' 
houses on the site. The Tibbi Minor water course , which cro::; ses the 
property, will be relocated. 

ANNE 10 

ENV~RONMENTAJJ IMPACT 

F.nrironmental!HesoUl'ce Linkages: 

Site - The Cjovernment of Pakistan has de,termined that the 
FCJ'ti.Uzer Plant will us e r.;i;lS i'rom the. Mari gas filed and 

Hill be loca ted in the Sad:i ' uabad 'rehisil of the Rahihyar l\'han District 
of Punjab. Fali,ji haG surveyed and \-lith GOP a::;s i~tance 

acres of ae;ricultural land at Ma (;hh:L Goth on which "lheat 
cane are now e;rowing . 'l'hel'e al"€! only a few mud 

B. Transportation - 'I'he proposed site is adjaeent to the Macllhi 
Goth Station on the main line of the Pakistan r aihtay and about one 
mU e from the NationR.l high\'laY f r om Knl'achi to Peshuvlar . .The plant \,/ill 
be 386 rail miles and l.120 road miles from Karachi, the seaport, and 395 
road miles from Lahol'e, the provincial capital. JiIJ\]I'L Hill improve and 
pave the dirt road from the national hic;h\ lay to the site and will buiJ <1 
about 3.2 miles of railroad siding from t he main line to the plant . T1111S 

adequat e transpor t facilit ies Hill he available both f or import of equi pm t 
during construction and of materials nee led for operat i on s Rl'ld for export 
of urea . 

C. Ra"l Ma terials - Natura] gas, the only 1'a\'l material f or the project, 
"lill come from ESSO IS Ma1'1 Gas ' Field, Hhi ch is l ocated 33 mil"8 avTaY, near 
Dhaharkl, in the Province of Sind. 'l'hc ES '0' Fertilizer plant .if:- at Dhaharlci 
about five mUes fr om the sale point of' the field (gas measurement me ter ) 
and the proposed NFC FertiUzer Plant Hi ll be a lIiil"pur Methelo 11 miles 'n,/ay . 
'I'Ile proven gas resources at tvIari an .;aid to be adequatt:: t o supply t.he 
three proposed plants until the year 2011. 

D. Hater ­
ten cubic feet per 
canal called the I\dam
year canals in Pakistan 
shut dO\'l\1 at other 
operations, 

supply is neither depleted nor 

boiler feed water and domestic. 

During 1II0st of the year the plant \'iill drm.,r ,.,rater (about 
second ) through a nelol lined , t\'lo-mi le channe l from a 

. Sohaba Distributary. For about three "leeks every 
are shut dO\m for annual maintenance; they may also be 

times for other r easons. '1'0 ensure uninterrupted 
alte1'nate source of \-Tatcr is needed; Since the gr'ound "later 

the site is saline, PJ\FL has selected a site about five miles northVlest 
to drill fourteen 'tube'-le l.ls, each \·Iith a capacity of one 

along both sides of the J\hmadpul' Lomma Distributary. At this point 
in not saline and there :is sufficient recharge from 

seepage of frcsh \mter from the canal to ensure that the ground Hater 
degraded. "[ater from both sources will 

treatment, depending on the ultimate use - cooling, process, 
The tre:;ltmcnt facilities will have 
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sufficient flexibility to pennit use of water from either source, or 
both simultaneously, at different seas6ns consistent with minimizing 
treatment costs. 

E. Other Utilities -. FAFL will use natural gas' to' produce steam 
for plant use and to generate power. 

F. Other Area Activities - There are bol';) other factories ,·1:lthin 
two miles-c;:r- the proposed si't(:! - 1\ sugar mill and a cotton ginnj ng and oil 
processing mill. 'l'here is some light industry in Sadiqabad five mnes avlay. 

" 

~. Physi~al Aspects : 

A. '.l'opogrn.by - 'l'he area. is virtually flat, \-lith a sto]?e 0(' about one 
foot per mile toward the sou tl'least . '1'he plant site is at an el.evation 
of 26t~ feet above Irean sea leveL Tl'le soi l s have been formed almost en­
tire lJr from l'e:i:atively homofl'eneous lllluvium deposited hy t he 111(lu<3 River 
system. Since the deptJ1 of ground Hate:r is 10 to 11 feet, there is no 
surface evidence of "later l ogr;tng salinHy, . 

B. Population - ~l'h ere are a number of' scattered villages in t he 
Vicinity oJ.' the plant "lith POP'I ' ati ons of' less thall one thousaJld people 
each. Sadiqabad , the 1'e11l:;11 heauqual·ters , had a popu lation of 37,225 
according to 1972 census. 

C. Climate - The temperature varie s from a mean monthly minimum of 
l.jo degrees fahrenheit in Jallual'Y to a mcan monthly' maxilUUlo of 110 degrees 
fahrenl1eH in June. 'fhe median annual r a i ni,'all. is 1. 93 inche ·. The 
evaporation rate llU~ been e0n Rervatiycly c::;timat d to b about five feel; 
a year by a co .sult:Lng finn t hat PI' ]Jfl~'ed a f easibility report for a 
salin:i.ty control and r eclamation project in thc al' a (Scarp 6). 

A. Effluent Standards - A1tl1ough there are presently no ::;tatutory 
regulations in Paki s tan for industrial effluents, thc Punjab Provincial 
Governm l1! nt Hill probably enact 1egisl,aliiQn in 1975 entubl.ishing u pollution 
control authority. Effluent Rtandardr; Hill be based, initially at least, 
on tho Re prevailing in Europe and the United States. The p1nnL \oIi II 1)8 

designed ~ n accordance ,·Ii th European and U. S. standards in respect to 
solid, liq\lid and ga ,'1 eous emissions. Ivluff'ler s \'Iill be required n noise 
pollut:i.ng dis charges. Noxious gus control deviccs \'Iit.hin the plallt ,·/ill 
comply with European and U.S. stanclards, and first £lid equipment "li11 
be strategically pluc0.d t hl'ol1 p,ll t he plant area as a saf ety mcasur in 
case of an accidental r;ascol1s clischne; · . Training procramr; prescr:ibed by 
the contract \o1ill include Lrailling in illdustrial. hYCicnc and safety for 
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key personnel as well as specialist technic~ans to be employed by 
the compa.ny for these in spection and enforcement activities. European 
and American standards require explosion proof electric motors in the 
plant. 

, 'rhe only rmq material for the 'proj ect is natural gas . The minute 
amounts of sulfur in the gas \~ill be removed as either elemental ulfur 
or as a me tullic sulfide, both of which have commercial value and '-lill 
presumably 1 0 sold to manu facturing f i r ms which l'e<}Uire sul"1:'ur . The 
urea dust from the prilling tower \~:i.ll be recovered not onl y for en­
vironmental considerations, but because it is a valuable recoyerable 
suQstance. 

B. Haste Cha,racteristi cs - The sonrces of waste \~ at er s Hill b e : 
\!later treatmc nt plH.nt effluent : Blmoldown frOID cooling tm-Iers, boj leI' 
and. compressors; process condensat e ; spills arJll l eaks ; and rlollles t ic 
s e~'l age 1'rolJl the hous ing colony. ' 'l'heGe waste s conta in ammon:i a, urea, 
metals such as chromium and zinc, oil and s1H;pe nd(~ 'l solids of various 
types . Ammonia a nd urea dur;t from l:be ],)rilU,ng tovler are 'poten Ual 
s ources of' air pollution. 

C. 'vaste 'rreatmenl~ - FAFL p lans to (l'ischa1'se all of t.he liqu id 
v!an t es 1..0 an evapo:c'at:Loll ponds on t he nite . Conditions:tL Lhe siLe 
are ideal for Lhi s inexpensive method 0[' disposal : nainfnll is 1es t ban 

,( t",o inches pel' year . The evaporation rate i s at least 60 inche s pel" 
" 	 year, and the Bround "later :i s saline and I llfit for human COnSUIn'l l. ion or 

agl'icuUura] lise . One analysis by an engin eerin[T fil'm retained by Fauji 
shown that l.he ground water at the plant site at a depth of 20 feet 
containes 1, 800 PPM of total diss lved s o liSis . On tYie other hand, a 1lI p 
in the f~asib ility repol"t for scarp G sho",~ i sogram lines ~l" toLaL 
diss(lv ed Rolids a t dep ;hs to ~lich t s t wells a r e normalLy drille~ ( 1 0 f eet 
or more). 'l'11e line for 10,000 PPM of dissolved solids passes thl"o\ l13h the 
plant site . Assumi ng pond l usses of six feet pCI' year ( five feet ev po­
ration a nd on e fou t seepac;e ), a pond of 120 acres \'I'ill adequately dispose 
of a flow of t e n cusecs of was t en . Thi s method, of disposal h s b een u aed 
effect ively at the ESSO p l ant at Dh'harki ",here similar conditions exi t . 
At the ESSO plant , "lhi ch is au ou t one-third the size of t.he proposed 
FffilJ i -Agrico plWlt, less than one fourth of the i nst alled 100 acre 
evaporation pond i s actua.ll y us ed. 

During the next decade I;he Gov ernment of Pakistan plans to complete 
Searl,) 6, the saline zone of "I11i ch includes the plant site. '1'he consultunts 
propose ·recla:i. mi nG l and :in the sal i.ne zone by installing l arge tubc\.,elJ.s 
and pumpinc out sal:i. ne water into dl" linage channels l eudi. g to evaporation 
ponds in the deser t urea south and eust'. of Sadiq bad. "lhen these drainage 
chan nels are completell, li'J\F'IJ will be able tc disc:harge its vJa::;tes into them 
and reclaim tlle evaporation }Jond for other uses, illcluding plant expansion if 
t~nt proves f easible . . 

According to the opcration managcr at the ESSO plant, the runmonia 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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in nitrogenous l'ertili~er, . To 
one similar to it, \'lil9. have to 15e built. 

ueen l' s rv(~d for fertilizer production, the 
locatc the plant clos(;!r to t he field . Hhilc 

the costor the gas pipeline, there tu'e 
1'.0 havinc: the plant vlitld.n COIJlHllll'll;ing 
HlJich lIa::; much more to offe r in the 

educationul and medical facilities than the 
field.. 

only alternative ,·:ould be 
such UII ul te r nat :i.ve 'lIou1<1 
distilll::t socio-cuUuJ'ul mlV a lJt;ur.;es 
disl;ance of a tOVII1 
form of Ii lUDor force, 
isolat ed villuges near 

-4,- ' 

duction, and therefore financial, losses'; hm-lever, several plant 
fications have been made to reduce them to a minimum. 

4. Socio-Cultural Factors. 

':Lhe plunt will ' employ· directly about 1,200 persbns~ The company 
\'li11 provide housi.ng, IJI,D Educational fac:i.lities for about 500 to 600 of the 
technical, maintenance and operational personnel. Most of the rest of the, 
employcer:; will come from, and live in, the tmvn of Sadiqabad and commute 
five miles to \'Iork. "lith a population I'IO,QOO, Sadiqabad sho lid be able to 
aosorb any neV1 fnhab:i.tant.s vdthout too much disruption or overburdening of 
its facilities. In addition to t.hose d :irectly employed by the plant, 
hundreds of of othel'S in the cOIomun j Ly "Jill provide goods and services to 
the plant and jts employees . 'rhus the ecu llomy of the area should improve. 

5. Pl.1bUc Health Aspects - FAFL vlill provide occupational healtb safe­
guards and other safety precautions for its ,\'Iorker and for local :i, llhalyitani;r:;., 
equi.valen t to those provided in sim:LJ.RI' plants in the United Stal~ es and. 
Europe. It will provi.de beal th care for its wor}l;:e l's and their fumilies . 

6. Discussion: 

A. The adver::;e environmental effects of the r roject that cannot be 
avoided are lindted to the displa cement. () f' a fC\'1 hundred pa lle nel the/ 
loss of less than one thousand acres of irrigated. agl 'i ultur' 1 land . 

B. Although the l'e \>Iill be 1101:;e r-tnd dll"t during constructi n, th:i.8 
short term use of the environment s11 uld J )1,' ~se nt: no ,'!rious pr01)lems in 
this thinly IJOpulated area. Thus en ,l'ironmcntal degJ'adation during the 
const.ruction period \'Jill be minimal. 

C. The d.isposal of waste: t o an evaporation pond \'I1thout 
is both sound. t e chn ically and ecol1omjcal and should have no advers

trea 'm­
ee 

on the environment. The seepa~c into the grou l d of one foot of waste water 
per yeu'!: ,'lin not d.ee;r ad.e anc1 aquifer that is alread.y hi gh ly oaUne . \>n1en 
the drainage channels of the proposed Scarp 6 are comple ted, 1"1\1"1. \,Jill ue ab 1e 
to dispo :::e of :i. ts H[tsLes tJll'ou gh these ch anne ls to evaporation punds in 
the desert and to reclaim its pond area for other uses. 

7. J\U ernat.:Lves to the Proje t: Pnld.s l1an :intenc1s to us e its reso rce::: 
of natural gas to bee .1me sel.1'-,'ufficie ll t 
achiev e this goal this plant, or 
Since the gas in Hari Field has 

to 
redu ce 

l:Lke Sud1.qabad, 
mm'ke ts, 
the gas 
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FAUJ! FOUNDATION 

1. Tl)(~ F;tllji FOllnda.(:ioll,formC'rly the Post VIa r Services 
Reculwl ruct.ioll Funds, is ;1 CharitabJe Trust c)'(!;It:cd under t.he 
Chcll'it;'1 blc ElIclu\vlYIL'lllfJ Act I Hf)O and l~: (kvott~d CXClllsiveJy to 
the wdf,ll'c (If ('}:-scl'vic(!lllC'J) <111<1 theil' r:unilit'fi ;11ll! filmHic:; of 
soldicrs wLo dic:d in war~; L;illl:'~ th(~ C I'cation of P;tkif;tan. 

Aim 

2. TJlC ainl of tlll! Foundat.ioll i~; tll pr()vicl(! and ge!IWrate 
funds for the! WdJ"ill'C of C};-·scniCt:llH'J1 ;,ncl t!tt!ir f;(1I11J1(,8. 

This ii) acllil~vl,d [)y~-

a. 	 inVt!HtlJlCllt jniltrlll~;tr.i;tJ 1IIIcI(!I't .. kin~f; ;It 111t' 
cli[;c1'(!ti()11 of tlJ(' (;ol1nnit\('l! (If !\(hl1illi~;t.r'lt:i(ln 
(th e f; \I p I' I ' !lJ(' ~~ ( ) \' I ' )' Iii 11!', 11 () d y) Ct II cl t h f' i II C .... n 1 e is 
utilized 1(11' tllt' cull(!Clivc l.lell"fit. of t.he 

bL'lIC'J'icia rjL'''' 

b. 	 the FOlllllhLioll':; (lind,.; ;Il'l' "Ill Iltilizt:d f(lt' 

cOl1lrilntllol1!; to\"'" I'el:; nle';1 SIII'(':'; which it is 

titcrt: ;; p() II S i I J i 1i (y (J f llll~ G u \' I: r III 11 l' nl l (l t a h (! • 

d. 	 the ul;jcch (Jj tltl' l~lldtl\'.'lnf'nt~; do !lui ('xl.l'nd 

beyolld tJ.<! foul' PI'()vil1l'l'S uf l'ilkisl.;tn ;Intl 

tlw ""Il!.r;.111' ;tclIPilli:;tcrl'd Trihall\r('as. 

3. The 11lain welfare fields lIf "IHlc:I\'tllll' are l11l.'dical 
facil!l ~s for 1'!;-:;I'rvicf'!1lf'll :tnrl tJwir f;lJ'lliJies, alld 
education stipl'l1(ls fur r.'x-sCrviCeTllt:J1 ;ll1d tlt(!ir children. 

4, The FOllllddt.itlll i8 C:(lntrulll~cl h}' a COlnmittee of 
Admillistration (supreme govel'ning body) consisting of the 
following:­

a. Secretary Ministry of Defence - Chairman 
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b. 	 Four Principal Staff Officers 
of GI-IQ Paki.stan Arrny (of 

General rank). Members 

c. 	 TWIJ J'rincip:tl :-:iLiff OfficC'l:s 
(one caeh) frulll the N:lva] 

and i\iL'f(ll'cI' J IC:lrlqll:l 1'(I'l'S. , Melnber:-.; 

The alJ()vl~ Ilociy is J'C!;p()Il~.;iblc [ot' laying c!(IWl1 gt:lwral 
policy, approv:!l ufAlllJlI:!l Jjttd;_~('t:-; :i)HI Audih.!d !\CC()lIl1tS ;Illd 

[CH' illvestrncllt:;/rli:·;illVI':;l!l!"!lU;, 0\'(:1'<t11 contl'C)l (Jver tltl! 

fUJ1clion:o of thv FClll1lciilti(nl., 

5. The executive (llncti"11S [or (1)(' c1ity tn (by fUllctioning of 
the Foundation \'l!~;1 in li't' f'\u'l.l'Cl ()( Dil"'C(Ol's \\'hr, (':-:I'rcis(' :!iJ 

the po\Vr~rs of t"hl~ CUlillliltt,,(, rlf j\(lJrtinistr:lli(ll) L's:; t.llClS(' 

el1\llrl'~l'ilt("d ill p<Ll:a 1 ~\b.l\·(!. The Ij():.t~'d of nil'I'L'tlll'~: c(J)lsi,;t::: of:­

il. 

b. 	 Manilging Jji rt'C.lOl· Vicc Ch.lirl:lan and 
Ch i (' [ Exl'c 11 ti \'(! 

c. 	 Inclll,;{:ri(!s Di l'('cLor 1\'1 (! I n II (! r 

d. 	 Financial Di t'1!ctOl' 1'.;1 ern h (' l' 

c. 

Direclor~; {vXC:CPL a ;l!Jr'\'I!)arl! full lilnl! r'nlI'Ioy(!(;s of th(! 

Foundation and al'C lOC;lkd ;It the Ilt-:ICI OfficI.' ill JZC!walpin<li. 

6 • D \l (~ t: 0 c l; <til gill g ci r l" lIlll S (; 111 C C S ; I 11 cl t h l! 1.1 r g l! S 0 [ t h l! Ii JlH! S 

diclated by exp,tnclillg inrillsll'ial ;til~1 wdfar<' ;Icti\'iti(~s the n()ard 
has he(~n r(!org;lni:-o.t'c1 Oil a llUll1bcr of uccassiun:; - the Cllrl'enl 
composilion of til(' J',oilrd l'('collstit.ut('(! ill March ISl75 is as 
Ullder:-

Ll. 	 Sccrc·tary Millisll'Y of Defence Ch<lirman 

b. 	 Managing Director 

http:l'('collstit.ut
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c. 	 Advisor 

d. 	 Financial Director 

(>. 	 Welfare Director 

1. 	 Director Coordinatioll &. Personnel 

g. 	 Director Textile Pr()jects 

h. 	 Director Sugar Projects 

7. Each lndustrial and wdfarc project has its own sepCl ratn 
Board of M;lll;tgeJll('nL for cOlldllcting its busilless, lJ(~acled by 
the Man;:lging DiJ'(!ct.or in the case of indu~aJ'j<tl pro,i(ct.s and 
by the ell,airman ill the Cil~a~ of W(·J[~lJ'(' proj<'cts. I\.ppl'opriatc 
J11elnhers of the CVJ11r;dnn;lrc1 of Dirc'ct(lrS ill acldit'ioll arc 
l1l.emlwrs of tllcBnZlrds of lvlanagenlent on wllich th(' General 
1\1anag(ol' of the Pl'ojt!ct and Llw l"elavcnL Ll'chnical exp"rt:=; <1.t 
Head Office arc ,d:..;() m<.:1l11iC:n,. 

Growth of 111C F()\lIld;t1ion 

8. The Foull(J;ttion has grcl\\:n to its pt'l!sent siz(! ::lllll stature 
as listl'U in the chro)Jological order of t.he proj(~cts bdng set 
up:-

Industrial Prc~.i(!Cl.~ (Sole proprict;l ry rights) 

a. 	 Fauji. Textile Mills Jhelul1l 
(25, ono spindles, 500 looms) 195'1 

b. 	 Fauji Cereals (Manufacturers of 
breakfast (ooels) 1954 

c. 	 Fauji SUP-;ll' Mills 'rando Muhd Khan (Sind) 
(2, 000 TOilS daily crushing C~IP;lcity) 1959 

d. 	 Fauji Sugar Mills, I<hoski (Sind) 
(3, 000 TOllS daily c rushing capacity) 1971 

e. 	 Lyallplll" Col.ton Mills. Lyallpur 
(50,000 Spindles. 1. 000 Looms) \972 

http:DiJ'(!ct.or
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f. Modern Sugar Mills Sangla (Punjab) 
(1,500 Tons daily crushing capacity) 1972 

g. Foundat.ion Gas (1v1arketing Company 
for distribution of Liquified Petroleum 
Gas) 1972 

h. Fanji C()tton Mill" 
(25,000~jpindlC's) 

HasLlll AbelaJ. (F)llnjilb) 
1974 

J • Con t r 0 l1i n g i 11 t C r (' ~) t j II 1\ lJ Ybel' 

Tobacco Company Li.rnitcd I\brdan 
(33% shan:) 

1960 

k. Bldng tiC!! lip 

(1) F;lllji Colton IvTills Mi:tnw,tli 
(25, oon Spilldll's) 
Land ha~; JJl'l~ll dcquir('c1 and 
Jn~lcl)llll'riL'!; ;'1'(' on order. 

1975/76 

(2) Fertili/'.cr Pr()j(~ct 

I. Fa u.i j 1;- () 1111 ( I:t ti 0 II ;,1 c cl i c a 1 C c n t r l! 
(Hnq)ir;tJ. uf 300 lieds and a 

lTlOd(:J.'Jl Lir'-Jb Fittil1~~ Ccntre) 

1960 

m. Fauji .Fuumb!:!))) IIDspif;tl 1'<111a1' 
Kaha r (PulJjaJ)} 
(50 Bt'tl:;) 

1975 

n. Fa\lji Foundation Hosphal Lachi 
(NW FP) 
(50 Bcds) 

1975 

o. FilUji Foulldation Ho;;pitalLawa 
(Pulljabj - Ilnder construction 
(50 Beds) 

1976 

p. Fauji Foundation IJospital.Basal 
(Punjab - 50 Bcds) 

1976 
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q. 	 Fauji Foundation Hospital Manschra 1976 
(N.W.F.P.) 
(50 Beds) 

Serials p &. q arc ill all advanced t; tage of planning 
"and land has been acquired for their construcHon. 
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DIHECTORS FAUJI FOUNDATION 

Maj Gem (Retd) Mohammad Nawa7. Malik 

a. B. A.. (Punjab U{].iVC1'[',ity) 
b. Gl'adil~l.l.(~.L \Li: i~;l.an Army ,sbJJ C()llcqc 
c. eradll:lLu oJ ~I()illt Scrv,icc~: Stu.Jr Collcqc U. T(. 

30 y(~(',U':3 (,;'~l)(:[·i(:fl('.(' ill C()JrJmcUH..l :uld ,'·;L::'lj' :tPJJ()illL­
mcni:[3 :in Uk J':1.]j:;L~LI1 fu'my indudlJlil iVfiIIi.:lJ'V 
('" 'c'l' '\f "I ("'" r""'l J·J.,crl.. "'" " .. ,,' co "'Y",' 1ucc.t ,LU J ., lL.,Jcc l ,L..,'l(\.1.1 l.~l" cLhJ ',0 111..11.. ..11(l<'0, 

oJ an IllJ':Uli,l'Y Djvi,':jUll. 

H> ~:"jJt. '/0 ~ I Jc.I:LlC ~L:) M:Ul:1.IJlllCJ Dil'(C.iOOr' }i\.LUji 
FC'llnci:1LiU!J. 

TnclLu~l.J'je:·; Dl:r'CdOJ' 

AcadeJn j c C-tU 8.1 i :r:icali011 8 a. 
b. 

B. /I:... (PII.ll.l:i.lJ Universily) 
G}':.!.(iu:d r,' l':l.U:;hll An!!.\" SV:'.U C()l1f~~(]':; 

Sorvice E:qJoricncc ;;'0 year:'; C'T'!J';C:;ICC in eonJltl::wd .ulcl :.;I'LH ajlj)()iIlL­

rncJ1L:.; ijJ(~JlI.,i;;li.f \\'I() I.r:lllt['·:!:; uI (:O)IIIIYi.!}(.: o[ an 
InlallLry U:dL:li.iOrt :Lncl Gr;'.ck J SI·!.H (),';'j(~('I' ~d~ 

GOllc:c:1.1 ]](';:':.d'.\U:ll'jc 1'~;, l\!.J:i~;L:.Lll A:nny. 

, Busjness Exp(~riencc: a. Joinr::cl :1.:', Adrnild;~Ll'~1.i iv(! OiTic0J' I\);;L War 
Scrvkc:·; ]"-':('C()Jl:.;Ll'ucl il)il FUIl<.i:; (1J(ll.'.' FaLJjl 
Founrl:lt ioni n Sc p. JDC. 1 ). 

b. Promol' ,(~ CunlJ'oUcl' oJ 11lclll::LrL:.l ProjceL:.:; 
Fau.ii .FC)lU;d'LUOJl in AjJl'jl J~:C;:3. 

c. I'romnkd 1'.1'( 'Lluc:Uun Dj reel 0)' in i~':J d. 1\)(i~l. 

d. Promol('dli;(![I~;Ll'k~; Dirc;c.:i.or :,Jr!l'L,.lllll(')' 1\.1'/1.. 

e. Has Vl:J'Jl).nn(~d dLlUc:.~ of No. ~ to M: lrIa~Ji nr,l 
Di]'(::ctol' li':'r.iljl .Foundation r;incc l\.J 'l'i] (j:~ ill 
adclHi.oll to bcinq dircclJy 1'c:;])011:;1I l ](' 1()1' LIlt! 
I'UnnhHJ and }JC:1'1:01'm~UleC of all ]11c11!~:L)'jal Projl!ct.::. 
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f. 	 Has been Director of the Central Board 
of Directors sinGe 1862. 

g. 	 Redc::;i~jnated :1;:, Ac1vh:;or to Lho Borll'c1 of 
Djl'cx~tors I"c1.ujj Jt'oundaUon in APl'j1 1.975. 

1\1r. 	 M. Y. prl:;ln 

F:illarwi;d Dircc:l()Y' 

0.. 	 B. A. (PllnJah l.Jrdvc;)'~;iL.v) 
b. 	 1\ cI,d ;; I (T<·:d .'\(:c:c!lln1.a~lt (Pa !;j~; L~tll) 

c. 	 AC/\ (IiJ;·;ULIILc; ,)J CharLc;):'cd Ac(:ounLlIlLs 
:in E!ll,J!alld 8:, I}/:tlu;). 

a. 	 ;T o:in',:c1 ~!:; ]i'·111~~'leLu.l ConL)'(,Jler Janual',Y HJ(i?. 

b. 	 PronJuL.','( ii'j:t:l!wi:,JDiN'clc,j' jn It. e(.:rn!H;l' '11. 

BriCj 	O~dli) C;lmh.lrJ ]! ll, ::;aln 

a. L~. 	/\. (I' 11: lj:Ll l\ ]ni'J (!l' ::;Hy) 
b. 	 Cl';~(1il:,I}'()1'i O.K. .'\rlll,'': StaH CUn",,)!':, 

c. 	 Gl':ldu'~L(; J'!,(ll!l S.:..:Ii()·,.ll of Arlille!')" J"ol't ;:';111, 
OkhllC)nl~.L. 

2B yc'ar:.; :;t:rvko.' in v:u'jed C(lrJlm:111ct and :·;t.aH 
appoj'llll1('li,:; iilC:hdillCJ Jll~;tl'U~hJ' Si,'," C :lL~qe, 
MHiVli',,' Al L:~'~:I()C jll lvIoscuv/, cUllJlYw.nd of ArUUc-!1'Y 
and InC:J!ltL':-" Brlr,f: uk'~;. 

Director (Coord. &', Planning) 

http:cUllJlYw.nd
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a. 
b. 
c. 

B. A. (Muslim University AU~jarll) 
Graduate Pakistan Army St.aff College. 
Graduat.e Command and Staff College, Fort 
Leavenworth. 

28 years service in the Army in yarious command and 
Staff appointments incluc1inq Senior Staff OHicer 
at CENI'O HQ. dld command of InJantry Bri~lade. 

a. 	 Deput.y General Manager 8110ar Mill, 
Novernber. '/0 - June 'fl. 

b. 	 General 1VIall<-LtjCl' SLHj<U' Mill, June 71 - June '12. 

c. 	 General Managc:r (Sugar Projects at Head OUice) 
June) 72 - AprH 73). 

d. 	 Promoted Director (S\l~Flr) Ar)ril73 - April 75. 

e. 	 Promoted as DirC'r:tol' (Co:)rdinaUon & Pbl1nhl~J) 
to the Cen~ral Bcnrd of Dir(:etor s. 

Brig·(Rctd) M. H:1mld Hussain 

Director (Textiles) 

a. 	 Graduate of Pald r~~an Army Staff College. 
b. 	 Gra.duate Cornrnand and SLaff CollC::'gc, Fort 

Le:1VonvlOrLh. 
c. 	 Graduate of the; Army Wal' ColJe(re, Pakistan. 

28 year~; f;8I'vicc ill Comnnncl :111(1 Staff al 1l lointmcri1;.> 
includiJl\f D~:;ImLy C02nmarich.nt Staff Col1c:.fC:, Command 
of three.' Infantry Ll,rj 9adc:3 and Vice Chiei of Gerwral 
'Staff, Gcmoral 11 cactquartcr:::;. 

a. 	 Genoral Mana(fcr TcxtilG~~ Mills June 70 - April '72. 

b. 	 Resident neprc;;!:.'nt8.ti.ve F:luji Foundation, 
March '13 - D2e(;mb(~r 74. 

c. 	 Direclur (Tc):til8Ei) DeC!. 71 - Marc11 75. 

d. 	 Promoted a:: Dil'<";clOl' (TexUle::.:.;) on tho C.cntral 
Board of Diroctors, Apl'il '75. 

http:neprc;;!:.'nt8.ti.ve
http:Col1c:.fC
http:C02nmarich.nt
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7. 	 Name 

Designation 

Academic Qualifications 

Service Experience 

Business Experience 

Col (Retd) Fazal Dad lilian 

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 stoN;S from the Defence 
Services. 

a. Sales Manager, Sugar NIills, 
June 71. 

F:.::bl'uary 71 -

b. Deputy Ge!1C~l'al Mana981' Sugar Willl, 
DecemL>cr 71. 

June 71 -

c. Gcmoral Manager, SlJ~far Mill, Ja!l. '72 - June 73. 
d. Chief Procllroment Manager Hc:ad OJfice, 

June 73 - Marc..:h 75. 

8. Promotecl Director Cc:ntran Board of Directors 
as Director Sugar P .cojects, April ?ti. 
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IIT']\lF.X 13 

FAun rommATIon.•m 

FIVE YEAR PLAl1 

r.tA.STER CASH FORECAST... ... 

(Rs in lac)~1.m4J.'1'i -1978112 
Page -No 191~7j j,21-5=J§. .12~1l 12:II-W- 121.§"712 

. 
Revenue Receipts 2· 648.49 Y 264.43 387.43 510.49 541.05 

La ss: ,~~venue Expenditure 7 145.91 173.61 207.42 246 .. 39 280.00 

RevenuEr Surplun 502.58 90.82 180001 264.10 261 .. 05 
: 
'" 

Capital Receipts 10 24~.1' 11.40 1,40 1.40 1.40 
~ . 

; 744.69 102.22 181.41 265.50 262.45 
: 

Lesa; qapital Expendi'!;ure 11 439.50 ·1338.50 110.50 248.50 69.50 .; ,. - -
Surpl~/(Doficit) 305.19 (1236.28) 70.91 17.00 192.95 

,., 

Opening'Balance 1125.52 1431..71 195.43 266.34 283.34­
.{ 

I ..... 
143,1.71 195.43 2~6.34 283.34 476.2.9 ..~ca_ _D.__•a==t:rc:c= rt:.a=:a:a DS::a::n:s2: 

.:, 1/ 1. Loc = TIs. 100,000 . 
.:Rs. 648,119 Loc .. TIs. 611,81'9,000 

http:143,1.71


2 

SmlMARY-------: 
REVENUE RECEIPTS·-

(Rs in laQ) 

Page 
No- 1214-15 1975-1~ 1976-11 1917-18 1278-19 

Dividendo 3 4p1.98 141.50 306.56 416.56 436.56 

Iuterest 4­ 121.70 69.09 22.51 30.53 35.55 

Office Expanses 5 41.62 45.78 50.36 55.4° 60.94 

~.a accllaneoua 6 17.19 8.00 8.00 8.00 8.00 

648.49 
===:::= 

264.43 
======r 

387.43 
==-==:::1 

510.49 
t:a==-===­

541.05 
===nr== 



,3 

DIVIDEND INCOME 
0' 

(Rs in lao) 

1974-75 1975-7q· 1.916-77 1211~ 1978-79 

OHN PROJECTS 
1/

F.5M (T) _I 

FSM (Farm) 

FTM 

200.00 
· 

5.83 

... 

100.00 

7.50 

100.00 . 
7.50 

20.00 

100.00 

7.50 

30.00 

100.00 
· 

7.50 
· 

40.00 

~ 

, F.5M 

LOM 

(K) 

6.54 
· 

228.80 
· 

15.00 

4.00 

25.00 

4.00 

60.00 

30.00 

4.00 

.65.00 

50.00 

40 00 
· 

65.00 

50.00 

FG 10.00 35.00 35,00' 

l~M 30.00 50.00 50.00 

FCM (H) 30.00 50.00 50.00 

FCM (I,I) .... 10.00 20.00 30 ..00 

OTHERS--
NIT Units 

KTO 

PTC 

0.18 

3.75 

1.88 

0.18 

3.00 

1.88 

0.18 

3.00 . 
1.88 

0.18 

3.00 . 
1.88 

0.18 
· 

3.00 
· 

1.88 

c=~=~ ====== ====== .===~= 

¥I See page 15 for pro,iect names 



4 

INTEREST INCOME 

(as in lao) 

.1,274-75 1275-76 - 1916-77 1911-78 1,278-79 

PrJ( 6.00 8.40 8.40 8.40 

FCM (H) 25.15 

LCM 2.16 

MSM 2,37 

FU 1.70 

Govt Sec,'Urities 0.01 

KTC 0.23 

House Building Loan3 0.07 0.07 0.08 0.09 0.10 
-

':lmporary .Advances 0.01 0.02 0.03 0..04 0.05 

Fixed Daposits 89.82 63.00 14.00 22.00 27.00 

On Retained Profits 

FSl~ (K) 5.99 

FC 0.19 

• 
127.70 69.09 22.51 30.53 35.55 
1:1===== ===== c=== ===:szI' -=:=1:11 
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OFFICE EXPENSES 

(ns in lao) . 

1974-7,.2 1375-'Z§. 
-

1976-71 1977-1~ 1978-79 

FS~I (T) 
. ! 

FSl.1 Farm 

F3~f (K) 

Fl'l~ 

10.15 . 
0.12 

8.35 . 
. 5.44 

9.00 . 

0.12 

9.03 . 
5.98 

9.00 . 
0.12 

9.00 

6.57 

9.00 . 
0.12 

9.00 

6.91 

10,,00 
· 

0.12 
· 

9.45 
· 

7.95 

Lc?~ 7.90 8.00 8,00 . 9.00 10.00 

Fer~ (H) 

Fe!t! (M) 

1.92 4.00 4.00 

3.. 00 

4.82 . 
4.82 

5032 
· 

5,,32 . 

FC 0.17 0 0 17 0.17 0.17 0.17 

MSI-1 6.80 7.48 7.90 8.00 8.50 

FG 0.77 20 00. 2.60 3.50 4.10 

~ .. 
41.62 

===== 
45,,78 
====a 

50.36 
==:==­

55.40 

====::1 
60.94­
=:0='.2= 
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-mSCELLAlJEOUS RECEIPTS 

, (Rs in lao)' 

.. 
1974-12 .1915-i6. 1976-i7. 1377J..18 .1978-79 

Private Patients - FFj.W and 3.64 4.00 4.00 . 4.00 4.00Hospitals 

Amount Recoverable from Ar~ 8.. 81 

Re covery from HAG on account of 

Artificial Limb Centre 4.67 3000 3.00 3.00 3.00 

Others 0.01 1.00 1.00 1.00 1.00 

-
17 .19 8.00 8.00 8.00 8.00 

===== ==== ==== ==== ==== 
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SmmARY. 


REVEmm EXPEtIDITURE 


Page 

Welfare Expenditure 

..l!2... 

8 

1974-75 

91.58 

1275-76 

116.32 

Establishment 41.62 45.78' 

Interest 9 12061 11.41 

Miscellaneous 0.10 0.10 

145.91 

====== 
173.61 

=====:' 

1976-77 

145.71 

50.36 

11.25 

0.10 

207.42 


====== 


, (as in i.ao) 

1217-78 

179.64 

1978-72 

218.96 

55.40 60.94 

11.25 

0.10 0.10 

245.39 

====== 

280.00 

===== 



8' 

WELFARE EXPErIDITURE. 
(Rs in lao) 

1274-75 1215.::12 1976-71 1917-18 1918-79 

MEDICAL .. 
FFlllC and nobile Dispensaries 42.55 46.80 51.48 56.63 . 62.29 

New Hospitals and Uobilp. 
Dispensaries 7.71 24.00 44.00 67.68 95.80 

Day 'I'raatment Centres 0.52 1.00 1.50 2.00 2..50 

EDUCATIon-
Stipends 35.97 39.57 43.53 47.88 52.67 

Retraining, Cottage 
Industries etc 2.13 2.25 2.50 2.75 3.00 

OTHERS 

Spe cial Grant 2.70 2.70 2.70 2.10 2.70 

.... -:= - -­
91.58 116.32 145.71 119.64 218.96 

===== c===== ====== ====== ==""=~ 
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DITEREST CHARGES 

(Rs in lac) 

IJ.)BP Loan II 

1974-75 

0.24 

1975-76 

0.16 

,1916-17 1911-78 1978-79 

Ii &: R Dte,. GHQ Loan 12.31 11.25 11 .. 25 11.25 

-
12.61, 

===== 

-
11.41 

===== 
11.25 
==== 

11.25 

===== == 



10 

CAPITAL RECEIPts-
(Rs in lao) 

RECOVERY OP LOANS-

197t1,-12 1915-76 1976-77 1977-18 1978-72 

FCM 190.00 10.00 

IY1SM 50.00 

TemporarJ 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 Proceed of Old 
Vehicles 0.15 

Repayment of Govt 
Securities 0.29 

Others 1.31 

242.11 

====-== 

1.00 

11.40 

=::::1== 

1.00 

-=-­
1.40 

==== 

1.00 

-:-­

1.40 
_=:ar:::r 

1.00 

-
1.40 
.......... 
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CAPITAL EXPENDITURE 

(Rs in lao) 

Page 
..lIE- 1974-75 1975-76 1976-77, .1.21.1=1.§ 1978-72 

Loo.n Ropayments 12 19.75 125.00 

_0 
Neir Industrial Projects 13 329.04 1237.00 

l1elfare Projects 14 82~71 93.50 102.50 115.50 61.50 

C~herE: 15 8.00 8.00 8.00 8.00 8.00 
-

!~2..QQ .1],.38.50 11O.5q 2&,8.20 62-20 



- --

12 . 


LOAN REPAn1ENTS. 
(Rs in lao) 

J214-12 1975-16 1976-11 1977-78 1978-72 

IDBP Loan II 4.75 

~kffi Dte, GHQ Loan 15.00 125.00 

19.75 ;. 125.00 
a::t= c::::r::======= === -= 
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CAPITAL EXPENDITURE 

1 I 

NEW PROJECTS 
I 

(rlS in lao) 

1974-75 1915-16' 1916-11 1917-18 1978-72 

FCM (H) 

Loan 81.04 

FCr,7 (M) 

Capital 143.00 7.00 I!'" 

FG 

Capital 35.00 30.00 

Fl'M 

1/
Loan .20.00 50.00 

Fauji Agrico Chemicals 50.00 1150.00Limited 

-
329.04 1237.00 

"'...===:s .c===- ===- -=- ­



14 

CAPITAL EXPEHDlTUP.E - HELFARE 

(Rs in lao) 

1974-75 .J.~15~76 1976-71 1977-7~ 1978-79 

FFlJiC including Hobile 
Dispensaries 1.44 2~00 3.00 4.00 

11eH IIoflpitals including 
lfubile Dispensaries 75.43 86.00 94.00 106.00 56.00 

D~ Treatment Centres 5.54 5.00 5.00 5.00 5.00 

Cottage Industries 0.. 30 0.50 0.50 0.50 0.50 

82.71 93.50 102.50 115.50 61.50 

===== ===== ====== ====== ===== 



15· 

OTHER CAPITAL EXPENDITURE 

1974-75 1975-76 1976-71 

8.00 8.00 8.00 

-=-- - --=-­
8.00 8.cio 8.00 

==== ==== ==== 

Fauj i Sugar l~i 11 ('rondo) 

Fauj i Sugar 1,li 11 (Farm) 

Fuuji TorLiLo 1.1i11 

Ji'au,ii Coreal~; 


Fauj i ;,ugnr m11 (Eho:;1d) 

LyaU.]illl' CottOll Mill. 

Ji'au,ii (;u::: 

Modorll ~ \llr~ur t·1i 11 

Fauji CuLt,on 1·1ills (Jln.roioanabad) 

Fauji Cot;te>11 I,U n (I,liam;uli) 


Nationa 1 Illvc::;tnwn t. 'l'ru s !', 

Khybor To1J1)ucco Company 

PakistulJ '.I'ubLJacco Company 


(ns in lao) . 

1977-78 1978- 72 

8.00 8.00 

-=-- ­
8.. 00 8.00 

==== ==-= 

Head Office including 
RR Karaohi &. 

FAU']I PROJECTS 

FSM('r) 
FBM (Farm) 
FTM 
FC 
FSlv1(K) 
rPM 
FG 
MSM 
FCM(H) 

FCM(M) 


NIT 
KTC 
prc 

Lahore 

= 
= 
= 
= 
= 
= 

= 

= 
= 

= 



--- -- ----

14ANNEX 

THE tHLLIAMS COMPANIES 

Five-Year Profit Center Earnings. 

1974 1973 1972 1970ill.!. 
Revenues 

Fer til i Zl~r 


Agrico Chemical Company ~46L8 ~312.0· ~20S.4 $ SO.5 ­~ 
Energy 

Williams Pipe Line Company 68.6 64.1 61.3 57.3 57.6 
Williams International Group 53.5 57.7 82.1 72.7 40.5 
Williams Energy Company 128.6 78.9 46.9 41.4 

Total Energy 250.7 200.7 190.3 171.l~ 98.1 
Other Operations 

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 -1-80 .9 .231.4 182.2 148.1 78.1 
The Resource Sciences Corp. (Sold in 1971) 42.4 59.0 
TOTAL REVENUES §993.4 274L~. 1 §2.1?9 ~l~12 .4 §235.2 

Operating Earnings 
Fertilizer 

Agrico Chemical Company ~139.9 2 37.5 17.7 $ 3.7~ i-=--
Energy 

Hlliams Pipe Line Company 31.8 30.1 29.0 27.1 27.1. 
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.S 43.3 47.7 44.2 ____]6.3 
Other Operations 

Edgcomb Steel Company 22.1 12.5 7.8 6.8 7.3 
Nerchandising 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 2S.2 20.3 18.9 
The Resource Sciences Corp. (Sold in 1971) 1.5 -{.7) 
TOTAL OPERATING EARNINGS 218.0 11S.4 ,90.6 :69.7 SLf.S 
Interest Expense (27.0) (33.5) (33.0) (z4.7) (15.S) 
Other Income and (Expense) -Net (4.5) .9 (1.9) (1.5 ) (1.8) 

Income from Continuing Operations before 
Income Ta~es 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 

INCQ}fE FRml CONTINUING OPERATIONS BEFORE 
EXTRAORDINARY ITENS 100.0 49.1 36.4 28.6 25.4 

Income (Loss) from Discontinued Operation (4.4) { .7) 1.6 1.2 .5 

Income be·fore Extraordinary items 95.6 48.4 38.0 29.8 2S.9 
Extraordinary Items 1.0 1.2 

INCOME ~ 95.6 48.4 § 38.0 i 30.8 1. 27.1~ 



1973 

ANNI':X l~ 

FAun FOUNDATICh~ rsST PAKISTJ.U 


CONSOLIDATED BALANCE SHEET As AT 30 SEPTE!'~R "174­

llotesASSETS 

CURRENT 1l.SSETS 

Cash and bank balances. 
Accounts receivable less allo\'lanco 

for doubtful accounts Rs. 775,390 
(1973:~.904,260) 

Inventories 2 
AdVances, deposits und prepayments 

less ullm·:ance for doubtful 
advances Rs.200,OOO (1973: Nil) 

TIME D~OSITS 
LONG-1"ERM INVESTr,~NTS at cost 
PROPERTY P1Ji!~~e· ArID EQUIPT.ENT 

Operating fixed assets at cost 
allowance for depreciation 

less 

3 
4' 

5 
Capital \'lark in progress at cost 

EXPENDITURE ON PROPOSED PROJECI!'S 

LIABIL1TIES llJID FOillID!I.TION' S IlJVESTJ.IEHT 
LIAIlILITIES 

CURRENT LIABILITIES 
Short-term debt 
Customers' security deposits 
Long-term lo::tns payable \Olithin one 
Accountn payable and accruod 

liabilities 

Rupees 

6 

year 1 

LONG-1"Emi LJABILITIES 
Loans 
Deferred purchace consideration 
Employees' funds 

.- Provision f'or retirement gratuity 

1 

1 

FOUNDATION'S .'lIroEST~~J~ 8 
. Rupees 

1974 


30,032,075 
114,803,761 

33,927,632 
183,195,0'18 

111,892. , 204 

5,728 ,72-8 

I , 

: 229,797,813: , , 
: 41,252,661: 

271,050,534 
1,007,972 

578,874,51"6 
=========== 

104,91/;,927 
4,081,228 

16,212,153 

40,596,957 
1G5,205,295 

, , 
: 10?,692 ,102:, ~ , 

"~ 28 , °13 , 7 1(., ; 
t 10 , 9"5 ~ ')"3 ' -'T ,, L.. 

: 1,150t9~: 
I 

148,782,007 
264,257,214 

578,874,516 

5,972 ,455 

16,873, ~27 
76,254,438 

31,090,550 
130,198 ,5'10 
82 ,I, 82 , 223 
5,728,753 

, , 
: 231 ,388,!-72 : , , 
: 3,785,301: 
I -1 

235,173,773 
957,9L7 

454,533,301 
==---====-====-=-= 

23,074,Cc5 

L7 ,561,083 
88,965,7 18 

, , 
: 105,79 1 ,9'::7: 
; 30,535,7 12 : 
: 8,937,751 : 
~ , 5 ,05~, '> 1~ : 

150,372,925 

215,194,657 

~5~,533,301 

These accounts should be rc~d in conjunction with tho annexed notoo. 

Lt Col (Rotd) Jlaj Gen (Retd.) 
Mohammad Sufdar Beg Mohammad Yunuf Pasha .Ioh·a......"d l·<>·-.~ ~ ;.r~" i'~J' ,,&,;u""" ••____!\".I~n~u 

Director Director D.i!'"C~cr 

2 



FAUJI FOtnmATION NEST PAKISTAN 


CONSOLIDATED STATEMENT OF INCOME FOR THE YEI.R END3D 30 SEPTEMIDR 1914 


Notes 1914 1913 

Sales 9 419,412,541 310,558,431 

Less: Cost of sales 399,661,355 246,758,331 

Gross profit ,10 79,751 ,186 63,800,100 

Other 'income 11 10,283,873 9,998,820 

90 ,035,059 73,798,920 

' Administration and selling expenses 

Financial and other expenses 

vlorkers profit particip::ttion fund 

: 18,193,297 : , ,, ,
,18,812,098 I, ,, 

2,660,075lI 
I 

' ,,11,423,374 ' , , 
: 11, 363 ,689 : 
I ,, 

2,378,777 : , 
I , 

39,665,470 25, 165,840 

50,369,589 48,633,080 

Less: Helfare expenses 
, 
t,, 

, 
1,120 ,559 : , 

, 
5,701,514:, 

-- Reserve for "lelfare expenses 

Expenditure written off 

: 15,000,000 : 
I I, ,, , 
, I 

15,000,000 : , 
2,493,512 : 

I 

22,120,559 23,195,026 

21,649,030 25,438,0511 

Surplus on 30 September 1973 45,601,603 15,616,439 

Prior years' adjustments (net) 3,064,114 4,541,110 

Rupoes 76,314,747 45,601,603 
c===:::===a c::=========-

These accounts should' be 'read in conjuncti.an "lith the annexed notes. 

Lt Col (Retd) J.1C'.j.· 1(;n. (!letd) 
I>iohnmmad Safdar. Beg J.Joh[l!nmud Y'\lsuf Pasha' ,!.~oh<::.mmn.:i l1Llflaz },lnllik 

.Director Director Director 

http:conjuncti.an


FAUJI rCU:iDATIO~~ "2:5':' PAK1~TA!l 

.lWTES TO Tnt; CO;:;)OLIDf.'illD FIiU,,);CIJ.L S'i':~".i.S!,:::~::'S 

ron 'niE '.iZi~2 ~~;JED ,30 S:::PT8!'~ER 1974 

1. AcccI'..:..'1ting policies 

SU:ilr;::1rised belc'd are the significant ac~ounting policies. 

138,sis of ccnoolidE!.tion 

The cO~Elo11.do.tcd financial statements includc the acco".:..'1.ts of tr..e 
Four:c.:::.tic:1 and its projects. 

Inventories 

Inventories are stated at the lOHcr of cost and net realisable valuo. 
Cost of store::; c,m: ra~'l r.:2.terials hE'..s been deternined prir..cip<::.lly 'by 
avcra-t;a C03t ",ethod and that of finished goods a!1d work. i~ p:-ocess 
princip2.l1y by t first-ill l first-out' method. 

Prop;;rty, plcwnt and equip;r.ont and dc-preciation 

Fixed asseis, including significcwnt rene\>:alp and a-:'-:'i"t:0ns, a.re 
carried at ccst. I::':pcllses incurred. prior to cOr!":.':1ercial }::,oo.~ction are 
capi~alised. ~~r.en retirccl or oth.:;n;ise disposed 0:, t!;r: C~Gt and 
related d.~prcciation are clGared from the respective acco'.::1ts and the 
nl?t e.iffe:'snc'3, less a:1Y ~:::ounts realised on disposal, is !,::!f'lectee. i!'l 
earnir.gs. 

Depreciation, Hith miner exceptions, is ca.lculated by -;:1:e straigtt­
line r.:~thod at rates based. on estimated useful lives of tte assets. 
No depreCiation is provided on land. 

!·iaintenance a;:1d repa.irs, including minot;' alterations c;.TId i!:lprovcocnts, 
are charged to inco~c as incurred. 

E7.p3nditure en proposed projects 

Ej:penclii;UJ:·e en propose:cl pl'ojectc is c~rricu forHare. and. i!1cludsd i:-: 
th~ cost of fi~Gd assets if tho project is set up b~t if t~e prc?O~Gc. 
project is ab~~doned, such expcnditlrre is written off in the year in 
\,lhich th~ dccicion to ab2;.don ir; taken. 

St~ff gratuities 

Err.ployces \·:~o retire from service are entitled to l-.:.::ps'..l.'n cr:!.tuity 
deterrr:inccl b:t r·cfcrcnce to the current basic rate of paj., lc::::.e;th of 
Bp.rvice 2-'1d "\;:10 conc.iticns under "r:hich the rctireocnt oec-:.:.r3. Up to 
l<!::;t :'"Cilr D. 1"!:'ti.'1l 'Cro\~Gion for r.ratui ty had been t:.~c.c b:lt by end. 
It.:.:'Ce it H.J.S h~inG e:,q.cl~sc:d in the· year of p~'\.:{mcnt. ".i.1:~ i!.CCOl:.'1.t3 u.'1~er 
rC':iew inc1".:(I,c: upto d'l"~I; P·l'ovi:..:ion for eratuity 'tpplic~blc to e~ch 
project. ';hi s T, ...~ov:!.~;iOl: b2.~ gC\1cr.:llly beon r.l<l.dc in ucco:-c.!:ncc hitr tb(: 
l'v..l:Hlr:.ti(Hl l.·:"."ir'(;li,,-'n't G::::d.ui ty ~.;ch(;rnc Hulce. 
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Translation of fore~1gn currenoies. 

The foreign currencies are converted into rupees at the rates of 
exchange ruling on -the balance she&t date "'and the net conversion ~ . 
ha.ve gene:ra.l.ly been t.l'ansferred to the exchange· equalisation reserve. 

2. Inventories (Note 1) 

Inventories are composed.of the following: 

Stores and spares 

Raw.1 .cer.ials' 

~lork in process and finished. goods 

R~pee9 

3. Time d.eposits 

Deposits ·totalliDg Rs.2,000,000. 
(1973: Rs.9,500,000) are pleJged 
.'lith the ban.1<:s to secure c·redit 
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) 

Unquoted 

Rupees 

5. operating fixed assets (Note 1) 

Operating fixed assets comprise 
the follmTing: 

Land 	including deVelopment 
expenses 

Buildings 

Plant, machinery and tools 

Motor ~hicle8, furniture and 
.fixtures 

Less: Accumulated depreciation 

Rupees 

5 

1974 

31,569,122 
18,023,833 
65,210,806 

114,803,761 

4,659;328 

1,069,460 


5,728,788 


10,740,052. 

'69,038,995 
228,475,215 

10,640,191 

318,894,453 
89,096,580 .. -

229,197 ,873 
-=-==-==-= 

1973 

19,868,756 
8,042,875 

48,~,807 

76,254,438 

4,659,328 
1,069,460 

5,728,788 

. 10,695,980 

66,370,858 
212,153,135 

8,413,107 
297,634,280 
66,245~808 

231,3~8,472 
-=-;:=0-= 
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1974 1973 
6. Short-tel'l1 debt 

Short-term debt canQi:sts ~t the 

following: 


:Bank overdrafts .secured by pledge 
of time deposits and hypothecation 
of stocks, store~_and spares 97,455,774 16,871,236 

Short-term loans' 	 7,459,153 6,196,830 

Rupees 104,914,927 23,074,066_a__=_=========_==s 

7. Long-term loans 

Long-term loans are comprised oft 

Secured loans 100,848,078 101,1;8,520 
Unsecured debentures 3,581,281 4,999,011 
Unsecured loans 14,474,926 17,664,925 

118,9()4,285 123,822,516 

Le s s: 	AmOl.Ults papble within 
one year 16,212,183 18,030,569 

Rupees 102,692,102 
===-:=-........". 

105,79--;;,;:81,947 

::=c= 

Sec~d loans 

These consist of loans from Pakistan Industrial Credit and Investment 
Corporation Ltd. and banks in foreign currencies equivalent to 
Rs.90,848,078 (1973: Rs.101 ,087,284) and from National Development Finance 
Corporation in local cUrrency ~.10JOOO,000 which are secured principally 
Qy a mortgage or first charge on fixed assets and a floating charge on 
other assets of the respective projects for \..hich the loans have been 
utilised. Loans in foreign curroncies are repayable in ter~s of foreign 
currencies converted into rupees at the rates of exchange ruling on the 
due dates of repayment. Interest is payable half-y~arly a.t anr.ual rates 
ranging from 1 to 9 per cent on foreign currency loans and ~- per cent 
above bank rate on local currency loan. The loans are payable in half­
yearly instalments over varying p'oriods up to 1988. 

Unsecured ~bentures 

The debentures, which carry interest at a rate 1 per cent per annum 
above the ban.~ 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 
cov~ring e~ch conl?ignment is being made in six equal half-yearly instal­
ments boginning from the enti of the thirtieth month of the respective 
dates of i~port. 
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Unsecured loans 

These loans are from Army Welfare and Rer~bilitation Directorate and 
a bank and bear interest at annual rates ranging from 6 to 9 per cent. 
Repayments amounting to Rs.474,926 are due in 1915, Rs.12,500,OOO in 1977 
and Rs.1,500,OOO in 1918. 

8.' Foundation's investment 

This comprises of: 

Funds at the co~~encement of Trust 
Reserves and su:rplus 

Capital reserve 

Exchange equalisation reserve 

Reserve for welfare expenses' 

General reserve 

Surplus 

Rupees 

Reserve of~.15,OOO,OOO for welfare 
e~nses on 30 September 1973 has been 
transferred to the general Nserve 
during the year. 

9. Sales 

Industry-wise break dOl-Tn of sales is 
as follows: 

Sugar 


Textile 


others 


Rupees 

1974 

18,232,075 

, I 

: 1,835,069 : 
I I 

; 13 ,840.,083 : 
f t 

: 15 ~ 000 ~ 000 : , , 

: 139,065,240 : , , 

: 76,314,141;, , 

246,055,139 

264,287,214 

321,038,204 

153,254,194 

5,120,143 

479,412,541 
1::========= 

The Textile sales figure is net of export 
selling expenses of ~.5,596,211 (1973:Rs.6,262,033). 

,­
10. Gross profit 

Industry-wise break dO\-ll1 

profit is as follows: 
of gross 

Sugar 62,688,921 
Textile 
Others 

15,272,131 
1t 790,128 

Rupees 79.751,186 
======== 

1973 

18,232,075 

, 
1,835,069 : , 

10,460,670 : , 
15 ,000,000 : 

. , 
124.,065,240 : , 
45,601,603 ; , 

196 ,962,582 

215,194,657 
===-======­

129,282,7 17. 
178,073,281 

3,202,433 

310,558,431 
=====-==:r.au 

27,145,849 
35,281,601 

1,)66,644 
.'

63,800,100
===.__=.:===­



.r. ' other inoome 

Other income includes the following: 

, 1974 1973 

Income from investments 

Interest on bank d~po6its 

Rupees 219; 107 
4,742,515 

466 ,680 
4,535,100 

12. Capital commitment 

Commitment for capital expendi

to approximately Rs.45,OOO,OOO. 
ture ,a.s on 30 September 1974 amcnmted 

13. Contingent liability 

Arising in respect of claims and guarantees given amount to 

approximately Rs.14,OOO,OOO. 

14. Comparative ~igures 

Previous year's figures, \'lhere necessary, have been rearranged tor 

purposes of comparison. 

Lt Col (Retd) Maj Gen '(Retd}~ 
~!ob.a.l:mlE",d Sa.i'd.a.r Beg I·!oha.m:nad.· Yusuf Pasha Mohamma.d. Nawaz l.f.allik 

Director Dire<rl:or- Direotor 
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-------------------

ANNEX 16 

PARTICIPATIQN AGREEr.1ENT 

THIS AGREENBNT is made at Ra,.,alpindi, Pakistan, this 

___ day of , One Thousand Nine Hundred 

Seventy-five bebfeen THE FAUJI FOUNDATION, a charitable 

foundation duly form'..:d under the la\.,s of Pakistan and having 

its corporate offices at Harley Street, Rawalpindi, Pakistan, 

(hereinafter referred to as "Fauji"); and AGRICO CHEMICAL 

CO~WANY, a company duly incorporated under the laws of the 

State of Dela\"are, United States of America, and having its 

principal office at National Bank of Tulsa Building, .Tulsa, 

Oklahoma 74103, .United States of America (hereinafter referred 

to as "Agrico"). 

WHEREAS, tile Government of Pakistan (hereinafter referred 

to as the "Government"), as a part of its national agricultural 

and industrial development policy, desires to encourage the _ 

establishment and operation of a fertilizer plant in Pakistan; 

and 

WHEREAS, Fauji and Agrico ha.ve received a sanction letter 

dated April 9, 1975, as supplemented by letters dated Nay 6, 
G 

1975 and !-lay 14, 1975, all as set fortr: in Exhibit "-6-", hereina: 

collectively referred to as "the sanction letters") from the 

Ninistry of Industries of the Government \-1hich authorizes 

Fauji and Agrico to establish and operate an ammonia and 



urea fertilizer plant and to conduct all marketing activi­

ties related to the products manufactured and certain other 

fertilizer products in Pakistan ("Project"); and 

lffiEREAS, Fauji and Agrico (hereinafter referred to 

collectively as "the parties") are desirous of es~abli~hing 

·and operating the Project as principal developers and share­

holders of a public limited liability company ("Company") 

based upon certain assurances and undertakings of the 

Government, a~.sel forth in the sanction letters (copies of 
d. 

which are attached hereto as Exhibit "-6"). 

NON, THEREFORE,· THIS AGREE.r.IENT WITNESSES, and it is 

hereby agreed and declared by and between the parties hereto 

as follm-1s: 

-2­



.
ARTICLE I . OBJECTIVE 

1.01 The primary objective of the parties is to establish 

facilities and operations in Pakistan which will "manufacture 

and market chemical fertilizers through the utillzation of 

Pakistani natural gas and maximum employment of Pakistani 

personnel. The parties specifically agree that thei~ goal 
. 

shall be to achieve substantially complete Pakistani staffing 

for the management and operation of the Project at the 

earliest possible date. It-..:is anticipated that this \'rill 

occur \'7ithin two (2) years following the commencement of 

com.rnercial operation as -def"ined in Section 2.02 below. 
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ARTICLE II THE PROJECT 
, 

2.01 "7henever the term "Proj ect" is used hereinafter, it 

shall refer to the following undertakings: 

Ca) 	 The planning, financing, construction and operation 

of a fertili~er plant capable of producing 1,000 

metric tons of a~~onia and 1,725 metric tons of 

urea per stream day, using natural gas from the 

Mari fields in Pakistan as feedstock; and 

Cb) 	 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 facilities referred to above, which 

shall be situated at the village of Goth Machhi, 

Tehsil Sadiqabad, District Rahimyar Khan in the 

Province of the Punjab in Pakistan ("Project Site"); 

and 

(c) 	 The establis~~ent and maintenance of the necessary 

housing, transportation (including natural gas and 

\'later pipelines) I comInunication and management 

facilities to implement the P=oject; and 

(d) 	 The establis~~ent of all marketing facilities at 

the Proj ect Site or else\"here in Pakistan for the 

sale of the manufactured product and to implement 

other marketing objectives of the Company. 
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2.02 . i'lhenev...-er the t~rm "cor.unencemen t of commercial operations'"
• 

is used in this Agreement, it shall refer to the period of-
time beginning on the second Nonday follmoJ'ing a seventy-two 

(72) hour period during Hhich 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. 
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ARTICLE III : FORJ.'1ATION OF CONPANY 

3.01 Subject to the conditions set forth in this Agreement, 

the parties shall take all action neceSS,3.ry to establish a 

public limited liability company organized pursuant to . 

Pakistani la\·' for the purpose of giving effect to their 

respective degree of participation and accomplishing their 

agreed objectives. The Company shall be named FAUJI-AGRICO 

FERTILIZER LIr-lITED ("Company") and its Memorandum of Association 

and Articles of Association shall, unless otherwise mutually 

agreed, be identical to Exhibits A and B hereto as the same 

may from time to time be hereafter amended in accordance 

with the provisions thereof. Exhibits A and B are specifi­

cally incorporated herein and made an integral part hereof~ 

.The Company shall hdve an initial authorized capital of 

Pakistan Rupees 10,000,000 (Rupees ten million). 

-6­
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ARTICLE IV PROJECT COST~ 'FINANCE PLAN 

4.01 The cost estimate for the Project provides for a total 

expenditure equivalent to u.s. $240,000,000, or Pakistan 

Rupees 2,376,000,000, at the ~urrent exchange rate 6f the 

u. S. dollar to the Pakistan Rupee (U. S ~ $1 = 9. 9 Pakist~,,1. 

Rupees). Of 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 forth in Articles V-and VI. 

4'.02 The amounts of equity investments and loan financing 

required for the Project, and 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 up~n 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 finar-cing set forth in Sections 5.01 and 

6.01 herein. The parties hereto shall at all t~mes maintain 

parity in their respective equity shareholding interest and 

voting rights. 
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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 % 

, , 

Fauji Foundation 22.00 22.00 30.6 

Agrico 22.00 22.00 30.6 

International Finance 8.00 8.00 11.0 
Corporation' (" IFe") 

Foreign participants to 5.00 5.0P 7.0 
be arranged 

Pakistan Public through 15.00 15.00 20.8 
goverTh~ent industrial 
development and finan­
cial institutions or 
corporations 

TOTAL: 37.00 35.00 72.00 100.00 
i 

(b) The shares of the Company shall be denominated and 

issued in Pakistan Rupees equivalent to the respective U.S. 

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.IO (ten). 

(c) The parti8s hereto shall mutually agree upon such 

revisions hereinClbo'le as may be necessary, maintaining parity 
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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 six (6) months from the effective date 

of this Agreement, Fauji and Agrico may each incur expenditures 

up to U.S. $300,000 of thei~ funds to expedite the implementation 

of the project based upon a mutually agreed preliminary budget. 

Said expenditures shall be reimbursed,by th.e Company subsequent 

to its incorporation. 

(b) They \dll advise the Government of the subscription 

obligat~ons, including a timing schedule, for the Pakistan 

Rupee equivalent of l, . .::i. $l5,OOO,OOC in equity to be contribu'~d 

by the Pakistani Public through government industrial development 

and financial institutions or corporations and obtain fjr.m 

commitments in respect thereof acceptable to the parties hereto 

. from said institutions. Said equity contributions shall be 

contributed proportionate] . \·Tith the othe:>: equity subscribers 

through the intervention of the Government pursuant to Exhibit 

G. 

(c) Upon incorl: :ation of the Company, and subsequent to 


t~e signature by the parties hereto of a Shareholders Agreement 


as set forth in Exhibit C, it is anticipated that each investor 


shall subscribe to and pay for shares equal in value to their 


proportionate interest in the Company as follows: 
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(In U.S. Dollars) 

Fauji $ 306,000 

Agrico 306,000 

IFC 110,000 

Other foreign investors 70iOOO 

Pakistan investors 208,000 

TOTAL: $ 1,000,000 

Noblithstanding"the above, the obligation of Fauji and Agrico 

to subscribe their respective proportionate shares mentioned 

above shall not be contingent upon the.subscripti0n by the 

other investors.of their'respective proportions. 

(d) .. If IFC agrees to contribute to the 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 Shareholde~s Agreement, the Sfu~e shall remain in full 

force and effect bebleen 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 interes·t in the total authorized 

share capital on a pari passu b~sis wi~h the disburs~ment 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 ext~nt of its proportionate interest in amounts 

in addition to those required on a pari passu 

basis lilith the disbursement of the said debt 

financing; and, 

(2) 	 In no event shall the total value of shares sub­

scribed and purchased by all investors at the 

COInInEmCement of commercial operations. exceed 

thirty percent (30%) of the total Project· costs, 

(including working' capital), unless the Board 

of birectors determines othenTise. 

5.03 The transfer of shares of the Company shall be subject 

to terms of the Shareholders Agreement, Exhibit c. 
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ARTICLE VI : DEBT FINANCING 


6.01 Based on the estimated Project costs, Fauji and Agrico, 

\dth the assistance of the Govermnent as specified belo\'1 and 

in Exhibit G, shall use their best efforts to arrange for 

the financing of the Project as follO\'1s: 

(In millions of u.s. Dollars) 

SOURCE 

DEBT Local Foreign 
Currencl CurJ:encl Total 

U.s. AID .50.00 50.00 

~'lorld Bank 50.00 50.00 

German Aid (KFlil) 20.00 20.00 

Pakistan Financing 48.00 48.00 
Institutions 

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 

bebleen it and the Company. The terms under \vhich these 

funds \,lill 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 follm'ling the commenCe­

ment of commercial operations. 
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6.03 The borro~ler of the tiorld Bank loan shall be the 

Gover~~ent with appropriate relending arrangements between 

it and the Company. In the event that such borrm<1ing by the 

Government is not feasible, the Company shall endeavour 

directly to borrm<1 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. The 

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 specified in Section 6.01 above from the Pakistani 

financing 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 necessary loan agreements and terms thereof, shall 

be mutually agreeable to the parties hereto. 
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ARTICLE VII : lviANAGEHENT 

7.01 The Company shall be.managed in accordance with the 

terms 	of this Agreement and all the Exhibits hereto. The 
-

parties agree and recognize each otherls respective abilities 

and the contributions each parf.:y can make to the successful 

implementation and operation of the Project. The parties 

will accordingly make available the managerial and technical 

skills required for Project implementation prior to and 

subsequent to'Company's formation. 

7.02 Company and Agr~co shall enter into a Technical Assistance 

Agree~ent \'lhereby Agrico shall furnish Com~any \.,ith the 

maILpower, training facilities, and other services 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 Agreernent in the form 

of Exhibit C, the individuals nominated by Fauji or Agrico, 

as the case may be, and npproved 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 Marketing 
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(b) Subject to the control of the Board of Directu~s 

the management of the affairs of the Company shall be in 

an Executive Coa~ittee af the Board of Directors, consisting 

of the Managing Director, who shall be the Chief Executive 

and the Deputy Hanaging Director I \'lho shall be the Deputy 

Chief Executive. The powers and functions of the Executive 

COIDnlittee shall be determined by the Board of Directors, and 

all decisions of the Executive Conunittee shal~. be unanimous 

to be effective. 

(c) The Chair~an of the Board of Directors of the 

Company shall be a Directur elected on the nonination of 

Fauji, but srdll not be an executive of the Co:np,.:my nor 

have ~ny managerial p~~eys or functions. 
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ARTICLE VIII ~ PROJECT I~WLEMENTATION 

8.01 The parties shall mutually agree on the evaluation, 

process and contractor selection, and other matters pertinent 

to Project implement~tion. The anticipated schedule for 

implementation is attached hereto as Exhibit E(l}. 

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, 'and implementation of the Project. These princi­

ples are establ~shed in the interest of min1mizing Project 

costs and maximizing 'reliability: 

(a) 	 The contractors, subcontractors and suppliers 

of processes, mechanical assemblies, parts and 

other equipment for the Project shall be pre­

qualified by mutual agreement b~tween the parties. 

(h) 	 Selection of equipment and services from such 

pre-qualified entities shall be by competitive 

bidding having regard to the most economical 

price, a proven record of accomplishment, delivery 

dead-lines and reliability of service in similar 

applications. 

(c) 	 In the event fin~ncing 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 Ca) and (b) above. 
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8.03 Fauji shall obtain on behalf of the Company all the 

required permissions for the Projec·t impleIr.entation. 

8.04 At the request of the Company, Fauji shall assist the 

Company in obtaining all necessary Government and Provincia~ 

Government's approvals as shall be required after incorporation 

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 Company shall maintain and operate foreign currency 

accounts with a foreigri branch of a Pakistani Scheduled Bank 

and into such accounts sh~ll be paid the foreign currency 

equity and loans raised by Company to meet the foreign ex­

change costs of the Project. The maintenance and operation 

of the said foreign currency accounts shall be in accordance 

"lith 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 an~ 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 management representation, profit partici­

pation and, in general, shareholder rights and relationships. 

In addition to the parties hereto, IFC shall be a signatory 

to the said Shareholders Agreement, prior to.the investment 

of its shares :in accordance with Section 5.02{d} hereof. 
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ARTICLE X SETTLEHENT OF DISPUTES 


10.01 In the event of any dispute bett-Teen th<;l parties hereto 

in any "'lay arising or grm'ling out of this agreement the same 

shall be referred to thr.ee arbi~rators, one to be appointed 

by Fauji, one to be appointed by Agrico, and a third to be 

mutually agreed upon by the blO arbitrators so appointed, for 

arbitration in accordance \'lith the Rules of the American Arbi­

tration Associat. _~. The decision of a majority of the three 

arbitrators, including the apportionment of the expenses of 

the arbitration, shall be final and binding upon the parties 

hereto, and judgment upon the a\'/ard 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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AR~'ti~rJ~~': XI : Rl\Jl 11A'llERIAL SUPPLY
--~'~~" _,¥".'lo_~_____________ 

11.01 As I;;O~I. a:!l, possible from the date of signing of this 

Agreement b'.;:t prier to the suL:;;.::ription of any shares after 

the ir.itia.l subr;cription set forth in Section 5.02 (c), the 

Company ~hifil have entered into a gas supply contract, 

satis:f:.~ct'~t:y to the parties hereto, to provIde the natural 

gas for the Project from the Nari Gas Field. 
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ARTICLE XII KNOW HOW 


12.01 Agrico shall sign a KnmV' Hm" Agreement \o[ith the Company 

in the form of Exhibit F ,·,hereby Agrico w'ill agree to make 

available to the Company out~ide Pakistan unt-.il ten contract 

years following the commencement of coromercial operations, 

all Agrico's present proprietary and technical information 

or that i'Thich it may subsequently acquire, unless prohibited 

by la\" or contract, and \·rhich relates to the engineering, 

design, equipment procurement and operation of plants similar 

to the Project, including advice outside Pakistan relating 

to the technical, financial, administrative, and marketing 

knowledge during all stages of implementation of the Project 

up to co~~encernent of co~mercial operations; and subsequent 

to the commence~ent of co~~ercial operations, Agrico shall 

continue to mak.e su:::h knm., how available to the Company as it 

pertains to operations, improvements and technical knowledge 

related to production, debottlenecking and expansion. The 

royalty due free of ~axes for such knowledge shall be u.s. 

$ 1.5 million plus u.s. $ I (one) per ton of urea sold ex­

factory during such ten year period, payable in accordance 

with the terms of Exhibit F hereof. 
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ARTICLE XIII : REPRESENTATIONS AND WARRANTIES 

13.01 Fauj i represents and \'Iar.rants to Agrico hereto th(;Lt 

it is a limited liability public company duly formed and in 

good standing under the lavls 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 la,'Is to vThich it may be subject; that its under­

takings and COI!U.-ni trnents hereunder ha-iTe been fully approved 

and authorizee-by its Board of Directors and all other requisite 

company action has been taken; and that the representative 

signing this Agreement -on Fauji's behalf has been fully author­

ized and impm'lered to execute this Agreement and that his 

signature hereto shall be fully binding upon Fauji. 

13.02 Agric~ 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 contrary to 

or prohibited by its Articles of Incorporation, By-Laws, other 

agreements or laTds to which it may be subj ect; thatits under­

takings and commitnents 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 empm-lered 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 acknO\of­

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 

documentation shall, as appropriate, include but not be 

limited to resolutions of Boards of Directors, resolutions 

and authorizations of the Government, special pm"ers of 

authorizations of the Government, special powers of attorney 

to authorize execution, certificates of corporate good st~nding, 

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 at its m·m 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 account.ing principles consistently 

applied, and certified by an indep~~dent firm of auditors in 

Pakistan of international standing and repute. 

14.02 Secrecy: Each party hereto shall keep in strict con­

fidence all information obtained from the other party hereto 

\'lhich relates in any ~·;ay to the establisrunent or operation 

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 co~~unication, 

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 given if 

delivered personally or mailed first class, postage prepaid, 
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return receipt req-uested, registered or certified mail, or 

seven (7) days after being sent by t~legram, telex, cable or 

radiogram. All such notices, requests or other co~~unications 

shall be directed to the addresses set forth below: 

TO FAUJI: Fauji Foundation 
Harley Street 
RaHalpindi, Pakistan 

Telex: RH 821 

TO AGRICO: 	 Agrico Chemical Company 
718 National Bank of Tulsa Building 
Tulsa, Oklanoma 74103 U.S.A. 

Telex: 49-7523 

or to such other address as either 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 C"lly understandings and a~.ceements bet\',eel1 the 

parties hereto respecting the subject matter hereof and 

supersedes and cancels all previous negotiations, agreements, 

cOlTunitments and writings in connection therel.·Tith. 

14.05 Waiver: No waiver by any party of breach of ~ny 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 Amendrnents:- Any supplement to or amendment of the 

provisions contained herein shall not~take effect unless it 

has been executed in w'riting by the parties hereto. 

14.07 Company Acceptance: 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 ~pecified herein. 

This Agreement has no relation to any operations conducted by 

any of the parties individually or as a joint party with others. 

If either party desires to promote 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 agre~~ents, 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 follm'ling exhibits form an integral 

part of this Agreement: 

Exhibit A Hemorandum of Association 

Exhibit B Articles of Association 

Exhibit C Shareholders r Agreement 

Exhibit D Technical Assistance Agreement 

Exhibit E Narketing Agreement 

Exhibit E (l) Implementation Schedule 

Exhibit F" Knmv Hmv Agreement 

Exhibit G Pakist~n Government Sanctions 

All Exhibits and this Agrep-ment shall be executed by affixing 

the initials of two duly authorized officers for each party 

on all pages of the Agre&~ent 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 Goverp.Inent shall have approved this Agree­

ment and all exhi~its thereto, and a duly authorized re­

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 ~y.hibits hereto and shall have: 
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(i) Authorized a representative of Agrico to 

execute the follm·ring documents on behalf of 

Agrico: 

(aa) Shareholders Agreel:;~nt (Exhibit C); 

(bb) Technical Assistance Agreement 

{Exhibit (D); 

(cc) Knm'l How Agreement (Exhibit F); and 

(dd) Acceptance of the Government sanc­

tion letters \'lhich are set forth in 

Exhibit G and issued pursuant to 

subparagraph (1), above; and 

(i:.) Passed a resolution which shall cause sub­

sequent to the Companyrs 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 COffi?any to execute said Agree­

ment on behalf of the Company. 

(3) The Board of Directors of Pauji shall have approved 

all exhibits hGreto and shall have: 

(i) Authorized a representative of Fauji to 

execute the Shareholders Agreement (Exhibit C); and 

(ii) Passed a resolution which shall cause, sub­

sequent to the Compan¥r s formation, the Directors nom­

inated by it to the Company's Board to vote to approve 
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the Technical Assistance Agreement (Exhibit D), the 

t-larketing Agreement (Exhibit E), and the Know Hat" 

Agreement (Exhibit F), a.nd to authorize a represent.a­

tive of the Company to execute ~aid Agreement on behalf 

of the Company; and 

(iii) Autho~ized a representative of Fauji to accept 

the GoverPE.ent 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 purchasB of shares for each party as set forth 

in Section 5.02(c) herein, the following actions shall have 

occurred: 

(1) All equity investors and lenders of funds for the 

Project shall have agreed upon a Financing Plani and 

(2) A long-term contract for the supply of gas for the 

Project .from the Hari fields shall have been executed by the 

Company with primary suppliers. 

14.14 Termination: In the event that all of the actions 
-J, 

set forth in Section 14.l~ have not occurred within six 

months of the signing of this P~rticipation Agreement or 

such further period as may be mutually agreed upon bet\-leen . 

the parties, the Agreement shall terminate and neither party 

shall have further obligations towards the other, or any 

~ther party, or any claim whatsoever on the other. 
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IN WITNESS l'1HEREOF, the parties have caused this Agreement 

-
to be executed by their duly authorized repr~Bentatives on 

the date first above ,vritten above. 

THE FAUJI FOUNDATION 

By______________________________ 

AGRICO CHEMICAL COMPANY 

By_______________________________ 
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GOVERNMENT OF PAKISTAN 
MINISTRY OF FINANCE, PLANNING 


AND DEVELOPMENT 

(Economic Affairs Division) 


May.2l., 1975 

Dear Mr•.Wolffer, 

'As you are al'/are, the Fauj i Foundation has been preparing plans for the 
establishment of an ar:J::Jonia/urea manufacturing l'lant at Goth Machhi; near 
Sadiqabad in Sind. The Foundation proposes to build the plant in colla. ­
boration with Agrico Che~ical Company of Tulsa, Oklahoma, the Interna­
tional Finance. Corporation of Hashington, D. C. e.:Jd other foreign and 
Pakistani investors. It is estimated that the plant, 'l'lhich ''1ill produce 
1,000 Metric Tons of arnr!lonia and 1,725 Metric Tons of urea per day, 'l'Till 
cost $240 million, for "lhich approximately $1)5 million \iLll be required 
in foreign E;xchange and $85 million in rupees. It is planned that the 
equity and loan funds .-lill be provided as shown below:­

(Expressed in Million US$) 

Equity Local Foreir;n Total 
Currency CUi'rency 

Fauji Foundation 22.00 22.00 

Aerico 22.00 22.00 

International Finance 8.00 8.00 
COl~oration (IFC). 

Foreign participants 5.00 5.00 
to be arranged. 

Pakistan Public throuGh 15.00 15.00 
Govt. industrial develop­
ment and fine,nciftl 
institution~ or corpore.­
tions. 

Sub Total: 
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Local Foreign Total 
DEBT 	 Currency Currencl-
USAlJ) 40.00. 40.00 

World Bank 50.00 50.00 

German Aid (KFH). 30.00 30.00 

Pakistan Fin~~cing 48.00 -- ~8.00 
Institutions. 

Sub TotaJ.: 48.00 120.00 168.00-
Grand Total: 155.00 240.00 

2. On behalf·of.the Government of Pakistan, therefore, I herehy request 
for an AID develop~ent loan in the amount of $40 million. We request 
that the terms provide for dollar repayment of the loan vlithin llO years, 
including a 10 year grace period on the repaymentof principal, and 
interest to' be payable at 2% for the first ten years and 3% therE'aftcr. 

3. He are also re'!uestin; loan:; in the amounts indicated above from the 
International Bank for Reconstruction and Development and the Yu-editanstalt 
fur Hiederaufbm.! of Germa.::y. He are requesting these loans on (;on­
cessional terms. It is tne Government's intention to relend the inter­
national loan funds to the };raj ect on terms and conditions vlhich are 
acceptable to AID and the other international lenders. 

4. It is planned that the Pa.~istan rupee requirements for the establish­
ment of the plant over and above the Fauji Foundation investment will be 
met by loans and investments cy the Pakistani financial institutions and 
the public. The GOP underst.ands the importance 01' having a firm financial. 
plan and that all of the SO'Jrces of funds Hill have to be idelltifi cd and 
contrac~ed for prior to any AID loan funds being disbursed. In the event 
that any or all of the re,!uired foreign ~xchange o~ Pillcistan rupees are 
r.ot p2'ovided on a timely basis to meet the foreign exchange or rupees 
·costs 	of the project, the Government will promptly provide the required 
amounts frol!l its O\o1n resources. 

5. Your early and favora"ole consideration of' the loan is requested. 

Yours sincerely, 

(AF.I'AB AHIW> KID\N) 

Dr. Hilliam A. Holffer, 

Acting Director, 

USAID l-Jissil)l1 in Pe.kister.~ 


ISLAMAJAD. 
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UNITED STATES GOVERNMENT - .MEMORANDUM 

Date: May 21, 1975. 

To: 	 Distribution 

Thru: Edmund :. Auc~~~r, Chief - DEA~" 
v')/li/-~ 

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 14-15 th,' We discussed the costs 
involved in obtaining rupee funds for the proposed Fauji fertilizer 
project with the Managing Directors of the mnjor financial instit ­
utions and Pres idents of the comme rcial banks • 

. An overall summary of our discussions is presented 
here. 

1. 	 Funds Needed: 

For dilJcussion purposes we uSGd a plnnning figure of 
$24·0 million as the total cost of the project, $155 million will be 
in foreign exchange and $85 million equivalent in local currency. 
The Fanj i Foundation will provide $22 million equivalent in local 
currency as equity and the remaindc>r will be raised a~ equity 
($15 million equivalent) and dcbt ($48 million equivalent) from 
the financial institutions and commercial banks. 

We pointed out that these funds will be expected to flow 
into the project during the next 3 to 3-1/2 yeare. 

We indicnted a debt/equity ratio of 70:30 will be considered 
in overall financing of the project. This is contrary to the existing 
ma.rk(~t practice here in Pakistan where a debt/equity ratio of 
60:40 is 	in use. 

2. 	 Sources of Locd Currency 

During our discussions, the Manning Directors (or 
Prel3idents) of the major. financial institutions: 



- z -
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, 

,al1 recognized that the rupee financing requirement of the project 
is enormous and unprecedented •. But most of them were optimistic 
that the equity and debt funds of this magnitude can be raised from 
the institutions and commercial banks. 

Within the cxifJting 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 1ending practicc 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 de bt 
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% ofrthe total 
debt and equity capital is raised from the commercial banks and the 
balance from the other financial institutinns.· Noteworthy, il5 the 
fact that the banks are also willing to connider equity financing. 

As per the limits set by thc c'hartcrs; the SLIC can:lOt 
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 I S Managing Director told us 
that the PICIG 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 Fauj i 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 Investmen( Corporation of Pakistan (ICP) usually 
heads the consortium. The other leader of consortium could be 
the National Development Fiuance Corpor·ation (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 equity. 
There is a long list of standard conditions .that must be completed 
p:.: lor to any .dis bursement. (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 question!) and clarifications from representative of the 
project to be called at the meeting. 

The consortium leader will prepare the project ana1ytlis, 
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. Thl..: consortium members nftcl" mutual consu1­
tat.\on will execute nn agreement with the project sponsors. (Fauji). 

These are standard procedures adopted by the cOJ'wortium. 

4. COGt of Borrowing Local Currency. 

We estimate that the current cost of bon"owing 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 



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 "Brclige" Loan will be 13% per year, which is a 
standard charge. 

5. 	 Exceptions 

We were told by the financial inotituHons that there can be 
no exception, so far as the procedures and cos ts of lending funcle; 
are concerned, for the Fauji project. However, the Habib Bank 
Presi.dent, Mr. Mustafa Ismail, did indicate a lower interest rate 
of 12% 011 de~t for the Fauji project, as the Habib Bank is thE; prin­
cipal bank to the Fauji Foundation. The bankls business practice 
allows 1% 1.ow(::r interest charges to its regular customers with 
countervailing deposits. However, Mr. Ismail also noted that the 
Habib Bank cannot overrule the charges thnt will be fixed by th~ 
consortium. He also pointed out that preference equity and conver­
tible debentures subordinAted to the normal debt will result in lower 
inte:rest charges by 1/2% • 

We also gathered from Mr. Aminullah, Chairman, NDFC. 
that the funds which will be needed by the project and will not be 
forthcoming from the comrr,,')rcial 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 
F'auji ; or 

iii) 	 the State Bank and Ministry of F~nance can raise 
t he existing loan limit of 20% of the total paid up 
capital for the banks and financial institutions. 
(The UBL President Mr. YU5ufi informed us that 
this has !.Joen cione 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. But this will be direct loss of revenue to the 
Provincial Government which will have to be negotiated. 
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Comment: The Etate 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 iW% 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 ZO years ago in 1950's and 1960's 
prices, there are only a few exceptions to this. The intervening 
inflation durillg this period, besides several other fir.~..ncjal and 
cost, considerations do provide ,arguments for t:tising the 
limits set for making funds available for a project by the banks 
and financial institutions. (Readers will recall that a similar 
limitation in the United States has been a pr ime cause for bank 
mergers. ) 

6. Time Frame 

We expact 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 
win not take more than another 6 months to arrange rupl~e finan­
cing. But Fauji Foundation will have to follow it up very closely 
with the Federal Government. 

7. Overview 

In addition, to the comments made in sections 2 and 5 of 
this memo, it is suggested that we should not ignore two factors: 

i) The existing capability of the financial institutions 
and commercial banks is inadequate to generate 
an incremental 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'tho 
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following years: 40o/c, 30% and 10% of the total 
rupee requirements (es'timated at current prices) 
cannot be expected to come from the existing 
sources. The Federal Government yvill be expected 
to provide lo;}.ns to the financial inntitutions or 
make some other equivalent financial arrangement. 

ii) 	 The money is expensive. It will cost about 160/0 a year. 
The project will have to use a "Bridge" Loan 
during the period the equity funds cannot be made 
available. 

If the Fauji Foundation really expects to get the Local 
Currency funds at a lower 10% a year into.rest charges, they must 
start serious ·negotiationn with the Govermnent as soon as possible, 
.. - before the Federal Government finalizes itR 1975/76 Budget. 
This may not be possible, and eertainly does not seem likely. 

m.stribution: 

D, AID/Was hington: 

DD, Pakistan Desk (3) 

AD/DP NESA/DP (1) 

AD/CD. (3) NESA/CIJ (3) 

RLA NESAIGC' 

AD/C (2) SEH/FM


TreMury:OASIAAD/AP 

Emb/Eeon (2) fbte: NESA/PAB (2) 

ConGen Lahore, Karaehi (2) 

IBRD Pakinti1.n (3) USADB (Manila) 


. j""

,//: .. !/',.
~.'" l ./ 

····DMFarooq:mr; DEA 
5/Z 1/1975. 



Financial C·osts of Borrowing of Local Currl:lncy 
from PakistaruFinancial Institutions and Banks. 

Current Bank Discount Rate* 

Standard L'<!nding Rate 
OV'.3r Discount Rate' (+) 

Sub- Total JJ 

Charges: 

'Commitmel1t Fee 3.1 
Project Examination Fee ~j 
Underwriting Fee (Financial Institutions 

portion) 
Underw.riting Fee 4/ 
Mortg,age Chal'ges(Stamp Tax).§./ 

Bridge Loan nate fl...1 

9% 

4% 

13%-. 

1/4% to 1/2% 
1/2% 

2-1/2% 

2-1/2% 

3% 

( 13%) 

* Fixed by the Slate Bank. 
life of the Loan. 

Can fluctuate later during the 

1..1 Maturity negotiable between 7 to 
period of 2 to 4 years. 

10 years including a grace 

?:..I Charged from the date of approval· to the date of disbursement 
(Annual fee). 

}'.I Charged at. the lime of making appli'cation for the Loan; 
charged on both debt anu equity. (One time charge). 

il Chin-ged on the portion of equity off<.~red, but not picked up 
by th~ general public in Public Floatation. (One time charge.) 

2..1 An equitable rnortgage may be possible. 

2./ 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 be needed during the interim period 
for civil work etc. The Bridge Lr)::\l1 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 Productionl.l (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 
4 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.L~21 
12 40.3 114.9-

II Excluding Depreciation 

2/ Includes Assumed Salvage Value of Plant 
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FAUJI AGRICO FERTILIZER LTD. 
Balance Sheet At Staxt of First Operating Year 

($ Million)·. 
Operating Year 1 (8 months) I 

Starting Amount Ending Amount. 
May 1, 1978 Dec. 31, 1978 

1. 	 ASSETS 

A. 	 Net Current Assets 4.0 22.2 

B. 	 Gross Fix~d Assets (a) 242.7 242.7 

loss: accumulated Depreciation ..0- . 13.2 

Net Fixed Assets 
 229.5 

Total Assets 	 246.7 251.7 
==-	 --

II. LIABILITIES 

A. Long-term debt 	 172.3 172.3 

B. Share capital 	 74.4 74. 14 

C. Retained Earnings 	 -0- -L:..Q 

Total Liabilities 	 246.7 251.7 

(a) Depreciable Assets of $242.6 million, land of $.1 million 



FAUJI-AGRIC0 '~TILIZER LIMITED 
Balance Sheet as of the _ . of the Year (December 31) 

($ Million) 

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 . 1989 1990 1991 1992 1.993 
Assets 
Current Assets 22.2 26.1 30.2 34.1 38.1 42.1 46.1 50.0 54.0 58.0 61.4 69.4 69.4 . 69.4 69.4 

Gross Fixed Assets 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 
Accumulated Depreciation 13.2 33.0 52.8 72.6 92.3 112.1 131.9 151.7 171.5 191.3 211.1 219.1 219.1 219.1 219.1 
Net Fixed Assets 229.5 209.7 189.9 170.1 150.4 130.6 110.8 91.0 71.2 51.4 31.6 23.6 23.6 23.6 23.6 

Total Assets 251.7 235.8 220.1 204.2 188.5 172.7 156.9 141.0 125.2 109.4 93.0 93.0 93.0 93.0 93.0 

Liabili ties 
Long-Term Debt 172.3 155.0 137.9 120.6 103.5 86.3 69.1 51.8 34.6 17.4 -0­ -0­ -0­ -0­ -0-

Equity: 
Share Capital 74.4 74.4 74.4 74.4 7.4.4 74.4 74.4 74.4 74.4 74.4 74.4 74.4 74.4 74.4 74.4 
Retained Earnings 
Total Equity 

--2.& 
79.4 

6.4 -L.§. 
80.8 82.2 

..2.:1. 
83.6 

10.6 
85.0 

12.0 
86.4 

13.4 
87.8 

14.8 
89.2 

16.2 
90.6 

17.6 
92.0 

18.6 
93.0 

18.6 18.6 
93.0 . 93.0 

18.6 . 18.6 
93.0 93.0· 

Total Liabilities 251.7 235.8 220.1 204.2 188.5 172.7 156.9 141.0 125.2 109.4 93.0 93.0 93.0 93.0 93.0 

Debt/Debt & Equity 68.5 65.7 62.7 59.1 .54.9 50.0 44.0 36.7 27.6 15.9 -0­ -0­ -0­ -0­ -0­

Debt/Equity 2.17 1.92 .1.67 1.44 1.21 1.00 0.79 0.58 0.38 0.19 

N 
o 0 
H-. 

N 
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(s in :~::':L~O:':S) 
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FAUJI AG~\.J.."O CO. LTD. 

Funds Flow for the Year -Ended December 31 


($l;jillion) 

Sot:rce of Funds: 1979 IsBo .1981 19,:2 1933 - 19& 1926. l:2§z. 198t 1S90 ~10-:: ~ ~ ~ !2.2J.. ./ 

Net Profit 9.9 14.8 14.8 14.8 14.8 14.8 14.8 14.8, 14.8 14.8 14.8 14.8 14.9 14.9 14. 
Interest-on L.T. Debt 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- -c 
Depreciation 13.2 19.8 19.8 19.8 19.8 19.8 19.8 _19.8 19.8 19.8 19.8 8.0 -0- -0- -c 

C'ash Inflor: 36.2 53.8 51. 7 49.8 47.8 45.8 43·9 41.9 40.0 38.0 36.1 22.8 14.9 14.9 14. 

Uses of Funds: 

Interest on L.T. Debt 13.1 19·2 17.1 15.2 13.2 11.2 9·3 7.3 5.4 3.4 1.5 -0- -0- -O~ -0-
Retirement of L.T. Debt -0- 17.3 17.1 17.3 17.2 17.2 17.2 17.3 17.2 17.2 17.2 -0- -0- -0- -0-
Dividends 4.9 13. it 13.4 13.4 13. h 13.4 13.4 13.4- 13.4 13. 4 13.B 14.B 14.9 14.9 14. 

Cash Outflow 1B.o 49.9 47.6 h5.9 43.B 41.8 39·9 38.0 36.0 34.0 32.1 14.B 14.9 14.9 14. 

~Increase (decrease) in cash 1B.2 3.9 4.1 3.9 4.0 4.f' 4.0 3.9 4.0 4.0 4.0 B.o -0- -0- -0· 

Debt Service Coverage 2.76 2.80 3.02 3.28 3.62 4.09 4.72 5.74 7.41 11.1B 24.07 NA NA NA NA 



FAUJI-AGRICO FZh ~l~ER LIMITED 
Base Case (27.0 E~ono~ic Rate of Return) 

Economic Cost and Benefit Streams 

Cost Streams Benefit Streams 
Other Variable 


Costs 


2.9 
5.5 
6.1 
6.3 
6.3 
6.3 
6.3 
6.3 
6.3 
6.3 
6.3 
6.3 

ta;~. 

Fixed 

Costs 


4.5 
6.6 
6.6 
6.6 
6.6 
6.6 
6.6 
6.6 
6.6 
6.6 
6.6 
6,.6 

' Economic Value Recovery 
of Production Capital 

47.3 
85.1 
96.0 
97.8 
97.8 
97.8 
97.8 
97.8 
97.8 
97.8 
97.8 
97.8' 40.0 

Calendar Operating 
Year Years 

1976 -3 

1977 -2 

1978 -1 

1979 1(8 mos.) 

1980 2 

1981 3 


,1982 4 

1983 5 

1984 6 

1985 7 

1986 8 

1987 9 

1988 10 

1989 11 

1990 12 


Capital 

Costs 


48.6 
77 .8 

58.4 

9.7 

Natural Gas 

Cos t l/ 


1.5 
1.8 
3.1 
3.2 
3.2 
3.2 
3.2 
3.2 
3.2 
3.2 
3.2 
3.2 

1/ Assumption: One-half the cost of gas will be 
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ANNEX 25 

A. I. D. Loan No. 

LOAN AGREEHENT 


BETlvEEN 


TiIEPRESIDENT OF PAKISTAN 


AND THE 

UNITED STATES OF AHERICA 

FOR THE 

FAUJI-AGRICO FERTILIZER PROJECT 

Draft: June 2, 1975 



LOAN AGREEMENT dated __________, 1975, between the PRESIDENT 

OF PAKISTAN ("Borrower") and the UNITED STATES OF AMERICA acting through 

the AGENCY FOR INTERNATIONAL DEVELOPMENT ("A.!. D. ") • 

ARTICLE I· 

The Loan 

SECTION 1.01. The Loan. Subject to the terms and conditions 

of this Agreement, A.I.D. hereby agrees to lend to the Borrower pursuant 

to the Foreign Assistance Act of 1961, as amended, an amount not to ex­

ceed Forty Nillion 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 e:;:clusively 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 hereunder are hereinafter referred to as "Eligible Items". A.LD. 

may decline to finance any Eligible Item \'lhen, 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.LD. 

SECTION 1.02. The Project. The Project shall be the construction 

and operation of a urea fertilizer plant and all appropriate ancillary 

facilities at Goth Macchi in the Punjab Province using natural gas from 

the Mari Helds as fuel and feedstock, together vith the provision of 

management services and tr.aining, all vs described in more detail in 
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the Project Description attached hereto as Annex I. Said Annex I is a 

part of this Agreement and may, within the terms of this Agreement, be 

modified in writing by the parties hereto. The Project shall be fi­

nanced by debt and equity investments (in addition to the Loan) of the 

type and in the amount specified in Section 4.01(c). All investments· 

shall be made directly to Fauj i.·~Agrico Fertilizer Limited ("FAFL"), a 

public limited liability company to be organized pursuant to,Pakistani 

law, except in the case of foreicn currency debt -investments that may , 

be made to the Borrower for relending to FAFL. 

ARTICLE II 

Definitions 

SECTION 2.01. lfuerever uaed in this Agreement the fo11o\Oling 

terms have the follm"ing meanings: 

(a) "Financing Agr;:;ement" means the agreement between the 

BorrOHer and FAFL under Hhich the Borrm"er will transfer the Loan and 

other investments to FAFL to carry out the Project. 

(b) "Forcir,n Currency" means Any currency other than ... 
Pakistani rupees. 

(c) "Gas Supply Agreement" means the agreement to provide 

natural gas for the Project from the Hari Gas Field. 

(d) "Il1vcstora" means the in~titution3 and agencies listed 

in Section 4.0l(c) 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 Agreemcnt" means the agreement between 

the Fauji Foundation,a charitable foundation created under Pakistani 

law ("Fauj'i") and Agrico Chemical Company, a company incorporated 

under th~ laws of Delaware, USA ("Agrico") in which Fallji and Agrico 

agree to participate in the construction, development and operation of 

the Project. 

(g) "Project Agreement" 'means thc' agreement by which FAFL, 

Fauji and Agrico obligate themselves to A.I.D. to carry out the Project 

in accordance ,,,ith the terms and condition::: stated therein. 

(h) "Shareholders' Agreement" means the agreement bet,,,een 

Fauji and Agrico (Exhibit C to the Participation Agreement) relating 

to their status as shareholders of FAFL. 

(i) "Technical Assistance Agreement" means the agreement 

between FAFL and Agrico (Exhibit D to the Partidpation Agre.ement) under 

which Agrico shall furnish FAFL manpower, training facilities and other 
\,. 

services. 

(j) "Harketine Agreement" means the agreement (Exhibit E to 

the Participation Agreement) relating to the role of the manufactured 

urea fertilizc~through out PakiGtan. 

(k) "Kno,,, lIm. Agreement" means the agreement between FAFL 

and Agrico (Exhibit F to the Participation Agreement) under which Agrico 

agrees to make avai1iJble to FAFL proprietary and technical information 

relating td fertilizer plant design and operation. 
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ARTICLE III 

Loan Terms 

SECTION 3.01. Interest. 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,t~e first disbursement he~e­

under and at the rate of three percent (3%) per annum thereafter on the 

outstanding balance of Principal and on any due and unpaid interest. 

Interest on the o~ltstanding balance shall accrue from the date of each 
.' 

respective disbursement (as such date is defined in Section 8.04) and 

shall be computed on the basis of a 365-day'year. Interest shall be 

payabl.e semi-annually. The first payment of interest shall be due 

and payable no later than six (6) months after the first disbursement 

here1mder, on a date to be specified by A. LD. 

SECTION 3.02. Repayment. The Borro\-lcr shall repay 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 

installments 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 \-lith Section 3.0L 

A.I.D. shall provide the Borrower with an amortization schedule in 

accordance with this Section after the final disbursement under the 

Loan. 

SECTlON 3.03. Application, Currency, and Place of PaYil1cnt. 

All payments of interest and Principal hereunder shall be Ilk'lde in 

United States Dollars and shall be applied first to the payment of 
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interest due and then to the repayment of Principal. Except as A.I.D. 

may otherwise specify in writing, all such payments shall be made to 

the Controller, Agency for International Development, l~ashington, D.C., 

U.S.A., and shall be deemed made when received by the Office of the 

Controller. 

SECTION 3.04. Prepayment. Upon payment cf all interest and 

refur.ds then due, the Borrower may prepay, without penalty, all or.. 

any part of the Principal. Any such prepayment s~all be applied to 

the installments of Principal in the inverse order of their maturity. 

SECTION 3.05. RenegoUati.on of the Terms of the Loan. The 

Borrower agrees to negotiate with A.I.D., at such time or times as 

A.I.D. may request an acceleration of the repayment of the Loan in the 

event that there is any significant ilOprovemen·t in the internal and 

external economic and financial position and prosp.ects of the country 

of the Borrmver. 

ARTICLE IV 
t). 

Conditionn Precedent to Dicbursement 

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 BOrrO\'ler shall, except as A.LD. 

may othenvise agree in writing, furn11:;h to A.LD. in form and substance 

satisfactory to A.I.D.: 

http:RenegoUati.on
http:refur.ds
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(a) &, opinion of the Minister otLaw of Pakistan or of other 

counsel acceptable to L.I.D. that this Agreement has been duly autho­

rized or ratified by ~d executed on behalf of the Borrower. and that 

it constitutes a valid and .legally binding obligation of the Borrower 

in accordance with all of its terms. 

(b) A state~ent of the names of 'the persons holding or acting 

in the office of the Borrower specified in Section 10.03 and a speci­

men signature of each such person specified in such statement. 

(c) Evidence that (i) the13orrower and/or FAFt have entered 

into Invest~ent Agree~ents satisfactory to A.I.D. with the Investors 

listed below for financing of the Project in the following amounts: 

(Expressed in Million US$) 

Equity Local 
Currency 

Foreign 
Currency Total 

Fauji 22.2 22.2 

Agrico 22.2 22.2 

International Finance 
Corporation (IFe). 

3.0 3.0 

Foreign participa~ts to 
be arranged. 

4.9 4.9 

The Pakistan ~u~~ic :h=cugt 
Governcent ir.c~st~ial c~vel~?~ent 
and financial i~stit~tic~s or 
corporations, 

21.7 21.7 

Su~ To:al: 30.1 74.0 
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Debt Local 
~Currency 

. Foreign 
CurretlCV Total 

A.I.D. 40.0 40.0 

International Bank for 
Reconstruction and Development 

50.0 50.0 

Kreditanstalt fur l'liederaufbau· 30.0 30.0 

Pakistan Financing Institutions 52.7 52..7 

Sub Total: 52.7 120.0 172.7 

Grand Total: • 96.6 150.1 245.7 

and (ii) the Investment Agreements have been duly authorized or ratified 

by and executed on behalf of the parties thereto and constitute valid 

and legally binding obligations in accordance with their terns. 

(d) Evidence that (i) FAFL is a public limited liability 

company in good standing under the la~v of Pakistan (ii) FAFL t S Hemo­

randum of Association and Articles of Association are identical to 

Exhibits A and B of the Participa~on 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 cade in 

the name of or for the benefit of FAFL prior to its incorporation shall 

have been ratified by and are legally binding upon FAFt. 

(e) Evidence that (i) toe following agreements mutually 

satisfactory to A.I.D. and Borrower have been executed: 

(a) Gas Supply Agree~~~t (d) Technical Assistance Agree=c~t 
(b) Participation Agree~e~t (e) Harketing A£ree::ent 
(c) Shareholder's Agreecent (f) Know How Agr~ecent, 
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and (ii) such agrecffients have been duly authorized or ratified by and 

executcd on behalf of the parties thereto and constitute valid and 

legally binding obligations in accordance with their terms. 

(f) Evidence that the Project Agreement executed on behalf of 

FAFLJFauji and Agrico (1) has been duly authorized or ratified by all" 

necessary corporate, administrative and eovernmental action and (ii) 

constitutes a valid and legally binding obligation of FAFL,Fauji and 

A~rico in accordance 't"ith its terms. .. . 

(g) Evidence that the Financing Agreement shall have been 

duly executed and delivered on behalf of the Borrower and FAFL and 

shall have become fully effective and binding on such parties in 

accord"ance ",ith its terms; 

(h) Evidence that the gas reserves in the Hari gas field 

"are 	sufficient to service the Project as well as the existing Esso 

fertilizer plant and National Fertilizer Company's proposed Hirpru 

Mathelo Project. 

(i) 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 Project into Pakistan 

and th~ir delivery for use in the Project. 

(k) Evidence 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 construction required to'complete the 

Project; 

(n) Executed contracts for construction and such 9ther 

services as A.I.D. rrk~y spec~fy for the Project with firms acceptable 

to A.I.D.; and 

(0) Evidence that the Borrm·ler shall have approved the 

Investment Agreements not ex('cuted by Borrower, the Gas Supply Agree­

ment, the Project Agreement and the Participation Agreement and all 

'exhibits thereto. 

SECTION 4.02. Terminal Dates for Meeting Conditions Prece­

dent to DisbuTDcrnent. If all of the conditions specified in Section 

4.01 shall not have been met within one-hundred-twenty (120) days 

from the date of this Agreement, or such later dnte as A.LD. may 

agree to in writine, A.I.D., at its option, may terminate this 

Agreement by giving written notice to the Borrower. Upon giving of 

such notice, this Agreement and all obligations of the parties there­

under shall terminate. 

SECTION 4.03. NotiHcntjon of Hceting Condit:lons Precedent to 

Disbursement. A.I.D. shall notify the Borrower upon determination by 

A.I.D. that the cond~tions precedent to disbursement specified in 

Sections 4.01 lwve been met. 
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ARTICLE V 

Covenants 

SECTION 5.01. Covenants. The Borrower, in consideration of 

this Loan, hereby covenants and warrants that: 

(n)· Borrmver shall cause FAFL to carry out the Project with 

due diligcmce and efficiency, and in confonllity with' sound administra­

tive, financial, engineering and industrial practices applicable from' 

time to time to the fertilize~ industry, and shall not take or ~ermit 

any action ,...,hieh would interfere vlith FAFL' s obligations under the 

Project Agreement. 

(b) Borrov!er shall make available or cause to be made avail­

able to FAFL, promptJ y ns needed, ~.nd on terms anJ condHions acccptnble 

to A.I.D., the land, funds, and other resources Hnlch are required, in 

addition to the Loan and the funds made avnilahle by the Investurs, 

for the cnr~ying out of tha Project. 

(c) Subject to the provisions of this agreement and the 

provisions of agreements a;>proved by A.I.D. hereunder, BorrotlTCr t.vill 

permit rAFL to manage jts activities, business and affairs pursuant 

to the authority and ter~s of its Men~randum of Association and 

Articles of Association. 

(d) Borrower and A,I.D. shall cooperate fully to assure that 

the Proj ect Hill be accomplislwd. To this end, the r ~ rrO\,Tcr and A."!. D. 

shall from t:lme to time, Ht tlw request of either party, exchange 

views through their representatives with regard to the progress of the 

Project, the performance of the Borrower o{ its obligations under this 

Agreement, the performunce of contractors nnn suppliers engaged in the 

Project, and other matters relating to the Project. 
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(e) (1) Borrower in connection with obtaining the Loan, or 

taking any action under or with respect to this Agreement, has not pa~d, 

and will. not payor agree to pay, nor to the best of its· kno\.,ledge has 

there been paid nor will there be paid or agreed to he paid by any 

person or entity, commissions, fees or other payments of any kind, 

except as regular com~cnsation for bona fide professional, technical, 

or comparable services. Borrower shall promptly report to A.LD. any 

payment or agreement to pay for such bona fide professionul, technical, 
~. 

or comparable services to \\1hich it is a pin'"y, or of \'lhich it has 

knowledge (indica ting Hhether such paymen t ha s been made or is to be 

made on a contingent basis), and if the amount of any such payment is 

deeJQecl unreasonable by A.LD., the same shall be adjuLlted in a manner 

satisfactory to A.I.D. 

(ii) No payments have been or will be received by 

Borrower, or any officiRl of Borrower, in connection with the procure­

ment of goods and services financed here~nder, except fees, caxos or 

similar payments legally cGtab1ishcd in Pakistan. 

(f) BorrOHer has disclu~ed to A.I.D. all circumstances 

which may inatcriCilly affect the Project or "the di~;charge of the 

Borrower's obligations under this Agreement And will promptly inform 

A. LD. of any conditions \\'Idch interfere, or which it is reasonable 

to believe will interfere, with the Project or the discharge of the 

Bon"~:n.,cr t s obligations under this Agreement. 
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SECTION 5.02. Terms of Relending. 

(a) The Borrower shall transfer to FAFL the proceeds of the 

Loan, together ~.J'ith funds made available to Borrower for purposes of 

the Proj ect by the Investors and all other funds 'requi~ed 
and conditions 

for the Project, pursuant to the terms/of a Financing Agreement satis­

factor.y to A.I.D. Except as A.LD. shall otherwise agree, the funds 

to be made available by A.LD. 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; 

(ii) repayment of princi~nl and interest over a ten-year 

period, following a five-year grace period as to principal; and 

(iii) acceptnnce of the 'foreign exchange risk by FAFL with 

respect to outstcmding amounts. 

(b) The Bon:ov7cr shall cuuse FAFL to apply the proceeds of 

the Loan to tIle financing of expenditures on the Project in accordance 

with the provisions of tllis Loan Agreement and the Project Agreement. 

SECTION 5.03. Financin~ Acreomcnt. 

(a) The B<?rrmwr shall exercise its rights under the Finallciug 

Agreement in such u manner as to protect the interests of BorrO'olcr and 

A.I.D. and to accomplish the purposes of the Loan. 

(b) No rights or oblig.tt ions under the Financing Agreement 

shall be aSSigned, amended, abrogated or waived by tIle Borrower with­

out the prior concurrence of A.I.D. 

SECTION 5.04. Funds ond other RenourccR to be Provided by 

Borrower. The Dorrbwer herein acreen to provide promptly as needed all 

http:oblig.tt
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funds, including both local and foreign currencies, in additioI: to the 

Loan, and all other resources required for the punctu~l and effective 

carrying out of the Project. 

SECTION 5.05. Fertilizer Marketing. In order to assure the 

success of the Project, Borrower shall a1l9w FAFL to market throughout 

Pakistan imported and locally produced urea, phosphate and compound 

fertilizers, both prtor to FAFL's commenc~ment of production and 

subsequent thereto. FAFL shall be allo~·,ed to market its own urea 

fertilizer product throughout Pakistan. 

SECTION 5.06. Transportntion Study. Borrower shaJl carry out 

the trnnsport~tion study described in Section 4.0l(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. T,n:a t ion. This Acreement, the Loan and any 

evidence of ind(~tcdn8ss issued in connection herewith shall be free 

from, and the Principul and interest S)lall be paid without deduction 

for and be free from, ,my taxa tion or fees imposed under the 1m,s in 

effect in ,Pakistan •• , The Borrower shall endeLlvor to obtain for all 

commodities financed hereunder an exemption from identifJable taxes, 

tariffs, duties and other levies imposed under the Im·,'s in effect in 

Pakistan. As, and to the extent that (n) any contractor financed 

hereunder, any pernonnel of such contractor and any ~roperty or trans­

actions reLltinc to such contracts and (b) any commodity procurement 

transaction financed llereunder, arc not exempt from identifiable taxes, 

duties and otller levies imposed under laws in effect in Pakistan, the 
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Borrower, 	 except as A.I.D. may otherwise agree, shall payor 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 ("If;rees that the contracts to be financed under this Agreement 

may be insured by the Overseas Private Investment Corporation, an 

agency of 	the United States of America, pursuant to the Agreement 

between the Government of Pakistan and the United Stated of America on 

the subject of investment guarantees. 

ARTICLE VI 

.Hccords, 	HCl'orts _and Insp';.!ction 

SEC'frON G. 01. llaint.cni1l1ce and lmdi t of Hecords. 'fhe Borrower 

·shall cause to Le maintained, in accordance with sound accounting principles 

and practices consistelltly applied, book" und records relating Loth to the 

Project and to the Loan. Such books and records shall, without limitation, 

be adequate to sho\\': 

(a) the receipt and usc made of goods and services acquired for 

the Project ,.Jlth funds disbursed pursuilnt to this Agreement and the 

Investment Agreements; 

(b) t.he nature and extent of solicitations of prospc>ctive suppliers 

of goods and services acquired; 

(c) the 	bu::;is of the mlard of cOlltracti. and orders to succes~jful 

bidders; 	 and 

Cd) 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, except 

as A.I.D. may otherwise agree in writing, be maintained for three (3) 

years after ~he 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.LD. shall reasonably request concerning (i) 

the Loan and utilization of Eligible Items; (ii) the Project; (iii) 

the administration, operations ilndfinancial conditions of FAFL; (iv) 

the policies of Borrower concerning fertilizer supply, credit, marketing 

and us~ withing Pakistan; and (v) other matters relating to the purposes 

of the Loan. 

SECTION 6.03. Inspections. 'l'he authorized representatives of 

A. LD. shall have the right at all reusoll(lble time;.; to observe the operution 

of the Project and inspect the utilization of all goods and services 

financed hereunder I und the BrorrO\'ler I!j books, records I und other documents 

relating to the Project I the Lonn and the Finuncing 1\greeIncnt. The llorrm,'er 
.." 

shall cooperate with 1\.1.0. to fac:1jtilte r;uch inspections and shall permit 

representatives of 1\..T.D. to visit any part of Pakistan for any purpose 

related to the Loan. 

AR'l'ICLE VII 

Procurement 

SECTION 7.01. Procurenwnt: from the Unit~d stilte!> <lnd Code 941 

Countrios•. Except: an 1\..1.0. may othen...ise agree in writing, disbursements 
.. " 

made pursuant to Sections 8.01 LInd 8.02 !.ihhll be used ~xclusively to finilnce 



the procurement for the Project of goods and 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.LD•.Geographic Code 

Book as in effect at the time of such procurement. 

SECTION 7.02. Eligibility D(lte~: Except as A.LD. may other­

wise agree in writing, no goods or services may be financed under the 

Loan which are procured pursuant to orders or contrncts firmly placed or 
~. 

entered into prior to the signing of this l'grccment. 

SEC'l'ION 7.03. Jl.pproval of ContrilcU~ and O~her DocUi'II(~nts. Ex­

cept as A.LD. may otl1en,i::.;e agree in \·,riting, all bid document::.; and 

documents relat2d to the ~olicitation of proposals related to Eligible 

Items shall bc approved by A.l.D. in \·:riting prior to ·their issunnce. 

Except as A.LD. may otilen:ise specify in Implementation Letters, all 

contracts or mncndmcnts '.:lJcreto shall be approvel! by A.I.D. in \·,riting 

prior to their exccution. 

SEC'l'ION 7.04. Shj ppincJ ilnd Jllf;urclllce. 

(a) Goods financed under tile Loan shall be transported to 

Paldstan on flug car.riers of any country included in Code 935 of the A.LD. 

Georgraphic Code Dook as in effect at tho time of shipment, provided, 

(i) At leiwt fifty percent (501.) of the grO:'5 tonnuge of all 

commodities (comput<!d scpnriltely for dry bulk carriers, dry cClrgo liners 

and tankers) financed hereunder \.;hich may be trnnsportecl on OCClHl vessels 

shall be transported on privately-owned united Slates-flag crnrnnercial 

vessels. 

http:States.of
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(ii) Additionally, at least fifty percent ,(50%) 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 co~nercial vessels. 


(iii) Compliance with the requirements of (i) and (ii) above 


must be achieved with respect to cargo tram:ported from U. s. ports nnd 


also to cargo transported from nan-U.S. ports, computed separatoly. 


. " 
(iv) Within ninety (90) days fo110\·.·ing thc end of ench ca1endnr 


quarter, 9r such other period as A.I.D. may 'specify in writing, the 


Borrower shall furnish A.I.D. with a statoment, in fOlE nnd sUbstunce 


, satisfactory to A. 1.0., reporting on complinnce with the requirements of 

this section. 

(v) No such goode may be transported on any ocean vessel (or air ­

craft) which A. I .0., in a notice to the Borrower, has c1erd,gnatec1 dS in­

eligible to carry A. 1. D. -financcc'l goods or .....:1 i.ch has J:wcn chartL'rc~c1 for till'! 

carriage vf A. LD.-financed good~; unleus such charter hilS been approved by 

A.LD. 

(b) If, in connection with the plncement of marine inSlIri!IICe on 

shipments to be financed hereunder the Don:O\'lCr , by stlltutc, decree, rule, 

or regulation, favors any marine insurance company of any country over any 

marine insurunce compttny authorized to do business in any state of the 

united States of Amorica, goods procured from the United St.ates and financed 

under the Loan ~hal1, during the continuance of such di~crimination, be 

insured ugainst marine risk in the united States of J\mcrica with Cl company 
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or companies authorized to do a marine insurance business in any state 

of the United States of America. 

(c) 'l'he Borro\>Jr"- ~hall insure, or cause to be insured,. all 

go6ds financed under t :.....'., c"Jd:i.J.~.;L:Ll~ks incident to their trunsit 

tu i;.ilC point of the;l. ll't. ';'ll·,i.·: I.',.',.~ f,·ct., Such insurance shall be issued 

upon terms and COl' ~"!:' ,''':;.'' '. ,- ;.;., Lent with sound commercial practice, shall 

insure the full value of the goods, und shall be payable in t·lle· currency 

in which such goods \'IOre fimtnce:c1. 1\ny indemnificution received by the 

Borrower under such insurance shall be used ·to replace or repair any 

material damage or (lny loss of the goods im;urcd or shall be used to 

reimburse the Dorrmlcr for the replacement or repair of such goons. 1\ny 

such replacements Shilll have both their source und origin in countries 

included in Code 941 of the 1\.1.0. Geographic Code Book unless 1\.r.D. shall 

otllCnlise agrec in writing und shall be otherwise subject to the provisions 

of this 1\grcemcnt. 

SECTION 7.05. Utilization of Gooch.; and Services. 

(a) Eligible Items shall be usen exclusively [or the Project, 

except as 1\. LD. 11I<.1y oti";l.I'in;c agree in W1:i ting. 

(b) E):cept as 1\. I. D. mily othcn"he agree in wd ting, no Eli~J i ble 

Items shall be used to promote or assist ilny foreign uid project or activity 

associated with or hI, "Ll'd by Lllly country )Jot included in Code 93~ of the 

A.I.D. Geogr~phic Code Book as in effect nt the time of such usc., 
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SECTION 7.06. Reasonable Price. No more than reasonable 

prices shall be paid for any Eligible Items. Such items shall be 

procured on a fair and, except for professional services, on a competitive 

basis in accordance \~ith procedures therefor prescribed in Implementation 

Letters. 

SECTION 7.07. Not.i.fication to Pote, --.al Suppliers. In order 

that all United states firms shall have the opportunity to participnte in 

furnishing Eligible Items, the Borrower shall furnish to A.I.D. appropd.u.te 

information with regard thereto at such time as A.I.D. may request in 

Implementation Letters. 

SECTION 7.08. InformaUon nnd Marking. The DorrOHer will 

cooperate with A.I.D. in its effortr; to disseminate informntion 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. 

AR'rICLE VIII 

Dif;bur:.(>m(~nts 

SECTION 0.01. Disbursement for Foreign ExchcJnge Costs - Letters 

of Commitment to United States U(]nks. Upon !.;ilti.!:;faction of conditions 

precedent, the DorrOHer may, frrnn time to time, request A.I.D. to issue 

Letters of Commitment for specified amounts to one or more United States 

banks, satisfl1ctory to A. LD., conunitting A. LD. to reimburse fiuch D,tnk or 

banks for payments mnde by them to contractors or suppliers, through the 

use of Letters of Credit or otherwise, for the foreign exchange costs of 

http:appropd.u.te
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Eligible Items procured for the Project in accordance with the terms 

and conditions of this agreement. Payment by a bank to a contractor 

or supplier will be made by the ban}~ upon presentation of such support­

ing ~ocumentation as A.LD. may pn\!>criDe in I.et.ters of COIlunitment and 

Implementation Letters. BanJ~ing charges incurred in connection with 

Letters of Conuni tment and Letters of Credit shall 'be for the account 

of the BorrmlCr and may be financed under- the Loall. 

SECTION 8.02. 01:})e1" Formr; of Dif3bur:--;C'Jncnt. Disbursements of 

the Loan may also be made through such other mctHlf; as the Borrower and 

: A. J.D. may agree in writi.ng. 

SEC'l'ION 8.03. Date of Dj sbur:;l'Incnt. Disbursl·'r.1enU; by A. r. D. 

shall be c1ce~ed LO occur in the case of diDDurscments purSuLlllt to 

Sections 8.01 ond 8.02 on the date on which A.I.D. mnkeR a disbursement 

to the Borrower, to its designee, or to a banking institution purcuant 

to a Letter of Conunit~cnt. 

http:writi.ng


---------------------

-----------------------

- 21. -

SECTION 8.04. Issuance of I.etters of Commitment. Unless 

otherwise agreed in writing by A.LD. the terminal dat.e fo'r iSDuance of 

Letters of Commitment is . and no Letter of Credit 

may be cDtab1ished having an expiration date later than____________________ 

SECTION 8.06. Terminal Dilte for Disbursement. Except as h.LD. 

may otherwise agree in writing, no disburi:;ement sh".ll be made under 

Section 8.02 or against documentation received by A.I.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 Conunitment have not been issued. 

ARTICLE IX 

Cancellation, Su;,pr~nd.oll und Accelercltion 

SECTION 9.01. Cuncellation by the (;(NCrl1lllent. '1.'he BorrO\'lcr m:ty, 

with the prior \·ld.tten consent of A.LD., Ly \o,ritten notice to A.!,)). 

cancel uny purt of the Loan (i) \·:hich, prior to the giving of such notice, 

A.LD. has not disLursec1 L-r committed it:;elf to c1isbur!;c, or (ii) \'lhich 

has not then been utilized through the is!'>uullce of irrevocable Letters of 

Credit or through bunk pnyments m.:lde other than under irrevocable Letters 

of Credit. 

SEc'rION 9.02. Eventr; of Default; Acceleration. Ifilnyolle or 

morc of the followill<J eventf; ("Events of [)cf.lult") shall occur: 

(a) '1.'ho 13orrO\-.'C1" !'>h.d.l havo failed t.o pay \-Jhcn due any intercst 

or installment of Prillcipal required under this Agreement; 

(b) 'l'he Dorrower shall have failed to comply with nny other 

provision ~f this Agreement; 
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(c) The Borrower shall have failed to pay when due any 

interest or any installment of Principal or any other payment required 

under any other loan agreement, any guaranty agreement, or any other 

agreement between the Borrm;er or al~y of its agencies and 11..1.0. or any 

of its prcd~ccssor agencies; 

(d) 11. defaul t ~;hi1ll hnve occun:;ed in the perfonnancc by the 

Borrower or FAFL of any of its obligations under the Financing Agreement; 

(e) 11. default sh<111 have occurred ir, the perforlllunceby FAFL, 

Fauji or II.grico of any of its obligations under the Project lI.ureement; 

(f) FII.FJ,' G Memorandum of II.E;::;oc:iation i:l:ld JI.rticle~; of ll.ssociatioll 

or any provision thereof, shilll hvvc been amended \,:H-,hout prior consent of 

A. LD.' in any mmll1er \'Ihich in tbe reils0nable opinion 0.': A. I .D. \volllcl have 

material adverse effect upon the carryillg out of tho ?roject in accor~ancc 

with the Project Agreement; 

(g) Witl~ut prior consent o[ 11..1.0., the Dorrower [or any other 

authority havinq jurisdj ction shall hi1ve li1ken uny nctioll fOl' the diGsolu­

tion or discstoblishnwnt o[ FAFL or for the susper.f;iol1 of its ':llJcrations; 

(h) A default E,h.lll bave occurred in the performClnc(' of Clny obli.qation 

of the Borrowel' or FA!:'L pur:;uant to any of the Illvc"tmen'.: ii~p:ecm':;llts; 

(i) FAFL shull have bc,come unable to pay its debt!> <1S they Innt:\lre I 

or any action or. proccediWT !:'hall be taken by fo'l\F!" or others \':hcrGby any of 

its property or <1soets shull or may be distributed nmolJg or ndmini~tcrcd for 

the benefi t of i tr: credi ton;; 

(j) Any situation shull have <1riscn which interferes, or thrcntens 

to interfere, with the supply of gas required for the Project in uccordallcc 

with the terms of the Gas Supply l\greemcnt: or 
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(k) FAFL shall have created, acquired or takenov.er 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 financial' condition, the effici~ncy 

of FAFL's management and personnel, the carrying out of the Project; 

Then A.I.D., in addition to the remedies provided hereunder may, at its 

option, give the narrower notice of t:he existence of the default, and, 

unless the Event 'of Defm'. _C is cured \'lithin sixty (60) days from the date 

of such notice; 

(i) such unrepaid Principal and any accrued interest hereunder 

shall be due and payable immed:i.iltcly; and 

(ii) the mTIount of any further disbursements made under then 

outs1..antling irrcvocilble Letters of Credit or ot.hen-lise shall become due 

and payable as soon C1G made. 

SECTION 9.03. Suspcn!;ion of Di!.,bl1t'scm<'nts. In the event that at 

any time: 

(a) 

(b) 

An 

An 

~vent of Default has occurred; 
... 

event occurs that A,!' D. determines to bo an cxtrLlordinilJ.-y 

situation that makes it improbable cithcl- that the purpOfios of the Loan "/ill 

be attained or that: the BorrOVler \'lill be able to perform its obligations 

under this Agreement; or 

(e) Imy diubursement \wuld be in violation of the legir.;lation 

governing A.I.D.; 


Then A .• 1.0. in addition to the remedies provided else\'lhere horcin may at its 


option: 
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(i) Suspend or cancel outstanding commitment documents to the 

extnnt that they nave not been utilized throught the issuance of irre':' 

vocable Letters of Credit or through bank payments made other than under 

in·evocable Letters of Credit.; in which event A. I.D. shall give" notice 

to the Dorrm'ler proJllptly thereafter; 

(ii) Decline to make disburnements other than udner outntanding 

commitment documents; 

(iii) Decline to issue additional COlmnitment documents; and 
" 

(iv) 1\t 1\.1.0. I S expense, direct thtlt title to goods financed 

under the Loan shall be tran~;fcrrcd to 1\.1. D. if the goods are frCJm a 

source outsidG th0 country of Ule Dorro~cr, arc in a deliverable statc 

and have not bcen offloaded in ports of entry of thc country of the 

Dorrowel'. Any disbursement Illude under the LOiln ,,,i th respect to such 

transferrell goods ChillI be deducted from Principal. 

SFCTION 9.0t1. Cance11;')tion by 1I..I.D. Following any suspension 

of disbursements put'!;llunt to Sc!cU.on 9.03, lfthe C;il.1S8 or causes for s~ch 

suspension of disbu:::;':;C::lTlent.s shilll not have been climinLlted or cOlTected 

\',ithin si):ty (GO) dill'S from the date ot suspension, 1I..I.D., may, at its 

option, at any time or times thcJ:(~a[ter, cancel all or any part of the 

Loan that is not then eit.her di~;bursed or subject to irrevocable Let.ters 

of Credit. 

SECTION 9.05. Continuod effectivenoss of lI.greement. Notwithctand­

ing any cancellLltion, Susp(!ll~ion of dh;bur~;ement or accf'leration of rcpay­

ment, the provision!; of this lI.CJreement r.:hilll continue in full force and 

effect until the payment in full of all Principal and any accrued interest 

hereunder •. 

http:Sc!cU.on


SECTION 9.06. 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 terms of this 

Agreement, A. I .0., nohlithstanding the availability or exercise of ·any. 

of the other remedies provided for under this Agreement, may require the 

Borrower to refund such amount in united States dollars to A•. LD. within 

ninety (90) days after receipt of a request therefor. Such amount shall 

be made available first for the cost of goods and services p~ocured for 

the Project hereunder, to the extent justifie~; the r~nainder, if any, 

shall be applied to the installments of Principal in the inverse order of 

their maturity and the amount of the· Loan shall bc reduced by the amount 

of such remainder. Not\.,i thstnnclinl} any other provision in this Ayreement, 

A.I.D. 's right to require fl refund with respect to ,my disbursement under 

the Loan shall continue for five years following t)1C dnte of such dis­

bursement. 

(b) In the evc11t that A. I.D. receives a ·refund from flny con­

tractor, supplier, or banKing institution, or [rom any other third purty 

connected \dth the Lonn, with respect to goods or services finnl1ced under 

the Loan, and such refund relntes to un unreusonable price for goods or 

services thnt were inadequate, A.I.D. s)lall first make such refund available 

for the C()st of goods und !.;crvices procured for the Project hereunder to the 

extent justified, the remainder to be upplied to the im;tallments 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 9.07. Expenses of Collection. All reasonable costs 

incurred by 1'..1.0., other than salaries of its staff, in connection with 

the collection of any refund or in connection 'with amounts due A.I.D. by 

reason of the occurrence of any of tlle events specified in Section 9.02 

may be charged to t.he Borrower and reimbursed to A.I.D. in such mllnncr as 

A.I.D. may specify. 

SECTION 9.08. Non-Woiver of Remedies. No delay in exerci~ing or 

omission to exercise any right, power, or relliedy accruing to 1'..1.0. under 

this Agreement slm.ll be construed as a ",aiver of any of mleh rights, po\'rers 

or remedier.. 

AR1'ICI.E X 

Miscellaneous 

SECTION 10.01. Communications. Imy lloti,cc, requests, docnment 

or othcr cOlmnU',1ication 9ivEm, Jilodc or f3ent by the DorrOHer or 1'..1.0. pursuant 

to this Agreement shall be in \'1riting or by telegram, cable or rndiogrnJn 

and shall be dcemcu.to have been duly given, mude or sent to tllC pnrty to 

\."hieh it is addres~a:u \,.'hen it shall be delivered to Guch party by hand or by 

mail, telegram, cable or radiogram at the following addresses: 

'1'0 nORRomm: 

Mail Address: Economic hffilirG Division 
Ministry of Finnnce, Plnnning and Economic Affairs 
IGlamab~d, Pakistan 

CADLE ADDRESS: 	 ECONOl-HC 
Is;I.nmahad 

http:dcemcu.to
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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 the above upon the giving of notice. 

All notices, requests, communications and documents submitted to A.I.D. 

hereunder shall be in English, except as A.I.D. may otherwise agree in 
~. 

writing. 

SEc'rION 10.02. Representatives. For all purposes relative to 

this Agreement, the Borrower will be represented by the individual holdirlg 

or acting in the office of the Secretary, Economic Affair!.: Division illld 

A.I.D. will be represented by the individual holding or acting in the office 

bf the Director, U.S.A.I.D. Mission to Pakistan. Sue) .Jividual~ shal.l have 

the authority to designate by written 110tice ilddition. .vrosentative!.;. 

In the event of any replacement or other designation o[ a representative 

hereunder, Borrovwr shall submit a statement of the representative I s name 

and specimen signature in form and substallce satisfactory to A.I.D. Until 

receipt bi A.I.D. of written notice of revbcation of the autllority of ilny 

of the duly authorized representCltive of the Borrower designated pursuunt 

to this Section, it may accept the r;ignature of any sllch representative or 

representatives all any instnIDlent us conclusive evidence that any action 

effected by such instrument is duly c1uthorizctl. 

SEC'l'ION 10.03. ~plcmentiltion Letters. A.I.D: may from time to 

time issue Implementation Letters that will prescribe the procedures applicabl (! 

hereunder in conncction with the implcmentation of this Agreement. 



---------------------------
----------------------------

----------------------------
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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 \'lith respect to the Loan, in such form,
. , , 

containing such terms and supported by such legal opinions as A.I.D. may 

reasonable request. 

SECTION 10. 05. Terminat.iO!~on FUp. Pay~nent. Upon payment in 

full of the Principal ilnd of any accrued interest, this Agreeme~t and all 

.obligations of the Borrower and A.I.D. under this' Loan Agre0mcnt shall' 

terminate. 

IN tU'rNESS t'lIIElillOF, the Borrmler Clnd the United States of America, 

each acU.Jlg through itf; re;;pective duly authori2ed representiltivc lwve 

caused thi!; ]lgJ:eem<':nt. to be signet] in their ll"mes and de1ivered as of the 

day and year first above written. 

PRESror:N'l' OF PAKIS'l']'.N 

By:---
Name: 

Title: 

UNl'l'ED S'j'lI'l'ES OF l~t-mlUCA 

By:--------------------------
Name: 

'l'itlc: 




