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Attached for your review are the reccmmendations for
authorization of a loan to the [slamic Republic of
Pakistan in an amount of Forty Million United States
Dollars ($40,000,000) to assist in financing the foreign

exchange costs of goods and services reguired for the
construction of a urea fertilizer plant at Goth Machhi .

This loan proposal is scheduled for consideration by the
Oevelopment Loan Staff Committee on Tuesday, June 24,
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at the meeting or by close of business on that date. If you
are a voting member a pgll sheet has been enclosed for your
responsa.
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PROJECT PAPER

PAKISTAN: FPFAUJI-AGRICO FERTILIZER PROJECT

Borrover:
T ———

Bepeficiary:

Loan Amount:

Loan Terms:

SUMMARY AND RECOMMENDATIONS

The Islamic Republic of Pakistan (GOE or Goverament).

The Gop will relend the proceeds of the A.I.D. loan
to Fauji-Agrico Fertilizer Limited, a new company
to be eatablished in Pakistan under the Companies
Act of 1913. The Company will be 30 percent owned
by the Fauji Foundation of Pakistan and 30 percent
by the Agrico Checmical Company of Tulsa, QOklahoma.
The remaining 40 percent of the company's equity
will be held as follows: 29.L4 percent by the
Pakistani public; 4,0 percent by the International
Finance Corporation (IFC): and 6.6 percent by foreign
investors yet to he identified.

$40,0 million.

To the Government: 40 years, including a lLO-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 Beneficilary: Firm relending agreements are yeu to be negotiated;

it 1s expected the terms will be 15 years,
including a 5-year grace pericd on the repayment
of principal, with intereat at 10% per year,

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

Cost :

estimated foreizn exchange cost (to be financed by
the A.I.D. and other foreign 2xchange loans and
equity). The loeal currency cost of the project
($96.6 million equivalent) will be provided by the
local investors ($43.9 million equivalent in the
form of equity), and local financial institutions,
which are Government controlled ($52.7 million
equivalent in long-term loana).



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

The plant will have an annual rated capacity of
315,000 tons of ammonia and 543,000 tons of urea
or about 244,000 TPY of nitrogen.

T. Background: Increased usage of fertilizer is lmportant in the
GOP's efforts to produce more of the focd required
to feed its growing population. With its shortages
of foreign exchange, and the recant scarcity of
fertilizer in world markets, it is essentisl that
Pakistan use its indigenous natural gas resources
to produce domestically more of its growing
fertilizer needs,

8. Expert-lmport Bank Interest:

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

9. Mission Views: The Mission supports the projlect and recommends
. approval of the loan. The Actiag Mission Director's
Certification pursuant to Section 6ll(e) of the
Foreign Assistance Act of 19€1, as amended, is
attached as Annex 1

10. Statutory flequirement:

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

1ll. Recommendation: That a lcan to the GOP in the amount of $L0.0
2illion be authorized for the purpose and on the
terms and under the conditicns set forth in the
draft Loan Authorization included as Annex 3.

PROJECT CCMMITTEE:

USAID/Pniistan
Chairman Chester 3. Bell, Jr,
Loan Officer Thomas L. Rishot

Engineering Advisor .James C. Caasanos
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Agricultural Advisor Thomas L. Dobbs
Economist Edmund L., Auchter
Capital Projects Advisor Raza Jafar
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Chairman William F, McDonald, NESA/CD
Legal Advisor Charles E. Costello, GC/NESA
Contract Advisor Barry S. Knauf, CM/SD/REV
Engineering Advisor James Cooperman, ENGR/OPNS/TR
Agricultural Advisor John Balis, NESA/TECH

Desk Officer George McCloskey, NESA/SA
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I. INTRODUCTION

1.,01. The Government of Pakistaua has requested an A.I.D. loan of $40.0
million for a fertilizer project estimated to cost $246.7 million,
including $150.1 million {n 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 requirements will come from the following sources:
International 3ank for Reconstruction and Develorment (IRRD),

$50.0 million; Kreditanatalt Fur Wiederaufbau of Federal Republic

of Germany ({FW), $30.0 million; International Finance Corporation,
$3.0 million; and sources yet to be firmly identified $4.9 millionm.
The 396.6 million equivalent local currency requirements will be
provided frum the following sources: Faujl F oundation, $22.2 million
(equity); Pakistan public, $21.7 million (equi+r); and Pakistan

. financial institutionms, 352.7 million (devt).

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

the Fauji-Agrico Fertilizer Limited (FAFL), a new company %o te
established under the laws of Pak.stan to build and operate the
fertilizer plant., The plant, with a rated capacity or S43,000 tons
per year (TPY) of urea, or about 2uL,000 TPY or Ni:rogcn,i along
with other planned fertilizer projects, will increase Pakistan's
altrogen manufacturing capacity by 231% to approximately 1.0 million
autrient tons by 1982, The plant will be built at Goth Machhi in
the Punjab Province, about 30 miles frcm the Sind/Punjab border and
about 375 miles northeast of Xarachi. The site will have rail and
road transport ccunection to all important agricultural areas of the
country. It «ill use natural gas from the anearby Marl zas field as
feedstock 1nd fuel.

1.03. The purpcse of the construction of the facility {3 to increase
dozestic preduction of urea (on an efficient tasis) {n juanticies
wdequate %0 reduce present dependence on costly and undependable
iopor<a., Dluring the past 18 xontns the world FOB price of urea has
twen a3 high as 3L0Q/ton and as low as 35170/ten. A corollary a?
reduced dependence cn impor<ts i3 a reduced for=ign exchange reguire-
zent., Suring l375 Pakistan expects %0 spend over 35100 =illisn 2ar
{zported fertilizer. Continued depandence on {mported supplies will
threeten the atlainzent of the GOP's agricultural targets Zor 2akistan.
The goal of reducing this dependence {s the availability of fertilizer
2n 4 rellable basia, and at a rensonably degendable price. This

{3 necessary .2 advance planning and budgeting {3 to be dcne by

the joverzzent and bty (ndividual farmers. Soall farmers ia particular,
vno can add %o praductivity by converting their lands %o zore modern

L] -
2/ Uran iaa 4 nutrient conteat of bE=0-0 L.e,, 467 percent of the
sroduct's waignt L3 nitrogen.
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larming practices, do not have the flaunciul cuchion Lo peemil Livem
to commit themselves to a course of action in the face of (luctuanting
supplies and prices. Also, Pakistan's full potential for multiple
cropping cannoct be realized vithout timely and reliable supplies of
fertilizer. The logical framework i3 attached as Annex 24,

1.0k, This project has as {ts target groups the farmers of Pakistan,
particularly the smaller ones, and (in turn) consumers of agricultural
ponducts, I fertilizer and other inputs are short, large farmers,
with more rapita] and complimentary resources at their command,

have the greateat access to those supplies, Only with reasonably
large supplies in the econcmy can small farmers have assured access

to key inputs.

1.05., Pakistan has been a fertilizer Importer since cheaical
fertilizers vere first introduced into the country in the =arly
1950's. The recent increase in world fertilizer prices and the GOP's
dcmestic foodgrain producticn targets have combined to make this
project of the highest priority for the GOP. This priority is mani-
fested in the favorable terms the GOP has granted to the prolact
pramoters iz order to induce them to go forward with the praject,
These terms iznclude: approval in principle of a Technical Assistance
Agreenint and a Xnow-hcw Agreement between the lcocal ccmpany and the
U.S. investors, (the Xnow-how Agreement provides for the payment of
$1.5 millicn after completion of the project and 51.00 per ton of
urea for a period of ten years after production begins); relief frem
import duties; and a guaranteed minimum rate of return on investor's
equity, subject only to satisfactory production. The GOP's sanction
letters dated April 9, May 6 and May 14, 1975, give the details

under Zhich the GOP has approved this project and are provided as
Annex 4,

II, AGRICULTURE IN PAXISTAN

A. Bac ound

2,01, Agriculture is the most {mportant sector {n Pakistan and the
largest single contributor to the national {nccme, accounting at
present for about 38% of the Gross Domestic Product (GDP) and 407 of
export earnings, [t alio directly or indirectly provides work Zaor
gome 70% of the entire labor force. Curreat annual {ncreases o¢
approximately 3% in population and 5.3% {n GDP, plus a natiornal policy
to {mprove living atandards further exzphaaize the reliance of the
country on a healthy and expanding agricultural iaector.

2.02. Duripg the mid-1950'a, all four provinces - Punjab, Sind,
Baluchistan and the Northweat Frontier Proviace (NWFP), - changed from
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& condition of food exporting to food importing due to an increasing
population'and insufficient attention being given to agriculture.

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

2.03. To achieve higher agricultural production, the Government has
endeavored to increase the availability orf major inputs such as
fertilizer, water, improved seeds and pesticides, farm credit and
technicni information. The private sector has also assisted in making
available nore rfertilizers and other inputs. In the main faraing
areas, there are extensive irrigation sSystems, i1ncluding 10,000 miles
of cenals aund over 100,000 tubewells. Out of a total cultivated ares
in Pakistan or about 45 million acres, 33 million or T73% have some
access to irrigation vater. Fertilizer use increased from 70,000
nutrient tons in 1966 to over 400,000 nutrient zons in 1974, with
imports in 1974 of about 100,000 nutrient tons or 25% or consumption.

3. Current Situation

2.0Lb. In the 1974 Crop year, even though 1.06 million acres of cotton,
470,000 acres or rice and 150,000 acres of sugarcane were completely
destroyed by the Avgust 1973 rloods, total agricultural production
increased by 2,1 percent. Wheat preduction in 1974 benefited indirectly
from the flccds since gcme or the acreage on which sumcer crops nad
been destroyed was subsequently planted in wheat, crcduction of which
rose to 7.5 aillion tecans, Jurpassing the record level ¢f the previous
sear. Jutput or crops on land not damaged by rlocds also henerfitedi
from the fact that water supplies wvere 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 1375, due to the poorest rains and irrigation watsr supply
conditicns in nany years, total production i3 expected to declipe.
River flows luring last summer (1975 crop season) were the lowest

in the past 90 years and {rrization canal supplies, except during the
short period of release of Tarbela water, have been L0-50% of normal.
The wheat areas are less than average because or the low canal ?lows
{n the i{rrigated .racts during planting time, and the lateness of the
fall raing i:. the non~irrigated areas. BSecause of early shortages

of {rrigation wvater, farmers alio put less than normal fertilizer on
their wneat at planting. With adequate rainfall in Decembier, January

Al Feoreunry and o tempornry 12,5% reductlon in fertilizer prices,
draiunry Pert Ui cer snlen vere up L50% and apparently top dregaing of
whenl wius hienvier Lthan noemal. Ay a result, production of wheut L3

tikely Lo drop Ly only some G=7% from the 7.5 million tons last year
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to ubout 7.lL million tons this year. Duc to peuta nnd wiler shortages
during the 1974 summer season, cotton productlon is expcceted to be
approximately L% less than 19TL. Sugarcane yields in the Sind have
dropped considerably due to lack 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 au anticipated drop in sugar production by 20% or more,
frem 590,000 tons to 450-480,000 tons.

2,06, Agricultural prospects for the 1976 ~rop year depead heavily

on canal water availability this spring and summer, and adequate rains
next fall, on Governmant of Pakistan policies, and on the lumplezentaticn
of programs to increase production. I repairs on the large Tarhela
dam are completed in June, as scheduled, and the dam {3 able to £i1l
during the swrmer months, and water allocations are made promptly,

the additicral wvater wvill be adequate to increase averugs canul flows

by 15-25% depending on the pattern of storage and release during the
winter crop reason. Given good weather, production of zajor crops

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

2.07. An agriszultural growth rate of 5% or more per year can probably
be sustained over the next decade L2 the price distortions and
sub3idies that now sometimes discourage production are reduced, and
12 reascnable progreas i3 zade iz planning and (=2pl2menting agri-
cultural and rural development programs. In additicn to addizg to
winter water supplies, the Tarbela dam will help eansure the adequacy
of water in the early spring for planting and ia the late suzmer

and early autumn for crop development. Due to the flood contral
function of the dam, it {3 estimated that one aillion acres >f
previously seasonally flocded land will be able to be ¢ tivated with
little or no risk of flooding. Scme additional areas zay also de
brought under cultivatics, althcugh the larger parw of the water will
be used %o i‘ncrease intensity of cultivation cn presently cropped
lands. The oumber of <ubewells i3 growing 2t nearly 10% per year and
plans are Seing zade for reducing or eliminating wvater logging and
saliaizy conditicns over large arseas.

2.08. The aupply of lccally produced fertilizers i3 expected %o i{ncrease
from =he approxizmately 300,000 nutrieat tons produced im Ll374% <o over

1.0 aillion autrient <cns by 1982, loveriag it3 sconcmic cost and
assuring wdequate suppliea, Gr ving avareness of the iaportance of
addi-ional and timely applicaticns of pesticides will presuzably

result {n attedtion to this problem. Applicaticn of pesticides %o
pravent crop lossea Jue to peats la critical [n increasing yields

of some crops, particularly cotton. When the risk of crop loas due

to pesta (3 reduced and assuming adequate vater (s avallable, farmers

are lixely %o uae zore fertilizers.
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2.09. An example of both the added difficulties crested by inter-
national inflation and the interrelation of input and outoput prices
and subsidies is provided by Government efforts to reduce fartilizer
subsidies and gradually move other agricultural vrices 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. TS5 per bag ($151.5 per ton).

The international price of urea, however, has risen since September
1972 from about $100 to a high several months ago of over 3400 per
ton. World market prices have dropped in May 1975 to below $200

OB Gulr ports. Since September of 1972, the GOP's Srocurement

price or wheat has been increased by 118% (on the basis of Rs. 37 per
maund - $103 per ton - for wheat harvested in April 1975). Domestic
farm-gate prices for cotton, paddy and sugarcane have risen respectively
by L0%, 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 oa wheat from 4:1 to 3:1. This ratio has
fallen from 8:1 to 3.7:1 for cotton, from 3:1 to L.5:1 for paddy rice,
and from 9:1 to 6.5:1 for sugarcane, =

2,10, Wheat prices to farmers are held artifically low by Govermmnent
procurement prices and subsidized sales to consumers ¢ rough ration
shops and policies that restrict the private. sale and movement of
food grains, Prices puid to farmers for rice and 2ot%on ars held
down botl by axport duties and by the prices paid by the Government
export zoncpnlies Jor <hese crops. ?Prices or sugarcane and sugoar
have 1130 been legally controlled, but at price lavels that weare at
or near wvorld market levels, until the abnormal increscas in sugar
pricr . ~hat begau in 1ST4. As of mid-May 1975 sugar retails at Just
under 20 cents per pound or slightly above the U.S. Suture market
price. The more than doubling of the gprocuremeut price orf wheat
between the 1972 and 1975 crops, however, has now brought the orice
to just over 3100 per %on (about 3103) compared to the April cash
price n the Chicago Cemmodity Ixchange of about 3130 per ton(33.60/bu.).
The price paid to aillers for coarse mil'ad rice sn Goverament pProcuree
2eat for 1J75 ranges Irom about S100 for IRR-3 to about 3110 “or

IRRI-o, one-third (%3 most recent export price. The price received

by larmers for paddy probably is half <hat amount. Milled basmati

{3 procur=d at J32.40 from millers., The Government {5 attexpting %o sup=-
port the Icmestic price of seed cotton at about 80 rupees per maund,

or approxizately 29 cents per pound of lint. Other agricultural prices
are not controlled ddrectly, but rather there are bans on their axport
(ment, fruic, vegetablea), Other crops are sold at relatively

free dcaestic zarket prices., This results in cert.in anomalles such

3 “he price of graln teing about 20% higher than the market price of
vhent and <he price of nalze .lng above that of wheat.

a

Y
X/ daged on FAQ/GOP s01l fertility srials and agriculturnl research
atation resulty outlined {(n I3ZRD Report 3T3-PAK, Multan Fartil{zer ractory.
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2.11., The 163% increase in fertilizer prices in the last 4 sears

has raised urea and DAP prices to about $150 per ton. While below
current world market prices, these prices are above world markct
prices ol three yeurs ago, World market fertilizor prices may not
relurn Lo previous levels, but they are currently moving closer to
lukistan's current prices, While domestic fertilizer prices may also
need to be increased i{n the future, it appears that these increases
should follow, rather than precede, further iacreases ina orices

paid to farmers for their wheat, rice and cotton.

C. Future Potential

2,12, Pakistan has considerable potential for increased production.
It has the largest integrated irrigation system in the world, with
some 140 million acre feet of wvater, and irrigation control over

33 million acres. In additicz, it has over 100,000 tubewells. The
climate over a large area {3 suitable for double or even tripla
cropping. While it is unduly optimistic to expect the Pakistanis

in the short-run to use levels of technology now used in the uv.s.,
even if thesc factors are discounted by 50%, groduction of sugar, rice,
wheat and cotton could be substantially expanded., (See Table 1.)
Actual on-farm experience indicates that similar rasults arse Dogsible
in Pakistan. Ic 203t cases they require better levelling of land

and better water management than at present and, of course, good

seed and adequate fertilizer are essential ingredients.
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Table 1
Land and Water Productivity

Principal Crops in Pakistan and Selected U,S, States

Acreage Pakistan
(Millions)

Production
(Millions)

Yield (MT/Ac.) Pak.

Yield U.S. (MT/Ac.)
Usa

Approximate acreage

required to produce Pak.

crop under designated
U.S. state conditions

(Millions)

Estimated total water

required

Estimated total acreage

required

Sugar
Milled (Crystal
Rice Wheat  _Equiv.)
3.7 11.4 1.4
2.4 MT 6.5 MT 1.6 MT
.65 .57 R TA
1.75 2.40 10.06%
(Calif,) (Ariz.) (Hawaii)
1.42/ 2.7%/ 3%/

12,7 million acre feet

/ 18-month crop in Hawail
/ 3 ft. of Irrigation Water (4.2 MAF)
/ 1.5 fc. of Irrigation Water (4.0 MAF)

5.9 millinn acres

/ 5 fr. of Ircigation Water (1.5 MAF)
5/ 2 ft. of Irrigation Water (3 MAF)

Cotton
Lint

4.5

0.15

0.43
(Ariz.)

1.521



III. FERTILIZER DEMAND, MARKETING AND DU'TRIBUTION

A. Past Fertilizer Use in Pakistan

3.01. Since chemical fertilizer was first iatroduced Lolo P'nkisteu,
the consumption of nitrogen fertilizer has greatly exceeded domestic
production. Although the GOP is attempting to correct this inbalance,
consumption is projected to continue to exceed dciestic production
until 1979, due to the long lead time required to oring new domestic
fertilizer plants into production,

TABLE 2

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

ceemccacans Nitrogen (N)e=ecee ccccece--- Phosphorus (PpOg}----
- Apparent Apparent

Year—~ 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 38.56 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  344.0 215.0 126.0 37.2 5.0 32.2
1973  386.0 254.0 132.0 48.7 8.0 40.7
1974 357.0 300.0 87.0 56.0 4,0 52.0

v July | to June 30.

8. Projectad Demdna

3.02, Projectiona of nitrogen and phoaphate ferti{l!zer demand are
shown below {a Table 3. It i3 assumed that phosphate demand will grow
more rapidly over the next 5 years than will nitrogen demand, since
there {3 currently such an imbalance in the use of theass two products
in Palidstan, The Government (3 determined to rectify thia {mbalance,
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fertilizer consumption in 1976. Pakistan has targeted a S-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
540,000 nutrient tons of aitrogen will need to be applied in 1976
and more than 600,000 tons in 197T.

3.04, Nitrogen fertilizer demand projectious shown in Table 3 above
reflect this assumed jump in sales over the next two years. Pakistan's
Working Papers for the 1975-80 plan period (which do mot, at this
tine, 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 toms of nitrogen
fertilizer were to be used in 1980, compared with the actual 386,000
tons used in 1973, this would imply a 12% compound annual growth rate
over the 6 year period. This rate of growth, while substantial, is
certainly attainable with a sound set of fertilizer and crop pricing,
distribution, and credit policies. It should be noted that these
figures fit within the range considered reasonable by the two private
sector urea producers in Pakistan and are very close to the demand
projections contained in the draft TVA study. Py

3.05 In fact, a number of al*ernative projections of fertilizer demand
have been zmade through 1980 in various official and non-official
reports. An October 197h study by Esso_presented "low,” aedium" and
"high" estimutes of fertilizer demand. 2/ The medium esatimate for
calendar year 1980 was 692,000 nutrient tons of nitrogen. A study by
the GOP's ministry of Industries-7lso contained projections of
fertilizer demand through 1980, Although more than one set of
estimates was presented in this report, the zore conservative set,

and the one given most credence, showed 1980 nitrogen fertilizer demand
of 810,000 autrient tons. Given this range of estimates, the 750,000
gutrient ton target used in the COP's Working Papers for the Fifth Plan
period (the figure used in this paper) secems reasonable.

3,06, It i3 recognized that the foregoing prolections of Jjemand and

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

of urea durina the first years of production of NFC's Mirpur Mathelo
project and the Fauji-Agrico project, before lemand again exceeds
domestic producticns. No difficulty is expected {n disposing of any

such surplus in the world market, Since natural gas i3 gow substantially
cheaper than other “eesdstocks for the production of nitrogen fertilizer,

L/ Tennesnes Valley Authority,’An Appraisal of the Fertilizer Market
and Trends {n Asia", Muscle Shoals, Alabama, April 4, 1975 (Draft).

2/ zaso Pakistan Fertillizer Company, Limited, "Pakistan Nitrogen
Demand Forecact Study", Xarachi, Qctober 197k,

kY Ministry of I[ndustries, Government of Pakistan, "Requirements and
Production of Nitrogenous and Phoasphatic Fer<ilizers in the Years L9TL=T$
and L0T)=d0" ) Qepors of Committee Set up by the Fertili:ier Board,

Veptembor LoTh,
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Pakistan should be uble to export wresm ab prices Lot conpelilve

and profitable. India would be the naturnl merket siven Lhe expenctend
szortfall in Indis betveen nitrogen Certilizer praductivn anb Jdemd,
This, of course, assumes the continuation of improving commorcinl
relations between India and Pakistan.

C. Distribution System

3.07. Priovr to mid-13573 Zertilizer 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 thereaftar
three of the four provinces proceeded to reorganize their distribution
systems in such a way that public agencies in these provinces now

play the dominart role. The Sind set up the Sind Agricultural Supplies
Corporation (SASC) which began operations in August 1973; the Punjab
followed creating the 2unj«d agricultural Development and Supply
Corporation (PADSC). Both agencies were charged with responsibility
for wholesale and retail trade and ror operating fertilizer storage
depots. In Baluchistan, fertilizer distribution was turned over to

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

Table 4

Public and Private Sector Fertilizer Marketing

% of National Share Markected hy:
Province Consumot .on Public Sector Srivate Sector
Punjab 67.0% 83% 17
Sind 22.5% SL% L6%
NWFP 9.0% 23% T7%
Baluchistan 1.5% 55% L5y
Pakistan 100. 0% T0% 30%

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

3.06. lNote that almost 90 percent of Pakistan's fertilizer is consumed
in the Punjab and 5ind, therefore, the performances of PADSC and SASC

{3 obviously of critical importance to the perforzance of the entire
marketing system {n Pak{stan. A more detailed discussion of =he
revised fertilizer distribution system with a preliainary assesszent

{3 contained {n Annex T.
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4,0k, Fauji's fiscal year-end is September 30. The foundation's 1973
and 1974 audited balance sheets and profit and loss statements are
presented {n Annex 15, At September 30, 197L, the Foundation's invest-
dent vas R3. 264,3 million ($26.4 million equivalent), current assets
vere Rs. 1083.2 million and the current ratio was 1.l:1. The Foundation's
noncurrent Aassets include a time deposit in the amount of Rs., 117.9
million vhizh has been reserved to cover Fauji's initial equity contri-
bution. This amount, along with the projected profits from the
Foundation's operations (see Annex 13) and borrowings will be adequate
to cover the funds required to meet its total equity contribution.

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

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

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

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

R3. 1C00.9 aillfon to cover its equity contribution, the Foundation's
debt/equity ratio would be approxizmately 1.6:1. This i3 certainly

well wvithin tne bourds of sound flnancial zanagement. For ccmparison
purposes the lebt equity ratio orf FAFL {3 expected to de 2.33:)

after cczplenion of the project, i.e., before any profits are generated.
Table p teliv presents a summary of the Foundation's Zinancial situation
durizng the past 5 years. Projecticns for the next 5 years are contained
{n Acnex 13,

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

1970 1971 1972 1973 1974
Capita! CZaployed 1/ 135.60 141,19 276.56 165,59 “13,06
Foundation's Investmenc—= 116,04 130,16 160,59 215,19 264,29
Long-tarm loans 19.56 11.23 115,97 150,37 148,17
Debr-Equicy Rario 0.31:1 0.2 1,100 IR S L1dn
Net Fixed Assecs 35.35 3,2l int,35) g, ) 272,96
Tocal Azdety 152,00 1lnl,d0 317,90 Wil h) 79,87
Hat dalea 16,30 119,80 210,940 g, 4 waiB., Wl
Nat Profiza 12,8 15,350 13,10 el *5.69

L Adiuatments due consoalidation of accwunts nat shovn,
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C. ¢o .Chemic Co

4,05. Agrico Chemical Company is a division of the Williams Companies.
The Williams Companies plans, designs, engineers and builds long-
distance pipelines and related facilities abroad, operates a products
pipeline demestically, and more recently has diversified into steel
varehousing, LP-gas retailing and the production and distribution of
fertilizers, Ia 1974 fertilizer sales accounted for 45% of total
revenues aad 6L% of gross operating profits. The size and growing
importaace of Agrico-s financial coatribution in the Williams Companies
can be seen in Annex li, a suxmary of which is shown in Table 7 below:

Table 7T
The Williams Companies

in § Millions)

1971 1972 1973 1974
Tocal Ravenuas 412.4 577.9 744,1 9913.4
Operating Earnings 89,7 90.6 115.4 218.0
Nat Income 30.8 38.0 48,4 95.6

Agrico Chemical Company

Ravenuas 50.5 205.4 312.0 461.8
Operacting Earnings 3.7 17.7 37.5 139.9
Tocal Assecs 36.0 162.6 205.6 494.0
Employeas 653 2,918 2,602 ), 025

4,06, The Willtams Companies becaze a leader {n the cheaical fertilizer
Susiness as a result of (%3 lease and furchase of zost of the Gulf Otl
Corporation's agricultural chemicals activities !a April 1971, and (zs
Pebruary ., 1972, acquiaition of Continental 04l Ccmpany's plant foods
divialen Ln the United States and cazada, A nev subsidiary, @i{lizhemco,
lac., vas formed 0 operate the Cul’ facilictles. Shortly af<ar the
acquisliticn of Contizental's plant foods divisicn, the name Agrico

vas aloptel Tor all 3f the Company's cheatcal fer<tlizer activities,

{20 i3 ncv cne of the leadingd shemtoal ferwillzer producers in the
United itales az! a salor facter i the verld zarketplace., Agrico
RAnUTACIUres and 2arxats nitrogen, phosphate and :ozmpound fertilizers;
2A00T exlating nitroden facilities are licated in Jlywneville,

Arxanaaa; “aca%ina, Wulslana} and Verdigria, Jiklahcza, and have an
iaataliad capacily in exzess of & atlllon %ons 0f anktydrous ammcnia
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5,03, A power generating capacity for the project and the orfsites
{3 i{ncluded in the capital costs and will be included in <he .otal
project design. It is expected that the power will be generated by
using gas turbines. Also included will be an emergency diesel
generator which, in the event of a failure of the main generation
units, will provide necessary power for an orderly shut-icwvn or the
facilities ard meet minimum lighting and security requirements. OJther
egsential utilities to be desizned and included as {ntegral jarty

of thewmtal sroject include a cooling water system, 2 vater tresatnent
system, and 1 steam generation system. 'Water for the plant vwill come
from an irrigation canal, except for about three wveeks per year Whea
the canals will be closed for aecessary maintenance. Duripg this
period tubewells will be used to provide the necessary vater. A
detailed discussion of water is contaized in Annex 10.

C. Swplovieat, Training and Cverational Asgsiscance:

5,04, It {3 estimated that the project will provide direct employment
for about 1,200 persons; of this nuaber approxizately half vill be

gey technical, maintenance and operaticnal personzel. Re"-u.tmen.,
for the project, of this large number of qualill tersons will, %o a
large axtent, be the responsibilizy of .“e zalor Pakistani sarzer,
che Fau!!l Toundaticn. As discussed {n lection IV, -muu- cursently nas
sight izdustrial plants i{a cperation vith a cumulative rayroll of

over 13,000 perscns, Cue %0 the rapid expansion 2f iczestic ferwilizer
sroducticn curreatly going om in Pakistan, it i3 upnlikely that zany o}y
she new recrui<s will have any exverience of training in ~he 3pecillc
Jobs for which shey will be hired., Therefore, training 3! zey rersonnel
$0 meet %ne 3pecific requirements 3f the project vill te essential

%0 the =2arly success a’ the project. It i3 expected that the U.J,

sarsaer, Agrico Chemical Company “ill design and superviie tie averall
:rn~“-ag progran Since the GCP'3 sancnicn letter for whnis gprolecs
2pecif: ~nat ’nc return dn laveated aquity L3 wisd %o predetarained
rates or aroducszion, Lt i3 (o Agrico's finapc -l iznterest <o losure
what che p.ant hag a vell trafned and affic{ - szarf?,

5.05, The Technical 1isals’ « and “now-how Adreesme 3, which will Te
exhidizs D and 7 to the Agr:i . -Fawll Participaticn Agreezents, ctllgate
Agrico, for a 1tated fee, to provide the vechnical (nforzaticn and
specific ancw-novw required o aperate a fer<ilizer plant 22 =hl»
nature., On %he basis 3¢ Agrico's past experience in fersillizer »ro-
duction, both in the U,3. acd abroad, 1: t3 axpected “hat TAFL vill
Nave accesa %0 1.l She lateat technical {aformaticn., Ali0 13 2
sondition af Areisle VII, parevgraph T.Jl(n) of =he iraft Partizizaz.on
Agreement, Agrico vill ncatrnate, sublect %o Faull approval, iadiviluals
%o £111 tne folloving posittons: (a) leputy Managing Uirector, "5,
Jirector ¢ Sperasicna; {2) Ceputy Jirmctor of Finance; [t Jeputy
direactor af Adaitniatration; and {(a) Director of “Yarxeting, Whil
specific tadividuals nave not yet bean itdentified by Agrizo %o il
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VI. CAPITAL COSTS AND FINANCING PLAN

A. Capnital Costs

6.01. The total project cost is estimated at $246.7 million including
$150.1 millior in foreign exchange costs. Field work on this estimate
vas completed in May 1975 by James Chemical Engineering Ccmpany, a
leading engineering firm in the fertilizer industry. T™-e estimate i3
based on current price levels and includes an escalation factor or
22.5% for both forsigr =xchange and local currency costs. Additionally,
10% of both foreign and local erscted plant costs have been provided

a3 contingency, A summary of the capital costs is shown in Table 8

on the following page.

5.02. We have reviewed the Capital Cost estimate and consider it
reagonably firm for purposes or Section 611 of the FAA.

6.03. The batterylimit costs of the ammonia and urea plants, excluding
escalation, are in Une with costs of simjlar 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 the present level or possibly decline, and much

ol the equipment will be jrocured in the early stages of the project.

.04, Included in the offsite estimate are storage facilities for
60,000 MT of ures (equal to 35 days of production), housing for 452
employees and their families, a bagging unit capable of bagging

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

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

with assistance from Faujli's technical staff and reviewed by the USAID
Mission.

6.05. Duties, izmport license fees and stanp taxes are the rates
agreed to by FAFL and the Govermment. Freight rates are based on the
rates in effect earlier this year, which are higher than current
rates, and take i{nto comsideration A.I.D.'s shipping rules,

6.06. Pre-production expenses include costs incurred, or to be
incurred, by Fauji and Agrico in organizing the new corporatien,
outside studies (e.g. the James cost eatizate) and i{nitiation of its
aarketing progran.

6.07. The i{nitial working capital provides sufficient funda o allow
the company to aaintain adequate current isiets and reasonable {nventory
levels, The {nterest during construction, estimated at 3$37.3 million
(or 15% of =he total project cost), reflect3s the cost of money torroved
during the construction phase—at the current market rates as described
{a Apnex 14d.



Tutal Equipment

Otlicr Matertals
Spares, Chea, Cot.

Eugin. Purchasing Fee

Supervistion®

Total

Construction, Mater{ala,
Fleld Office, Overhead

Field Labor

iraining

Sub Total

Pre production Expense
Technical Assistance + 1,500
Lonstructica Equipment
Fredghe

Subr Total

Cantingency (102)
sSub Toral

buties and Import Licenses and Stam

Working Capitral
Interest During Construction
Totasl Cost

TABLE 8

FAUJI AGRICO FERTILIZER LTD.
SUMMARY CAPITAL COSTS

($M)
AMMONTA UREA OFFSITES TOTAL

LOCAL FOREICN TOTAL LOCAL. FOREIGN TOTAL LOCAL FOREIGH TOTAL LOCAL FOREIGN TOTAL
19,182 11,948 33,886 65,916

10,521 4,716 24,576 39,813

5,700 5,250 10,630 21,600

1,900 1,350 3,000 6,250

37,1303 23,264 72,112 132,679

1,550 900 2,817 5,267

3,078 2,313 4,200 9,591

900 . 900 900 2,700

6,000 36,812

P Tax (1 MM + 2X C&F Value:

42,831 4,410 22,967 22,377 37,391 42,638 80,029

27 193 MM)

47,801 102,436 150,237

1,000 1,630 2,630

4,000 4,000

1,000 7,400 8,400

4,000 7,007 11,607
53,801 123,073 176,874
5,380 12,307 17,687
59,181 135,380 194,561
7,422 7,422

4,000 2,942 6,942

26,013 11,802 37,815

96,616 150,124 246,740

T 9fna



3, Tipancins Plan

6.08., The provosed rlaancing plin (Unble 9 below) id baged on oo el
equity ratio of TU/30 and the fact that both the Fanfl Foundabion

Agrico Chemical Compazy will each own 30% of the total cquity.

TABLE 9

Financing Plan
($ millions)

Equity Local Currency Foreign Exchange Tocal A
Fauji ' 22.2 - 22.2 9.3
Agrico - 22.2 22.2 9.
IFC - 3.0 3'0 loé
Foreign - 4.9 2t.3 3.8
Public 21.7 - 74.0 35*5

Sub-Total 43.9 30.1 . .
Dabt

50.0 50.0 20.3

:igb 40,0 40.0 16.2
KFW 30.0 30.0 12.2
Local Insti-

tucions 32,7 - 52,7 21,3

Sub-Total 52,7 120,0 172.1 19,0
Total 96.6 150.1 246.7 100.0

6.09. The 34,9 aillion foreign exchange equity {nveatment not (dentified
reflects a gep caused by a recent ITC decision %o reduce {ts {nvest=
ment frcm $8.0 aillion to $3.0 aillion. To £{l11 tshis gap, the GOP

has tentatively identifled several pcssible sources but has zot yat
completed 1iscussions with the parties. To assure the lenders <hat
the project vould have adequate funding, the GOP has, L2 L3 Lettar
of Application for the A.I.D. lLoan (Anzex 17), =ade an unqualified
statement that if the unidentified funding {3 not provided in a timely
aaarer the QP will undertake to zake the required amounts available
to the project Irom (3 ovn resources, The !dentify and commitzent

of these Zunds i3 a Condition Precedent to Disbursexent (see 3ection
4.01(c) of the Loan Agreemeat, Aanex 25).

6.10. Pakistani financing ‘astitutions will undervrita She 321.7
aillion equivalent in lccal currency equity and will previde the
$52.7 atllion {n local currency debt. During May 1975, A.I.D. zet
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with the financial institutions to discuss the prsogects of raising
these funds and to ascertain the likely terms and conditions on which
the local currency would be made available. As a result of these
meetings we are satisfied that it will be possible %o raise the reaquired
local currency funds; however, it should be noted that the funds will
be expensive and the Govermment may have to make scme special arrange-
zments to iasure that the funds will be available. The Goverament
recognizes this potential problem 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
sumary of A.I.D.'s meetings with the Pakistan rfinancial institutions
is contained in Annex 18.

VII. FINANCTAL ANALYSIS

A. Philosoghz

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. Privace sector producers, therefore, do not have {ndependent
control over the profits they earn; and to a large extent the annual return
on invested capital depends on GOP decisions. To dacte, the factory gate
price for fertili{zer manufacturers, including the two private sector plants,
are set on a case~by-case basis designed to allow a reasonable recurn of
investment,

7.02 for this project the GOP and FAFL have agreed to a set of condi-
tions designed to protect each party for the possible abuses inherent in a
controlled economy. These conditions are detailed in the GOP's "Sanction
Letter"” attached as Annex 4, The pertinent condition is that the equicty
investors will be allowed a 20 percent return on their fuvestment once the
plant is complete and operating at 657 of raced capacily during the first
12 months of commercial oparations, 85% during the next 12 months, and 907
thereafcter, Ex-factory prices of urea produced by FAFL wi{ll therecfore be
set at a level to allow this recurn, and will be adjusted periodically for
changes {a production costs over which FAFL cannot control,

7.03 Based on the ostimated capital and production costs the ex-faccory
price of urea, for the FAFL project, will be as follows:



FAFL Projected Ex-Fuctorv UREA Pricoes

Year : er MT Year $_per Mt
1979 256 1984 176
1980 217 1985 171
1981 191 1986 168
1982 184 1987 164
1983 180 1988 160

While chese prices are higher than prices currencly paid domescic producers
they are in line with projected prices for all new plants now being con-
structed. For example, the IFFCO urea fertilizer expansion project, which
i{s similar to the FAFL project, projects an ex-factory urea price of
$193,00 MT to allow a 10.3% financial rate of recurn-/. We, however,
caution that the price projections are estimates and will only be determined
once the plant is built and actual capital and operating costs are known.’
For example, a saving in the capital cost, a quicker conscruccion schedule
or a reduction in interest rates will reduce the cix-factor price; and
correspondingly an increase in costs or time will increase the price. Wa
beliave, however, that the assumptions used in these projections are
conservative,

1/ See IBRD Report No. 591-IN, Appraisal of I[FFCO Fertilizer Project=
India, December 9, 1974, .

B. Production Costs

7.04 Tha production cost structure at 90% capacity utilization is
sumnarized below:

Table 10-A
Cost Per Ton of Urea

Variable Coacts:

Natural Gas (feed and fuel) $13.08
Power 2.66
Water (make up, boiler and cooling) 2.45
Catalyscs and chemicals .61
Bags and bagging 6.95
Commissions (Agrico) 1,00
Sub-total ) 26,73

Fixed Co ts Excluding Deprectiation:
Operacing ‘abor 1.41
Maintenance and macaerials 7.98
Supervision and control 2.25
Insurance 2,03
Sub-Tocal 13.69
Depreciation 40,49

Cost of production 220!22
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7.05 The cost structure of the natural gas is presented in Annex 9.
The current wellhead price to users (transmission companies) is Rs, 2.00
per MSCF (not including transmission costs or development surcharges).
This includes 1.60 per MSCF in excise tax. The owners of the Mari gas
field have presented the GOP with a number of inter-related requests, one of
which is an increase from the Rs. 0.40 that they now receive per MSCF to
Rs. 1.13 per MSCF. Action on this package proposal by the Government is
not expected for several months., Even if the GOP approves the gas price
increase to the producer, it should be noted that they do not necessarily
have to pass all the increase on to the users since Lt could concurrently
reduce the excise tax. The financial projections and analyses assume a
gas cost of Rs., 2.73 MSCF thereby allowing for the possibility of the Mari
gas field owners receiving the full increase requested.

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

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

will be available to FAFL.

7.07 ‘Depreciation is based on the straightline method using a l2-year
planc life wich a 10% salvage value; and maintenance and materials is
agsumed to be 4% per annum of plant cost, Both assumptions are acceptable.

C. Other Costs

7.08 In addition to the costs of production shown in Table 10-A, FAFL
will need to pay intarest on its borrowed money, an additional fixed cost,
but one chat decreases as the debt {3 repaid. For projections FAFL has
assumed that Lits foreign exchange loans will average lO7 per anpum and

local currency loans will average 13,57 per annum. As of this date, nego-~
tiacions have aot yet bheen completed and the exact {nterest rates determined;
but they are in line with the current cost of money., Annex '8 describes

the cost structura of local currency borrowing in Pakistan. Using these
races cthe i{nterest cost per ton of urea produced is $37.0l {n the firsc full
year of operations,

7.09 The two other costs are income taxes and the contribution to the
Workers' Parcicipatior .nd (a forced profit sharing fund). 3oth are com-
puted as a percentage oc profita. The present cax race {n Pakiszan {s 519
and the contribution to the Workers' Participation Fund (s 7.

7.10 Using cthe preceding "Other Coscts" che final cost struczure of a
metric ton of ucea, at 907 capacity i{n the full operating year (3 as
follows:



'26.

Cosc Per Ton of Urea

Cost of Production from Tablae 11 $ 80.9)
Interesat 31,08
112.01

Income tax 37.01
Workers' Participacioa Fund 4,91
Profit 30,26
Factory Costc $184.19
L

D. Financial Stacementcs

7.11 Using the preceding assumpcions, Aasnexes 20 through 22 show the
FAFL's projected Balance Sheets, In:come Stataewents and Source and Applica-
tion of Funds Statements for the l2-year period. In sucmary, the company
starts with a 70:30 debc:equity ractic in the firsc year of operation

which reduces to 59:41 ac the end of the fourth year and to 50:350 ac the
sixth year. Nec f{acoms {3 projected to be 39.9 nillicn in the firsc year
rising to J314.9 (n the second and succeeding year (20% retumrn on equity),
Dabt service {3 covered 2,76 times in the firsc year rtsing to 1,02 in the
third year and to .09 {n the sixth year. Fifzy percent of the firsc years
profits are projected to be paid as dividends and 907 of each vear's profics
thereafter; the balance is recained (n the company.

7.12 As of this date negotiations on 2any of the cost lfe=s have n0C
been complaced and :he terms of the other lenders are noc known. The
financial statuments therefore are projecctions and indicative of tha re-
sults obtained using the assumption previously cited, The fi{nal loan
agreement will contain adequaca financial covenants to assure the financial
viability of FAFL ard to proctsct the rights of che landers. These covenancs
will be devaloped wich the ocher forsign lenders and vill be constscenc in
aach agreement,

E. Financial Race af Recum

7.13 The financlal race of recurn--fhat 13 the teturn %o the iavestory
on a discounted caah flow basis--u3sing the assusptions pravivualy cifed, 18
8.)% (Annex 19). While this race i3 lower than somme projects 12 Ls accep=
table and {t will tncrease (! che rate of productiton increases above Zhe
90% f{gure used {n the calculacions,
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a major role in the disorganization of the demestic price dtructure
and the resulting decline in dcomestic agricultural production, tne
situation now promises to be somewhat allaviated. The necessary
adjustment in relative domestic price relationships has largely been
accomplished. UNonetheless, prices will coatinue to rise, but probably
at a lower rate.

11.03. The difficulties of the last two years have l=2ad Pakistan to
delay the izplementation of i{ts cew Five Year Plan until early 1976.
Jonetheless, the long run prospectd for the econcmy are good and the
investzments called for ia the plan, solidly based upon Pakistan's

own natural resources and comparative adventage, should put tke economy
on the path to selrf-sustaining growth.

B. 3alance of Payments Considerations

11,04, One part of the justification for this lcan i3 the Zact that
Pakistan's imports and other payment obligations exceed its current
capacity to earan foreign exchange. The result i{s that in the absence
of the assistance proposad here, other izmports of gocds and services
essential <o Pakistan's development would have to be olininated and
the continuing effort to contain inrflation would be sert back. Pakistan's
balance of payments has been placed uoder severe 3train by the sharp
increase i{a world ccmmodity prices. Although the ccuntry's exporss
have grown substantially i{n recent years, the basis o7 this exgorw
growth contizues to be precariocusly narrow, heavily concentrated c¢n
cotton, cotton products and rice. 'World prices for these ccmrodizies
are declining and anke urgent the need for Pakiatan %o broaden {ts
export base and {acresse the erfficlency of {3 zsreducticn. The
country's foreign exchange reserves will he equal %o less than two
zonths ‘mports at the levels currently srojected for 7Y 1975/75.

11.05, Siace the levaluaticn of May 1972 the ZCP has =aintained the
liberal {mport pcli:y adopted at that tize with the active juppore

of the IMF 1nd the Ald-to-Pakistan Conscrtium. The 3a%ill growing
{aflationary pregaures ia Paxiastan's <¢cconcmy =2axe L% =ore important
thaz aver that there be no retr=2at frca this policy. A restrictive
rolicy Zor {zpor+s would severely handicap the country's levelopaens
agforts apd iacrease the upvard pressure oa demestic prizes, Happlly,
Joverzment ipokeszen have agsured repregentatives of the consorsiun
countries hnat Teasurey %0 reduce Llmporta would Lt Tlascal, rncet
quantitative or Jdirect {n cature,

11,36, The comblaation 2f effor+s =0 apeed recovery, restraln ifarflation,
step up development and increase the real {nccmes of Pakiatan's =ost
disadvantaged families, have placed a serious atrain on the country's
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balance of payments in the last rew yuars,
large wheat imports led to large short=-term borruwing by I'nkiotan,
even though there was substantial and previously unexpected aid (rom

OPEC countries,

TABLE 12

The unepectend peed (o

Pakistan's Balan&é-of Payments

(US $ Millions)

Some of this OPEC aid had quite short repayment
periods, and by DAC standards was on relatively hard terms.

FY 1973 FY 1974 FY 1975 FY 1976
Actuals Preliminary Projected Projected
Exports 766 1,022 1,015 1,125
Imports 890 1,505 1,975 2,220
Trade Balance « 124 - 483 - 960 - 1,095
Net Invisibles 40 51 - 15 - 50
Debt Servica 186 197 243 422
Balance to ba
Financed - 270 - 629 - 1,218 - 1,567
Aid utilizacion 337 492 1,063 1,450
DMF & snort cerm
Borrowings 80 53 255 140
Errors % Omissions 7 - 17 -
Change in Reserves
(Negative
Increase - 154 101 - 102 - 23
(Resarve
Position) (468) (367) (479) (502)



T

11.07. The 1972 devaluation coupled with rising internationnd preices
helped boost exports from $560 million in FY 1972 to $1,100 millivn

in FY 1975. Imports amcunted to $890 milliom for FY 1973. The
increased export earnings vere largely due to higher worldwide ccmmodity
prices and would have been greater but for a number of export problems
with raw cotton and textiles, and the softening of world market prices
for these items by the summer of 1974. Import prices unfortunately
rose even faster, and this turning of the terms of trade against
Pakistan was rooted in such basic imports as fertilizer, POL, wheat

and edible oil.

11.08, The GOP projects exports and imports for FY 1975 at $1,350
million and $2,500 million respectively, leaving a trade deficit of
$1,400 milljon. Slightly lower imports (presented in the table) of
about $2,470 million appeer more likely. This includes $390 million
for POL, $155 million for fertilizer, 3315 million for wheat, and
$625 million for machinery and capital goods.

11.09. In FY 1975-76 an izmproved export performance is expected as
rice, small manufactures, fish, etc, continue their long-run upward
trend. However, a continued high level of vheat izports arising from
this year's poor crop will continue to put heavy pressure on Pakistan's
balance of payments. Pakistan has set a target of 9 million tons of
vheat production 1975/76, and is undertaking a major campaign to
increase production (new fertilizer plants and, pending their completion,
imperts; rectification of agricultural price relationships; major
{aprovements [n vater management and salinity control, etc.) to remove
this constraint {n the next fes years, But these efforts, and the
regular development progrem, will result in continued large-scale
foreign aid requirements if Pakiscan is to proceed with {ta long-run
development unhampered.

11.10, XNet invisibles continued to be high for Pakistan because of
large hoze rexittances. Worldwide inflation affects payments for
travel, saipping and military importa as well as home remittances.

As the world inflation declines and Pakistan emigranta (encouraged by
the GOP and welcomed by the Arabs) continue to flow into the Middle
Zast, particularly the Gulf States, it {3 hoped these will remain high,
although thelr growth zay decline., Short-tera dorrowings, which
zould have been included here, have been placed below the line in
1977/76. However, these do increase the debt servicing obligaticns
of Pak{atan. A reduction i{n short-term borrowings is indicated as
softer funda are found, principally (n the Middle East.

C. Pukiazan'y Repayment Proapects

11.12, et official debt servicing by Pakistan azounted to about
5186 aillion {n FY 1973 and {3 estizmated to be $19T aillion for FY 13Th.
Un June 28, 1974, Pakiastan agraed with the Ald-to-Pakiatan Consortiun



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

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

It would seriously hamper the country's development options.

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

D. Impact on U,S. Balance of Payments

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

be favorable. The proceeds of the A.T.D. loan, while available %o
finance purchases in Code 941 countries, will probably all be spent

in the U.S. for goods and services. It is expected, based on consider-
able past experience, that U.,S. suppliers will be competitive on some
of the materials and servicss procured Ior the project and financed

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

is lendipg 340 million, there will, no doubt, be more than this amount
speat in the U.S, for this project.
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Page [ ot |
AID-0LC/P-2114
UNCLASSIFIED

PAXSTAN - FAUJI-AGRICO FERTILIZER PROJECT
CERTIFICATION PURSUANT TO SECTION 6ll(e) OF
THE FOREIGN ASSISTANCE ACT OF 1961, AS AMENDEL

L William A. Wolffer, acting principal oificer of tae Agency for
International Development in Pakistan, having taken into account
among other things the maintenance and utilization of projects in
Pakistan previnusly financed or assisted by the United States and
the comnitment of the Government of Fakistan to carry out
effectively.the 7 auji-Agrico rartilizer Project, do nereny certify
that.‘in qy judgment Pakistan has fhe finnnci‘al and hu:nan resources
capability to implement, maintain and utilize effectively the

subject pi-oject.

O W

Williain A, WolHer, Acting Director
USAIC/Pa'dstan

7@::-41/6 /778

Dath
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Page | o1 |
AID-DLC/P-2114
UNCLASSIFIED

PAXISTAN - FAUJI-AGRICO FERTILIZER PROJECT
CERTIFICATION PURSUANT TO SECTION 6ll(e) OF
THE FOREIGN ASSLSTANCE ACT OF 1961, AS AMEMDED

L Willlam A. Wolffer, acting principal officer of tae Agency for
Internatiozal Development in Pakistan, having taken into account
among other things the maintenance and utilization of projects In
Pakistan previnusly financed or assisted by the United States and
the com nitment of the Government of Fakistan to carry out
effectively the 7 auji-AzTico “artilizer Project, do herehy certify
that-m My judgment Pakistan has the Ihmnclﬁl and hu:nan resources
capability to imaplement, maintain and utilize effectively the

subject ;n'-oject.

O W fn

Williain A, Wolfer, Acting Dlrcctor
USAIC/Pa'dstan

Uiy 16,117




AID-OLC/P-2114
UNCLASSIFIED

Annex 2
Page | of |9

FAUJI-AGRICO FERTILIZER LIMITED

CHECKLIST OF STATUTORY CRITERIA

BASIC AUTHORITY

l. FAA § 103; § 104; § 105;
§_106; § 107. 1s loan being made

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

b. for population planning or health; No.
c. for education, public adminis-

tration, or human resaurces No.
development;

d. to solve economic and social development
problems in fields such as trans- No.
portation, power, industry, urban
development, and export development;

e. in support of the general economy

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

COUNTRY PERFORMANCE

Progress Towards Countrv joals

2. FAA §201 (b) (5), (7) & (8); § 208

A. Describe extent to which country is:

The following aboreviation are used:

FAA - Foreign Assistance Act of 1961, as amended,
FAA, 1973 - Foreign Asaistance Act of 1973,
App. - Foreign Assistance and Related Program App opriation Act, 1974,

MMA - Merchant Marine Act of 1936, as amended,















Treatment of U.S. Citizens and Firms.

3!

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

FAA § 020 (e) (1). U asaistance
18 to 3 government, has it (in-
cluding government agencies or
sub-divisionns) taken any acsion
which has the effect ¢f nationals-
or otherwise

zing,
seizing ownership or control of

expropriating,

propertyy cf U. 5. cittzens or
entities beneficially owned ny
them without taxing steps 16 dis-
charge its obligations toward
such cilizens or entities”?

FAA § vl0 (0); Fishermen's Pro-
tective Act, SUSL country has
Gr unposed any penalty or

3ecizod,
sanciion againat, any U,S5, fiahing
vessel un account of 1ts {iaking

activitios in international waters,

A, haas any deduction required
by Fishermen's Protective A
been made "

B, has comlete dental of asein-
tance been conajdered by ALl D,
Adminiatrator

Page 5 of 19

No.

The March 1972 Life Insurance
Nadonalization affected one American
Company, which negotiazed 2 satia-
factory settlement, and received
compensation in {973, In addition,
the nationalization af schools
potentially affects one American
church organization whicn owns
substanttal property in Pakistan,
At the present time netther party
18 preasing the lssue,

Not Applicable,

Not Applicable.

~Not Applicable,
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Relations with U.5. Government and Other
Nauons

6. FAA § 620 (a). Does recipient country
furnish assistance to Cuba or fail to
1ake appropriate sicpa o prevent
ships or aircraft under its flag
{rom carrying cargoes to or {rom Cuba?

7. FAA § 620 (L), If assistance is to a
governmert, hxs the Secretary of State
determined that it 1s not controlled
by the internationai Communist move-
ment?

8. FAA §{ 020 (d). U asststnace 13 for
any praductive enterprise which will
compete 1n the United States with
United States anterprise, i there
An agreement by the recipient country
to prevent export to the United States
of more than 20% of the enterprise's
annual production during the life of
the loan?

9. FAA § 0620 (/). ls recipient country a
Communist country ?

10, FAA § 020 (1). !s recipiant country in
any way involved in {(a) aubversion of,
or military aggression againat, the
United States or any country receiving
U.S, assistance, or (h) the planning of
such subversion or aggreassion”’

11, FAA § 020 (1), Has the country per-
mitted, or failed to taxe adequate
mearures o prevent, the damage or
destryciion, by mob action, of U, S,

property ”

Page o ot tv

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.

The Secretary of State has
determined that Pakistan 1s not
controlled by the international
communist movement,

The demand and supply {forecasts
indicate that Pakxiastan will continue
to need {ertilizer 10 satisfy its
domestic requirements at least
until the early 1980's, Regard-
lesa, the loan will include appro-
priate provision for restriction of
export to the United States in exceso
of 20% of Fau)i's total annual
production,

No.

No.

No.
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12, FAA § 620 (1). If the country has
failed to institute the investment
gusranty program for the the specific
rinkw ol mxpropriation, in converti-
hility oc con{!scation, has the
A.l.D, adminis -ation within the
past year considered denying assis-
tance to such government for this
reason?

13, FAA § 620 (n). Does recipient
country furnish goods to North
Viet-Nam or permit ships or air-
craft under its flag to carry
cargoes to or {rom North Viet-

Nam?

FAAS§ 620 {(q). Is the government of
the recipient country in default on
interest or principal of any A.I[. D,
loan to the country?

14,

15, FAA § 620 (t). Has the country severed

diplomatic ralations with the United
States” lf so, have they been resumed
and have new bilateral assistance agree-
menta been negotiated and entered into
since such resumpuon?

16, FAA § 420 (u).
of the countrv's U. N, obligations? I the
country is lh Arrears, were such arrear-
Ages taren into account by the A. L. D, Ad-
ministrator in dotermining the current

A.L D, Operational Year Budget?

What is the payment status

Page 7 of (v

Pakistan has instituted the invest-
ment guaranty program for the
specific risk of appropriation,
inconvertibility and war risk.

No

No. Pakistan's 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,

Diplomartic relations with the United
States have not been severed,

Pakistan {s not delinquent in any
obligations to the United Nationa,



17.

18.

FAA § 481. Has the government of
recipient country failed to take ade-
guate 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 being sold illegally within

the jurisdiction of such country to
U.S. Government personnel or their
dependents, or fromn entering the
U.S. unlawfully?

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

Militarv Expenditures

19,

FAA § 620 (1). What percentage of
country budge* is for militar;,
expenditures” How much of foreign
exchange rescurces spent on military
equipment® How much spent {or the
purchase of sophnisticated weapons
systerns® (Consideration of these
points 13 to be coordinated with the
Bureau for Program and Policy Coordi-
nation, Regional Coordinators and Mil:-
taryAssistance Stalf (PPC/RC).)
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No.

Not Applicable.

During f{iscal year 1974, Pakia.an's
known defense expenditures were
about Rs.4,742 million, or anout
25% of the overall GOP budge:,
This fiscal vear Rs.5,579 million
or about 3% i1 for defense, The
1974 expenditure was about 6. 1% of
GNP, and this year 13 hikely to he
leas, We have no precise estimate
of foreign exchange resources utily-
zed tn acquire military hardware and
and other equipment, but believe the
these are over S100 nullion annually,
largely to replace obsoieacont equip-
ment aupplied by the U 5, as mils-
tary aid durtng the 19909 ane early
19604,
sophiaticated weanpnna 3y stems
{rom abdroad including Mirage

FPakiatan has purchased



Cohditions of The Loan

General Soundness

20, FAA § 201 (d). Information and
conclusion on reasonableness and
legality (under laws of country
and the United States) of lending
and relending terms of the loan.

FAA § 201 (b) (2); § 201 (e).
Information and conclusion on
activity's economic and
technical soundness. If loan

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

21,

FAA § 20! (b) (2). Information and

(Contd. from page 8, Item /I 19)

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

The finds 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 rate of
interest is less than Pakistan's
discount rate.

Studies have been conducted both by
Pakistan and US consulting engineering
firms which conclude that the project
is economically and technically sound.
in addition, preliminary assessments
by donor 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 economic assistance from
to repay the loan, including reason- OPEC countries in addition to continued

ableness of repayment prospects.

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



23.

24.

25,

26.

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

FAA § 611 (a) (1). Prior to signing

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

FAA § 611 (a) (2). U further legis-
lative action is required within reci-
pient cr=ery, what is basis for rea-
sonable expectation that such action
will be completed in time to permit
orderly accomplishment of purpose of
loan?

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

Mission Director certified the country's

capability effectively to maintain and
utilize the project?
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(See Scection VI joe Financing
Plan). The project will be Finaneed
from a variety of sources - buth
public as well as private - in the
US and the free-world,

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

No legislative action is required.

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

Loan's Relationship to Achievement of Country

and Regional Goals

27.

FAA §207; 5 113

Extent to which assistance

reflects appropriate emphasis

on; (a) encourayging develop-

ment of democratic, ecanomic,
political, and social institutions;
(b) seli-help 1n meeting the
country's food needs; (¢) improving
availability of traned manpower in
the countrv; (d) programas deaigned

to meet the country's health needs;

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

to operate and matntain sophisticated
plants. (f) The effect on emplovment
women will be marginal. (a), (d}), (e).
The project will have no impact.






33.

34.

35.

36,

(Cuntd, from page 11, Item#32)
prae peaple to help themselves
toward a better life.

FAA § 201 (f). If this is a

project loan, describe how such
project will promote the country's
economic c>velopment taking into
account the country's human and
matertial resource=s requirements
and relationship between ulti-
mate objectives of the project

and overall economic development.

FAA § 281 (a). Describe extent
to which the Joan will contri-
bute to the objectve of

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

FAA § 281 (b), Describe extent
to which program recognizes the
particular needs, desires, and
capacities of the people of the
country; utilizes the country's
intellectual rasources to en-
courage i1nstiturional development;
and supports civic education and
training 1n skills required {or
effective participation tn govern-
mental and political processes
essential to nelf-government,

FAA § 201 (b) (3). In wha: ways does

the activity give reasonable promise of
contrinuting to the development of
econumic remources, or to the in-
creade uf productive capacities?
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See item 32 above.

Fauji Foundation is essentially
a private sector enterprise. It is
expecte. that distribution of the
product will also be in the private

sector. (Please see Item 3¢ abave),

Not Applicable.

Please see 32 above.



37.

38,

FAA § 601 (a). Information and

FAA § 619,

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

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

of cooperatives, credit unions,

and savings and loan associations;
(d) discourage monopolistic practices;
(e) improve technical efficiency of
industry, agriculture and commerce;
and (f) strengthen free labor unions.

If assistance is for
newly 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.L.D.

Program.

39.

40,

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

Page 13o0f 19

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

Not Applicable.

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

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

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

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

to private entarprise, is going to
intermediate credit institutions or
other borrowers for use by private
enterpriae, 18 being uned to finance

URNOLts from Drivate aources, or is
Otherwsiae Letny used (o {inance
Procurements {rom privale sources.

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

Code 9:1 countries will be elig:ble,

it is expacted that most services anc
equipment will be purchased from

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

Practically all of the loan funds wil]
be used to purchase goods and
services {rom private sources,



41.

42.

43.

44.

45,

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

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

to the maximum extent conaistent
with the narional interest?

FAA § ¢02. Information and
conclusion whether U.S. small
business will participate
equity in the furnishing of
good and services financed by
the loan.

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

the Communtut-Bbck countries ?

FAA § 621, lf Technical Assjstance
is financed ov the loan, information
and conclusion whether such assis-
tance will be furnished to the fullest
extent practicable as goods aad pro-
{essional and other dervices {rom
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private
See item 39 above for effect on U.S./
trade. A U.S. company, Agrico -
Chemical Company, is a 30% equity
investor in the borrowing entity, [t
is believed this large U.S. private
investment will lead to other private
American investment in Pakistan,

Yes.

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

No.

Not Applicable.

private eonterprise on a contract basis,

I{ the facilities of other Fedaral Agencies
will be utilizad, itnformation and conclusion
on whether they are particularly suitable,
are not competitive with private enter-
prise, and can be made avatlable with-

out undue interference with domesntic
programas,
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Loan's Compliance with Specific Requirements

46.

47.

49.

50.

51,

53.

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

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

FAA § 114, Will loan be used to
pay for performance of abortions
or to motivate or coerce persons
to practice abortions ?

FAA § 201 (b). Is the country among
the 20 coutries in which development
loan funds may be used to make loans
in this f{iscal year?

FAA § 201 (d). Is interest rate of loar.
at least 2% per annum during grace
period and at least 3% per annum
therecafter?

FAA § 201 ({), LU this is a project
loan what provisions have been made
{c. appropriate participaton by the
recipient ccuntry's private enter-
prise?

FAA § 604 (a). Will all commodity
procurement {inanced under the loan
be from the United States excapt as

otherwise determined by the Preaident?

FAA § 604 (b). What provision is

made to prevent financing cem-

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

of the Project Paper).

Ne.

No.

Yes.

Yes,

Fauji Foundation itself has been
classified as a private enterprise.

See {tem 39 above,

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



54,

50,

57.

58.

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

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

FAA § 004 (¢). U offshore procure-
ment of agricultural commodity or
product is to be financed, is there
provision against such procurement
when the domestic price of such
commodity i1s less than parity?

FAA § 604 (f). U lcan finances a
commodity import program, will
arrangements bde made {or supplier
certification to A, 1. D. and A.1.D.
approval of commodity as eligible
and suitable?

FAA § 608 {a). Information on
measures to be taxen to utilize
U.S. Government exceas personal
property in lieu of the procurement
o! new jtems,

FAA § oll (b); ADDp. S 10l, If

loan {inances water or water-
related lant resource construction
project or program, is there a
benefit-coast computation made,
insofar an precticable, inaccor-
dance with the procedures set {orth
in the Memorandum of the President
dated May 15, 1962 "
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Yesn,

Not Applicable,

Not Applicable.

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

Not Applicable,



59.

60.

ol.

62.

63.

64.

65,

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

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

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

FAA § 612 (d). Does the United States

own excess ‘oreign currency and, if so,
what arrangements have been made for
its release”

FAA § 020 (g). What provision is
therfgainsz ude of subject assistance
t0 cdmpensate owners {or expropriated
or nationalized property ?

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

FAA § 636 (1), 'Nill any loan funds
be uned 10 finance purchase, long-
term lease, or exchange of motor
vehicle manufaciured outside the
United States, or any guaranty of
such a transaction”

App. § 1ul.  Will any loan {unds be

used to pay pensions, etc., [or mili-
tary personnel

Papge 17 of 10

Yos. A provision will be included in
loan agreement on this subject.

US-owned local currency will not
be utllized on this project, For
Borrower Contritution, please
refer to Section ' of the Project
Paper.

The US owns excess Pakistan rupees.
This loan will meet only foreign ex-
change costs. US owned rupees are
programmed {or 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.



66, App. § 105, I loan is for capital

67l

68.

69.

71'

-4
| ]

project, is there privision {or
A.l.D. approval of all contractors
and contract terms ?

App. § 107, Will any loan funds

be used :0 pay UN assessaments?

App. § 108. Compliance with

regulations on employment of U.S,
and local personnel. (A.l.D.
Regulanon 7).

App. § 110. Will any of loan

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

App. § 1!3, Describe how the
it st s mot—

Commuirttee on Appropriauons of the
Senate and House have been or will
be notified concerning the activity,
program, project, country, or
other uperation to be {inanced by
the Loan,

App. % 501. Will any loan funds

be used for publicity or propa-
2andl purposes within the United
States not authorized by Congress?

MMA S 901, FAA § 040C,

(a) Cumpliance with requirement
that 4 leant 50 ner centum of the
e of cummodities
{computed separately for dry bulk
carriers, dry cargo lieers, and
tankers) {inapced with funds made
avatlanle under this loan ahall be

grusa fonna

transported on privately owned U.S, -

{lag commmercial veasels to the
axlant that such vessels are avatl-
able at {falr and reasonable rates,

Page 18 of 19

Yes.

No,

These regulations shall be complied
with,

No.

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

No.

The loan agreement will contain
standard provisions.



73.

74'

75,

70.

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

of such differential as may exist

between U.5. and foreign-flag vessel

rates ?

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

Will any part of the loan be used to

{inance directly or indirectly military

or paramilitary operations by the U.S,

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

Section 37 of PL 93 - 189(FAA of 1973); No

App.§ L1l Will any part of this loan
be used to aid or assist generally or in

the reconstruction of North Vietnam.

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

as a result of AID assistance be used for
support of police or prisorn construcwon

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

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

fuels produced in the continental United

States to Southeast Asia for use by non-

U.S. nationals?

Page 19 of 19
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A.L.D. Loan No.
CAPITAL ASSISTANCE LOAN AUTHORIZATION
Provided from: Development Loan Funds
Pakistan: Fauji-Agrico Fertilizer Project

Pursuant to the authority vested in me as Administrator of the
Agency for International Development ("A,1,D,") by the Foreign
Assistance Act of 1961, as amended, ("the Act") and delegations
of authority issued thereunder, | hereby authorize a Loan to the
Islamic Republic of Pakistan (""Borrower") in an amount of Forty
Million United States Dollars ($40, 000, 000) pursuant to Part I,
Chapter I, Section 103 - Food and Nutrition and Part [, Chapter I,
Titde I (Devslopment Loan Fund) of the Act, to assist in financing
the foreign exchange costs of goods and services required for the
construction of a urea fertilizer plant at Goth Machhi (""Project").

This Loan shall be subject to the following conditions:

l. Interest Rate and Terms of Repavment

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 intere:zt shall be at the
rate of two percent (2%) per annum during the grace period and at
the rate of three percent (3%) per annum thereafter,

&. Currency of Repayment

Repayment of funds due under the Loan and payment of
interest theroon shall be in United States Dollars,

J. Other Terms and Cond:tions

3, DBorrowear shall assure A,L. D, that any other currencies
required for the project will be made available in a timaly fashion,
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b, Borrower shall make arrangements satistactory to
A.l.D. with other responsible lenders for financing in sufficicnt
amounts to meet the costs of the Project.

¢. Unless A.L D. otherwise approves in writirg, procure-
ment of goods and services financed under the Loan shall be from

the United States or other Code 941 countries.

d. The Loan shall be subject to such other terms and
condittons as A.1.D. may deem advisable.

Date:

Administrator
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No.Dev-II-9(14)/72-Vul.1V
Government of Pakintan
Industries Division

Islamabad, the 9th April, 1975

To

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

Ra.wa.lgindi.

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

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

Dear Sirs,

[ am directed to refer to your letters No. l-1/FP, dated
17.2.75, 1-2/FP, dated 25.3.75 and 1-2/FP, dated 3.4.75 and
to convey to you in supersession of letter of even number dated
the Jrd Decemher, 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 !, 000 metric tons ammonia per stream day
and the necessary related facilities. This permission 13 subject to
the terms anc conditions aa set forth in the subsequent paragraphs,

2. (1) Tne project will be located at Goth Machhi
in Punjab,

(1{) The tavestment in and {inancing 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 Tota!l 37.00 35.00 72.00
DEBT
USAID - 50.00 50.00
World Bank - 50.00 50.00
German Aid {KFW) . 20.00 20.00
Pakistan Financing
institutions 48. 00 - 48. 00
Sub Tortal: 48, 00 120.00 168,00
Grand total: 85. 00 155,00 240.00
3, For the successfu! operation of the project by the Company

the Government shall:

(1) Arrange to borrow and relend to the Company the
USAID and KFW fureign currency loans. The terms
under which these funda will be made avallable
to the Company shall reflect the need to {inance
the project at the lowent possible costs, and shall
include a filtear (19) year repaymaent period beginning

< years {ollowing the commencement of commercial
oparation,



(ii)

(i)

(iv)

(v)

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

Obtain firm commitments from and arrange to

make available the proportionate equity sub-

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

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

Permit the Company to maintain and operate a
foreign equity and loan deposited in a foreign
branch of a Pakistan scheduled bank subject to
the conditi \ns that its operation shall be in
accordance with the relevant rules and
regulationa of the State Bank of Pakistan,

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

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

(b) A guarantee fee of 1-1/29% would be paid to
Government by the proposed Fertilizer
Company which would aet up the fertilizar
plant and other related facilitica,

(€) The aponsors will create a mortgage on the
antire {ixed annats of the Project in {favour
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of the Government or any of i{ts 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 irom the said institutions through intervention of the
Government,

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

6. (1) Plant and machinery to be 1mported must be new,
modern and moat competitively priced.

(1i) The design of the plant and the details of the
imported machinery and equipment and cost
thereof would be subject to the Government
approval,

(1) Two ycars supply of spare parts will be
arranged as part of the project.

(iv) After the Project goes into production,

licences for the project requirements of
imported chemicals, conaumable stores and
spares stc. will be subject to the Import

Policy in force {rom time to time, The
Government shall expedite auch requests

80 ap not to interrupt the eflicient operation

of the project and ahall promptly provide the
necaasary {oraiygn exchiange {or the aatd imparts,

(v} Exemption from cumoms duty will be adimiasible on
plant and machinery as defined in Central Roard
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of Revenue's Notification No. SRO-393(I)/74 dated
the 21st March, 1974. The exemption so piven
shall be in accordance with the Central Board

of Revenue's Notification No.SR0O-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 repatriable in
accordance with investment guarantee as set forth in the
Government statement of Industrial Policy 1959, the
relevant extracts of which are reproduced below:-

"(1) Foreign capital in approved industries established
alter September |, 1954, may be repatriated at any
time thereafter to the extent of the original invesat-
ment to the country from which investment ortgi-
nated. There i1s no restriction on the remittance
of current profits to the country {rom where
investment originated.

(i) Any part of the profits derived from investment
and ploughed back into approved industrial pro-
Jects with the approval of the Government of
Paliustan, may be treated as inv~airient Jor the
purpose of repatriation,

(11i) Appreciation of any capital investment under
(i) and {{1) mav alao be treated as investmest
for repatriation purposes. Such Tepatriation
facilities will be subject to exchange control
regulations as are in force from time to fime
and will not apply (i) to the purchans: of sharas
cn the atock exchange, unlesa it 1a an integral
part of an approved investment project, and (i)
1o the capital invested 1n Pakistan before
Sﬁplcn‘.bfr L, 10640,

Protection 1 case of nattonalization of the Company would
al180 be made available in accordance with the terms of the
Sa1¢ statement of Induatrial Policy of Februapry, 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
proprietacy 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 reclated to production, debottlenecking and expansion
for a {ee of US dollar one ($1.00) per ton of product sold for a
period of ten (10) years,

10.  The fcreign exchangn expenditure on account of start

up aasistance, post start up assistance, marketing and Head
Office expences shall not exceed $3. 00 million which amount
will be in uddition tn §1.5 million lump sum and $1.00 per ton
of urea mentioned in the prececing paragraph.

L. A certificate of approval of investment by Agrico in the
Project would oe issued by the Government for the purpose of
obtaining OPIC insurance in USA,

12,  The ex-factory price of urea shall be 8o determined

{or a pericd of 10 years from the commencement of commercial
operation sc as to allow a 20% return on equity after taxes §f
plant eflicirncy to the extent of 65% 1n the {irst vear, #5% in
second year and 907 in subsequent years interms of urea i
attained., Tne dividends accruing to the {foreign sharerolders
shall be exempted from the Inter-corporate Tax., Ir case the
exchange rate of US dollar in terma of Paristani rupee appro-
Clate at any tine within the period atipulated above the peps
centage raturn on equity wil® be proportionately increased,

13, The company will be allowed to market yrea and
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Phosphatic fertilizer, either indigenous and/or imported

prior to the commencement of the production for its "'seeding"
programme and after commencement of production, in addition to
marketing its own urea fertilizer it would also be allowed to
market phosphatic fertilizer in exchange of its urea fertilizer,

For this purpose the Company would also be allowed to import,
subject to the availability of foreign exchange, and market
phosphatic and other compound fertilizers. The price and quantum
of such imports will, nowever, be negotiated by the Company

with the Government on a yearly basis,

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

15.  All possible assistance would be rendered to the
Company for acquiring requisite consents/authorizations,
permits and licences for the project site and all related
in{ra-structure services and facilities, such as water,
electric power, and tranaportation and communication
facilities, including rail s1dings laying of water and

823 pipelines, installation of necessary tele-communication
systems and telephone lines and to import motor vehicles
required f{or the project.

16,  The Company shall be provided with a timely and
adequate supply of gas at the plant site {rom the Mari Cas
field, pursuant 'o a gas supply contract to be entered into
between the Company and gas suppliers,

17, Prior permiasion of the Deptt, of IPLS wi]] be
taken {ur the employment of foreign technictans, The
payment by the Company of salaries, prerequisites  ng
benefits to Directora of the Cumpany employed by it shall
be subject 12 approval by the Controller of Capital lssues
under the nurmal rulea, Concesatons as normally and
generally admiasible to foreign technicians in reapect of
repatziation of salaries and exemption {rom 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 debottleneck the plant within two years
following start-up of the comme: ial operations of the
Plant subject to 2 maximum expenditure of 5% of the
Plant anda equipment value, and if this includes foreign
exchange expenditure, the same shall be allowed by the
Government,

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

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

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

22. Application for 1ssue of capital should be made to
the Controller of Capital lssucs, Ministry of Finance,
Government of Pakistan,

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

the (ollowing:-

(1) This Agrcement menitons a number of Exhibits
which have not been received {rom you so far,
These would require to be submitted to the
Government for their constderation and approval
wWhnere necessary., In order t5 enaurn their
expeditious clearanze, the provistons to be
containad therein ahould be in accordance with
the principles accepted by the Government and
should not go hevond the scope of the cunditions
and undertakings spalled out in ths permisnion
latter,
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(il) ARTICLE V - Clause 5, 04:

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

(iii) ARTICLE VI - MANAGEMENT:

Sub-Clause 7.03(b): There shall be no objection
to the appointment of Managing Director, Depury
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:

Zlause 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 Prometion and Supplies
and Director ot Industries, Government of Punjab will watch
the tmplementation of your industrial unde riaking and carry
out checks and inapections as may be necessary. A quarterly
progress report should also be aent to the {ollowing within
Scven days of the close of each quarter until such time as

the plant i3 put into operation.

(a) Director-General, IPLS, Government of
Pakistar, ¥arach,

(b) Director uf Industiries, Government of
Punjab, Lahore

A schedule o implementation of the projec: should be drawn
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and subrnitted to the Department of IPLS for approval within
three months of the date of {ssue of this letter.

26. Import application for plant and equipment should

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

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

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

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

30,  In casc of disputes between the Government and
Agrico arising out of these undertakings,or any invest-
ment made under it, the same shall be referred to
Arbitration in accordance with the rules and regulations
of the International Centre for Settlement of Investment
Disputes, Washington, D.C. {ollowed, if the dispute
remains unreaolved within ninety (90) days of the
commursicaticn of the report of the conciliation Com-
mission to the Parties, by arbitration purauant to the
Convention on the Settlement of Investment Disputes
between Staieq and Natonals of other States (""Thu
Convenuon''). For purpase of this undertaking,

it is accepted that:

(1) Agrico s a nattonal of the Untted
States of America; and

(i1) Arv wholly -owned subsidiary of Agrico {s a
national of the United States of America.


http:bet-v.rn

Annex |
Page 11 of 18

The decision and award of the Centre shall be final and
binding upon the Govsrnment and Agrico as the case may be
and enfcrceable in any Court of competent jurisdiction.
Conciliation or arbitration shall be conducted in English
language.

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

Yours faithfully,

(A. R, KHAN)
JOINT SECRETARY

Encl: Annex 'A" as
stated in para 23
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No. Dev-I1-9(14)/72-Vol. V
Government of Pakistan
Industries Division

Islamabad, the 6th May, 19758,
To

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

Rawalgindi.

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

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

Dear Sirs,

With reference to this Division's letter of even number
dated 9th April, 1975, Agrico's telex No.735, dated 18th April,
1975 and the diacussions held with Agrico and Faujs representa-
tives at Karachi on 1-5-1975 and at lslamabad on 2-5-1975, !
Am directed to atate that it has been agreed to replace paras J,
5, 6, 9, 10, 12, 13, 23 and 24 of the letter dated 9th April, 197§
by the {ollowing reworded paras of same number respectively:.

Para },

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

({) Arrange 1o vorrow and relend to the
Company the USAID and KFW {oreign currency
loans., Theo terma under which these funds
will be made available to the cumpany shall

reflect the need to finance the project at the



(i)

(ii1)

(iv)

(v)

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

Arrange to borrow and relend to the

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

the C~vernment is not feasible, the Company
shall endeavour directly to borrow the foreign
currency funds from the World Bank under the
sponsorship and with the assistance of the
Government at terms acceptable to it,

Obtain firm commitments from and arrange
to make available the proportionate equity
subscription of the Pakistan Public through
industrial development and {inancing inati-
tutions or corporations,

Cbrain {irm commiitments {rom Pakistani
financing institutions to make available their
loans to the Company on a pari passu basis
with the contribution of equity; and use its best
efforts to obtain such commitments from the
international lending organizations but if the
loan giving agencies object, the project will
not be delayed and the Company shall provide
equity without delay,

Permit the Companv to maintain and operate
a {oreign currency equity and loan deposited
in a foreign branch of a Pakistan scheduled
bank subject to the condition that ira operation
shall be 1n accordance with the relevant rules
and regulations of the State Bank of Pakistan,

Guarantee for repayment of {oreign loans
and interecats on the following terma and
conditiona:-
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The necessary loan Agreement will be
subject to prior approval of Government.

(b) A guarantee fee of 1-1/2% in rupees would

(c)

Para 5.

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 accrued interest will become payable
alter start of commercial operation.

The sponsors will create a mortgage on

the {ixed assets of the project upto the

extent of the guarantee amount in favour

of the Governmen: 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 marnagement of the plant unti) the arrears
are cleared unless rescheduling of payments
of instalments (s agread to in advance.

As the investment in the proposed project exceods
Rs.2 millicn (rupees two million), a public limited company
is authorized and will be formed, and the appropriate exemptions
and waivers shall be yranted by the Controller of Capital [saues
in accordarnce with the policy laid down in this behalf,

Para 6,

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

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

(iv) After the Pruject goes into production,
licences for the project requirements of
imported chemicals, consumable stores
and spares ete. will be subject to the
Import Policy in force from time to time.
Tae Government shall expedite such requests
30 a3 not to interrupt the efficient operation
of the project and shall promptly provide the
necessary foreign exchange for the said imports,

(v) Exemption {rom customs duty will be admissible
on plant and machinery as defined in CBR Noti-
fication Na. SRO-393(1)/7+ dated the 213t March,
1974. The exemprion so given shall be in accor-
dance with the CBR Notification No.SRO-372(I)/
72 dated 8tk June, 1972 and it shall also be avail-
able for the gas and water pipeline. required to be
laid for the project. Further, any change in the
exiating rate 5f duty would not be applicavle to the
olant and macninery {or this project until its
coming into commercial operation.

Para 9,

Agrico ahall maxe available to the Company until the
€ommencemeant ol commercial operation and for a f{ixed con-
sideration o/ US dollars 1. % mulion, all Agrico's present
proprietary and technical information yr that which it may
sudseqnently acquire, unlesa prohibited by law or contrace,
and whickh relates 1o the engineering, deaign, equirment
procurement and operation of plants similar to the Project,
including advice relating to the technical, legal, f{inanc:al,
adminiatrat;ve, manpager:al and Mmarkeling supervision during
all stages of unplementation of the Project upto commencement
of commercial operatian., The alorementioned know-how {eo
shall be paid tn the frat vear of commercial uperation, Sub-
Bagquent to the cominencement 5! congnercial “peration, Agrico
ahall continue 1o marke such Anuw -how avatlable to the Company
40 it pertaing to the nperating, management, control and technical
parvices related 1o production, dabottlenechking ang expansion for
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a fee of US dollar one ($ 1. 00) per ton of product sold (ur

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

Para 10,

The foreign exchange expenditure on account of start
Up assista.ace, post start up assistance, marketing and Head
Office expenses shall not exceed $3.00 million which amount
will be ir 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 Assistante Agreement
between the Company and Agrico. The agreement would be
subject to Government approval,

&xm 12,

The ex-tactory price of urea shall be so determined for
A perioc ot 10 yvears from the commencement of commercial
Operation a3 to allow a 20% return on equily after taxes on a
plant etficiency of 5% in the first year, 85% in the second year
and 90% :n the subsequen! years in terms of urea. It i3 avreed
that if the plant rperates at higher efficiencies, the peicer of urea
shall atill be determined on the aforementioned banis, The
dividends accrutny to the foreign ehareholders ahall he exempted
{rom any dividend withknlding tax ur uther cha rges on dividends
through appropriate notification ander Income Tax Act »f 1922
Anc neceasary foreign rxchange would be provided by tne Governe
ment. In case the exchange rate of US dollar in trrma of Paristang
TUpee apire tatea at any time within the pericd stipulated ahove
the percentage return on equity will he proporttonately incre.sed,

Hara 14,
e o

The Campany will be ailowed 1o market throughout Pakiatan
urea, phosphavic and compound fertilizera, either indigenous and/or



Annex Iy
———

Page 17 or 18

impurted prior to the commencement of the production for
its ''seeding" programme and after commencement of pro-
duction, i1n addition to marketing its own urea fertilizer it
would alsc be allowed to market phosphatic fertilizer in
exchange for its urea fertilizer, For this purpose the
Company wauld also be allowed to import, subject to the
availability of foreign exchange, and market phosphatic
and other compound fertilizers. The price and quantum of
such imports will, however, be negotiated by the Company
with the Government on a yearly basis.

Para 23,
nlesd.

The Participation Agreement between the Fauji Founda-
tion and Ayrico USA, (Annex-A) is hereby approved subject
to the terins and conditions of this letter and the following:-

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

(11) 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 aubject 1o the normal rules
and regulations,

(i) ARTICLE VIl - MANAGEMENT.

Sub-Clause 7,03(h), There shall be no
obyection to the appointment of Managing
Director, Deputy Manayging Director and
Chalrman etc, and powers and functions
being determined by the Board of
Directors as long an 2.l this 1a done in
accoidance with the rormal rules and
regulations,
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(iv) ARTICLE X1 - 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.

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 projec: would be 30 months thereafter.

2. All cther terms and conditions of the sanction letter
remain urchanged.

3, You are requested to kindly acknowledye receipt of

this letter in token of acceptance of the aforementioned
amended terms and conditions.

Yours faithfully,

( A. R. Khan )
Joint Secretary



ANNEX ()
Page L ol" |
No.Dev-11-9(14)/72-Vol. v AID-DLC/p-2114
Government of Pakistan UNCLASSIFIED
Industries Division

Islamabad, the l4ch May, 1975.

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

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

Ravalpind{.

Sub: ESTABLISHMENT OF A FERTILIZER
PLANT BASED ON MARI GAS

Dear Sirs,

I am directed to state that the following may be subscitured for
the existing para 12 of this Government's letter No.Dev=1I-9(14)/71-Vol.V
dated the 6ch May, 1975:-

-12.
Para-12:

"The ex-factory price of urea shall be so determined for a period of
10 years from the cocmencenent of comercial operation as to allov a 20% re-
turn oo equity after taxes on a plant efficiency of 65% {n the first year,
85% L{n the second vear and 90% {n the subsequent years {n terms of urea and
for this purpose 1007 efficiency of the plant shall mean 315 producction davs
in a vear at the rate of 1725 metric tons per dav, It {s agreed that {f the
plant operates ac higher efficlencies, the price of urea shall st{l] be
deternined on the aforementioned bas{s. The dividends aceruing to the foreign
shareholders shall be exezpted from any dividend withholding tax or other
charges on dividends through appropriate nacificaciun under Incoma Tax Actc
of 1922 and aecessary foreign exchange would bae provided by tha Governmenc.
In case the exchange rate of US dollar in terms of Pak{stani Tupae apprece
clates at any :fma with{n the period actipulated above the percentage return
on equizy will be proportionately {ncreasad,"

2. I am further directed to acknovledge your telex No. 88) dated the
8th May 1975 and :zo 4ote that you have accepted the terms of this Diviaton's
letter referred to above and cthat fecaeasary action has bLeen 3er {p motion
tovards tmplementaction of the project. ! am also to request chat the
schedule of (mplementation of the projecce @ay nov be supplied to the Depastc-
ment of Inves.mant Promotion and Supplles as envisaged {n para 25 of the
sanciion lette~ uith a copy to this Diviston.

Yours fatthtully,

(A R, KA )
Jotnt lecratary
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CURRENT AND PROJECTED INSTA LLED CAPACITIES
(Metric Tons)

Nute: Items within bracket are intermediate products

ANNUAL PRODUCTION

Plant Product Rated Na F,0s
Capacity
l. Pak-American Fertilizers Ammonia (25, 000) (25, 000) -
Limited, Daudkhel (82% N>)
Sub-toral: Ammonia %0, 000 18,700 .
Sulphate
(20.8% N>)
2. Lyallpur Chemical &
Fertilizer Limited:
A - Lvallpur Plant Sulphuric 6, 400 . -
Acid
Jaranwala Plant " (16,000) - -
Jaranwala Expansion " (16, 000) . -
Total Sulpuric Acid; 38,400
B - Lyallpur Plant SSP
(20.7% avail- 18, 000 3,700
able P30s5)
Jaranwala (after expansion) " 7.,000 14,900
Sub-total 90, 000 18,600
3., Pak-aradb Fertilizar Ammonia (306, 000) (246, 246) .
Limited, Mul:an (1977) Nitric (Uhde) (Aa6, uon) . .

Nitric (CL]) (57, 600) . .
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CAN
(26.5% N2) 450,000 119,250 .
NP (23:23) 304,500 70,015 70,0358
Urea (46.1%) 71, 940 33,308 -
Sub-torai CAN/NP + Urea 826,440 222,593 70,035
4. Mirpur Mathelo Ammonia (330, 000) (270,600) .
Fertulizer Project (1978) Urea 556,800 257,798 .
5. Hazara Complex:
a) Chinese Urea Plant (1977 Ammona (56, 100) (46, 002) -
Urea (95,897) (44, 400) -
b) Pakistan Fertlizers MAP (103, 54a.3) (11,908) (55,915)
Limited (1977/78; UAP 202,950 54, 797 54,797
6. Dawood-Hercules Ammonia (200, 000) (164, 000) -
Urea 345, 000 158, 000 .
7. Esso Ammonia (100, 000) (82, 0C0) .
Urea 173, 000 80, 000 .
8. Fauji-Agrico (:979) Ammonia (315, 000) (254, 000) .
Urea 544,000 250,000 .

LA AR LA R R AN RN R LR RS R A I SN R Y RN B Y IR R E R R R R 12 21T PO

Total Inatalled Capacity in 1970
(Nutrient Tons)

Nitrogen
NFC 583,908
Dawood-Herculas, Lahore 158, 000
Esao, Dharki 80, 000
Fau)i's, Sadiqabad 250,000

1,041,908

P20s

143,432

‘N



Plant

NDaud Khel
Lyalipur
Multan

Lirpur Methelo
MHazara

Dawoos-tieecules

. Essu

Faugil
Totals

July I - June 30.

. C

ED

Nitrogenous Fertilizer Pr(ii!_pf_t*ion in Pakistan

Product 19741/
AS 13,0:14
Ssp -
CAN 6, 492
Ureca 15,134
NP -
Ureca -
Mix -
Urea 158, 416
Ureca 90, 617
Ureca -

299,693

(Nutrient Tons)

1975 1976 1917 1978 1979 1980 1981 1982
19,400 19,006 19,000 19,000 19,000 19,009 19, 000 19, 000
16,700 17,000 17,000 48,000 88,000 106, 000 114,000 114, 600
9, 1L 16,000 16,000 21,000 28,000 31,000 33, 000 33, 000
- . - 21,000 49,000 61,000 66,000 66, 00G
- . - 77,000 180, 000 225,000 245, 000
- - - 16, 000 38,000 48,000 52,000 52, 00U
165,000 165,000 165,000 165,600 165, 000 165, 000 165, 000 165, 000
93,000 93,000 93,000 93,000 93,000 93,000 93, 000 93, 000
- . 25,000 175, 000 219,000 _ 238, 000
303,200 310,000 319,000 383,000 632, 000 878, 000 986, 900 1, 025, 0600

Note: For purposcs of preparing figures

67 percent uf rated

new facilitles are projected to produce

secand year and 95 percent therecafter.

capacity during first year of operation 80 percent the
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o

]
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Pakistan: The Fertilizer Distributiun System

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

The Sind set un the Sind Agricultural Supplies Corporation (SASCo) which
began operations in August 1973; the Funjab followed creating the Punjab
Agricultural Development and Supply Corporation (PADSC). Both agenices
were crarged with responsibility for wholesale and retail trade and for
operating fertilizer storage depotas. In Baluchistan, fertilizer distribution
was nationalized and turned over to the Provincial Department of Agri-
culture, Only in the NWFP was the distribution system lef: unaltered.

the table below shows the relative import2.ice of the public and private
sectors in the four provinces. Note that almont 70 percent of Paxistan's
fertilizer is consumed i1 the Punjab and Sind; therefore, the periormance
of PADSC and SASCo 13 obviously of critncal importance tc the pe~-for-
mance of the entire marxeting aysterr 1n Pakiatan.

Taole ! - Public and Private Sector Fertilizer Marketing

s of Natjonal Share MMarketed by

Province Consumnption Public Sector Private Sector
Punjab 67.0% 8137, 17%
Sind 22.5% 54 46%
NWFP 9.0% 2 3% T
Daluchistan o 1.5% 55% 45%
Pakistan 10G. 0% 70 307,

Source: "The Ferulizer Marketing System 1n Pakistan;” FAD Werking
Paper, June (974, Py,

7and 3 sumunarire the preasent fertilizer distriLaiivn

Figures |,
system in the Punjub, Sind, and ZWEP, The number of | ~anaed retal]
Agents operating in Lot public and private se-{ o rs 1or eact P VI e g
Biven and waere nosaitle, an estimate of the number o snlivetaed reta)
sub-agents nas also teepn made., Facn Agency s ftrm's snare of the hrpe e
vinclal myarke! 13 als., Inown, clearly, there in ne relationanip Letween
the numiber ul deaier uutlets and the Proporion of total fernlizer arheted,

s b’ . i =
¢Bis im eapecially #o in the came of the Integrated kjra) Dievelopment


http:r;Ji,.fe













Annex 7
Page 6 of 1.

c. Data on expenditure rates by tenurial clans ~howed
that owner-operators spend aver twice as much per
irrigated acres for fertilizer as did tenants, Owner-
cum-tenants fell in between, consuming about 20 per-
cent less fertilizer per acre than did owner-operators,
(For details of these patterna, 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 acreare whereas tenants spent less than
one-fifth of the total fertilizer supply but operated one-
third of the country's irrigated acreage (table 3 and %),
The data do not indicate the percentage of farmers in
different size groups or income groups using fertilizer,

In contrast to thia study, evidence {rom 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 studiss concluded that owner-cum-terants had higner
application ~ates than either owner-operators or tenants. [t appears
reasonable to conclude that un the heavily trrigated alluvial plains commer-
c1al ferttlizer 1o fairly readily available. The greate: fertilizer expenditures
per irrigated acre on sniall farms than on medium and medium large farms
may be attributed to the purchase of barn yard manure, and the intenaive
cultivation of small plots with peratan wheels, Also around ma'sr ¢iltes
mali farms uften are intesively used for garden crops. Practically ro
ertilizer 13 purchaned for Lse in unirrigated areas, where the noorest rural
amilies nredominate,
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g. Threc ycars ago relatively few [armers abtained
any fertilizer credit, The number of farmers and the
amount of fertilizer credit they obtain from all
sources today is not known, but we belivve the
fertilizer credit situation has improved somewhat,

2. Importance of farm credit in financineg fertilizer purchasi:s

Although credit is important in increasing farmer's access
to and use of fertilizer, evidence from 2 1971 survey suggests
.that most fe~tilizer purchases are financed with farmers' cwn
resources. All sources of credit (institutional and non-institu-
tional) accounted for only 13.5 percent of all fertilizer purchascd
by the farmers surveyed. Disaggregating the farmers surveyed
shows: (a) tenants are twice as depcndent un credit as other
tenurial classes and (b) large farmers ar . least dependent on
fertilizer credit, whereas farmers with 1S to 25 acres are most
dependent on credit to finance fertilizer purchases, Table |
and 2 summarizs the relative importance of fertilizer credit to
various tenurial classes and different size holdings,

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

Fertilizer Fertilizer

purchased on purchascd with

credit as %. of farmers' own
Tenurial status total fertilizer resources as %,
of farmers purchases of total fertilizer  Total

purchases

Owner-operator 10. 4% 89.6% 1606,
Owner-cum-tenant 12. 5% 87.5% LU0y
Tenant 22. 7% 77.3% 100%
Owner-non-operator 8.8% 91.2% 150Y
All farms (average) '3.5% 86.5% 1007,

Table 2 - Percent of Fertilizer Purchased on Credit and
Cash DBy Sivze of Farm

Size of Farm (Acres)

3-5 13.2% B6. B, 16
b-15 15, 0% B5. 0% 100",
16.25 17. 3% R2, 7Y% 100",
25+50 13.1% 86, 6% NN

50+ 10, 0% 190, 0% 1Cn


http:belit.vu

L e
=V §
L Y Py Y

—

The Rolc of Credit in Facilitating Farniees
Access to Fertilizer AID-DLC/P-2114
UNCLASSIFIED

l. Introduction

Drawing on a wide variety of sources, this paper addeegnes
the role of credit in facilitating farme»s' access 1o lertilizer
supplics. The availability, Sources, and ternis of fertilizer
credit are analyzed in terms of distinect farm groups. We
conclude that the quantity and quality of fertilizor credit is a
furrction of both size of farm and tenurial class,

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

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

€. Numerous sources of fertilizer credit exist, both
institutional and.non-institutional. The terms of
credit from these sources varies considerably, but
generally the terms of institutional credit are much
more attractive than the terms of non-instituctionz]
credit,

d. Farmers' access to institutional credit varics by
size ol farm and tenurial class, Small farmers and
tcnants are forced to rely more hecavily on relatively
expensive aon-imstitutional credit, while large
farmers and owner-operators capture the lion's share
of "cheap" institutional credit,

€.  The 3upply of institutional fertilizer credit has
increased rapidly in the lae: five years because of
the dramatic eXpansion of ADDP lenadin: and the
entry of commercial banks into the muarker ona large
scale fure the {irst time,

{. The zbsolute amount and relative importun, ¢ of
institutional (ertilizer credit appears (u be inercasing,



g+ Threc ycars ago relatively few farmers olbtained
any fcrtilizer credit, The number of farmers and the
amount of fertilizer credit they obtian frar all
sourccs today is not known, but we belicve the
fertilizer credit situation has improved somewhat,

2. Importance of farm credit in financing fertilizer purchases

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

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

Fertilizer Fertilizer
purchased on purchascd with
credit as % of farmers' own
Tenurial status total fertilizer resourccs as 7,
of farmers purchases of total fertilizer  Total

purchases

Owner-operator 10.4% 89.6% 160
Owncr-.cum-tenant 12. 5% 87.5% Lun-
Tenant 22. 7% 77. 3% 100%
Owner-non-operator 8. 8% 91.2% 156
All farms (average) '3.5% 86.5% 1007,

Table 2 - Percent of Fertilizer Purchased on Credst and
Cash By Sizc of Farm

Size of Farm (Acrea)

0.5 13, 2% 86. 8% 1o
“el5 15, 0% 85, 0% 1one,
15.25 17, 3% R2. 7% 1ons
26.50 13.14% 80, 6% 100,

50" ]o. 070 !900 o’l'. lc“':o
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3. Evidence of credit as a constraint

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

Table 3 - Non-AVailability of Funds as a Constraint in
Limiting Fertilizer Use by Size of Farra

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

2,5-7.5 81.6%
7.5-12.5 77, 6%
12.5.25, ¢ 79. 2%
25.0-50.0 47. 4%
50.0 and over 40, 0%
All sizen 75. 0%,

The most conclusive evidence that credit availability limits
fertilizer use 13 found in farmers: responses when asked how
much fertilizer credit they wanted for the coming ycar,
Countrywide. farmers, renters, and others declared they
needed 188 percent more fertilizer credit for 1972 than they
reccived in 197], Sharp differences are evident between
tenurial clasges, Tenants! pPerceptions of thejr incremental
teriilizer credit nceds were aigni[icantly lower than other
prople's, (Perhaps tenants: aspirations are lim:tcd by thei~



Tahle 4 - Perccived incremental fertilzer credit neveds

% incrcasc in perceived fertiline,
Tenurial status cr ddit needs for 1972 compered to
actual credit obtaincd in 197)

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

4. Relative importance of sources of fertilizer credit

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

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

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

¢. We cstimate that less than 20 percent of all of the
available fertilizer credit was supplied by
institutional sources, based on the following
concluasions:

Estimated ADBP credit Rs, 11 million

(CY 1971)

Estimated Cooperative Rs. 9 millijon
Societics & Taccawvi

credit

Ko, 20 million

Estirnated Max,
possiblc institutional
tertilizer credit «R8.20 nvillhin 207,

Tutal fortilizor crodit Rs,102.5 mullion
(CY 1971)
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Relative importance of sources nf short-torm crodit

Institutional Sources

Cooperative Societies
Cooperative Banks
ADBP

Commercial Banks
Taccavi Loans

Other

Non-institutional Sources

Friends and Relatives

Professional Moneylenders

Landowners

Commission Agents and
Merchants

.Mill Owners

Cthe~

1.04%
2T
1. 05

5.09
- 4C
3

68.92%
3.02
5.86

9.60
.+ 38
3.85

8. 31%

91.68%

Table 6 -

The absolute value of ADBP ¢r
to be rising (see Table 6 helow
importance of all institutional

jources remains unknown.

edit for fertilizer appears
), but the relative
and non-institutional

Vaiue of fertilizer credit extended annually - ADBP

Fiscal Year ADBP

1968-69 -10, 000, 000
1969-70 16,000, 000
1970-7] 9,500, 000
1971-72 12,500, 000
1972-.73 41, 000, 00O

1973.74 112,850, 0n0

Fertili

Zer

Price Index

Credit Deflated
by Fertilizer
Pricc Index

1.00
1.00
1.01
1.01
1.37
2.22

10,000, 000
16, 000, 000
9,406, 0nC
12,376,000
29,927,000
50,833, 000
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The dramatic rise in the institutional supply of credit for
fertilizer in 1972.73 and 1973-74 reflects two GOP dedisions,
In Deccmber 1972, the State Bank, at the direction of (e
Ministry of Finance, instructed the corimercial banks (o
increasc credit availabilities for the agricultural scctor, The
Agricultural Credit Advisory Commission, a subcommmitice uf the
National Crcdit Consultative Council (NCCC), advises its parcnt
body how much agricultural credit should be made available by
source arnd function (i, e., fertilizer, seed, tractors, tubewuclls,
etc.). The NCCC uses these recommendations in making
sectoral allocations, all within a "safe ceiling" limit on overall
credit expansion. (The safe ceiling is incorporated in the
State Barks IMF standby letter of intent). During the last two
fiscal years, the NCCC has significantly increased the
agricultural sector's share of the total private sector
allocation. This action hag been made more effective by also
increasing commercial banks' participation in the financing of the
agricultural sector, and by increasing the amount of credit to
be made available for short-term credit purposes, especially
fertilizer,

The second GOP decision was part of the response to the
disastrous flood of August and September 1973, To keep food
pProduction from being drastically reduced, the GOP mounted a
8pecial agricultural credit campaign for rabi 197374, Between
Novernber 1, 1973 and February 28, 1974, institutional sources
advanced a iotal of Rs., 24,24 crore, of which Rs, 14.60 crore
(about 60 percent was for fertilizer, It is important to note the
reasons for this "healthy' increase in institutionally furnished
fertilizer credit. Firstly, the 1973-74 rabi credit campaign was
in response tn a catastrophy, and this impetus is now lacking.
Sccondly, the NCCC's decision to expand fertilizer credit is
d policy decision which reflects the current prioritics of the GOP
and not a change in demand for fertilizer credit. Thus, the NCCC
could well rcallocate this expanded credit to other sectors of the
vconomy as new prioritics emerye,

Attliough institutional credit has expanded vi;:oruuuly,' we

do not know what ha. happcnded 1o the overall fertilizer eredit
I

sftuaticn. (1) Farmers may have substituted more altractive
instititional credst for credit formerly obtained from e
tagtitutional wouvcos, (2) Credit is fungiblc and farnicrs qay be
buying the sare quantity cf fcrti)izer with morc instilutional
crcdit and diverting cash Tesources fomexly usad for lerrlizer
to cther purchagce formerly made on lesa atlractive crodiy
tirmag,



fertilizer Purchasing power of the incrcmenta] credit from,
the ADBP, See Table 6. Thus, in real terms, ADBP fertilizer
credit has expanded less than 6 fold rather than over 11 fold,

a. The ADBP and commercial banks have significantly
expanded the absolyte amount of fertilizer credit
advance during the lagt two years,

b. The Percentage of tota} fertilizer sales financed by
the ADBP has increased from roughly 2.1/2 pPercent
in calendar 197 to 11. 3 percent in FY 74, :

€. The relative importance of credit in financing
fertilizer purchases evidently is increa.sing.
In calendar year 1971, only 13,5 percent of
fertilizer Purchascs were made on credit from all
8ources, whereas by FY 1974 the ADBP alone was
financing 11,3 Percent of all fertilizep sales., It is
not likely that the increase in ADBP financing was
all just substitution for other credit sources, [t is
reasonable to conclude that the relatjve iImportance
of credit fertilizer sales 15 increasing,

The only information available on the relative tmportance
of the various aon-institutiona] fource of credit in the fertilizer
market comes from a mid-1960'g Study. Thiy sample was
limited (canfined ‘0 Surgodha District), and the Stuay i1 now
IDyears ol4, The farmers: Preferences wepe Linited Ly theye
Avarencss of available credit Sources; tcday s titution., ] sources
of credit, viprcaially the ADRP and the commercial Lanies,
ar¢ much miore Prominent, Nevertheleay, this study (Taiie 7)
it indicat,ve of ) relative Imporiinc: of the Varivus soyrq gy
of ACH-ius Litutiong] lustihzer cregy,
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Table 9 - Lendinr by ADRP
By type of loan, 1973-74

Total. Averace
Type of Loan No. of Loans Million Rs. Value Rs./Loan
Surety loans 119,’£51 127,45 10063, 40
Security loans 32,296 251,71 7793.84
Hypothicated loans 423 36.41 86, 075,65
Spot lending 1112.601/
Passbcok 144,02 4/
Fertilizer loans, 92,567 112.85 2/ 1219.07 3~
all kinds :
1/ Al spot lending is on surety; thus 88 percent of surety loans

were in the spot loan campaigt.,

ADBP financed 11.3 percent of all fertilizer sales in FY 74,
(Rs., 112,850,000)
(Re. 997, 406, 900)

At ns. 75/bag, the average fertilizar loan would finance
enough fertilizer to cover between 16 and 22 acres, (The
rational Pakistan average fertilizer utilizat.on rate is
berween 3/4 and | bag per acre. )

All pasabook loans are security loans; thus 57 percent of
dccured lcans were mada against paasbooks.
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Although the passbook was intended to guarantee al} landed
farmers access to bank credit while reducing the cost and red
tape of obtaining a sccured loan, the impact of the program.in
its first year was limited to a relatively small number of
farmers. By the end of May 1974 only about 20,000 passbooks
had becn issued in the Punjab. Despite the small number of
passbook holders, the ADBP issued Rs. 144 million (35 percent
of its total credit in FY 74) of credit on the passbooks.
Evidently, the average size of passbook loans was relatively
large. Also, there are widespread reports of irregular fces
being charged to farmers who apply for passbooks and loans
on phssbooks. Taken together, the evidence suggesdts tha! ‘he
passbook system has not reacheq small farmers and it has

not effectivcly reduced the rea] cost of secured loans for
large farmers.

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

Little can be said about the terms of non-instirutiona]
credit. In the only known study done on the subjec. (1571) the
average rates of interest charged by non-institutional sources
were found to be 20 percent from family and friends, 32 percent
from money lenders and 46 percent from merchants, From
these figures we cannot procend to conclude what rate of interest
farmers pay for non-institutional fertilizer cradit because:

a. These are average rates of intevest for aj] types of
farmers; interest rates may vary for 1arimcrs of
different gize holdings and tenurial classes,

b. These findings may not be represcntative of areas
outside of the sample area.

€. Inflationary pressures are much stronger today than
they were at the time of the study; non-institutiona?
lenderr mav well have raiscd their ‘nterest rates to
maintain their real earnings at 1971 levels,

d. The terms of non-institutional interpst may vary by
function of loin 13 well a3 source, Thus, the termas
of fertilizer cradit may be significantly different
fron: the averages for all types of loangs,
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Examining the table, one is struck Ly the very low vague., of
the means, both per acrc and per houschold for ) catepor os of
farmers. AL Rs, 28, 50/bag, which prevaiiad at the timoe of ..
survey, the avcrage rize loan taken by farmers with lesy than (5
acres would not have been enough (o finance even one bayg of
fertilizer! Clearly many and Perhaps most farmery 15 car,
category were not using any fertilizer credit, although the ey
does not permit us to exclude non=-credit users and deter mine
the average size fertilizer loan pPer acre and per houschold among
actual borrows for each class. - Consequently, tho average values
of rupees per acre borrowed tend to cluster over a fairly narrow
range, obscuring differences among the variou: classes of larmers
that might otherwise emerge. A rmuch different pattern might
emerge if the averages were calculated only for those farmers
using some credit.

The pattern that does emevge from the data is rather remirka
able. Tenants and owner-cum-tenants easily enjoy the grescest
access to fertilizer credit. We hypothisize that landlords are the
main sourre of this credit, and they are more liberal in extending
cr.dit to their tenants than are other credit sources to their
respective clients. This is logical because under the terms of
traditional "bataj" tenancy (sharc-cropping). landlords share a
fixed portion of the crop (usually 50 percent). By extending
credit to his tenants, the landlerd is able to €arn more ""vent'
{rom his luad by capturing a fixed portion of the incrementy]
income arising from the use of feriilizer,

Among owner-opcrators, the pattern of access to credit
approximates more closely our apriori expectatiunz, Small
owner-operators (0 to 15 acres) average less credit per cere
than do medium and large farmers, Institutional credit almost
certainly 15 readily available to only medium or larpeor farmers,
while landlord credit is simply excluded by definition,
Consequently. small owner-operators do not fare as well,

Thewe 15 one Lther interesting feature of the dara, Tcnants
aceess *o fe=u'izer credit is an inverse function of si1z¢ of
farm .. s<cort jor la- 2ten - (over 50 acres), The
*fraditional lundlord.s . g relationahip provides 4 ready
explanztion for ths parados. |t is aighly unliicely that tenants
Wi huld 50 ur more acves of irvigated land are really “hata
senonts, Thoy 2'raost cortainly sre large conimeresa] {irmory
bk have taken e land on lease. Ty . hypotlicnin js corraboraterd
by supportive evidene rem the deperdency inde s larpe tenanty
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arc only half as dependent on credit to finance their fertiliver
purchascs as are the other size tenants and their dependency
is of the same magnitude as farmers ir the other tenurial
categories.

9. Conclusions

The observations that we have been able to make have been
fairly limited. Our most important data sourcec is a field
investigation concluded in 1972. This serves as a benchmark
of the fertilizer credit situation then, rather than as a
description of things as they are today. This should not be
discouraging; with the wealth of benchmark data now at our
disposal, follow-cn surveys will permit a much needed
analysis of the fertilizer credit market ac it performs today,
Data with the commercial banks and the ADBP can secrve as
ii‘npo rtant sources of information about institutional credit.
Given both the importance of the issues and the availability
of the information, the topic of fertilizer creait is certaianly
deserving of further research.
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ANNEX 9
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NATURAL GAS IN PAXISTAN : SUPPLY, DEMAND, AND PRICES

Summary and Conclusions

In Pakistan total natural gas reserves are esti-
mated to be 17.43 million million. cubic feet, These
are at ten locations in Baluchistan, Sind and Punjab,
Three locations are in operation, i.e., the following
fields: Sui (Baluchistan), Mari (Sind), and Dhulian
(Punjab). These have estimated gas reserves of 14,27
million million cubic feet, 82% of the known :toral.
Since 1955, when gas was first introduced in Pakistan
on a commercial basis, 1.03 million million cubic feet
of gas have been consumed, leaving intact estimated
reserves of 16.40 million million cubic feet,

Natural gas consumption in Pakistan has increased
from 1.3 million million BTUs in 1955 to an estimated
122.5 million million BTUs in 1973. Gas consumption is
forecast to reach approximately 346 million million
BTUs annually by 1986, an 8.3 percent per annum growth
from the 1973 1level.

The Sui fields' reserves are estimated to last
through the year 2000. The proposed Fauji Foundation
fertilizer plant will be based on the Mari gas fields,
These fields have estimated reserves of 3,942 million
million cubic feet, of which 0.05 million million cubic
feet have been consumed since 1967 by the existing Mari
gas based Esso fertilizer plant., These Mari fields have
"assured” reserves of 1.793 million million cubic feet,
while the remaining reserves of 2.149 million million
cubic feet are "reasonably assured".

The GOP is contemplating additiocnal use of Mari
gas -- to its maximum for fertilizer production, Curp-
rent plans call for 4 fertilizer plants, These are: the
existing 170,000 tons per annum Esso plant, the propos d
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 capacicy, respectively,

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

In Pakistan total natural gas reservss are esti.
mated to be 17,43 million million cubic feet, These
dre at ten locations in Baluchistan, Sind and Punjak,
Three locations are i1 operation, i.e., the following
fields: Sui (Baluchistan), Mari (Sind), and Dhulian
(Punjab). These have estimated gas reserves of 14,27
million million cubic feet, 82% of the known :tozal.
Since 1955, when gas was first introduced in Pakistan
on & commercial basis, 1,03 million million cubic feet
of gas have been consumed, leaving intact estimated
reserves of 16.40 million million cutic feet.

Natural gas consumption in Pakistan has increased
from 1.3 million million BTUs in 1955 to an estimated
122.5 million million BTUs in 1973. Gas consumprion is
forecast to reach approximately 346 million million
8TUs annually by 1986, an 8.3 percent per annum growth
from the 1973 level.

The Sui flelds' reserves are estimated to lasc
through the year 2000. The proposed Fauji Foundatiaon
fertilizer plant will be based on the Mari gas fields,
Thece fields have estimated reserves of 3.942 million
million cubic feet, of which 0.0§ million million cubic
feet have been consumed since 1967 by the existing Mari
gas based Esso fertilizer plant, These Mari fields have
"assured” reserves of 1,793 million million cubic feect,
while the remaining reserves of 2.149 million million
cubic feet are "reasonably assured".

The GOP is contemplating additional use of Mari
gas -- to its maximum for fertilizer production, Cup-
rent plans call for 4 fertilizer pPlants, These are: the
existing 170,000 tons per annum Esso plant, the proposed
540,090 tons per annum Fauji plant, and two proposad
National Fertilizer Corporation (NFC) plants of 550,000
tons and 610,000 tons per annum capacicy, respectively,

Combining the high and the low extremas of
gas consumption per ton estimates with the low "assured"”
and higher "reasonably assured" estimates of gas avail-
ability, the Mari gas fields may last as long as 2032
for all four plants or only until 2000 for only thrae
plants,



II.

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 pricas are
approximately $0.21 per MCF. The U.S., gas prices are 425%
higher than Pakistan's at we.lhead, 132 % higher at city
gate, 176 % higher for industrial consumers, and 103 %
higher for domestic consumers. ?Prices of other fuels in
Pakistzn are significantly higher than gas prices,

Recommendations:

l. A shadow price of R1,5 - Rs,6 per MCF at the
wellhead would be equal to the typical world wellhead gas
price.

2., Shadow pricing of gas at other sale points
(transmission and distribution) should be based on & .wéil-
head shadow price of about Rs S - Rs.6 per MCF. (The GOP
currently uses Rs.1.26 per MCF in determining gas tariffs.)

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

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

S. A decision on the contemplated NFC II plant of
600,000 tons per annum capacity. should be deferred until,
by additjonal drilling, the "reasonably assured"” reserves
of 2,149 million million cubic feet have been turned into
"assure.” creserves,

Gas Availabilicy:

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 utilizarion, and the heat (energy) value of each of
the ten flelds. Currently the Sui, Mari and Dhulian
fields are operational. These three fields contain approxi-
mately Bl percent of the known available gas in Pakiscan.
The field with the largest available reserves, 7.7 million
cubic feev, i3 at Sui in Baluchiszcan, followed by Mari in
Sind, with 3.89 million million cubic feet. Annex 2 preae-
sents the location of gas fields in Pakistan.
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The Sui gas is utilized for domestic, commercial and
industrial uses all over the country, The Dhulian gas is
also so used, but only for consumers in the northern Punjab,
The Mari field is used by only one consumer - Esso 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 consumptior. in Pakistan began in the mid
1950s and grew rapidly, often in Place of other available
fuels. Gas consumption and gas consumption as a percent
of total energy consumption for the period 1955 . 1973 are
presented below: ‘

Million Million Gas Consumption
BTUs of As X of Total

Year Gas_Consumption Energy Consumotion
1355 1,3 1.5

1960 24,9 17.8

1968 74,2 29.1

1970 95,0 3l.6

1972 11,2 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 195§
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 forp
FY 1973, These GOP demand forecasts include gas consump-
tion by <he proposed Xarachi Steel Mills and the gas based
fertilizer plants likely to be established 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 the year 2000.

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

There are five available estimates of gas (feed and
fuel) requirements for the proposed Mari gas based 340,000
ton per annum Fauji fertilizer plant, These estimates are:

1. The Mari gas fields owners (Esso) estimate that gas
requirements for a Mari gas based 540,000 ton per
annum fertilizer plant would range between 70 millicn
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 millicn. cubic feet.

2. The Chemical Consultants (Pakistan) Ltd feasibility
r2port for the Mari gas based Fauji plant estimates
gas requirements at 78,75 million cubic feet per day
for a 1750 ton per day plant. The annual require-
ments (310 days) are, therefore, 24,412 million cubic

feet,

3. The Government of Pakistan estimates the daily re-
qQuirements 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 cubié¢ 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 i3 assumec that the gas requirement
per ton of fertilizer for the proposed Fauji plant is
the same as that -for the existing Esso plant, then the
annual gas requirements for the Fauji plant would be
in the neighbourhood of 32,082 million cubic feet per
annum,

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



=: 5 2=

existing Esso plant of 170,000 tons. At the high extreme
assumption of an annual gas requirement of 32,082 million
cubic fect, the Mari fields can provide gas to both Esso
and Fauji for the next 10l years after the plant goes into
operation in 1978, assuming intact reserves of 5.9 million
million cubic feet, Further, even if only the "assured"®
reserves of 1,794 trillion cubic feet are considered (This
would be extremely conservative, as it is known that there
exist another 2.149 trillion cubic feet of "reasonahly
assured™ reserves,), these reserves would suffice for about
50 years for both the proposed Fauji plants (using 32,082
million cubic feet of gas per annum) and the existing.Easo
plant (after the Fauji plant goes into operation in 1978),

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

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

l. Gas Reserves:
Reasonably Assured a) 3,942 Trillion Cu.fc,
Assured D) 1.793 Trillion Cu.fec,

2. Range of Gas Requirements

per ton of fartilizer a) 40,185 cubic feet
b) 43,056 = "
c) 45,207 " n
d) 51,667 " "
e) 55,555 " "
£) 59,411 " "

3. Outpur Per Plant:

a) Esso (existing) 170,000 tons per annum
b) Fauji (proposed) 540,000 rons per annum
¢) NFC I (proposed) 550,000 tons Per annusm
d) NFCIZI (propoaed) 600,000 tons Per annum
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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

Assumption la:

Gas Reserves of 3,942 Trillion Cubic

Feet, combined with following patterns of fert;lizar plant

development:

Year of Producrion:
Years otVUQe)

Gas Requiremenvs/ton

40,185 Cu.Fx,
43,056 Cu.fr,
45,207 Cu.Frx.
51,667 Cu,Fr%,
55,555 Cu.Fr,
59,411 Cu,Fr,

Esso +
Esso+ Fauji+
Esso+ Fauji+ NEC I+
Esso Fauid NFC I NFC IX
Fertilizer Production Capacicy
(000) Tons Per Year

170 170+ 170+ 170+
540= S40+ S40+
710 550= 5SSO0+
1260 600+
1860
1967 1968 1579 1982
(0) (1) (12) (15)

PostT 1967 Field Life in Years

577 146 87 65
539 137 82 62
513 130 78 60
449 11§ 70 5&
417 108 65 . 1
390 101 62 48



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

Feet,
I II IIT Iv
Production Capacity : (000) Tons Per Year
170 710 1260 1860
Years of Production: 1967 1978 1979 1982
Years of Use): (0) (11) (12) (15)
Gas Post 1967 Field Life in Years
Requirement /ton
40,185 cCu. Ft, 262 70 44 '35
43,056 Cu. rr. 245 66 42 33
45,207 cu, Ft, 233 63 41 32
51,667 Cu, Fe, 204 - 56 37 29
55,555 Cu. Fr. 190 53 35 28
59,411 cCu. Fr, 177 S0 I3 . 27

I£ it is assumed that a twenty or more years gas avail.
abiliry is a juscificarion enough to undertake an investmant in
a fervilizer plant, cthen the above calculations, under varying
a3sunprions combined with a number of alrernatives of gas usage,
reveal the following:

1. If the woral available gas at the Mari gas fiald:s i4 in
fact 3.942 rrillion cubic feetr, then the 3 contemplated
fertilizer plancs (in addition to the exilsting Esso
planz), all of them installed by 1982, have enough gas
UpPtc the year 2015 under the extreme assunprion of gas
Tequirement of 59,411 cubic feet per von of Urea, If
the gas requiremens ber ton of urea reduces g 40,185
Cubic feer, then this gas 13 enough to last through the
year 20%2, . :

2. Then there is the éxtreme (and unlikely) 43sumprion thar
there i35 no gas avallable AT Mard except the currently
available 1,793 trillion cubic faav gf "assuredn reserves.
Even this unreoalisvic 4:s3umption juswifies rhe construc-
tion 0f vhe Faujdi ane Nre 1 plants under the extremely
high gas FeqQuirements of 59,412 cublc faat of gas paer
Ton of Urea produced, Under this ser o4 assumprions,

Essc, Faujd and NFo I would be adequataly Suppliied thry



the year 2011. The investment in the NFC II plant
(along with the other 3 plants, i.e., Esso, Fauji

and NFC I) by 1982 cannot be undertaken if the Mari

gas reserves are 1,793 trillion cubic feet. This
proposition is rejected because in less than 20 years,
after the NFC II plant goes into operation (in 1982),
will the Mari gas get exhausted. Only under the cone
dition of 40,185 cubic feet gas requirement per ton

of Urea is the investment in NFC II justifiable.

Under this condition, gas lasts through the year

(1967 +35) 2002 for all the 4 plants. The year 2002

is exactly 20 years away from the year 1982 when the
NFC II plant goes into operation. For all higher gas
recvirements per ton of Urea (43,056; 45,207; 51,667;
55,555; and 59,411) the Mari gas gets exhausted earlier
than the year 2002 which is less than 20 years from
1982 when NFC II starts operating,

IV, Gas Fields Ownership & Distribution Mechanism

The Sui fields are managed by the Pakistan Petroleum
Limited (PPL), the Mari fields by Pak-Stanvac Project (PSP)
and the Dhulian fields by Pakistan 0ilfields Limited (POL).

Pakistan 0ilfields is incorporated in Pakistan. The
majority shares (70 percent) are held by the Attock 0il Co.
which 1s incorporated in the U,X. The GOP owns an 18 per
cent share in POL and the remaining 12 percent of the shares
are scattered among the general public,

Pakistan Petroleun Limited is incorporated in Pakistan,
Burmah 01l Company owns 70 percent of the shares, the COP 29.3
percent, and the general public 0.7 percent.

Pak-Stanvac Project (PSP) is owned by Esso Standard
Eastern™Inc. (37.5 percent), Mobil 0il (37.5 parcent), and
the GOP (25 percent),

PPL sells gas at wellhead to both the Sui Gas Trange
mission Company (SGTC) and the Suil Northern Gas Pipelines
Linived (SNGPL). PSP 3ells gas at wellhead to only one
consumer, E3sso Fertilizers which is located near the gas
fdelds. POL sells gas at wellhead To SNGPL.

gas
5C
rms of the southern region of Pakiscan,
Company (¥GC) and the Indus Gas

i3 gas to the end usars in Karachd,

S
gas %o en



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 forp sales ta the

end users in Punjab and NWFP. A schematic diagram showing
the relationship between the various sale points is presen-

ted below:

Gas Filelds Sui Mari Dhulian
Location of Field Baluchistan Sind Punjab
Owners PPL PSP POL

Intact Gas Reserves
Triliion Cu. Ft. 7.7 3.89 ¢ l1.68
(Estimated) +

—— -

Marketing Stage -_} * +

Transmission SGTC
Distridbution XGC 1GC Y SNGPL |
End End End End
Users Usars Users Usars
Marketing Area Xarachi Sind Easo Punjab
Except Fertilizars &

Xarachi Sind NWFP



V. Pricing Structure

Gas pricing at all levels of marketing (wellhead,
distridbution, and retail) is administered by the Govern-
ment through the Ministry of Fuel, Power and Natural
Resources. As a rule, Gas tariffs charged by gas companies
do not exceed the maximum rates fixed by the Director of
Gas Operations within the Ministry of Fuel, Power and
Natural Resources,

PPL and the PSP receive Rs,0.40 per thousand cubic
feet (MCF) of gas as the wellhead price for the gas sold,
However, the gas transmission firm, SGTC, and the distri-
bution firm, SNGPL, pay Rs 1.26 per MCF for the Suil gas.
The difference between the two prices (the Rs 0.40 per
MCF price received by PPL and the Rs 1.26 per MCF price
paid by SGTC and SNGPL) is collected by tha Government
in the form of excise duties and development surtharges,
The Esso Fertilizers pay Rs 1.55 per MCF as the wellhead
price. RAgain, the PSP receives only Rs 0.40 per MCF.
The- difference between the Rs 1.55 and the Rs 0.40 prices
is collected by the Govermnment. Information on the
Dhulian gas price is not available but is most likely in
the range of Rs 1.26 to Rs 1,55 per MCF for the customers
(SNGPL) at wellhead and Rs 0,40 for POL -- the difference
between Rs 1.26 to Rs 1,55 and Rs 0.40 being collected by
the Government as taxes,

Slab type (marginal or step -- varying with quanti-
ties) tariff rates are applied for bulk sales by SGTC to
the two distribution companies, namely, KGC and IGC. The
prices decline for successive incremental slabs of gas
purchased by the distribution companies. The average
selling price of gas to the KGC by SGTC in 1973 was
Rs 1.61 per MCF (thousand cubic foet) as against Rs 1.72
per MCF (thousand cubic feet) received by SGTC from IGC.
This price differential reflects a greater bulk purchase
of gas by KGC than the IGC's purchases, Unfortunataly,
we do not have access to the average price paid by the
SNGPL to PPL and POL for gas distribution in Punjad and
NWFP, However, it is safe to assume that the bulk pur-
chase average price paifd by SNGPL for 1973 would also be
in the neighbourhood of 24 1.60 - R3 1.80 per MCF. It
may be noted that in August 1973, gas prices were incrsased
by Rs 0.48 per MCF of which Rs, 0,15 per MCF was retained
by the SGTC, while the remaining Rs 0.33 per MCF was
Government's share as development surcharge. The above



noted average price paid by XGC and IGC in 1973 includes
the increased prices of August 1973,

In June 1974 the Government again raised the gas
prices paid by SGTC and the three distribution firms,
namely KGC, IGC and SNGPL. The gas field owners, how-
ever, were not affected by the price increase and thewy
continued to receive Rs 0,40 per thousand cubic feet.
The three distribution firms now pay S0% more at each
slab level over .l1e August 1973 price level,

Commercial end users in the Punjab and the NWFP,
(e.g., excepting those using gas for household or domes-
tic purposes) have all been 5w ject to ' -.some recent
price increase, ranging from 45% to S0%, over the August
1973 prices. The gas price increases in Sind and Karachi
in June 1974 were relatively small. In fact, in some
cases jas prices declined in June 1974 over the earlier
price tariffs established in August 1973. A compararive
price picture in August 1973 and June 1374 is presented
below:

Recent Gas Price Chanages
(Price iIn Kupees ser MCE)
August 1973 June 1974 X Increase

Gas field owners 0.40 0.40 0
Excise Duty & Surcharge NA NR

SGTC and SNGPL 0.84 1.26 SO
SNGPL Distribution (NWFP & Punjab)

General Induscrial 3.53-3,73" 5.3 5.60° 50
Cement Factories 3.5 -3,58 5.30-5.37

Electric Utility 23 4,85 SO
Commercial 6.88 10.00 45.3
Domestic 6,40 6.40 0

Besides the above rates charged frem the general
industrial, commercial, and domescic coniumers, SNGP' has
also entered into individual contracts with large sive end
users. These include: WAPDA, WPIDC fercilizar factories azc
Multan and Daud Khel, and the Dawood Hercules Fertilizop
facrory arv Sheikhupura. It is not possible te find the
average gas price paid par MCF for zhese end users because

w
The range represents Lae upper and the lowar limirce

£ Tariéé slays,



contracts in each case include a price per MCF plus & fixed
annual rerntal regardless of the amount of gas consumed. We
have access to only the Diawood Hercules contract terms for
which the arnual fee in 1973 amounted to Rs 448,800 which
increased by S50% in June 1974 to Rs 673,200, The fixed
annual rentals for other consumers are not available.

The rates charged by SNGPL from some major end users in
Punjab and NWFP are presented below:

August 1973 June 1974 _% Increase”
RS 756% 1"‘FTxed Rs/000  Fixed In  Ir rixed

Cu, F~., Charges Cu, Ft. Charges Price Chsrges
(Rs 6555 (Rs 5%35

WAPDA (Power)

Multan 2.18 NA 3.27 NA S0 S0
Lyallpur 2.18 NA 3.22 NA S0 SO
Abdullahpur 3.23 NIL. 4,85 NIL S0 S0
Shahdara 3,23 NIL 4,85 NIL SO S0
Fertilizer
Factories
Multan 2,18 NRA 3.27 NA 50 S0
Daud Xhel 2.1 NA 3.27 NA 50 sS
Sheikhupura 2..4 448,.8 J3.22 673.2 S0 S0

The Asian Develormen< Bank Report of November 1973 on the
Multan Fertilizer Przject calculated an average price of Rs 3.14
per MCF at 100% caracity utilization for the gas purchased from
the SNGPL., This estimated price takes into account the fixed
annual rental and the gas price per MCF., If other gas based
ferrilizer marufacturers are also corsuming gas in similar or
greater quantities as 15 consumed by the Multan plant, ther im
1973, the average ;rice cof gas for fertilizer plants was likely
in the neignborroold cf Re .15 per MCF. The tariffs for the
SNGPL gas based WAPDA thermal electric power plant were in the
neighborhood 2f ks 3.20 zer MCF after the August 1973 price
increase,

"The June 8, 197¢ Garstce ~f Pakistan notification increased gas
prices by 5C% both f:r the fixod annual rentals £5r which the
terms were not cdisclisad, ind fcr the price per MCF of gas for

which the verms were made available ir the Gazette notifizatisnm.
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The KGC and IGC gas tariffs for Karachi and Sind,
respectively, are lower than the above noted SNGPL tariffs
for Punjab and NWFP., The KGC and.IGC tariffs for Rugust
13973 and June 1974 are presented below:

(Price in Rngees Per MCF)

Augqust 1973" June 1974*
KGC Customers
Domestic (unsumers 6.40 4,30 - 6,30
Commarcial 6.88 3.30- 4,90
XESC 2,63 2,95
Industrial (Includes- 2,13-3,73 2,45~ 3,30
Electric Utilities)
IGC Customers
Domestic Consumers 6,40 4,30 - 6.30
Commercial 6.88 3.30-4,90
Industrial and WAPDA 3,13-3.73 3,26- 3,82

The Esso fertilizer plant is based on Mari gas., ..
From June 1969 to June 1974 it paid a wellhead price of
Rs 0,80 per MCF, Since June 1974 Esso pays a gas price
of Rs 1,55 per MCF at wellhead including a government
eéxcise duty of Rs 1,15, Therefore, PSP continues to
receive a price of Rs 0,40 per MCF established in 13966
when it started selling gas to Esso Fertilizers, The
price paid by Esso Fertilizers is significantly lower
than prices paid by other fertilizer plants located in
Multan, Daud Khel and Sheikhupura. These Sui gas based
plants, as noted earlier, paid a price of about Rs 3.20
per thousand cubic feet till June 1974, and since then
a 50% increase in gas price raised the price in the
neighbourhood of Rs 4.80 per thousand cubic faat,

*The ranges represent the upper and the lower limits
of tariff slabs,



vI.

The significant price differential between the Mari
gas based Esso plant and the Suil gas based plants is due
to cthe fact that Esso purchases gas directly from PSP at
the wellhead. On the other hand, all other fertilizer
plants located in Punjad purchase gas from SNGPL which
distributes gas at factory sites located near fertilizer
markets, The Esso plant is far removed from the marke:,
The advantage of cheaper gas availability at wellhead and
a factory location near the gas fields for the Esso plant
is partly off-set by the transportation costs incurred in
shipping the final product to the market. A separats study
on the locational aspects of fertilizer factories would
have to be taken to determine whether it is more econo-
mical tec build fertilizer plants next to the gas fields
(thereby reducing the cost of gas but increasing the cost
of transportation of final product to farm level) or near
the fertilizer markets (thereby reducing the cost of
transportation of final product to farm level but increas-

ing the costs of gas).

The Proposed Fauji Fertilizer Plant £ Government Gas Pricing

The proposed Fauji fertilizer plant will be located 30
miles from the Mari fields, Fauji will buy gas from PSP at
wellhead and lay its own gas pipes from the gas well to the
factory. 1In all likelihood Fauji would look for a price ne-
gotiation similar to the terms offered to the Esso Fertilizars.
In other words, gas prices would not increase between now and

the period of Fauji plant completion.

PSP states that the present gas extraction from the Mari
fields is enough for the Esso plant only. Any additional
demands on Mari gas fields would require new investments in
digging wells, Well digging costs have increased from
$300,000 to $500,000 -per well during the last six months and
these costs are still on the increase, Such incremental
investments cannot be undertaken for new customers if PSP
continues to receive Rs 0,40 per MCF. PSP also contends that
on such low gas prices established in 1966 the returns on
incremental investments would be approximately 3% - 4%, They
corrend a reasonable rate of return on investment would require
a gas price to PSP of about Rs 1.15 per MCF at wellhead,
Therefore, the Government would have to either drastically
reduce the excise duty from Rs 1,15 to Rs 0.40 per MCF for
the Fauji plant sales so that both Fsso and Fauji 7ay the
same wellhcad price of Rs 1.55 per MCF, or the government
would have to fix a price of Rs 2,30 per MCF for Fauji
without alrering the government excise duty share of Rs 1,15
per MCF., This will be a case of price discrimination whero
one consumer (E3so; would pay Rs 1.15 per MCF, while the
other (Fauji) would be charged Rs 2,30 per MCF.



VII. Gas Pricing in Pakistan & International Gas Prices

Gas prices paid by Pakistani end users range from:-an
equivalent $0,16 per MCF (the wellhead price for Esso

users in Punjab and NWFP located over 6§00 miles from the
gas fields), The gas field owners, however, receive
equivalent $0,04 per MCF. The wide difference between
what the gas field owners receive and what is paid by

the end users is accounted by: government development
surcharges and excise duties, gas transmission companies
transportation costs and profits; and the gas distribu-
tion firms distriburion costs and profits which, as noted
earlier, are requlated by the Government at each level of
sales (gas fields owners, transmission, distribution, and
end users) and distributional region (Xarachi, Sind, NWFP,
and Punjab).

It is reported that the current U.S. wellhead
average gas price is $0.21 per MCF while new wellhead
gas contracts are negotiated at $0.40 - $0.50 per MCF,
City gate prices range between 50.39 to $§0.77 per MCF.
Industrial end users prices range between $0.60 to $1.00
per MCF while gas prices for domestic uses range hetwaeen
$1.00 and $1.60 per MCE.

Indonesian gas export price at wellhead is approxi-
mately $0.16 - 50,17 per MCF whereas the recent Iranian
sales to Russia are reported to have taken place at about
$0.50 per MCF, A 1972 barter deal for gas export from
USSR to U.S. placed the contract at $1.04 per MCF at Port
Murmanzk (USSR), The average gas price for the Canadian
and Mexican exports to. the U.S. are reported at $0,46 per
MCF in late 1973, By March 1974 new sales contracts for
exports from Canada (Gulf Coast) to the U.S. were reported
at $0,.55 per MCF.

These above observations indicate:

1. International gas prices have a wida range;

2. Despite the wide international gas price range,
international wellhead gas prices are signifi-
cantly higher than the Pakistani wallhead prices;

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

4. International gas prices are on tho increase,



The table below compares the U,S, gas prices with
those in Pakistan:

Prices Per MCF

Pakistan
Equivalent U,S, Price Rs
u,S. $ U,5. $§ % of Pakistan
Wellhead Price 0,04 0.21 $25
Clzy Gate Prices 0.25 1/ 0.58 2/ o232
Industrial Consumers 0.29 x/ 0,80 2/ 276
Domestic | 0.64 1.302/ 203

1/ Rverage of Prices paid by KGC and IGC. )
2/ Average of the highest and the  lowest prevailing prices.

The above table shows that the gas prices at wellhead
in the U.S. are 425% higher than those in Pakistan, Even
the least price differential between the two countries, i.e.,
for domescic uses, reflects over 200% higher U.S. prices than

those in Pakistan.

VIII, Comparison of Gas and Other Fuel Prices in Pakistan

The Government of Pakistan examined the prices of gas
and various other fuels for equivalent heat quantities
(BTUs) in June 1974 when prices of various fuels were
revised upward. The findings of their analysis are pre-
sented below:

Fuel Costs Equivalent To 1000 Cubic Feet of Gas

Price As %
Fuel Rupees . Of Gas Price’
LPG 32.40 506
Furnace 0il 31,26 &/ sg8 X/
Charcoal 20,17 315
Xerosene 17.30 270
Wood 14.34 224
HSD (High Speed Diesel 0il) 12.18 130
Gas 6.40 2/ 100

1/ A recent newspaper news on international prices of
furnace oil places furnace oil cost equivalent to
1000 cubic feet of gas at R3 14,31 which 1is still
124 percent higher than gas price fc» domestic uses
in Pakiscan,

2/ Price paid by domestic consumers,
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The above table shows that the cheapest energy source in
Pakistan is gas and the next cheapest fuel after gas is
HSD. However, even HSD is 90% more expensive than gas,

A common fuel in Pakistan is furnace oil. 1In face,
most industrisl units switched from furnace oil to gas
after gas was made available at a much cheaper price,
Furnace oil (which as a byproduct of domestic refinery
operations is exported from Pakistan) is 388% more expen-
sive than gas at the price paid by domestic consumers,
and 904% more expensive than the gas price of about Rs.3
per MCF paid by industrial consumers in Karachi. 1In
Pakistan the gas price to oil prices ratio (Gas prices/
Oil prices) is significantly less than that prevailing
in the U,S, for 1971, the year for which the most recent
data are available to us, The comparison is presented
below:

Ratio of Gas Prices to 0il Prices (Domestic Uses)

U.S, Average All Regions 1971 = 0,724
Pakistan Average All Regions 1974= 0.20%

IX, Shadow Pricing Of Gas

The gas pricing data for Pakistan and other countries,
and also the price data on other fuels both in Pakistan and
abroad, lead us to the following conclusion:

Gas prices in Pakistan at all levels of salas (at well-
heed, at transmission, and at discribution) are signi-
ficantly lower than in other countries, Further, che
ratio of gas prices to prices of other fuels is also
much lower -in Pakistan than in other countries,

This conclusion is shared by the Asian Development Bank
Report of February 1974, alcthough the Report only considers
the impact of the low gas prices on financial returns to SGTC.

Ideally, shadow pricing of gas involves determining che
future replenishmen= costs of additional gas drillings
required for replacing the gas consumed berween now and the
time when the existing gas wells are fully utilized., These
drilling costs are then discounted to determine their present
value (PV), Unfortunately, we do not have data on well dril-
ling costs as well as the "expected values" of striking gas
per new well drilled.



Another mechcd of using a shadow price would de
o use the export price of gas. If such international
export prices are corsidered as the shadow price of gas,
then the price wouid e in the range of Rs S-Rs 6 per
MCF at transmission point. This price is based on the
current export contracts negotiated abroad and discussed
in Section VII. A shadow price of Rs 5-Rs 6 per MCF is
significantly higher than the current price of Rs 1.26
(Rs 0,84 per MCF paid by SGTC in November 1973 plus a
50% increase since Jure 1974) paid by SGTC. The shadow
prices to distribution firms and end users can then be
determined by using a mark-up on distribution costs
including profits, If it is assumed that the mark-up
on distribution costs (and their profirts) remains con-
stant, then Rs 3.74 - Rs 4,74 per MCF may be added for
each type of consumer, Major utilities and industrial
bulk gas purchasers will then have to pay a price of
approximately Rs 8 - Rs 9 per MCF,

TDurrani:qd:DEA.
11/15/1974



Gas Field

Sui

Mari

Uch
Dhulian
Xhairpur
Khand Xot
Zin

Hundd
sari Sing

Mazarari

Natural Gas Reserves in Pakistan

(Millior Million Cubic Feet)

Heat Value
Estimated Proven Utilized Remaining BTUs/
Reserves Reserves Reserves Reserves Cubic Foot
8.63 i/ c,93 7.70 933
3.94 1.793 0,05 3.89 723
2,50 NA - 2.50 NA
1.70 YA 0.05 1.65 1100
0.25 NA - 0.25 NRA
C.20 NA - 0.20 842
0.10 NA - 0.10 NA
0,05 NR - 0.05 830
C.33 NA - 0.03 830
0.G3 NA - 0.03 976
17,43 1,05 16.40

1/ Not Available,















AID-DLC/P-2114

UNCLASSIFIED
Annex 1l
Page l of 5
FAUJI FOUNDA TION
Origin
l. The Fauji Foundation,formerly the Post War Services

Reconstruction Funds, is a Charitable Trust created under the
Charitable Endowments Act 1890 and is devoted exclusively to
the welfare of ex-servicemen and their families and families of
soldiers who died in wars since the creation of Pakistan,

Aim

2. The aim of the Foundation is to provide and generate
funds for the welfare of ex-servicemen and their families,
This is achieved by:-

a., investment in industrial undertakings at the
discretion of the Committee of Administration
(the supreme governing body) 2nd the income is
utilized for the collective benefit of the
beneficiaries,

b. the Foundation's funds are not utilized for
contributions towards measures which it is
the responsibility of the Government to take,

€. no cash grants are made to individuals,

d. the objects of the andowments do not extend
beyond the four provinces of Pakistan and
the centrally adminis.ered Tribal Areas,

3. The main welfare ficlda of endeavour are medical
facilities fo:1 ex-servicemen and their families, and

education stipends for ex-servicemen and their children.

Organization

1. The Foundation {3 controlled by a Committee of
Administration (suprerne governing body) consisting of the
following:-

A, Secretary Ministry of Defence - Chairman
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b. Four Principal Staff Officers
of GHQ Pakistan Army (of
General rank). - Members
¢. Two Principal Staff Officers
(one each) from the Naval
and Airforce Headquarters. - Members

The above body is responsible for laying down general
policy, approval of Annual Budgets and Audited Accounta and
for investments/disinvestments, overall control over the
functions of the Foundation.

5. The executive functions for the day to day functioning of

the Foundation vest in the Board of Directors who exercise all

the powers of the Committee ¢f Administration less those
enumerated in para 4 above., The Board of Directors consists of:-

a. Secretary Ministry of Defence - Chairman

b. Managing Director - Vice Chairman and
Chief Executive

¢. Industries Director - Member
d. Financial Director - Member
e. Welfare Director - Member

Directors(except a above)are full time employees of .he
Foundation and are located at the Head Office in Rawalpindi.

6. Due to changing circumstances and the urges of the timas
dictated by expanding industrial and welfare activities the Board
has been reurganized on a number of occassions - the current
composition of the Board reconatituted in March 1975 is as
under:-

A, Secretary Mintatry of Defence - Chairman

b. Managing Director
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¢.. Advisor
d. Financial Director
e. Welfare Director
f. Director Coordination & Personnel
g. Directc Textile Prnjects:
h. Director Sugar Projects
7. Each industrial and welfare project has its own separate

Board of Management for conducting its business, headed by
the Managing Director in the.case of industrial projects and
by the Chairman in the case of welfare projects. Appropriate
members of the Central Board of Directors in addition are
members of the Boards of Managemert on which the General
Manager of the Project and the relavent technical experts at
Head Office are also members,

Growth of *he Foundation

8. The Foundation has grown to its present size and stature
as listed in the chronological order of the projects being set
up:-

Industrial Projects (Sole proprietary rights)

a. Fauji Textile Mills Jhelum
(25, 000 spindles, 500 looms) - 1954

b. Fauji Cereals (Manufacturers of
bLreakfast {foods) - 1954

¢. Fauji Sugar Mills Tando Mohd Khan (Sind)
(2,000 Tons daily crushing capacity) - 1959

d. Fauji Sugar Milis, Khoski (Sind)
(3,000 Tons daily crushing capacity) - 1971

¢.  Lyallpur Cotton Mills, Lyallpur
(50, 000 Spindles, 1,000 Looms) - 1972



f. Modern Sugar Mills Sangla (Punjab)
(1,500 Tons daily crushing capacity)

g. Foundation Gas (Marketing Company
for distribution of Liquified Petroleum
Gas)

h. Fauji Cotton Mills, Hasan Abdal (Punjab)

(25, 000 Spindles)

jo Controlling interest in Khyber
Tobacco Company Limited Mardan
(33% share)

k. Being set up
(1) Fauji Cotton Mills Mianwali
(25, 000 Spindles)
Land has been acquired and
machineries are on order..

(2) Fertilizer Project

Welfare Projects

I. Fauji Foundation Medical Centre
(Hospital of 300 Beds and a
modern Limb Fitting Centre)

m. Fauji Foundation Hospital Kallar
Kahar (Punjab)
(50 Beds)

n. Fauji Frundadon Hospital Lachi
(NWE'P)
(50 Beds)

o. Fauji Foundatdon Hospital Lawa
(Punjab) - under construction
(50 Beds)

p. Fauji Foundation Hospital Basal
(Punjah - 50 Beds)

Annex Ll
Page 4 of 5

1972

1972

1974

1960

1975/76

1960

1975

1975

1976

1976
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q. Fauji Foundation Hospital Mansehra - 1976
(N.W,F.P,)
(50 Beds)

Serials p & q are in an advanced stage of planning
and land has been acquired for their construction.
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BIODATA - DIRECTORS FAUTT FOUNDA'TON

Name

Designation

Academic Qualifications :

Service Experience

Business Experience

Name

Designation

Academic Qualifications :

Service Experience

Business Experience;

Maj Gen (Retd) Mohammad Nawaz Malik
Managing Director

a. B.A. (Punjab University)
b. Graduate Pakistan Army Stasf College
¢. Graduate of Joint Services Staff College U. K.

30 years experience in Command and Stafs aproint-
ments in the Pakdstan Army including Military
Secretary at General Headquarters and command
of an Infantry Division.

15 Sept. 70 todate as Managing Director Fauji
Foundation.

Lt Col (Retd) Mohammad Saidar Beg
Indus‘ries Diractor

a. b.A. {Punjab University)
b. Graauocte Pakistan Army Staf? College

20 years experience in command and staz appoint-
ments including two tenures of commarnd =¢ an
Infantry Battalion and Grade I Staff Officer at
General Eeadquarters, Pakistan Army.

! a. Joined as Administrative Officer Past Jar

Services Reconstruction Funds (now Faull
Foundation in Sep. 1961).

b. Promoted Controller of Indusirial Pro,ects
rauji Foundation in April 1963.

¢. Promoted Production Director in Sers, l9€3,
d. Promoted Industries Director September 272,

@. Has performed duties of No. 2 ‘0o Managing
Director Fau!f Foundation since Arrl €2 n
addition te being directly resronsible for the

running and performance of all Indust-ial Frojects,



3.

Name :
Designation
Academic Qualifications :

Service Experience
Business Experience :

Name
Designation
Academic Qualifications :

Service Experience

Business Exparience
Name

Designation

Annex_ 12
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f. Has been Director of the Central Board
.of Directors since 1962.

g. .Redesignated as Advisor to the Board of
Directors Fauji Foundation in April 1875.

Mr. M. Y. Pasha
Financial Director

a. B.A. (Punjab University)

b. Registered Accountant (Pakistan)

c. ACA (Institute of Chartered Accountants
in England & Wales).

a. Joined as Financial Controller January 1962.
b, Promoted Financial Director in Decemter 71.

Brig (Retd) Ghulam Fussain
Welfare Director

a. B.A. (Punjab University)

b. Graduate from U. K. Army Staff College,
Camberley

c. Graduate from School of Artillery, Fort Sill,
Oklahoma.

;" 28 years service in varied command and staff

appointments including Instructor St=:Z C-lleje,
Military Attachee in Moscow, command of Artillery
and Infantry Brigades.

Director Welfare since August 1272,

Brig {Retd) Mohammad Afzal Khan

Director (Coord. & Planning)



Academic Qualifications :

Service Experience

Businass Experience

Name

Designation

Academic Qualifications :

Service Experience

Business Experience
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a. B.A. (Muslim University Aliqarh)

b. Graduate Pakistan Army Staff College,

C. Graduate Command and Staff Colleye, Fort
Leavenworth,

28 years service in the Army in various command and
Staff appointments including Senior Staff Officer
at CENTO EQ. and command of Infantry Brigade.

a. Deputy General Manager Sugar M,
November 70 - June 71,

b. General Manager Sugar Mill, June 71 - June 72.

¢. General Manager (Sugar Projects at Head Otfice)
June 72 - April 73).

d. Promoted Director (Sugar) April 73 - April 75.

e. Promoted as Director (Coordination & Planning)
to the Central 2oard of Cirectors.

Brig (Retd) M. Eamid Bussain
Director ( Textiles)

a. Graduate of Pakistan Army 3taff Colleye,

b. Graduate Command and Staff College, Fort
Loeavenworth,

c. Graduate of the Army War College, Pakistan,

28 years service {n Command and Stad aprointments
including Deputy Commandant Sta¥ College, Command
of three [nfantry Brigades and Vice CThief of General
St , General Headquarters.
a. General Manager Textiles Nils June 77 o f-pid 72,
b. Resident Reprecentative Taui: Tounaatiss,

March 73 - December 74,
C. Dlrector (Texules) Duec, 74 - Marcr 75,

d. Promoted as Director (Tantiles) an e Central
Board »f Drruectors, April 75,

[2% ]
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Name ¢ Col (Retd) Fazal Dad Khan
Designation : Director (Sugar)

Academic Qualifications : B.A. Muslim University Aligarh

Service Experience : 28 years service {n the Army in Cémmand and
Staff appointments and vast experience of procure-
ment of non warlike stores from the Defence

Services.

Business Experience : a. Sales Manager, Sugar Mills, Fsbruary 71 -
June 71.

b. Deputy General Manager Sugar NI, June 71 -
December 71.

¢. General Manager, Sugar Mll, Jan. 72 - June 73.

d. Chief Procurement Menager Head Office,
June 73 - March 75.

8. Promoted Director Centran Board of Directors
as Director Sugar Projects, April 75,
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P
. Wl o wen wmes g
Revemue Receipts 2 648.49Y 260,83 38743 s10.49  sq1.08

Lesa: jlsverus Expenditure 7 145,91 173.61 207.42 246.39 280,00

Reverus Surplus 502,58 90,8 180,01 264.10 261,09

Capital Receipts 10 242,11 11.40 1,40 1,40 1.40

—— o

144.69 102,22 181,41 265,50 262.45

Lesat Capital Expenditure 11 439.50 1338.% 110,50  248.%0 69.5

Surplus/(Deficit) 305.19 (1236.28)  70.91 17.00 192,95

Opening Balance 1126.52  1431,71 195.43 266,34 20).34

MALTT 195,43 266,34 283,34 476.29

.-_.-—-m--—--

L/ L loc = Rs, 109,300
Re, 068,49 Loc » P&, 64,849,000



Smowsy
EEVENUE FRECEIPTS
(» tn 1a0)

Dividends ) 461;98' 141;56 306;56 416:56 06;56
Interent 4 127.70 69.'09 2.5 30;53 33.5%
0ffice Expanses 5 N8 BT . 55.00  60.34
Xisoellanecus é 7.19 B;oc .00 8.00 8.00

648.49  264.43  3BT.A3 51049  %41.05

e et — —
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DIVIDEND INCOME
(R in 1ao)
1974=T3 J1973-76. 1976=T7 19T7-78 1978~19
OWN_PROJZCTS . .
FSX (T) L 220,00 100,00 100,00  100.00 100,00
F3N (Farm) 5.83 7,50 7.50 7.50 7.50
™ - - 20,00 30.00 40.00
F3N (X) 228,80 25.00 60.00 65.C0 65.00
Lo 18,00 - 30,00 50.00 50,00
Fo - - 10.00 35.00 35.00
rsSu - - 30,00 50300 50-@
FON (H) - - 30,00  50.00 50,00
PCH (M) - - 10.00 20.00 30.00
CTEERS
Xre .75 3,00 3.00 3.00 3.00
PIC 1.88 1.88 1.88 1.88 1.88
451,98 141,56  306.5%  416.56  436.%



INTEREST INCOME
(% in 1ac)

9MTS 976 AMETT 9T  sorery

nx - 6.00 - 8440 8.40 8.40
Pox (E) | 25,15 - - - -
LCx 2,16 - - - -
X 2,37 - - - -
K 1,70 - - - -
Govt Securities 0301 - - - -
KTe ' 0.23 7' - - -
House Building Lozns 0.07 0,07 0.08 0.09 0.10
Tezporary idvances 0.01 0.02 0.03 0.04 0,05
Pired Deposits 89.82  63.00 14,00 2.00  271.00
O Retained Profits i .

BN (K) 599 - - - -

e . 0419 - - - -

127,70 69.09 22,51 30,53 35.5%



FSM (T)
FSH Farm
3K (X)

LCx
FCX (B)
FCit (31)

9.00 9,00 9,00

0.12 0.12 0.12 0.12
8,35  9.03 9.0 9,00
544 5,98  6.57 697
7.90 8.00 8.00 9.00
1,92 4.00 4.00 4.82
- - 300 4.82
Q1T 017 07 Q.17
6.0 748 T30 8.
0,77 2,00 260 35
4162 4578 50,36  55.40



MISCELLANEOUS RECEIPTS

(B in lao)

M4SN 6T 1978 ag7eemo

Private Patients - gn.gi md 3;64 .00 4.00 4.00 L.00
Azount Recoversbls from Army 8;81 - - - -

Recovery from MAG on accomt of . ] ' .
Artificial Limb Centre 4.87 3.00 3.00 3.00 .3.00
Others | 0.07 1;00 1.00 1;00 1;00
;.-1; ;o: 8.00 8.00 a;'oo



(& in lag)
?9.. L7413 197376 A976=TT  1977-78  1978-79
Welfare Expenditure 8 91:58 116:32 145;71 179;64 218;96
Ewtablishoant 41,62 45;73 50;35 55;4o 6'0;94
Interest 9 12;61 11;41 11;25 11;25 -
{isocellaneocus O;‘IO' 0;10 0.10 0;10 0;10

145.91 173.61 207.42 245,19 260,00



MELPARE EXPEWDTMEE
(s in 1ac)
D047 197506 1677 197778 197879
MEDICAL

FFHC and Mobile Dispensaries 42,55 46,80 51.48 56.63 62,29

”“'Df:;fm.:“ Hobile T 24,00 4.0  67.68 95.80

Day Treatoent Centres 02 1.0 150 200 2,50
EDUCATTON |

Stipends 35;97 39;57 43;53 47 ..38 52;57

e Thgmang Cottage 213 235 2% 2,95 3.00
QTEERS

Special Grant 2.70 2,7 2,70 2.70 2,70

91.58 116,32 145.T1 1719.64 218.96



 DIIEREST cRRgES

(A in 1ac)

1974-T8 191516 1976-T7 197778 197879

W&R Dtey gBQ Loan 12.37 11,25 11.25 11.25 -
1261 1141 11,25 11.25 -



10

(& in 1a0)

190475 1979976 1976=T7 19T7-T8  1978-79

RECOVZRY OP LOANS
e 19,00 10,00 - - -
x w00 - . L -
Temporary Advances 0:25 0;25 0:25 0;25 0;25
House Building Loan 0;11 0;15 0;15 0;15 0.'15
Sl.%:;igﬁlcnd of 0Q1d 0;’5 - - - -
Rné‘mmnt of Govt 0;29 - - - -
curities
Others 1:31 1;& 1;& 1.00 1;00

242,11 11.40 1.40 140 1.40



Loon Repayments
New Industr_iu Projects
Helfare Projects

Cilhars

12

13

14

13

19.75 - -
329.04  1237,00 -
82:71 93..50 102;50

50 o0 5o

439:50  1338.%0 110,.2

(& in 1a0)
19718 197899
125.00 -
'150” 61.”
—— ————
M50  gm



12

(s 1n lac)

LT3 197576 197617 197778 97899

IDEP Loan IT 4T3 - - - -
19.73 - - 125,00 -
L] L] L e L]
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13

SAPTTAL BXPEWDTTURE

(binho)‘

1974:75 197516 - 1976..
19767 1977-78 197879

X (R).
Loan 8’004 . - ., .
POH (¥) i
Capital 143,00 7.0 - i '
. - .
O
Capital | 3500 30.00 - - '
m oS
Loan
50.00 - - -

Peufi dgrico Chemicals
Limited

133 ¢
|
|
l
I



4

SAPTTAL EXPEIDITOTE - WELPARE

(s in 1a0)

10473 197376 197677 Je7ro78 197879 -

FRC inoluding Mohile
Dispensaries 1.44 2.00 3.00 4.00 -

Yew Hospitals incliding
lobile Dispensaries 75.43 86,00 94.00 106.00 %8.00

w Treatmant Centres 5054 S.W S.W S.W ’.m
Cuttage Industries 0.X 0.50 0.50 0.50 0.50

82.71 93.%0 102.5% 115.50 61.%
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(& in 1ao)

IT) 006 1067 s agpess

Head 0ffice inaluding

BR Karschi & Lahore 8.00 8.00 8.00 8.00 8,00
— . . '
8.00 8.00 8.00 8.00 8.00
L —— —— —— T

FAUCT PROJECTS

FSM(T) e PFauj!{ Sugar Mill (Tondo)

FSM (Farm) = Fauj!{ Sugar Mi1l (Farm)

M =  Fauj!l Tertile MLLL

FC . Fauji{ Cereals

FSM(X) = Fauj!i Cugar Mill (Khoski)
LCM ¢ Lyallpur Cotton M{1l}

Pt » Fauj! Gas

MEM s  Modern Sugar Mill

FCM(H) »  FauJ! Cotton M{lla (Hassanabad)
PCM(N) =  PFeuJ! Cotton Mill (Mianwall)
NIT » National Investment Trust
KTC s  Khyber Tobbacco Company

PIc = Pakistan Tobbacco Company



AID-DLC/P-2114
UNCLASSIFIED

ANNEX LU
THE WILLIAMS COMPANIES

Jive-Year Profit Cepter Earnings
1974 1973 1972 1971 1870

Revenues
Fertilizer
Agrico Chemical Company $461,8 $312.,0 3203,6 $ 30,3 $ -
Energy :
Willi{ams Pipe Line Cowmpany 68.6 64.1 61.) 57.3 57.6
Williacs International Group 33.3 57.7 82.1 12.7 40.5
Willisms Energy Company 1286 78,9 46,9 41,4 -
Total Energy _250,7 _200,7 _190,3 _171.4 98.1
Ochar Operations N
Edgcoub Steal Company 169.2 133.7 100.7 86.4 78.1
Ma.chandising 111.7 97,7 81,3 61.7 -
Total Other Operatiors _280.9 231.4 182,2 148,1 78,1
The Resource Sciences Cocp. (Sold {a 1971) - - - 42,4 39,0
TOTAL REVENUES $993.4 37G4.L 3577,9 $612.4 3235.2
Oparating Farnings
Fertilizer
Agrico Cheatical Company $139,9 §$37,5 3 1..7 $ 3.7 §$ -~
Energy
Willians Pipe Liie Company 31.8 30.1 29.0 27.1 27.4
Yillizs Incernacional Group 4.8 4.0 12.0 10.7 8.9
W{llians Energy Company 10.9 9,2 6.7 6,4 -
Total Energy k7,9 43.3 41,7 b2 36,3
Octher Operations ’
Edgcocb Steal Coumpany 22.1 12.5 7.8 6.8 7.3
Merchandising 9.6 7.7 6.5 4.2 -
Investing (lxl) 14,4 10,9 9.3 11,6
Tocal Other Operations 30,6 34,6 23.2 20,3 18,9
The Lasource Sclences Corp. (Sold {n 1971) - - - 1.5 7)
TOTAL OPERATING EARNINGS 218.0 115.4 90.6 69.7 5h.5
Intereat Expense (27.0) (33.3) (33.0) (24.7) (15.5)
Ocher lacoze and (Lxpense)-Net (4,.5) .9 (1,9) (1,5) (1,8)
Incone from Conzinuing Operatinns before
Income Taxes and Extraordinary Items 186.5 82.8 55.7 4).5 37.2
Provistons for lncooe Taxes 86,5 33,7 19,3 14.9 11.8
INCONE TROM CONTINUING OFLRATIONS BEFORE
EXTRACADINARY ITEMS 100.0 49.1 J6.4 28.6 29.4
Incons (Loss) from Discontinued Operation (4, _ (.1 1;6 1,2 3
‘nco=a lLefore Ixiraordinary ltems 95.6 48.4 38.0 29.8 25.9
Extraordinary ltems - - - 1,0 1,2

ST INCoME g 33,6 264,60 3080 §00,8 £25.1
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ANNFX 15

men S rvremr e AID-DLC/P-2114
FAUGJI FOUNDATICH HEST PAKISTLN UNCLASSIFIED

- CONSOLIDATED 3ALANCE SHEET AS AT 30 SEPTRVESR 1774

ASSETS Notes | 1974 1973
CURRENT ASSETS
Cash and bank balances . : 4,431,550 519724455
Acoounts receivable less allowence
for doubtful accounts A&,775,390
(1973 :8.504,260) 30,032,075 16,873,127
Inventories 2 114,803,761 76,254,438

Advances, deposits and prepayments
less allowance for doubtful
advances R 200,000 (1973: Nil) 33,927,532 31,090,550

183,195,018 130,190,570
117,892,204 82,482,223
5,728,788 5,728,738

TINE DEPOCSITS

LORG-TERN INVESTENRTS at cost

PROPERTY PLANT AND EQUIPMENT
Operating fixed asnets at cost less

W

' ! []
allowance Zfor depreciatiom 5 ! 229,797,873 z 5 231,388,472 E
CApital' work in progress at cost ¢ 41,252,651 1 3,785,301 .:
271,050,535 235,173,773
EXPENDITURE (7 PROPCEED PROJECTS 1,007,572 957,947
Fapees 578,874,516  £54,533,301
LIAPIIITIES AND FOUMDATION'S INVESTMENT o
LIABILITIES
CURREXNT LIABILITIES
Short-tern dabt 6 104,914,927 23,074,C€5
Customers® secuxrity deposits 4,081,228 -
Long-ters lcans payar'a wishin cne year 7 16,212,183 18,030,553
dcoounta paymble and accrued
liabilitien 40,596,957 47,661,083

165,805,295 86,965,718

LONG-TERN LIABILITIES

[) [ ] []
Loans T 1102,652,102 ¢ : 105,791,947 §
De farTed purchase -onsideration { 28,013,718, + 32,533,118
Ezployees' fmds ¢ 10,925,243 : 8,587,751 H
Provisicn for retiresent gretuity 1 L 7.‘5'0.944‘-5 ': 5.054-5‘3‘:
. 148,782,007 150,372,925
YOURDATICN'S TNVESTYZIT 8 264,287,212 21%,19Z,657

Rupeea 578,874,516 £55,533,)04

Thess accounts ahould be reld in oonjumction with the acnexed =otsa.

Lt Col (Resd) May Cen (Petz)
Moharmad Safcar beg  Mohamad Yusu? fuala Hobssxasd Tawa:s Mollyl
rector Director slreoneT



FAUJI FOUNDATION WEST PAKISTAN

NOTES TO THE CONSOLIDATED FINAITIAL STATENENTS
FOR THE YEAR ENDFD 30 SEPTEMEER 1974

1. Accounting policies
Summarised below are the significant accounting policies,
Basis of consolidation

The consolidated financial statements include the acco:m*s of tka
Foundation and its projects.

Inventories

Inventories are stated at the lower of cost and net rezliszble valus,
Cost of stores and raw materials has been determined priccipally Yy
average cost method and that of finished goods and work iz process
principally bty ‘'first-in, first-out' method.

Property, plant and equipment and depreciation

Fized assets, including significant renewals and adiitions, are
carried at cost. Zxpenses incurred prior %0 commercial Priiucticn are
capitalised., %hen retirsd or othorwice disposed of, the :c23% and
related depreciation are cleared from the respective &ccousts and the
nst difference, less any amoumts realised on disposal, is reZlected in

earnings.

Deprociation, witk ainor exceptions, is calculated by <te straighte
line mmihod at rates tased cn estimated useful lives of t:s Zssets,
No depreciation 4n provided en land,

Naintenance azd repairs, including ainor slteraticns aszd izproveoscts,
are charged to inccaes as incurred.

Expenditure ca proposed projects

Expenditure on proposed projects ia carried forward and tnoluded i=
the coot of fixed aseets {f the project i3 set up but L7 <a Froposed
project ip abandened, such expesditure is written off i1a <te vear in
vhich the dacisicn to abandon is talwn.

3tars gratuities

Exploywes who nitire from service are entitled to luspem gratuity

ter=ined by reference to the current basic rete of pay, lezgth of
Bervice and the oonditicns undar which the retiresent occura., Up to
1ast yoar a partial provisios for gratulty had been sade but by aad
large it was being expensed 1n the year of payment. The acceunts 'miéer
reviev includs uplo date provisicn for gratuity applicatle %o sack
project. Thips provialon has generally teen made in accordance witk
Foundation Retiresent Gratuity Scheme Rulee,

!
U]
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FAUJT FOUNDATION YEST PAKISTAN

CONSCLIDATED STATEMENT OF INCOME FOR THE YTLR ENDSD 30 SSPTEMEER 1974

Notes
Sales 9
Less: Cogt of sales
Gross profit 10
Cther income 11
.Adminimaticn ard selling expenses
Financial and other expenses.
Workers profit participation fumd
less: Welfare expenses
Roservo for welfare expenses
Expenditure written off
Sm'plx.m on 3O Sep.ember 1973
Prior yoars' adjustmenss (net)
Rupees

1974 1973

479,412,541 310,558,431
399,661,355 245,758,331

79,751,186 63,800,100
10,283,873 9,998,820

90,035,059 73,798,920

118,193,297 1 111,423,374 |
118,812,098 § f11,353,689§
i 2,660,075: 1 2,378,777

39,665,470 25,165,840

50,369,582 48,633,080

7,720,559
15,000,000

5,701,514 !

[}
15,000,000:
2,493,512 {

el el .
P ecssc e e

22,720,559 23,195,026

21,649,031 25,438,054

45,601,603 15,616,439

3,064,118 4,547,110

76,314,747 45,501,603

- s Suay @ 8 Ll o 1 . 1711

These acoounts should be read in conjuncticn with the ar-exed notes.

Lt Col (Retd)
Mohazzad Safdar Beg

Mohamead Yusuf Pasha

Direcsor =irector

Has,

“en. (Retd)
Mohemmad llawaz lallik
Director



Translation of foreign currencies

The foreign cirrencies are converted into rupees at the rates of
exchange ruling on tho balance sheet date and the nat conversion differences

havo generally been transferred to the dxchange equalisation reserva,

2. Inventories (Note 1)

1974 1973
Inventories are composed of the following:
Stores and spares 31,569,122 19,868,756
Raw materialg 18,023,833 8,042,875
Work in process and finished goods 65,210,806 48,342,807
Rupees 114,803,761 76,254,438
3o Time dapomits
Deponitn totalling fs.2,000,000
(1973: £s.9,500,000) are pledged
With the banks to secure crodit
facilitics mado available by them.
4« Long-tern investments - at coot
Long-tern investmen:o cenaist of the
followings:
Quoted (marim< valus m.6,550,648
1973+ A.7,003,850) 4,659,328 4,659,328
Uaquoted 1,069,460 1,069,460
Rupees 5,728,788 5,728,788
Se Operating ixad asnets (Note 1)
Operating 2ixed auzeta comprise
ths followirg:
Land inoduding developmemt
eIpennes 10.7&,052 10'695'9&
Builcdingn .69v°38'995 66037°v858

Plant, zachinery and tools
Motor vehicles, furniture and

228,475,215

212,153,735

firturas 10,642,191 8,413,707
318,894,453 297,624,280

louss Accumnilazed dapreciation 89,066,580 €6,245,808
Rupeos 229,797,873 231,388,472

ey Shanap to-ame - S e Sauen-0
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1974 1973
Short~tora dabt
Short-term debt coneista of the
following:
Bank overdrafts gsecured by pledge
of tims daposits and hypothecation
of stccks, stores and spares 97,455,774 16,877,236
Short-teram loans 7,459,153 6,196,830
Rupees 104,914,927 23,074,96:§
Long-term loans
Long=ter= loans are ccmprised oft
Secured loans 100,848,078 101,158,520
Unsecured dabentures 3,581,284 4,999,071
Cnsecured loans 14,474,526 17,664,925
118,904,285 123,822,516
Leas: dmounts payable within
ans year 16,212,183 18,030,569
Rupees 102,692,102 105,791,947

Secured lcans

Theso conzist of loanm from Pakistan Induastr+al Credit and Investment
Corporatizn Ltd. and tanks in fcreign currencies oquivalent <o
k.90,848,078 (1973: £.101,087,284) and from Mational Dovelopmeas Finzrce
Corporatica in local currency ,10,000,000 which are sacured principally
by a mortgage or first charge on fixed assets and a floating charge on
othar acuets of the respoctive projecss for which the lozrs have deen
utilised. Ilcanm in foreign currcncies are repeyable in terms of fereign
currencies converted into rupeos at the ratasm of exchange ruling on <ke
tus daten of repayment. Intijeast {3 poyadle half-ycarly at annual retes
ranging rem 7 to 9 per cent on foreign currency loaua zad 3% per cent
above tank rate cn lucal currency loan. The loano are payable in half-
yearly instal=zents over varying periods up to 1988,

Unnecured debeaptures

“he debentiures, which carry interset at a rate 1 par cent por annunm
above tho bank rats, have bean issued in favour of Collector of Customs,
Govarnmont of Pakintan, %to cover the deferred olement of customs duty aad
fsalog tax ca importsd plant and machinery. Rademption of debenturee
Sowring sach connignownt 1o being =2ads in aix equal half-yeerly i{ostale
2Ante Wginning oo the end of the thirtieth month of the respective
datea of izpor.
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8.

Se

Unsecured loans

These
a bank

loans are from Army Welfare and Rehabilitation Diroctorate and
and bear interest at annual rates ranging from 6 to 9 per ocent,

Repayments amounting to R.474,926 are due in 1975, Rs.12,500,000 in 1977

and k,1,500,000 in 1978,
Foundation's investment
This compriges of:

Funds at the commencement of Trust
Reserves and surplus
Capital reserve
Exchange equalisation reserve
Reserve for welfare expenses’
General reserve
Surplus

Rupees

Reserve of 73,15,000,000 for welfars
expenses or 30 Septembor 1973 has been
tranefnrred to tho gonoral reserve
during the year.

Salos

Industry—wine oroak down of sales is
ag Zollown:

Suger
Taxtile
Others

Rupees

4
'
‘
‘
1
!
3
]
|
1}
[}
'
[}
’
[}

76,314,747 |

| W

1974 1973
18,232,075 18,232,075
| 1,835,069§ § 1,835,069§
13,840,083 ! ! 10,460,670 !
] '
15,000,000 { | 15,000,000 !
139,065,240 s 124,065,240 !

45,601,603 !

246,055,139

The Toxtile sales figure i3 pet of export
80lling exponnmeu of f,5,596,211 (1973:5,6,262,033).

’
10, Cross procit

Ind'3try-vine Sroak down of groos
profis is an followa:

Sugap
Tex:{lo
Czhors

Rupees

196,962,582

264,287,214

215,194,657

R

321,038,204 129,282,717
153,254,194 178,073,281
51120,143 3,202,433
479,412,541 310,558,431
62,668,927 27,145,849
13,272,101 35,287,607
1,790,128 1,366,624
79,751,166 63.500,100
e 0 2T 7V T T ) L L T 1 7}
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12.

13.

14.

Other inocome
Other income includes the followings

1974 1973
Income from investments Rupees 219,107 456 ,680
Interest on bank deposits 4,742,575 4,535,100

Capital commitment

Commitment for capital expenditwee 23 en 30 September 1974 amounted
to approximately Rs.45,000,000,
Cantingent liability

Arising in respect of claims and guarentees given amount to
approximately fs. 14,000,000,
Comparative figures

Previous year's figures, where necessary, have been rearrangsd for
purposss of comparison.

Lt Col (Rotd) Maj Gen (Rotd).
Moharmad Zafdar Beg  Mohammad.Yusuf Pasha Mohammed JDawas Mallik
Director Director Direoctor



ANNEX 16

AID-DLC/P-2114
UNCLASSIFIED

PARTICIPATION AGREEMENT

THIS AGREEMENT is made at Rawalpindi, Pakistan, this

day of ” _»‘ , One Thousand Nine Hundred

Seventy-five between THE FAUJI FOUNDATION, a charitable
foundation duly formed under the laws of Pakistan and having
its corporate offices at Harley Street, Rawalpindi, Pakistan,
(hereinafter referred to as "Fauji"); and AGRICO CHEMICAL
COMPANY, a company duly incorporated under the laws of the
State of Delaw&re, 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, the Government of Pakistan (hereinafter referred

<

to as the "Goverrment"), as a part of its national agricultural
and industrial development policy, desires to encourage the
establishment and cperation of a fertilizer plant in Pakistan;
and

WHEREAS, Fauji and Agrico have received a sanctior letter
dated April 9, 1975, as supplemented by letters dated May 6,
1975 and May 14, 1975, all as set forth in Exhibit "g“, hereinaltar
collectively referred to as "the zanction letter:s®™) from tha
Minintry of Industries of the Governmaent which authorizes

Faujl and igrico to emtablish racd 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

WHEREAS, Fauji and Agrico (hereinaftar referred to
collectively as "the parties") arc desirous of establishing
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, as set forth in the sanction letters (copies of

which are attached hereto as Exhibit ‘3“).

NOW, THEREFORE, THIS AGREEMENT WITNESSES, and it is
hereby agreed and declared by and between the parties heresto

as followsn:



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 utilization of
Pakistani natural gas and maximum employment of Pakistani
personnel. The parties specifically agree that their goal
shall be to ach.ieve substantially complete Pakistani staffing
for the management and operation of the Project at the
earliest possibl& date. It is anticipated that this will
occur within two (2) years following the commencement of

commercial operation as defined in Section 2.02 below.



ARTICLE II : THE PROJECT

2.01 Whenever the term "Project” is used hereinafter, it

shall refer to the follouving undertakings:

(a)

(b)

(c)

(a)

The planning, financing, construction and operation
of a fertilizer plant capable of producing 1,000
matric tons of ammonia and 1,725 metric tons of
urea per stream day, using natural gas from the
Mari fields in Pal.istan as feedstock:; and

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
ghall be situated at the village of Goth Machhi,
Tehsil Sadigabad, District Rahimyar Khan in the
Province of the Punjab in Pakistan ("Project Site");
and

The establishment and maintenance of the necessary
housing, transportation (including natural gas and
water pipelines), communication and management
facilities to implement the Project; and

The establishment of all marketing facilitles at
the Project Site or elsewhere in Pakistan for the
sale of the manufactured product and to implement

other marketing objectives or the Company.



2,02 Whenever the term "commencement of commaercial operations®
is used in this Agreement, it shall refer to the period of

time beginning on the second Monday following a seventy-two

(72) hour period during which the ammonia and urea manufacturing
units of the Project functioned at an average of 70% of their
design capacity, after other mechanical components demnonstrated

the dbility to pass mechanical acceptance tests.



ARTICLE IIX : FORMATION OF COMPANY

3.01 Subject to the conditions set forth in this Agraement,
the parties shall take all action necessary to establish a
public limited liability campany organized pursuant to
Pakistani law for the purpose of giving effect to their
respective deyree of participation and accomplishing their
agreed objectives. The Company shall be named FAUJI-AGRICO
FERTILIZER LIMITED (“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.inco:porated herein and nade an {ntegral par:t hereof.
The Company shall have an initial authorized capital of

Pakistan Rupees 10,000,000 (Rupees ten million).



ARTICLE IV : PROJECT COST; FINANCE PLAN

4.01 The cost estimate for the Project provides for a total
expendicure equivalent to U.S. $240,000,000, or Pakistan
Rupees 2,1376,000,000, at the current exchange rate of the
U.S5. dollar to the Pakiszan Rupee (U.S. $1 = 9.9 Pakistan
Rupees). Of the above sum, the eguivalent of U.S5. 5155,000,000
is to be financed in foreign currencies, and the equivalent
of U.S5. $85,000,000 is to be financed in Pakistan Rupees,
all as set forth in Articles V and VI.

4.02 The amounts cf equity investments and loan financing

required for the Prcject, and the termc and conditiony and

a3

[ 3]
a
re
0
o
i
ir
ol
L4
24
P
3
oF
(X8
re
47
3]
3
[+
ot

timing cf expenditures related thc
Zoreh or as otherwise mutually agreed anong the investors

and lenders of the Project, snhall hereafter be referred to

as "the Financing Plan.”

4.02 All investors and lenders zhall agree upon the Financing
Plan prior to the atkscrip=lon of any shares of the Company,
other than the subscripnions specified (n Section 5.02(c)

and amounty of financling saet forth in Sections £.00 and

6.0) hereln., Tie parties hereto shall at all times maipntaln

[
Y
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their reapective equity shareholding intecest and

parivy i

pie

voring righta.
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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:

(Exp:essed‘in Millions of U.S5. dollars)

SOURCE
EQUITY Local Foreign
Currency Curruncy Total L)

Fauji Foundation 22.00 - 22,00 3J0.6
Agrico - 22.00 22,00 J0.6
Internaticnal Finance - 8.00 8.00 11.0

Corporation (“IFrc")
Foreign participants to - 5.00 5.00 7.0

be arranged

N

Pakiszan Public zhrough 15.00 - 15.00 20.8

government industrial

developrent and finan-

ctal instiwutions or

corporations

TOTAL: 37.00 35.00 172,00 100.00

(b) The shares of the Ccm=pany sthall be dencminated and
issued i1 Parisvan Rupeos cqulivalent to the respective U.5,
SUe OF sharen,  The amount

LY
- .

dollar amuunts av the Tine(s) o

-

thuk recelved Ly the Corpany mhall be sufficlient to Lssue shares
in mulziples of s, 10 {ten),
{c] The partlen Nefetn shall mytually agree upon such

>

FEVIBLONS hereinabave as #ay bo neces sy, #a3intaining paricy



in the respective share subscriptions and voting rights of
Fauji and Agrico at all times.
$.02 Fauji and Agrico agree that:

(a) Prior to the incorporation of the Company, but in
no event later than six (6) months f£rom the effective date
of this Agreement, Fauji and Agricc may each incur expenditures
up to U.S. $300,000 of their funds to expedite the implementation
of the Project based upon a mutually agreed preliminary budget.
Said expenditures shall be reimbursed by the Company subsequent
to its incorporation.

(b)  They will advise the Government of the subscription
obligations, including a ¢ . aing schedule, for the Pakistan

Rupee ceguivalent of U.S5. $15,000,000 in equity o be contributed

and financilal inaticurions or corporations and obtain firm

commitmenty in respect thereo! acceptable to the partics hereto

[ LS

from sald inseitutions. Sald equity centributions shall be
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througl, the ifntervention of the Covernment pursuant to Lxhibit

(el Upeon incerpoeraticn of the Corpany, and subsequent to
the signature by the parvtien herelo 6f a Sharehulders Agrocement
48 ser forubh oin Yaninlt O, v ois oantloinasted 1hat each inVestor
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(In U.S. Dollars)

Fauji $ 306,000
Agrico 306,000
IFrC 110,000
octher foreign investors 70,000
Pakistan investors 208,000

TOTAL: $ 1,000,000

Notwithstanding the above, the obligation of Faujl and Agrico
to subscribe their respective proportionate shares mentioned
above shall not be contingent upon the uubscription by the
other investora of thelr respective prorortions.

() 1€ 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 ity share as aforesald, provided that if IFC does nct sign

¢d Shareholders Agreement, the same shall remain in full

4]
=

force and effect hetween the partiesn hereto.
{e)  Aftes wll of the above parties have subucriled to

shares in a total sum equal to U.S5. §1,000,000,

a1

and pa:d fo
AT 15 anticipated that sach inveazor shall thereafrer subscribe
to and pay for its preportionate interest in the total authorized
ghare capltal on a pari passu basls with the disbuzsement of

the delr rinancing described in Article VI of thia Agreement,

provided thavts
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(1) The Board of Directors may require subscriptions
and purchases of shares by each investor to
the extent of its proportionate interest in amounts
in addition to those required on a pari passu
basis with 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
commencenent of commercial operations exceed
thirty percent (30%) of the total Project costs,
(including working capital), unless the Board
of Directors determines otherwise.

3.03 The transfer of shares of the Company shall be subject

to turms of the Shareholders Agreement, Exhibit C.



ARTICLE VI : DEBT FINANCING

6.01 Based on the estimated Project costs, Fauji and Agrico,
with the assistance of the Governnent as specified below and
in Exhibit G, shall use their best efforts to arrange for

the financing of the Project as follows:

(In nillions of U.S. Dollars)

SOURCE

DEBT Local Foreign
curren currenc Total
U.S5. AID - 50.00 $0.00
World Bank - 50.00 50.00
German Aid (KFW) - 20.00 20.00
Pakiastan Financing 48.00 - 48.00

Inatitutions :

TOTAL: 48.00 120.00 168.00

6.02 The borrower of U.S. AID and XFW foreign currency

shall be the Government, with appropriate relending arrangements
betwsen it and the Company. The terms under which these

funds will be made available to the Company ahall reflect

the need to finance the Project at the lowest possible cost,

and the parties shall endeavour to have a fifteen (15) yeuo

repayment term beginning two (2) yeara following the commence-

ment of commercial operations.

-11-
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6.03 The borrower of the World Bank loan shall be the
Government with appropriate relending arrangements between
it and the Company, In the event that such borrowing by the
Government is not feasible, the Company shall endeavour
directly to borrow the foreign currency funds.from the World
Bank under the sponsorship and with the assistance of the
Government at the best available terms for the Project. The
Government shall guarantee the foreign currency dabt of the

Company as may be required by ihe World Bank.

6.04 The Company shall directly borrow the local currency
funds specified in Section 6.0l above from the Pakistani
financing institutions and the partiea shall obtain firm
commitments in reupect thereof, acceptable to them, from
said institutions through intervention of the Governwe:ut in

accordance with Exhibit G.

6.05 The necessary loan agrecements and terms thereof, shall

be mutually agreeable to the parties hereto.

-13-



ARTICLE VII : MANAGEMENT

7.01 The Company shall be managed in accordance with the
terms of this Agreement and all the Exhibits hereto. The
parties agree and recognize each other's respective abilities
and the contributions each party can make to the successful
.implementation and opération of the Project. The parties
will ﬁccordingly make available the managerial and technical
skills required for Project implementation prior to and

subgsequent to Company's formation.

7.02 Company and Agrico shall enter into a Technical Assistance
Agreement whereby Agrico shall furnish Company with the
manpower, training facilities, and other services on a cost
basis as set forth in a Technical Asaistance Agreement attached

hereto as Exhibit D.

7.03(a) As provided in a Shareholdoers Agreement in the form
of Exhibit C, the individﬁals nominated by Pauji or Agrico,
as the case ma‘' be, and approved by the other party, shall

be appointed to the following poaitions:

Paujl: Managing Diractor
Director Finance
Director Administration
Deputy Director Marketing
Deputy Director Operations

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



(b) Subject to the control of the Board of Diructors
the management of the affairs of the Company shall be in
an Executive Committee of the Board of pirectors, consisting
of the Managing Director, who shall be the Chief Executive
and the Deputy Managing Director, who shall be the Deputy
Chief Executive. The powers and functions of the Executive
Committee shall be determined by the Board of Diractors, anad
all decisions of the Executive Committee shall be unanimous
to be cffcecoive.

(c) The Chairman of the Board of Directors of the
Company shall be a Director elected on the nomination of
Fauji; but shall not be an executive of the Company nor

have any managerial powers or functions.



ARTICLE VIII : DROJECT IMPLEMENTATION

8.01 The parties shall mutually agree on the avaluation,
process and CONtractor selection, and other matters pertinent
to Project implementation. The anticipated schedule for

implementation is attached hereto as Exhibit E(1).

8.02 The parties agrea to the following principles regarding
the selection of cor-ractors, subcontractors, processes,
mechanical assemblies, and parts required for thae design,
construction, and implementation of the Project. These princi-
ples are established in the interest of minimizing Project
costs and maximizing reliability:
(a) The contractors, subcontractors and supplliers
of processes, nechanical assemblies, parts and
other equipzant for the Project shall be pre-
qualified by mutual agreement between the parties.
(b) Selection of equipment ané services from such
pre-qualified entitisas shall be by competitive
bidding having regard to the most econonical
price, a proven record ot accomplishment, delivery
dead-lines and reliability of service in similar
applications.
(¢) In the event financing sources require open world
tendering of any item of equipment or smervice, the
parties agree to seck walvers from such requirements,

and proceed as contemplated in (a) and (b) above.



8.03 Fauji shall obtain on behalf of the Company all the

required permissions for the Project implementacion.

8.04 At the re lest of the Company, Fauji shall assist the
Company in obtaining all necessary Government and Provincial

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 ﬁegotiations with Banks and financial institutious.

8.06 The Ccmpany shall maintain and operate foreign currency
accounts with a foreign branch of a Pakistani Scheduled Bank

and into such accounts shall be paid the foreign currency

equity and loans raised by Company to meet *he foreign ex- ~
change costs of the Project. The meintenance rnd operation

of the said foreign currency accounts shall be in accordance

with the relevant Rules and Regulaticns of the State Bank

of Pakiastan.



ARTICLE IX : SHAREHOLDERS AGREEMENT

9.01 Prior to the subscription of any shares of tha Company,

the parties hereto shall enter into a Sharcholders Agrcemant

in the form set forth in Exhibit C for the purpose of establishing
an agreed policy of management representation, profit partici-
pation and, in genaral, shareholder rights and relationships.

In addition to the parties herato, IFC shall be a signatory

to the said Shargholders Agreement, prior to the investment

of its shares in accordance with Section 5.02(d) hereof.
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ARTICLE X : SETTLEMENT OF DISPUTES

10.01 1In the event of any dispute batueen thc partics hercto
in any way arising or growing out of this agreement the sane
shall be referred to three arbitrators, one to be appointed

by Fauji, one to be appointed by Agrico, and a third to be
mutually agreed upon by the two arbitrators so appointed, for
arbitration in accordance with the Rules of the American Arbi-
tration Assoclation. The decision of a mnjority of tha ree
arbitrators, ihcludinq the apportionnent of the axpenses of
the arbitration, shall be £inal and binding upcen the parties
herceto, and judgment upon the award rendered 5y the arbitrators
may be entered in any Court having jurisdic<ion thereo®. The
meaetings of auch arbitratorz shall be held in the City of

Paris, Prance, unless it shall be mutually agreed to hold such

meetings elsewvhera.
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ARTICLE XI : RAW MATERIAL SUPPLY

11.01 As soon as poszible from the date of zigning of this
Agreement but prior to the subscription of any shares after
the initial subscription set forth in Section 5.02(c), the
Company shall have entered into a gas supply contract,

satisfactory to the parties hereto, to provide the natural

gas for the Project from the Mari Gas Field.



ARTICLE XII : KMNOW HOW

12.01 Agrico shall sign a Know How Agreement with the Company
in the form of Exhibit F whereby Agrico will ajrce to make
available to the Company outside Pakiztan until ren contract
years following the commencemens of commercial operatic,

all Agrico's prasens provrietary and technical informat:izn

or that which it may subsequently acquire, unless prohibiced
by law or conzract, and which relates to she enginceering,
design, equipment procurenent and operation of planty similar
to the Projece, including advice cutzide Paiiistan relating

narkating

I}
Py
re
e
-
24
-
3
o7
o)

to the technical, finzncial, adminiscr
knowledge durtng all sragjes of inplementation of the Project

up to commencenment of commercial opueravi

o
3
=
o
&

utbseduent
to the coxmmencement of cormmercial cpaerations, Agrico shall
continue to make such xnow how available to the Company as it
pertainsz to operations, improvements and technical knowledge
related to preduction, Cebottlenecking and expansicn. The
royalty due free of taxes for such knowledge shall he U.S.

¢ 1.5 million plus U.5. $ 1 (one) per wcn of urea sold ax-
factory during such ten year pericd, payable in accordaace

with the terms of Exhibit F hereof.
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ARTICLE XIV : GENERAL

14.01 Books and Reccrds: Each party hereto shall, at any

time during the business hours of the Company, have rhe right
to inspect and audit atz its own exjpenss, either by itself

or through its duly authorized agent, the account books of
the Company which the Company shall heep in accordance with
generally accepted sound accounting nrinciples consistently
applied, and certificd by an independent tirm of auditors in

Pakistan of internaticnal standing and repute.

14.02 Secrecy: FEach party heresn shall xeep in strict con=
fidence all informaticn obtained from the cther party heraeto
Which relates in anv way o the establishment or operation

of the Company. Helther party shall discloze such information

to any person other than ifts duly avthorized amplovees or as

1

required by legal procesa, and J:isclosure of such information
to empleyeas shall be only to the oitent pecessary to achieve

the purpose of this Agreement.

14.0) Notices: any notice, reguest or other communication,
required or permitted to be . ven hereunder by the parties
hereto, Or necessary or cohventent in copnection herewinh, shall
be in writing and shall bLe deemed to have been duly given if

delivered personally or mailed first class, postage prepaid,

=24=



return receipt requested, registercd or certified mail, or
scven (7) days after being sent by telegram, teclex, cable or
radiogram. All such notices, requests or other comnunications
shall be directed to the addresses sec forth below:

TO FAUJI: Fauji Foundation

Harley Street
Rawalpindi, Pakistan

Telex: RW 821
TO AGRICO: Agrico Chemical Company

718 National Bank of Tulsa Building
Tulsa, Oklahoma 74103 U.S.A.

Telex: 49-7523

or to such other address as either party shall designate in

writing to the other parcy.

14.04 Ccmplete Understanding: This Agreement and all other

Agreements related hereto contains and constitutes the
entiro and only underastandings and agreements batween the
partiey hereto respecting the subject natter hereof and
supersades and cancels all previous negotiations, agreements,

comnitments and writingn &n connection therewith.

14.C5 Waiver: No waiver by any party of breach of any one

or more of tae provisions of this Agreement to be performed

by any of the other parzies hereto shall be construed as a
Wa.ver of a subnequent breach, whather of the same or different

provisions.
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14.06 Amendments: Any supplement to or amendment of the

provisions contained herein shall not take effect unless it

has been executed in writing by the parties hereto.

14.07 Ccmpanv Accentance: The parties hereto shall cause the

Company to accept this Agreement in writing immediately after

its incorporation.

14.08 Limit to Operations: It is the intent of the parties

to limit joint operations to those operations specified herein.
This 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 s0 with the

concurrence of the other party herain, which shall rot be

unreasonably withheld.

14.09 Language: All agrouements, books, records, and reports

pertaining to the project shall be in the English lanquagaes,

14.10 Governing law: The goveraning law for all matters (ex-

cept that 2or procedure governing the conduct of arbitrations)
and agreements pertaining to tne project, ity sharehclders,
creditors, contractors or othar persons shall be the law of

Republic of Pakiastan.

14,11 Ninding Hffecn. This agreemant nhall be fully binding

upon tha parties hereto and thelr respective rapresentatives,

successors, assiqns and tiustaee,
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14,12 Exhibits: The following exhibits form an integral

part of this Agreement:

Exhibit A Memorandum of Association
Exhibit B Articles of Association
Exhibit C Shareholders' Agreenent
Exhibit D Technical Assis*ance Agreement
Exhibit E Marketing Agreement

Exhibit E(1) Implementation Schedule
Exhibit F Rnow How Agreement

Exhibit G Pakistan Government Sanctions

All Exhibits and this Agreement shall be executed by affixing
the initials of two duly authorized officers for each party
on all pages of the Agreement and Exhibits and their signatures

on the last paga.

14.13 Conditions Precedent

(a) Effectiveness and Company Formation. Prior to the

effectiveness of this Agrecement, and the formation of the Company,
the following actions shall have occurred:

(1) The Covernment shall have approved this Agree-
ment and all exhibits thereto, and a duly authorized re-
presentative of the Government shall issue & sanction lot-
ter to Faujl and Agrico to that ecffect. and

(2) The Board of Directors of Agricc shall have ap=-

proved all exhibits hereto and shall have:



(L) Authorized a representative of Agrico to
execute the following documents on behalf of
Agrico:
(aa) Shareholders Agreeuant (Exhibit C);
(bb) Technical Assistance Agreement
(Exhibit (D)
(cc) Know How Agreement (Exhibit F); and
(dd) Acceptance of the Government sanc-
tion letters which are set forth in
Exhibit G and issued pursuant to
subparagraph (1), above; and
(ii) Passed a resolution which shall cause sub-
sequent to the Company's formation, the Directors nomi-
nated by it to the Company's Board to vote to approve
the Marketing Agreement (Exhibit E), and to authorize
a representative of the Campany to execute said Agree~
ment on behalf of the Company.
(3) The Board of Directors of Pauji shall have approved
all exhibits hereto and shall have:
‘ (1) Authorized a representative of Fauji to
exccute the Shareholders Agrenament (Exhibit C); and
(ii) Passed a resolution which shall cause, sub~
Sequent to the Company's formation, the Directors nom-

inated by it to the Company's Board to vote to approve



the Technical Assistance Agreement (Exhibit b), the
Marketing Agreement (Exhibit E), and the Know How
Agreement (Exhibit F), and to authorize a representa-
tive of the Company to execute said Agreement on behalf
of the Company; and

(iii) 'Authorized a representative of Fauji to accept
the Government sanction letters as set forth in Exhibit
G and issued pursuant to subparagraph (1), above.

(b) Subscription and Purchase of Shares. Prior to the

subscription and purchase of shares of the Company after the initial
8ubscription and purchase of shares for each party as set forth
in Section 5.02(c) herein, the following éctions shall have
occurred:
(1) All equity investors and lenders of funds for the
Project shall have agreed upon a Financing Plan; and
(2) A long-term contract for the supply of gas for the
Project from the Mari fields shall have been executed by the

Company with primary suppliers.

14.14 Termination: In the event that all of the actions

set forth in Section 14.13 have not occurred within six
months of the signing of this Participation Agreement or
such further period as may be mutually agreed upon between
the parties, the Agreement shall terminate and neither party
shall have further obligations towards the other, or any

other party, or any claim whatsoever on the other.



IN WITNESS WHEREC®, the parties have caused this Agreement
to be executed by their duly authorized representatives on

the date first above written above.

THE FAUJI POUNDATION

By

AGRICO CHEMICAL COMPANY

By

=)=
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GOVERNMENT OF PAKISTAN
MINISTRY OF FINANCE, PLANNING
AND DEVELOPMENT
(Economic Affairs Division)

May 21, 1975

Deer Mr. Wolffer,

As you are aware, the Fauji Foundation has been preparing plans for the
establishment of an ermonia/urea manufacturing plant at Goth Machhi; near
Sadiqabad in Sind. The Foundation proposes to build the plant in colla-
boration with Agrico Chemical Company of Tulsa, Oklahoma, the Interna-
tional Finance Corporation of Washington, D.C. and other foreign and
Pakistani investors. It is estimated that the plant, which will produce
1,000 Metric Tons of ammonia and 1,725 Metric Tons of urea per day, will
cost $240 million, for which approximately $155 million will be required
in foreign exchange and $85 million in rupees. It is planned that the
equity and loen funds will be provided as shown below:-

(Expressed in Million US$)

Equity Local Foreign  Total
Currency Currency

Fauji Foundation 22.00 -- 22.00

Agrico - 22.00 22.00

International Finance -~ 8.00 8.00

Corporation (IFC).

Foreign participants e 5.00 5.00
to be arranged.

Pakkistan Public through 15.00 - 15.00
Govt. industrial develop-
ment and financial
institutions or corpora-
tions.

Sub Total: 5‘2.00 35.00 'zg.Oé
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Local - Foreign Total

DEBT Currency Currency —_—
USADD -- " 140.00 40.00
World Bank -- 50.00 50.00
German Ald (K&V). e 30.00 30.00
Pekistan Financing 48.00 - 4L8.00

Institutions,

Sub Total: L8.00 120.00 168.00
Grand Total: 85.00 155.00 240.00

2. On dehelf of the Goverrment of Pakistan, therefore, I hereby request
for an ATD development lcan in the amount of $40 million. We request
that the terms provide fcr dollar repayment of the loan within 40O years,
including a 10 year grace period on the repaymentof principal, and
interest to be payable 2t 2% for the first ten years and 3% thereafter.

3. We are also requesting loams in the amounts indicated above from the
Internaticnal Bank Jor Reccastruction and Development and the Kreditanstalt '
Iur Wlederaufbau of Germery. Ve are requesting these loens on con-
cessional terms. It is the Government's intention to relend the inter-
national loan funds to themoject on terms and conditions which are
acceptable to AID and the other international lenders.

L. It is planned that the Pekistan rupee requirements for the establish-
ment 27 tne plact over and above the Faujli Foundation iavestment will be
met by loans and investments by the Pakistani financial institutions and

" the publlic. The GOP understands the importance of having a firm financial
plan and that ell of the sources of funds will have to be identified and
contracted for priocr to ary AID loan funds being disbursed. In the event
that any or all of the reguired foreign exchange or Pakistan rupees are
not provided on a timely basis to meet the foreign exchange or rupees
costs of the project, the Government will promptly provide the required
amounts from its own rescurces.

5. Your early and favoraole consideration of the loan is requested,

Yours sincerely,

(AFTAB AHMAD XHAN)

Dr. William A. ‘lolffer,
Acting Directer,

USADD ilissinn in Paxistars,
ISLAMALAD,
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UNITED STATES GOVERNMENT - MEMORANDUM
Date: May 21, 1975,
To: Distrioution

Thru:  Edmuad L. Aucater, Chief - DEAY /(-
pavr~s
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 Offices, AID/W, NESA/
CD ) and I visited Karachi May 14-15th. We discussed the costs
involved in obtaining rupee funds for the proposed Fauji fertilizer
project with the Managing Directors of the major financial instit-
utions and Presidents of the commercial banks.,

An overzll summary of our discussions is presented
here.

1. Funds Needed:

For discussion purposes we used a planning figure of
$240 million as the totzl cost of the project, $155 million will be
in foreign exchange and $€5 million equivalent in local currency.
The Fauji Foundation will provide $22 million equivalent in local
currency as equity and the remainder will be raised ae equity
($15 million equivalent) and debt ($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 years,

We indicated a debt/equity ratio of 70:30 will be conaidered
in overall financing of the project, This is contrary to the existing
market practice here in Pakistan where a debt/equity ratio of
60:40 is in use,

2, Sources of Local Currency

During our discussions, the Manaing Directors (or
Presidents) of the major financial institutions:
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State Life Insurance Corporation (SLIC),

Investment Corporation of Pakistan (ICP),

Pakistan Industriil Credit and Investment Corp. (PICIC),
National Development Finance Corporation (NDFC),
Habib Bank Limited ,and

United Bank Limited,

all recognized that the rupee financing requirement of the project
is enormous and unprecedented. But most of them were optimistic
that the equity and debt funds of this magnitude can be raised from
the institutions and commercial banks.

Within the existing limits set forth by the charters of the
financial institutions and banks (20% of the lenders total paid up
capital)or set by their maximum lending practice in the past, the
funds that can be made available by the existing financial institutions
and banks will be inadequate, It is clear that the Government will
need to create special arrangements for providing equity and debt
capital of a total of Rs 630 million. Under the existing mechanism
of funding projects, the rupee financing of "crge projects is arrange-
ed through a consortium. Current practice is that 60% of-the. total
debt and equity capital is raised from the commercial banks and the
balance from the other financial institutions, Noteworthy, is the
fact that the banks are also willing to consider equity financing.

As per the limits set by the c’harters; the SLIC cannot
participate in equity. The MCTC wiil need special permission from
the Federal Government to participate in this project, which is a
private sector enterprise, The PICIC's Managing Director told us
that the PICIC would not participate in the project in the short run,
(i. e. the first year) because their funds are already committed.

Comment : The lending for the Fauji project will compete with
several other major projects under negotiation , and planning in

the private and public sectors,

3, Consortium of Banks and Financial Institutions.

A description of how the consortium works is given below:
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The Investment Corporation of Pukistan (ICP) usually
heads the coneortium. The other leader cf consortium could be
the National Development Finance Corporation (NDFC).

The consortium leader will call a meeting of all the finan-
cial institutions and commercial banks on a receipt of request for
equity and loan funds. (Memorandum of Application),

The consortium leader will ask the project authorities to
complete formal application for debentures and underwriting equity,
There is a long list of standard conditions that must be completed
prior to any disbursement. (The listing is available ia USAID/DEA),

The consortium leader will call a meeting of all the finan-
cial institutions and commercial banks and ask about their interest
in the project.

The members of the consortium will satisfy themselves by
asking questions and clarifications from representative of the

project to be called at the meeting,

The consortium leader will prepare the project analysis,
which will be shared and discussed by the members of the consortium,

The consortium charges 1/2% of the loan amount as project
examination fee. The consortium members after mutual consul-
tation will execute an agreement with the project sponsors., (Fauji),

These are standard procedurcs adopted by the consortium.

4, Cost of Borrowing Local Currency.

We estimate that the current cost of borrowing monecy is
between 15.9% to 16.3%, (13 1/2% interest plus 8 1/2% one time
charges) with amortization in 7 to 10 years including 2 to 4 years
grace (See enclosed table).

During the construction period of the project, and until 6
months after the production starts, the project will have to borrow
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funds from the financial institutions consortium on a "Bridge'
Loan basis. These ''Bridge Loan'" funds will be subordinated to the
permanent debt financing and replaced by equity financing. The
cost of the ""Brdige ' Loan will be 13% per year, which is a
standard charge.

5. Exceptions

We were told by the financial institutions that there can be
no exception, so far as the procedures and costs of lending funda
are conceraed, for the Fauji project., However, the Habib Bank
President, Mr., Mustafa Ismail, did indicate a lower interest rate
of 12% on debt for the Fauji project, as the Habib Bank is the prin-
cipal bank to the Pauji Foundation. The bank's business practice
allows 1% lower interest charges to its regular customars with
countervailing deposits. However, Mr. Ismail also noted that the
Habib Bank cannot overrule the charges that will be fixed by the
consortium. He also pointed out that preference equity and conver-
tible debertures subordinated to the normal < :bt will result in lower

interest charges by 1/2% .

We also gathered {rom Mr. Aminullah, Chairman, NDFC,
that the funds which will be needed by the project and will not be
forthcoming from the commercial banks, financial institutions and
the public can be channelled into the project by either:

i) a Fedecral Government loan to the financial
institutions; ar

i) the State Bank can discount the paper offered by
Faujil ; or

i) the State Bank and Ministry of Finance can raise
the existing loan limit of 207 of the total paid up
capital {or the banks and (inancial institutions.
{The UBL President Mr. Yusufi informed us that
this has been done in the past,)

A related action which will roduce costs is that the mortgage chargas
of 3% of the total cost of the project can be avoided by creating an
equitable murtgagae, But this will be direct lose of revenue to the
Provincial Government which will have to be negotiated.



Comment: The State Bank will examine these exceptions for the
project in the context of overall consideration of Monetary policy.
The current required bank liquidity ratio is 35%. According to
one banker's estimate, a 5% reduction in the bank liquidity ratio
would bring an expansion in the money supply of Rs 100 to 2080
million in the economy. There is also a case for raising the exis-
ting limit on loans to 20% of the total paid up capital of the lending
entity, Because the current loan limit against banks’ paid up capital
was established about 10 to 20 years ago in 1950's and 1960's
prices, there are only a fcw exceptions to this, The intervening
inflation during this pericd, besides several ‘her financial and
cost considerations do provide arguments for raising the
limrits sat {or making funds available for a project by the banks
and f{inancial institutions. (Readers will recall that a similar
limitation in the United States has been a prime cause for bank
mergers, )

6. Time Frame

We expect that with the importance being s<corded to the
Fauji fertilizer project by the Government (evidenced by the follow
up so fur) the procedural boitlenecks will be cleared quickly. It
will not take more thaa another 6 months to arrange rupee 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, 1t 13 suggested that we should not ignore two {actors:

i) “he existing caparility of the {inancial institutions
and commercial banks is inadequate to generate
an incremental Rs 630 million in 3-1/2 yaars, If
20% of the total rupee costs will be needed during the
{irst yeai,that perhaps can be mcbilized, But in the
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following years: 40%, 30% and 10% of the total
rupee requirements (estimated at current prices)
cannot be expected to come from the existing
sources., The Federal Government will be expected
to provide loans to the financial institutions or
make some other cquivalent financial arrangement,

ii) The money is expensive, It will cost about 16% 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% 2 year interest charges, they must
start serious negotiations with the Government as socr as possible,
-« before the Federal Government finalizes its 1975/76 Budget.
This may not be possible, and certainly does not seem likely,
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Financial Costs of Borrowing of Local Currency
from Fakistan Financial Institutions and Banks.

Clurrent Bank Liscount Rate* 9%

Standard Lending Rate

Over Discount Rate (+) 4%
Sub- Total 1/ 13%
Charges:
Commitment Fee 2/ 1/4% to 1/2%
Project Examination Fee 3/ 1/2%

Underwriting Fee (Financial Institutions
portion) 2-1/2%

Underwriting Fee 4/ 2-1/2%
Mortgage Charges (Stamp Tax)3/ 3%

Bridge Loan Rate &/ (13%)

* Fixed by the State Bank, Can fluctuate later during the
life of the Loan.

1/ Maturity negotiable between 7 to 10 years including a grace
period of 2 to 4 years,

2/ Charged from the date of approval ' to the date of disbursement
(Annual fee),

3/ Charged at the time of making application for the Loan;
charged on both debt and equity. (One time charge),

4/ Charged on the portion of equity offered, but not picked up
by the general public in Public Floatation. (One time charge)

5/ An oquitable mortgage may be possible.

&/ The equity funds can be made available by the Financial In-

stitutions, but offered to the public for subacription only six
months after commencement of production by the project,
The Bridge Loan will be needed during the interim period
for civil work ete, The Bridge Loan will be subordinated to
the permanent debt financing,



ANNEX 19
AID-OLC/P-2114

UNCLASSIFIED
FAUJI-AGRICO FERTILIZER LIMITED
Financial Rate of Return 8,37
Operating Capital Cost of Revenues
Year Cost Produccionl/ (Salesz
-3 6l.5
“'2 98.‘6
-1 73.8
1 12.3 37.6 60.7
2 57.8 92.4
k] 57.1 9l1.7
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 8C.3
10 43,7 78.3
11 41,8 76.4 /
12 40.3 114,92

1/ Excluding Dopre:ia;ion

2/ Includes Assumed Salvage Valus of Plant



TAUJI AGRICO FERTILIZER LTD.

Balance Sheet At Start or First Operating Year
($ Million)

1. ASSETS

A. Net Current Assets

8. Gross Fixed Assets (a)
loss: accumulated Depreciation
Net Fixed Assets

Total Assets
ITI. LIABILITIES
A. Long-term debt

3. Share capital

C. Retained Earnings

Jotal Liabilities

k2.7
«0-

ANNEX 0

Page 1ot
UNCLASSIFIED

AID-DLC/P-2114

Qperating Year 1 (8 months)

arting Amount

May 1, 1979

L.0

aua.7

2L6.7

172.3
744

-0-

2h6,7

——

(a) Depreciable Assets of $2u2.6 million, Land of $.L million

2k2.7
13.2

Ending Amount,

AL, Lv79




(

FAUJ1-AGRICO FERTILIZER LIMITED
Balance Sheet as of the End of the Year (December 31)
($ Hillion)

198 1981 1982 1983 1984 1985 1986 1987 1988 19€9 1990 1991 1992 1993 1994

Assels

Current Assels 22.2 26.1 30.2 34.1 38.1 42,1 46.1 50,0 S4.0 5B.0 6l.4 69.4 69.4 69.4 69.4
Lross Fixed Assets 262.7 242.7 2642.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.1
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
Het Fixed Assets 229.5 209.7 189.9 170.1 150.4 130.6 110.8 91.0 71.2 5S51.4 31.6 23.6 23.6 23.€ 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
Liabilities '

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 4.6 4.6 6.4 T4.4 4.4 T4.4 L4 74,4 T4.4 T4.L 4.4 744 7404 4.4 74.4
Retained Earnings 5.0 6.4 1.8 9.2 10,6 12,0 13.4 14,8 16.2 17,6 14,6 18.6 18.6 18,6 18.6
Total Equity 79.4 50.8 82.2 B83.6 B85.0 86.4 87.8 89.2 90,6 92.0 93.0 93.0 93.0 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 - - - - -

07 XINNV
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Source of Funds:

liet Profit
Interest on L.T. Debt
Depreciation

Cash Inflow

Uses of Funds:

Interest on L.T. Debt
Retirement of L.T. Debt
Dividends

Cash Outflow

Increase (decrease) in cash

Debt Service Coverage

FAUJI AGRICO CO, LTD.

Funds Flow for the Year Ended December 31

1980

($Million)

1961 198 1983 198 198 19% 198, 198 198 190 199 19
7.0 1.8 148 14.8 14.8 14.8 14.8 1.8 14.8 14.8 14.8 14.8 14.9 1L.9
13.1 1'9.2 17.1 15.2 13.2 11.2 9.3 7.3 5.4 3.4 1.5 -0- -0- -o-
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- -ua-
36.2 53.8 51.7 49.8 u7.8 5.8 U3.9 k1.9 Ko.0 38.0 36.1 22.8 14.9 14.9 3
13.1 19.2 17.1 15.2 13.2 11.2 9.3 7.3 5.4 3.4 1. -0- -0- -0-
-0- 17.3 17.1 17.3 17.2 17.2 17.2 17.3 17.2 17.2 17.2 -0- -0- -O-
4.9 13.4 13.4 13.4 13.4 13.4 13.4 13.4 13.4 13.4 13.8 14.8 14.9 14.9
18.0 49.9 47.6 Uus.9 43.8 L1.8 39.9 38.0 36.0 34.0 32.1 14.8 4.9 1h.9
18.2 3.9 4.1 39 ko 4O Ko 3.9 4.0 Lo 40 8.0 -9- -p-
2.76 2.80 3.02 3.28 3.62 L.09 4.72 s5.74% T.41 11.18 24.07 NA NA NA

1 30 1 o8eq

XINNY
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FAUJTI AGRICO CO. LTD.
Punds Flow for the Year Ended December 31

($Million)

Source of Funds: 199 160 198 198 1983 198, 196 19 198; 198 198 13 199 19 1L
Liet Profit 7.) ih.8 14,8 14,8 1L.8 14.8 14.8 4.8 14.8 14.8 14.8 14L.8 1.9 14,9 14
Interest on L.T. Debt 13.1 9.2 17.1 15.2 13.2 11.2 9.3 7.3 5.4 3. 1.5 -0-  -0- oo -
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- _-o- .
Cash Inflow 36.2 53.8 S51.7 49.8 47.8 Ls.g 43.9 41.9 4.0 38.0 36.1 22.8 14.9 1h.9 !
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- -0- =(
Ketirezent 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- -
Dividends 5.9 13.% 13.4 13.4 13.4 13.4 134 13.4 13.%  13.4 13.8 14.8 14.9 k4.9 u
Cash Outrlow 18.0 49.9 47.6 45.9 43.8 L41.8 39.9 38.0 36.0 34.0 32.1 14.8 14.9 14.9 1k
Increase (decrease) in cash 18.2 3.9 41 3.9 4.0 4.0 L4.0 3.9 4.0 Lo 4O B8.0 -0- -0
Debt Service Coverage 2.76 2.80 3.02 3.28 3.62 U4.09 L.72 5.74 7.41  11.18 24.07 WA NA NA Np

XINNY
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{
FAUJI-AGRTCO FERTILI1<ER LIMITED
Base Case (27.6 Economic Rate of Return)
Economic Cost and Benefit Streams

_ Cost Streams Benefit Streams
Calendar Operating Capital NaCura{ Gas Other Variable Fixed Economic Value Recovery

Year Years Costs Cosc—/ Costs Costs of Production Capital
1976 -3 48.6 =

1977 -2 77.8 -

1978 -1 58.4 -

1979 1(8 mos.) 9.7 1.5 2.9 4,5 47.3

1980 2 1.8 5.5 6.6 85.1

1981 3 3.1 6.1 6.6 96.0

1982 4 3.2 6,3 6.6 97.8

1983 5 3.2 6.3 6.6 97.8

1984 6 3,2 6.3 6.6 97.8

1985 7 3.2 6.3 6.6 97.8

1986 8 3.2 6.3 6.6 97.8

1987 9 3,2 6.3 6.6 97.8

1988 19 3,2 6.3 6.6 97.8

1989 11 3.2 6.3 6.6 97.8

1990 12 3.2 6.3 6.6 97.8 40.0

1/ Assumption: Ome-half the cost of gas will be tax.

£2 Xanny

¢ 30 1 °8eq


http:FERTILIz.ER

VK HET
CHSH FLUII
T ~hiEc.u0
2. -228.uu
3. S Y
%, G700
S, . Jlz.ud
L. LU0y
7 G17.00
& €17.0%
. G17.00
16, B17.00
1. 317.0u
1z. C1.7.00
= G127, 00
1. RO
i, 121700

FAUJI-AGRICO FERTILIZER LIMITED
Economic Rate of Return

FATEGO. 25
v.LBUY
u.okuo
U.S5120
(TR TTRE SR
v, 327
0.2esl

e 207
.t
u. iy
V.10°4
U.yR59
v.Les?
v.ULSU
.04
v.uase

Base Case $200 MT

fIscOURTER
sk FLok
- ZUE. G0
e I O ]
e b I TR
| IRPRAT
233031
o VI |
171,24

137.07°

iuJ.u6
87,53
EA U F =
| T |
bt b TR 14
35,93
ool

- an e o - o - -

I'H1= RO I 1

THL FATE OF RETURL 15 27, 06%

KERDY

© s - ——

&K ULIT
FHTEL, S0
TR TR IS
0,597
0. 452
0,501
_0.2693
(TR | Iy
U. 1994
u.1z2¢6
v, 093
0.0,/25
1.,0958
i) OHZ9
.0 32350
U.uloi
B.uI95n

OISCOUNTED
CrisH FLOK
-475.85
-4eU, SG
~265.52
Iy .9
191,.7¢c
1665, o

130,20

100,15
704
- 899. 20
$5.59
35.07
S6, B

::(l [ ; .::'

— - e o o - e

€7 XANNY

T 307 eBmy






