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PROJECT PAPE 

PAKISTAN: FAUJI-AGRICO FERTILIZER PROJECT 

SUMMARY AND RECOMNNATIONS
 

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

2. 	Beneficiary: The Gop will relend the proceeds of the A.I.D. loan
 
to Fauji-Agrico Fertilizer Limited, a new company 
to be established in Pakistan under the Companies 

Act of 1913. The Company "ril! be 30 percent owned 
by the Fauji Foundation of .ikistan and 30 percent 
by the Agrico Checmica Company of Tulsa, Oklahoma. 
The remaining 40 percent of the company's equity 
will be held as follows: 29.4 percent by the 
Pakistani public; 4.0 percent by the International 
Finance Corporation (IFC): and 6.6 percent by foreign 
investors yet to be 	identified.
 

3. A $40.0 mi iIon. 

. Loan Terms : 

To the Government: 40 years, including a 10-year grace period on 
the repayment of principal, with interest at 
2% per year during the grace period and 3% 
per 	year thereafter. 

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

5. 	Total ProJect $246.7 million, of which 150.1 million (61%) is the 
Cost estimated foreign exchange cost (to be financed by 

the A.I.D. and other foreign exchange loans and 
equity). The local 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 m.Illion 
equivalent in long-term loans).
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6. Project: 
 The design and construction of a modern fertilizer
 
facility, including al. necessary offsites, located
 
at Goth Machhi, Punjab, 375 miles from .Karachi.
 
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.
 

7. Background: Increased usage of fertilizer is important 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 recent scarcity of

fertilizer in world markets, it is essential that
 
Pakistan use its indigenous natural gas resources
 
to produce domestically more of its growin
.
 
fertilizer needs. 

8. Export-I~mort Bank nttrest: 

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

9. Mission Views: The Mission supports the project and recommends 
approva. of the loan. 1he Acting Mission Director's

Certificdtion pursuant to Section 61(e) of the
 
Foreign Assistance Act of 1961, amended, is
as 

attached as Annex I 

10. Statutory Pequirement: 

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

11. Recommendation: That a loan to the GOP in the amount of $40.0
 
million be authorized for the purpose and on the
 
terms and under the conditions set forth in the
 
draft Loan Authorization included as Annex 3.
 

PROJECT C^KMITTEE: 

USAID!!fLki3tan 

Chairman Chester S. Bell, Jr. 

Loan Officer Thomas L. Rishol
 

Engineering Advisor G.James Cassanos 
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1. INTRODUCTION
 

1.01. The Government of Pakistaa 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 in foreign exchange. Agrico-Chemical Company
 
of Tulsa, Oklahoma, which will invest $22.2 million, will be a
 
30 percent equity owner of the project. The balance of the project's
 
foreign exchange requirements will come from the following sources:
 
International Bank for Reconstruction and Development (QWFD),
 
$50.0 million; Kreditanstalt Fur Wiederaufbau of Federal Republic

of Germany (:--w), $30.0 million; International Finance Corporation,
 
$3.0 million; and sources yet to be firmly identified $4.9 million.
 
The 96.6 million equivalent local currency requirements will be
 
provided from the following sources: Fauji F oundation, $22.2 million
 
(equity); Pakistan public, $21.7 million (equtty); and Pakistan
 
financial institutions, $52.7 million (debt).
 

1.02. The proceeds from the foreign loans ' 11 be lent, either 
directly as in the case of the IBRD (with a GOP guarantee), or through 
the GOP (as prime obligor) as in the case of the A.I.D. loan, to 
the Fauji-Agrico Fertilizer Limited (FAFL), a new company to be 
established under the laws of Pak..stan to build and operate the 
fertilizer plant. The plant, "ith a rated capacity of 543 000 tons 
per year (TY)of urea, or about 244,000 TPY of Nitrogen,5 / along

with other planned fertilizer projects, will increase Pakiatan'
 
nitrogen 4anufacturing capacity by 231% to approximately 1.0 million
 
nutrient tons by 1982. The plant will be built at Goth Machhi in
 
the Punjab Province, about 30 miles from the Sind/u.n=jab border and
 
about 375 miles northeAst of Karachi. The site will have rail and
 
road transport connection to all important agricultural areas of the
 
country. it will use natural gas from the nearby Mar gas field as
 
feedstock ind fuel.
 

1.03. Mhe purpose of the construction of the facility is to increase 
doestic pro.duction off urea (on an efficient basis) in quantities 
idequate to reduce present dependence on costly and undependable
 
imports. During the past 18 months the world FOB price off has
urea 
been as high as 400/ton and as low as $170/tcn. A corollary off 
reduced dependence :n imports is a reduced fforeign exchange require
=ent. ring 0)75 Pakistan expects to spend over $100 million for 
imported fertilizer. Continued dependence on impored supplies AJll 
threeatcn the attainment of the GOP's agricultural targets for Pak stan. 
The goal of reducing this dependence is the availability of fertilizer 
on a reliaLble basis, and at a reasonably dependable price. This 
is neceisary if advance planning and budgeting is to be done by 
the ;overnient ind by individul farmers. Small farmers in particular, 
wno can add to ;rzductivity by converting their lands to =ore modern 

A A .,3nutrient content of 46-0-0 i.e., 465 percent of the
 
x0"Qiu' voignt is nitrogen.
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'arming practiceo, do not have the finu.ncial uhkiutt Lij j.r'mi I. t.I,:wf
 
% commit themselves to a course of action in thc facc o' 'uuu:ating
 
supplies and prices. Also, Pakistan's full potential for multiple
 
cropping cannot be realized without timely and reliable supplies of
 
fertilizer. The logical framework is attached as Annex 24.
 

1.04. This project has as its target groups the farmers of Pakistan, 
particularly the smaller ones, and (in turn) consumers of agricultural 
?.oducts. if fertil.izer and other inputs are short, large ffarmers, 
with more napital and complimentary resources at their command, 
have the greatest access to those supplies. Only with reasonably
 
large supplies in the economy can small farmers have assured access 
to key inputs. 

1.05. Pakistan has been a fertilizer importer since chemical 
fertilizers were first introduced into the country in the early 
1950's. The recent increase in world fertilizer prices and the GOP's 
dmestic foodgrain production 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 proeect
 
prcmoters i: order to induce them to go for-ward with the project. 
These terms include: approval in principle of a Technical Assistance 
Agreemant and a Know-how Agreement between the .cal company and the 
U.S. investors, (the Know-how Agreement provides for the payment of 
$1.5 million after completion of the project and $1.00 per ton of 
urea for a period of ten years af-er production begins); relief from
 
impmt duties; and a guaranteed mini.'m 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 which the GOP has approved this project and are provided as 
Annex 4.
 

11. AGRICUL.M :N PAKISTAN
 

A. Background
 

2.01. Agriculture is the most Lmportant sector in Pakistan and the 
largest single contributor to the national income, accounting at 
present for about 38% of-the Gross Domestic Product (GDP) and 40' of 
export earnings. :t also directly or indirectly provides w.ork far
 
some 70% of the entire labor force. Current annual Increases of
 
approximately 3 in population and 5.8% in GDP, plus i national pol.y 
to Improve living jtandards Curther ephasize the reliance of the 
countr-y on a healthy nd expanding agriculturs.l iector. 

2.02. During the mid-l950's, all four provinces - Punjab, 3ind, 
Baluchistan and the Northwest Frontier Province (:NWFP), - changed from
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a condition of food exnorting 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-sufficiency in food grains was 
achieved in 1969 and 1970.
In fact, 0.5 million tons of grain (mostly high-grade rice) were
 
exported in 1971.
 

2.03. To achieve higher agricultural production, the Government has
endeavored to increase the availability of major inputs such as
fertilizer, water, improved seeds and pesticides, farm credit and
 
technicp. information. 
The private sector has also assisted in making
available more fertilizers and other inputs. 
 in the main farming
areas, there are extensive irrigation systems, including 10,000 miles 
of canals and over 100,000 tubewells. 
 Out of a total culttivated area.
in Pakistan of about 45 million acres, 33 million or 73% have some
 access to irrigation water. Fertilizer use 
increased from 70,000

nutrient tons in 1966 to over 400,000 nutrient tons in 1974, w-ith
 
imports in 1974 of about 100,000 nutrient tons or 25% of consumption.
 

B. Current Situation
 

2.04. 
 In the 1974 crop year, even though 1.06 million acres of cotton,

470,000 acres 
of rice and 150,000 acres of sugarcane were completely

destroyed by the August 197J floods, total agricultural production
increased by 2.1 percent. 
Wheat production in 197T4 benefited indirectly
from the" floods since some of the screage on which summer crons had
been destroyed was 5ubsequently planted in wheat, produc icn of which rose to 7.5 million tons, 3urpassing the recor level of the previousyear. 
 Output of crops on land not damaged by floods also benefitei
 
from the fact that water supplies were more adequate than in any year

since 1970. Rice production at 
2.4 million tons slightly exceed
 
the peak levels set 
in 1970. The 1974 cotton crop fell about 7%
below the 1972 recorded level while sugarcane rose by 20Z, 
but it
 
was sti .1about 9% below it3 1970 peak.
 

2.05. In 1975, due to the poorest rains and irrigation walar supply
conditions 
in many years, total production is expected to decline.
 
River flows during last suzmer (1975 crop zeason) were the lowest
 
in the past 90 years and irrigation canal supplies, except during the
short period of release of Tarbela water, have been h0-50% of normal.
The wheat 
areas are less than average because of the low canal flows
 
in the irrigated racts 
during planting time, and the lateness of thefall. rains I:. the non-irrigated areas. 3ecause of early ahortages
of irrigation water, farmers also put less than normal fertilizer ontheir wheat ,at planting. Wtth adequate rninfall in D,.ce-mL, r, ,':uiua'y
'n il"'rtrivry 
 tn(lit Lcmporitry 12.5% rr'duction in t'erti ie: •r
.,L~i, ry I i ,,'r ULLeui wt:rV 150Z[',.rl.L UL 
 'ud :3piLro.ntly to.p insjof.z*Of"wh,.LL w .pl,' r inlOrmmt.i. Aa a reuU.t., productIon of wheat iiIikuiy Luo trop y only some 6-7% from the 7.5 million tons last year 
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to about 7.1 million tons this year. Duc to pcuLo ,Lnd wlia:r LturdLj. 

during the 1974 summer season, cotton production is expc cd to b,: 

approximately 41 less than 1974. 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 ?unjab 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, 

from 590,000 tons to 450-480,000 tons. 

2.06. Agricultural prospects for the 1976 orop year depend heavily 
on canal water availability this spring and sumer, and adequate rains 

next fall, on Glovernrment of Pakistan policies, and on the implementaticn 
of programs to increase production. if repairs on the large Tarbela 

dam are completed in June, as scheduled, and the dam is able to fill 

during the stmer months, and water allocations are made promptly, 

the additional water wil. be adequate to increase average canal flows 

by 15-25% depending on the pattern of storage and release during the 

winter crop eeason. Given good weather, production of major crops 
in 1976 should increase by perhaps 3% over the depressed 1975 output. 

2.07. An agrivultural grow-th rate of 5# or more per year can probably 
be sustained over the next decade if the price distortions and 
subsidies that now sometimes discourage production are reduced, and 
if reasznable progress is made in planning and t-plementing igri
cultural and rural development programs. :n iddition to adding to 

winter water supplies, the Tarbela dam will help ensure the adequacy 
of water in the early spring for planting and in the .ate suer 

and early autumn for ,rop development. Due to the flood control 
function of the dam, it is estimated that one mill-on acres of 
previously seasonally flooded land "-il be able to be culti-.ated with 
little or no risk of flooding. Some additional areas may &.lso be 

brought under -ultivaticn, although the larger part of the water will 

be used to increase intensity of cultivation on presently c.ropped 

lands. The number of tubeells is grcwing -,t nearly 10% per year and 
plans ire being made for reducing or eliminating water logging nd 
saliaity conditi.cns over large areas. 

2.08. The supply of 1ccally produced fertilizers i3 expected to Increase 

from the approximately 300,000 nutrient ton produced in l374 to over 

1.0 million nutrient tons by 1982, lowering it:s !concmic cost and 
a ssuring -deqwitte 3uppliles. 5r sing awareness of the importance of 

additional ind timely applications of pesticides will presu-tably 
result In ,ttniet.on to this problem. Applicaticn of pesticides to 

prevent crop losses due to pesta is critical in Increasing yields 
of some crops, particularly cotton. When the risk of crop losa due 
to pesta ,a rprduete and .isuming idequnte water is available, faumers 
are likely to use more fertilizers. 

http:ttniet.on
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2.09. An example of both the added difficul.ties created by inter
national inflation and the interrelation of input and output prices
 
and subsidies is provided by Government efforts to reduce fertilizer
 
subsidies and gradually move other agricultural prices toward inter
national levels. Successive price increases have raised the price of
 
fertilizer by 163%, from Rs. 28.5 per 122 pound bag of urea ($57.6
 
per ton) in September 1972, to Rs. 75 per bag ($151.5 per ton).
 
The international price of urea, however, has risen since September

1972 from about $100 to a high several months ago of over $400 per
 
ton. 
World market prices have dropped in May 1975 to below $200
 
FOB Gulf ports. 
 Since September of 1972, the GOP's procurement

price of wheat has been increased by 118% (on the basis of Rs. 37 per
maund - $102 per ton - for wheat harvested in April 1975). Domestic
 
farm-gate prices 
for cotton, paddy and sugarcane have risen respectively 
by 4'O$, 8% and 1111 over the three years. On Lhe basis of estimated 
fertilizer response, these price changes have lowered the benefit-cost 
ratio of fert1.
1zer use on wheat from 4:1 to 3:1. This ratio has
 
fallen from 8:1 to 3.7:1 for cotton, from 3:1 to 1.5:1 for paddy rice,
 
and from 9:1 to 6.5:1 for satgarcane.
 

2.10. Wheat prices to farmers are held artifically low by Government 
procuremeat prices and subsidized sales to consumers through ration
 
shops and policies tha-c. restrict the private sale and movement of
 
food 3rnins. Prices ptid to farmers for rice and cotton are held
 
down both by export 
duties and by the prices paid by the Government
 
erport moncpolies for these crops. Prices of sugarcane and sugar

have 3iso been legally controlled, but at price levels that were at
 
or neo-
 world market levels, until the abnormal increaces in sugar

prick --hat begau in 1974. As of mid-May 1975 sugar retails at Just
 
under _/ cents per pound or slightly above the U.S. future market
 
price. ."he more than doubling of the procurement price of wheat 
between the 1972 and 1975 crops, however, has now brought the price
to Just aiver $100 per ton (about $103) compared to the April cash 
price n the thicago Ccodity Exchange of about $120 per ton($3.60/bu.).
The prce-, -aid to millers for coarse miJ2'-d rice on Government procure
ment for 1)75 ranges from about $100 for PRR-8 to about $12,0 for
 
URI-0, one-third 1%s most recent export price. 
 The price received 
by f amers for paddy probably Is half/ that amount. Milled basmati 
is procur-ld at $2.40 from millers. The Government is attempting to sup

port the lcmesti, price of seed cotton at about 80 rupees per maund,
 
or approxizately 29 cents per pound of lint. 
 Other agricultural prices 
are not c:ontroLlld iirectly, but rather there are bans on their export
(meat, fruit, vegetab2es). Other crops are sold at relatively 
free docestic market prices. This results in certain anomalies such 
*w tte pri.ce ,f .rin being ibout 20% higher than the market price of 
wheat and the prioe of man.ze .Ing above that of wheat.
 

Y/ 
Basmed on 7AO/,GOP soll fertility trials and agricultural research
station r-sult tlined in :3RD Report 373-PAK, Multan Fertilizer Factory. 

I 
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2.11. The. 163% increase in fertilizer Prices in the last 4 years

has raised urea and DAP prices to about $150 per 
 ton. While below 
current world market prices, these prices 
are above world markt
 
priuo ()V Lhrto, yeurs ago. World market fertilizer prices may not 
reAurn Li jr'viouL levels, but they are currently moving closer to 
Pakistan's current prices. 
While domestic fertilizer prices may also
 
need to be increased in the future, 
it appears that these increases
 
should follow, rather than precede, further increases in prices

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 water, and irrigation control over 
33 million acres. In additio-, it has over 100,000 tubewe11s. The
 
climate over a large area is suitable for double or even triple

cropping. While it is unduly optimistic to expect the Pakistanis 
in the short-run to use level- of technolog now used in the U.S.,
 
even if these factors are discounted by 50%, production of sugar, rice,
wheat and cotton could be substantially expanded. (See Table 1.)
Actual on-farm experience indicates that similar results are possible
in ?akis'tan; In most 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
 

Milled 

Rice Wheat 


Acreage Pakistan. 3.7 11.4 

(Millions)
 

Production 
 2.4 MT 6.5 MT 

(Millions)
 

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


Yield U.S. (MT/Ac.) 1.75 2.40 

USA (Calif.) (Ariz.) 


Approximate acreage
 
required to produce Pak.
 
cryp under designated
 

sae ccnd tions 

(Millions) 1.2 2.7- / 

Estimated total water
 
required 12.7 million acre feet
 

Estimated total acreage 
required 5.9 million acres
 

1./ 18-month crop in Hawaii
 
2/ 3 ft. of Irrigation Water (4.2 MAF)
 
3/ L.5 ft. of !rrigation Water (4.0 MAE)
 
4/ 5 ft. of Irrigation Water (1.5 MAF)
 
5/ 2 ft. of Irrigation Water (3 MAF)
 

Sugar
 
(Crystal Cotton
 
Equiv.) Lint 

1.4 4.3
 

1.6 MT .7 MT
 

1.14 0.15
 

10.001/ 0.43
 
(Hawaii) (Ariz.)
 

4/ 5/
 
.3. 
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III. FERTILIZE DEMAND, MAR!ETING AND DE'iTIviBV't1ON 

A. Past Fertilizer Use in Pakistan
 

3.01. Since chemics fertilizer was first introduced LnLo IltkL;.:LI, 
the consumption of nitrogen fertilizer has greatly exceeded domestic
 
production. Although the GOP is attempting to correct this imbalance,
 
consumption is projected to continue to exceed dcinestic production
 
until 1979, due to the long lead time required to bring new domestic
 
fertilizer plants imto production.
 

TABLE 2 

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

--- -------Nitrogen (N) --------------- Phosphorus (F 2 0 5)--. 

I/ Apparent Apparent 
Year- Demand Production Imports Demand Production Imports 

1966 69.Z 47.1 Z2.1 1.2 1.4. 0.0 
1967 107.8 52.0 55.8 3.9 0.7 3.2 
1968 177.4 50.Z 127.2 12.8 Z.9 9.9 
1969 203.5 79.0 124.5 38.6 Z.5 36. 1 
1970 252.6 128.7 IZ3.9 33.8 4.0 29.8
 
1971 Z71.5 129.6 141.9 30.5 4.5 Z6.0 
197Z 344.0 215.0 125.0 37.2 5.0 32.2 
1973 386.0 Z54.0 132.0 48.7 8.0 40.7 
197+ 357.0 300.0 57.0 56.0 4.0 52.0 

I/ July I to June 30. 

B. ProJ1ct.d DemAna 

3.02. Projections of nitrogen and phosphate fertillzer demand are
 
shown below in Table 3. It is assumed that phosphate demand will grow
 
more rapidly over the next 5 years than will nitrogen demand, since
 
there is currently such an imbalance in the use of these two products
 
in Pakistan. The Government is determined to rectify this imbalance.
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Pakistan h1opes to hlave ut least rkt. loit 3:1 olr :ai .vigi-ti (N) I..,phospliati (P-4) in ut 
more 

by 1980, In eontdrnwt Lo tdje' omiir''i. tiOhi tnil'
tha 5:.. A ratio closer to 2:1 wou.Ld 
 uctun..ly hiao, ,ht:irWlI:. 

TABLE 3 

Fertllzor.Forecast for Pakistan 
(1, 000 nutrient tons) 

-'--.Nitrogen (N) ------- ------.- Phosphorus (P2 0 5)-_. 

Apparent
Year.Y ApparentDe,-and ProductionY(Imports Demand Production Imports 

1975' 369 303 66 72, 4 
 68
1976 535 
 310 
 Z25 100-120' 
 10 90-110
L977 610 
 310 300 
 130-150 14 
 116-136
1978 660 
 383 Z77 
 170 28 
 142
1979 705 632 
 73 * 210 83 127
1980 750 878 (12i) 250 148 
 102
1981 800 986 
 (186) 290 183 
 107
1982. 855 1,025 (169) 330 U5 
 105 ' 

1/JuyIt Tne 30.
 

A build-up of the production projections by plant is pr'sented

in Annex 6.
 

3.03. Pakistan experienced very rapid growth in fortilirier1966 to 19T. Use use fromof Nlitrogen fertilizer increased by approximatey
275% beeo en 1966 and 197. (a compound grovth rate of over 30% perrear). Demand continue to expand through 19T3, reaching 386,000nutrient tons, but decl ae4 T.3% in 19T49 and v.ll have recovered onlysightlY in 19T5. The decline and stagnation in. fertilizer demand
 
over the put tv years i attributable to a combinatioa of factors,
Winluding sha-p Lncreses 
 in the retail price of fertilizer,distribution and oreit probl fertilizersm, and shortages of rainfalls andirrigation vater. With the expected avalability of Tarbelas waterstr irigation of the 1976 wheat crop, a stabilization of retailter LJAter prWaes a improved distribution policees, and with =refavomble crop price, planners are projecting a substantial Jump in 

: ::.£ ::::),+ t C.:??+r ''' :+- + +t P..:'1.+ : { ,: .4?':"'+4+ .:,"":: : : :;+"':":'+ ):: :+L :',+. :k'.;: ; ~ '" i: : ,;' ~ 
0 
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fertilizer consumption in 1976. Pakistan has targeted a 9-million 
ton and 10-aillion ton wheat crop in 1976 and 1977, respectively. 
To achieve rhese targets and the targets for other crops, more than 
5uO,O00 nutrient tons of nitrogen will need to be applied in 1976 

and more than 600,000 tons in 1977. 

3.04. Nitrogen fertilizer demand projections shown in Table 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 not, at this
 
time, have any official GOP sanction) target total fertilizer use of 
1.0 million nutrient tons in 1980, roughly three-fourths of which
 
would be nitrogen, approximately one-fourth would be phosphate, and 
a very small amount of potash. If 750,000 nutrient tons of nitrogen 
fertilizer vere 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 

study.projections contained in the draft TVA I/ 

3.05 In fact, a number of alternative projections of fertilizer demand 
have been made through 1980 in *arious official and non-official 
reports. An October 197h study by Esso resented "low," medium" and
"high" estimates of fertilizer demand. The medium estimate for 

calendar year 1980 was 692,000 nutrient tons of nitrogen. A study by 

the GOP's ministry of Industries q.lso contained projections of 
fertilizer demand through 1980. 3/ Although more than one set of 

estimates was presented in this report, the more conservative set, 
and the one given most credence, shoved 1980 nitrogen fertilizer demand 
of 810,000 nutrient tons. Given this range of estimatesi, the 750,000 
nutrient ton target used in the GOP's Working ?Ppers for the Fifth Plan 
period (the figure used in this paper) seems reasonable. 

3.06. It is recognized that the foregoing projections of demand and 
the supply projections contained in Annex 6 result in a modes: surplus 
of urea during the first years of production of NFC's Mirpur Mathelo 
project and the Fauji-Agrico project, before demand again exceeds 
domestic productions. No difficulty is expected in disposing of any 
such surplus in the world market. Since natural gas is now substantially 
cheaper than other feedstocks for the production of nitrogen fertilizer,
 

Tennessee Valley Authority,"An Appraisal of the Fertilizer Market 
and Trendi in Asia", Muscle Shoals, Alabama, April 4, 1975 (Draft). 

SEsso Pakistan Fertilizer Company, Limited, "Pakistan Nitrogen 
Demand Forecact Study", Karachi, October 1974.
 

-/ Ministry or rnduatries, Government of Pakistan, "Requirement3 and 

Production of NLtrogenoas and Phosphatic Fertilizers In the Years 1974-T5 
:uid )'7)-dO", Rcport of Committee Set up by the Fertilizer Board, 
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Pakistan 	 should be able to export ur'i- nL ptt. r- ".ot,,. Iv.,'unpH.L'iI 
and profitable. India would be the n attu'-LL MnuUkv, K V'ivit , I,,',.I
shortfa&l.- in 7dia between nitrogen eertilizer p',du,.t ion ntia.,,iI. 
This, of 	 course, assumes the continuation of improving conunvrt.LL 
relations between India and Pakistan.
 

C. Distribution System
 

3.07. Prior to aid-1973 f-.-tilizer sales expanded rapidly with
 
private distributors playing a major role in promotion and distribution
 
In 1973, the authority to regulate fertilizer distribution was trans
ferred from the Central Government to the provinces. Soon thereafter
 
three of the four provinces proceeded to reorganize their distribution
 
systems in such a way that public agencies in these provinces now
 
play the dominant role. The Sind set up the Sind Agricultural Supplies
 
Corporation (SASC) which began operations in August 1973; 
the Punjab

followed 	creating the ?unJdb Agricultural Development and Supply
Corporation (PADSC). 
 Both agencies were charged with responsibility

for wholesale and retail trade and for operating fertilizer storage

depots. 
 in Baluchistan, fertilizer distribution was turned over to
 
the Provincial Department of Agriculture. Only in the WFIFP was the
 
distribution system left unaltered. 
Table 4 below shows the relative
 
importance of the public and private sectors in the four provinces.
 

Table 4
 

Public and Private Sector Fertilizer Marketing
 

% of National Share Marketed by: 
Province Consumton Public Sector ?rivate Sector
 

Punj ab 67.0% 83,1 17% 
Sind 22.5% 54% 46% 
NWFP 9.0% 23% 77% 
Baluchistan I.5% 5 	 45%


Pakis,~an 100.0% 
 70% 	 T-1
 

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

3.06. Note tnat aLmost 90 percent of Pakiitan'3 fertilizer is consumed 
In the Punjab and Sind, therefore, the perfor- -nce of ?ADSC ind SASC 
is obviously of critical importance to the perfor-mance of the entire 
marketing 3ystem in P-kiitan. A more detailed discussion of the 
revised fertilizer 1.13tribution system with a preliminary 
assessment
 
i contained in Annex 7.
 

http:conunvrt.LL


D. .____________,Pr 

'1.0) V'ALL liew received C0OP approval to muarket Ltu own outtput qAnd
1.4)tvuuoL ai prn-production seeding Program. The seeding program I
will L'swILiate, the tiie1v organzation of amarketing network, the
establishment of rsnd identification and loyalty,, and siatiL 
the training of salesu point personnel in salesmanship, service and
sound mnanagement practices-, FAFL's marketing plan will be reviewed 

___ ___by.A.Z to-'-" ' -th -adequtattnt ioL gie-tms nt
demand of the a.r far..rs .. 

E. Pricax
 
3.10. Retail fertilizer prices are fixed, for each type of fertilizer,
by the GOP. This price is uniform throughout the country without
regard to transportation and marketing coats * The sale of fertilizer 
at priae. higher than the established price to not alloved although
during periods of slack demand some pices cutting is done and pust
experience indicates that during~shortages malpractices are likely
to crop up in both public andprvtseordtibinSe* 

.71a -sffr Re& rcs fueh*be hnedsvntmsuplis o th Priileged; smllfames i
particularl in isolated! 

then.&. return to the peiu ia.O uut1 M$terti 

price of wan raised to is. 0W hletearm price, 
os the 1,00M. The pricing of fertiliser, as ve2.l as other arim 
cultralinputs, is used as amethod to Lehiev the overall objectives
ofteGovermet's agricultural policy, and atteimpts to~take into 

cousideration agricultural output prices, which, as discussed in
Section MZ, are also coutole by the 001. Only an indiec relation
ship exists between the actual cost of fertilizer and the retail
prices established by the, 001. Fertilizers costing sone than the: 
retail prices (currently. imparted fertilizers) are subsiied while 
a surhrei ~ce an th fotlzr'dinestc which cost less 
than the retail price. 

5.11. The factory gate, pice of indigenous fertillair to ntillalortzev
periodically by the OOP based on audited costs of prrAiwlteta pom~
wast the C0P, considers a fAir return on the invested oa.Lt.d. T'i 
currnt price which has boen fixed by the O0P for' the ".nprLn.,k
sector isanutacturers is estmtod to average about 35S le2s tMai the 
present retail price for ure. Itshotld be noted that the factory
gate price is estab~she on a easeby-cas beu and there isno
requireiments that a unifcm prie be paid to all producers. Cuntly,
due to various ciretastances, hueo reportedly receives Vo lghtly
higher price of ite product than doesom4 3.. . 

Ms~ AiwaxoE i und 6 for installed capacities and projected preitition
Loe 4n the two existing private sector area. plants. 
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4.04. Fauji's fiscal year-end is September 30. The foundation's 1973
 
and 1974 audited balance sheets and profit and loss statements are
 
presented in Annex 15. At September 30, 1974, the Foundation's invest
ment was Rz. 264.3 million ($26.4 million equivalent), current assets
 
were Rs. 183.2 million and the current ratio was 1.1:1. The Foundation's
 
noncurrent assets include a time deposit in the amount of Rs. 117.9
 
million which has been reserved to cover Fauji's initial equity contri
bution. This amount, 3.ong with the projected profits from the
 
Foundation's operations (see Annex 13) and borrowings will be adequate 
to cover the fands required to meet its total equity contribution.
 
-he Foundation's September 30, 1974, debt/equity ratio was 1.18:1,
 
therefore, even if the profits projected for the next several years
 
are less than expected, the Foundation's capital structure is strong

enough to support the additional borrowings, which could be supported
 
by the FA.FL 3hares, and used to cover the equity requirements. Even 
in the very unlikely event that Fauji had to borrow an additional 
Rs. 100.0 million to cover its equity contribution, the Foundation's 
debt/equity ratio would be approximately 1.6:1. This is certainly
well vithin "ne bounds of sound financial management. For comparison 
purpose h ebt equity ratio of FAFL is expected to be 2.33:1tde 

after cmpleti-:n of the project, i.e., before any profits are generated. 
Table D below presents a suar of the Foundation's financial situation 
duriag t1he past 5 years. Projections for the next 5 years are contained 
in Annex 13. 

Table 6
 
Fault Foundation Pskiscan
 
Summarv Financial Posicions
 

(Ms.Million)
 

1970 1971 1972 1973 1974
 

Capical Zmployed 135.60 141.39 276.56 365.56 413.06 
Foundacion's Invesoment- 116.04 130.16 160.59 215.19 264.29 
Long- ter- Loa+In s 
Debt- qiRy aRtio 

19.54 
0.31:1 

11.213 
0.14 1 

115.17 
. .1 

150.327 
1.11. 

:I.77 
1. H: 1 

Notc Fixed Alliers 35.35 312-1 Jet.5 2.)61r.3 

41:.1.00
TOA s 1).50~ 337.1 4f .. i 5 

j/ A~utafl~4~J t~4CI~ ~(~ ai' ~i~ I~qn 

http:41:.1.00


C. AArico .Chemical. Comoany 

4.05. Agrico Chemical Company is
a division of the Williams Companies.

The Williams Companies plans, designs, engineers and builds longdistance pipelines and related facilities abroad, operates a productspipeline dcmestically, and more recently has diversified into steel
 
warehousing, LP-gas retailing and the production and distribution
fertilizers. In 197 fertilizer sales accounted for 45% of total 

of 

revenues and 64% of gross operating profits. The size and growing
importance of Agrico-s financial contribution in the Williams Companies
can be seen in Annex 14, a summary of which is shown in Table 7 below: 

Table 7
 
The Williams Companies
 

(inS millions)
 

1971 1972 
 1973 1974
 

Total Revenues 
 412.4 577.9 744.1 993.4

Operating Earnings 
 69.7 90.6 115.4 218.0
Nat Tncome 30.8 38.0 
 48.4 95.6
 

Asrico Chemical Company
 

Revenues 50.5 205.4 
 312.0 461.8

Operating Earnings 3.7 17.7 37.5 139.9Total Aasecs 36.0 162.6 205.6 494.0 

Employees 
 653 2,918 2,602 3,025
 

4.06. 7he 1Wi2i.ams Companies became a leader in the :hemical fer-tilIzerbusiness as a result of Its leea and putrhue of moat of the Gulf Oil
Corortion's sricultural cheicals, utivties,97-, !a April and itsFera-±ry ., 1972, 'quisitionof Continenta. Oil c-pany' plans foods

4±vI.sicn In the 
' n.ted State@ and iu ada. A new 3ubll-au-l, Wi- --.hmco, 
,ac., vaA .oz..ed to operate -lf Shortlyt.he kciltle. -.. a4ter the
 
&,cqu!3s1t.1on of Continenta, plflt foods 1."rtsicn, the name= 
 A.gricovan tapttil f:r c' of the C-'--- li :hemcia .er-.:l1.er dct±4tttes. 
Agrico ,a rnov :n of ~adl...4 :ee-ic &! fert24.' er producers .n the
United ;;ttttes onz a mAor gactcr in the vcrS m.a.rketplace. Agrtco
=uature ndztalretx a.1trogen, pnoaptate sd :caz cun lefti.r
major ex~itind nitrc:en &rn In 


inarXs.ro rn4,o ad 

,ilit,-s .:cato 3tythevI2o,, 

tlusiana; Vrdi.4r.s, 4^oahca , zod have an 
tn'Ast4.44 a~cty i ozes of ta llon tons of an=yircus son~a 

http:tn'Ast4.44
http:inarXs.ro
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F 

F 

F 

F 

per year. Phosphate production is cncentrated in Florida, where
Agr'ico mines in excess of six million tons of phosphate rock and 
producs phiosphoric acid a~nd 6009000 of TSP per year, and Faustina,
Loi.lianu, with a capacity of approximately 1.5 million MT/Y of DAP.


fri tlo t thia project, Agrico is also par-Cicipating innowutd 

Ie:rk.LLLirpantu inJordan, Brazil, Korea and Eastern Europe.
 

V. THE PRO:3CT 

5.01. The project will be located at Goth Macbhi in the Punjab
Province, The location is approximately 3T5 miles from Karachi along
the main railway line and the Karachi-Lahore highway. The project will
include a 19727 ton per day (TPD) urea plant with an intermediate 
amonia production plant of 1,000 TPD, along with all necessary
ancillary~ facilities. On the basis of 315 days per year on-stream 
time, the plant will have annual capacities of approximately 5~43,000
 
toso urea or 244,000 nutrient tons of nitrogen, with intermediate
production capacity of 315o000 tons of amonia. These are standard
size cipacities and the plant will employ modern coe rcially proven
technology to ensure efficient operation. An area of 572 acres has 
alreay been earmarked for the location of the plants and the housing
colony. Soil analyses and topographical surveys of the ares have
already been~completed. 'The actual fertilizer production process
to be used will depend on the results of international competitive
bidding 

B, Raw Materia3s and utilities:f 

5.02. The raw material for the plant will be natural gas from the 
Hari gasfield which is jointly owned by ESSO Eastern, Mobile Oil and
the GOP, Gas will be brought to the plant site via a 30-mile pipeline
from the gasfield. This pipeline will be included inthe project
offuites and will be constructed as part of the total project. t
will be owned and operated by the Fauji-Agrio Fertilizer Ltd. TheHari field is the second largest ssfield in Pakistan. Its total
estimated 'roserygs sit 3.#942 x 10" (trillion) cubic feet (ft 3 ), of 
which I.7 Z 10M Cta are proven resezrv. The owners of the gas
field have allocated the proven re 2 follows: ESSO's existing
100000OT;? ureaprojet -0.30 x ftI A!' project
0.T5 x 10 ft jand NYC's proposed 556,000 urea, project_ -T5 1012 ft.
Under the exctree asd unlikely, assuqgticas that gas available at
Xart will be Limited to the 149:~ 3 cur~ently proven reservesx i 

and the very high gas requitrements of 59,4 t3 of gas per ton of 
urea produced, the FauJt.Ap'ico Fertlizer project, the existing EM~
project, as v.11 as a proposed N7C project would be adeuately supplied
with gs through the year 2011 (31Years after start-.up). A more
detale~d discussion of the natural gas situation in Pakstan is
contained in Annex 9. 

http:start-.up
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5.03. A power generating capacity for the project and the offsites
 
is included in the capital costs and will be included in the .ttal 

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, wil, provide necessary power for an orderly shut-down of the
 

facilities and meet m uni-inn
lighting and security requirements. Other 
essential utilities to be designed and included at integral parts 

of the mtal project include a cooling water system, a water treatment 
system, and a steam generation system. Water for the plant "i-l1 come 

from an irrigation canal, except for %bout three weeks per year when 

the canals will be closed for necessary maintenance. During this 

period tubewell-" will be used to provide the necessary water. A
 

detailed discussion of water is contained in Annex 10.
 

C. -r=lo't.t nin -and Cnerational Assistance:
 

5.04. It 1s estimated that the project will provide direct employment 

for about 1,200 persons; of this number approximately half ill be 

key technical, maintenance and operational personnel. ec...tment, 

for the project, of this large number of qualified -ersons wiU', to a 
large axtent, be the responsibility of the macor ?ista partner, 

the Faui Foundaticn. As discussed in ection : * iuji rrenty nas 

eight industral. plants in operation with & =u :ayroll of.ativii-

over 13,000 perScns. due to the rapid expansion of icmestiz fer-'itizer 
producticn currently going on in ?&ak!tan, L.tis ,al'kely that mary of 

the new recraits will have any exprerience of training in the ipeeuIc 

jobs for " ich they wi.l be hired. Therefore, tr~inlg of key personnel 

to meet tne 3pecific requirements of the project "ill be essent4al 

to the early 3ucces of the project. :7t :s expected that tee U.J. 
;artner, Agriohemcal Company will 4etgn ind !superv'se the vr 

.rmaznng progrtn. 3Snce the XP' letter .rojectsancton : .... 

3pecifles t,"at tte return oa invested equity 1i .-*ed to prener=.ned 
rates of production, -1t is in ATrio's .nac 1. teri5,t to iu 

that the plant has ti well1 trained and dfflzi staff. 

5.35. The n ssia" 'Know-.cw A;reee '3r. . v2.Techni ' and i, wh 

exhiits D ind to the Agr~. *u iartic.;.t.on Agr.emoents, 
Agrico, for a itated fee, to provide the technical !nioz-ation and 
specifLc 4ncw-now requ.rd to operate t fert.li:' er pltnt of n: 

nature. .n the basis of A.rtco'3 ,&at expertence. n ... :er .1
1
 

duction, bot', In the U.J. and abroai, it is ix-ected "tt FAT' _' 

have, accols to iLLI the lAtest tectnicmli. nform-Aion. X-!so is 
:ondition of Article 7:1, prurph 7.33(a) of th.e tt r:m, 
Agreement, Agrizo will nominate, iutoect to F-uJi".pr'v'.., .- u4l3 

to fIll the following positions: (a) puty :4n.:tA,.j Dtre,:etr, i, 
'Director of ",peratlons; (c:) -eputy Diritor of 

Director of Admai~ntration; nd (e) Dire:tor o' . " 1h.e 

:peciflc ttd't'u,lt.ave not yet been identified by Agrtzo to :.'U 

http:iartic.;.t.on
http:Know-.cw


these posti±ons; it. is Our understandiag that the persons selectedwill be experimnoe! Lad highly qualified-afld, to the extent possible,during the early yes.'s, they will come from within Agricola existing
management oizzto. 

5.06. There are presently no statutory regul.ations -in Puiistamn for--industrl1 effluets, a2.though several of the provinces, JLncluding 
-the Punjab, are presently considering the advi.ablity of enactingsome much legislation. Certainly the project designers will have to
take this into -6 eit-ion-In, any event, the project will be designed. in accordance
with Euopea.n and U.S. standards i respect to solid, liquid and~gs eis sions. Se Annex 1 o h niomna seset 

- fr: sn.tation : 

5.07. The proposed plant will be located on one of the main rail
end to 

network is well spread throughout the major fertilizer consumin 

lines a close the ICsara.hi-Lahore grand trunk highway. The rail 

- p areas therefore, the basic rail structure as well an the road networkwill be available Se • * Sdistribution.to handla produce-4 - Currently domestic... u u..•+'* , .. ..productiot op fertilizer, is moved equally by rail and. road. Duringe 
-peak fertilizer 'ship~izg periods -and when large foodgrain ships are 
in the 0portOf .'Ca i, transportation of fertilizer often becomesa serious in =ving stocks. To ensure-bottleneck 

r es lt 
SGovernment 

what nees 

capacity to 

-Preparation 

that transportation 
a,Z: eeti by the GOP we uplan-to require that the.-/

dO a rasportation Sector study to determine more precisely
bepodone iO the next four years to expand the transportation

h±Lza'the large increase in domestic fertilz:er production. 
-tda
of scope~ of work tar this study is a Condition 

Precedent in the draft Loan Agreement and completing the study is aCovenant (See Annex 25). 

5.08. The d-ector3 ad management of Fauj i-Agpico Fertilizer Ltd.together withi The, Fauji Foundation, Agrico Chemical Company, and
the general moncrator (who will 

-

contract with FA L tar the supplying
-' of the plant) '412. jointly, be responsitble for the execution of theproject. The GOP's .?ay, 6, 1975, sanction letter stipulates that "Ordersfor plant =1 :hinory shall be placed within 12 months from the date
* of L35ue 2f uis itz~or uln,the target for completion of the ,rzj~ct
* 
 would be 30 =nths thereafter."' 

i4 
A detailed Itplementation Schedule,be prepared byI the equity investors as Exhibit E(±) to the Fauji/Agrico Parzt:!;zton Areement. *This agreement along with all its 

- -*- exhibits %r=lbe a'Lbj eat to review and approval of A.Z.D. 

0. leof'en 
5.09. This is a capital intensive project, and with respect to FAA Station113, it is not *xpected Co have any direct affect on the role of womuen.
ever, is Hlownoted in othier parts of this Project Paper the increased fer tilizerproduz:ion will assit tt4 increasing Coodgr&tn production 4nd the benefitsfrom thts -.411 accrnie quitty to men and women. 



VI. CAPITAL COSTS AIND F:NACLIG PLAN 

A. Canital Costs 

6.01. The total projecz cost is estimated at $246.7 million including
$150.1 million in foreign exchange costs. Field work on this estimate 
was completed in May 1975 by James Chemical Engineering Ccmpany, a 
leading engineering firm in the fertilizer industry. 7%e estimate is 
based on current price levels and includes an escalation factor of 
22.5% for both foreign xchange and local currency costs. Additionally,
10% of both foreign and local erected plant costs have been provided 
as contingency. A summary of the capital costs is shown in Table 8
 
on the following page.
 

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

6.03. The batterylimit costs of the amonia and area plants, excluding
escalation, are in tine with costs of similar units now being contracted 
for; and the escalation factor of 22.5% appears adequate considering 
that the base estimate uses current equipment prices, which are 
expected to hold at the present level or possibly decline, and much
 
of the equipment will be ;rocured in the early stages of the project.
 

6.04. included in the offsite estimate are storage facilities for
 
60,000 MT of urea (equal to 35 days of production), housing for 452
 
employees and their families, a bagging unit capable of bagging
 
one day's production (24 hours of production) in one 8-hour shift
 
and the 33 mile gas pipeline. The estimate was prepared by James 
with assistance from Fauji's technical staff and reviewed by the USAID
 
Mission. 

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

6.06. Pre-production expenses include costs incurred, or to be 
incurred, by Fauji and Agrico in organizing the new corporation, 
outside studies (e.g. the James cost estimate) and initiation of its 
marketing program. 

6.07. The initial working capital provides sufficient funds to allow 
the company to maintain adequate current assets and reasonable invento.
levels. The interest during construction, estimated at $37.3 million 
(or 15% of the total project cost), reflects the cost of money borrowed 
during the construction phase-at the current ma-rket rates an described
 
In Annex 16.
 



TABLE 8
 

FAUJI AGRICO FERTILIZER LTD.
 

SUMMARY CAPITAL COSTS
 

AmHONIA 
LOCAL FOREIGN 

Tutal Equipment 
Othcr Materials 

Spares, Chen, C,,t.Ezugin. Purchasing Fee 
Supcrvlblin' 

Total 

CAnstruction, Materials,Field Office, Overhead 

Field Labor 


ub Total 
 6.000 36,812 


Pre pruduction Expense 

Tecl:'ilcal Assistance + 1.500 

Li-n:tructLia Equipment 


Freight 


CSu Ingacy( 

uxtc1i 
 and Import Licenses and Stamp Tax (1I

oriking Capital 


Interebt During Construction 


(0N)
UREA 

TOTAL LOCAL FOREI(;N TOTAL 

19,182 
 11.948 

10,521 4,716 


5,700 
 5,250 

1,900 1,350 


37,303 
 23,264 


1,550 
 900 

3,078 
 2,313
900 


900 


42,831 4,410 22,967 
 22.377 


t9- 2% C&F Value: 22 193 MH) 

OFFSITES 

LOCAL FOREIGN TOTAL 


33.886 

24,576 


10,630 


3,000 

72,112 


2,817 

4,200 


900 


37.391 42,638 80.029 


LOCAL 
TOTAL 
FOREIGN TOTAL 

65,916 
39,813 

21,600 

6,250 

132,679
 

5,267
 
9,591
 
2,700
 

47.801 102,436 150,237
 

1.000 


1,000 


4,000
53,801 


5,380 

59,181 


7,422 

4,000 


26,013 

96,616 


1.630 2,630 
4,000 4,000
 
7,400 8,400
 

7,007 11,607123,073 

176,874
 

12,307 17,687
 
135,380 


194,561
 

7,422 
2,942 6,942
 

11,802 3,81
 
150,124 


246,740
 

'K 

a
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B. ?i ancin1 lan 

6.083. 1.The proposed fLnancL.n pl~ui (T'.- o o', ti wl I't:'e,,I ,ii .h.1.1 
equity ratio o 70/30 and the fact thut both Ii I.Lh.limmI -t,,d.di0' ;tid 
Aarico Chemical Compazy wiii each own 30% of the total cquiLy. 

TABLE 9 

Financing Plan 
($ millions) 

Equity Local Currency Foreign Exchange Total %. 

Fauji 
Agrico 
TFC 
Foreign 
Public 

Sub-Total 

22.2 
-

" 
21.7 
43.9 

-
22.2 
3.0 
4.9 

-

30.1 

22.2 
22.2 
3.0 
4.9 
21.7 
74.0 

9.0 
9.0 
1.2 
2.0 
88 

30,0 

Debt 

50.0 20.3
50.0
IBRD 

40.0 40.0 16.2


AID 

12.2
30.0 30.0
KFW 


Local Insti
tucions 52.7 - 52 ... 3 

Sub-Total 52.7 .ZL. .lUlI 7. 

96.6 150.1 246.7 100.0
Total 


6.09. The $4.9 aillon foreign exchange equity investment not identified 
reflects a gep caused by a recent !?C decision to reduce its invest
ment from $8.0 million to $3.0 mill-on. To fiUl this gap, the GOP 
has tentatively identified several possible sources but has not yet 
completed is1cunsions with the parties. To assure the lenders that 
the project would have adequate tund-'ng, the GOP has, in its Letter 
of Applicdtion for the A.I.D. Loan (Annex 17), made an unqualified 
otatement that if the unidentified funding is not provided in a timely 
manner the GO? will undertake to make the required amounts availableto the project :rom its own resources. The Identify nd coi!t--ent 
of these funds is a Condition Precedent to Disbursement (see Section 
4.01(c) of the Loan Agreement, Annex 25). 

6.10. Pakistai. financing institutions will undervrite the S21.T 
million equivalent in local currency equity and will prcvide the 
$52.7 million in local currency debt. During May 1975, A.Z.D. met 
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with the financial institutions to discuss the prsopects of raising

these Z'unds 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 to raise the required

local currency funds; however, it should be noted that the funds will

be expensive and the Government may have to make some special arrange
ments to insure that the funds vill be available. The Government
 
recognizes this potential problem and has stated in its Application

Letter (see para 4, Annex 17) that 
itwill assure that all funds are

fi.-ly commited prior to any disbursement of -he A.I.D. loan. A
 
summary of A.I.D.'s meetings with the Pakistan financial institutions
 
is contained in Annex 18.
 

VII. FMNANCTAL ANALYSIS 

A. Philosophy 

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

of the production costs--natural gas price, wages and benefits--and all
 
tax races. 
 Private sector producers, therefore, do not have independent

control over the profits they earn; 
and to a large extent the annual return
 
on invested capital depends on GOP decisions. To dace, the factory gate

price for fertilizer manufacturers, including the two private sector plants,

are set on a case-by-case basis designed to allow a reasonable return of
 
inves tmen t. 

7.02 For this project the GOP and FAFL have agreed to a set of condi
tions designed to protect each party for the possible abuses inherent in a 
controlled economy. These conditions are detailed in the GOP's "Sanction
 
Letter" attached as Annex 4. The pertinent condition is that the equity
investors will be allowed a 20 percent return on their investment once the
plant is complete and operating at 65" of rated capacity during the first
12 months of cornercial operations, 857 during the next 12 months, and 9.
thereafter. Ex-factory prices of urea produced by FAFL will terefore be 
set at a level to allow chis return, and will be adjusted periodically for 
changes in production costs over which FAFL cannot control. 

7.03 Based on the estimated capital and production costs the ex-factory
price of urea, for the FAFL project, will be as follows: 
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FAFL Proiecced Ex-Faccorv UREA Pricv. 

Year $ per MT 	 pYear ier Mr 

1979 256 	 1984 176 
1980 217 1985 171
 
1981 191 1986 168
 
1982 184 1987 164
 
1983 180 1988 160
 

While these prices are higher than prices currently paid domestic producers 
they are in line with projected prices for all new plants now being con
structed. For example, the IFFCO urea fertilizer expansion project, which
 
is similar to the FAFL project, projects an ex-factor. urea price of
 
$193.00 MT to allow a 10.3% financial rate of returrs-1. We, however,
 
caution that the price projections are estimates and will only be determined
 
once the plant is built and actual capital and operating costs are known.'
 
For 	example, a saving in the capital cost, a quicker construction schedule 
or a reduction in Interest races wilL reduce the cx-faLcor price; and
 
correspondingly an increase in costs or time will increase the price. We
 
believe, however, that the assumptions used in these projections are
 
conservative.
 

1/ 	See LBRD Report No. 591-IN, Appraisal of LFFCO Fertilizer Project-

India, December 9, 1974.
 

3. 	Production Costs
 

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

Table 10-A 
Cost Per Ton of Urea 

Variable Costs:
 

Natural Gas (feed and fuel) $13.08 
Power 2.66 
Water (make up, boiler and cooling) 2.45 
Catalysts and chemicals .61 
Bags and bagging 6.95 
Comnissions (Agrico) 1.00 

Sub-total 26.75 
Fixed Co cs Excluding Depreciation: 

Operating labor 1.41
 
Maincenance and macerials 7.98
 
Supervision and control 2.25
 
Insurance 2.05
 

Sub-Total 13.69
 

Depreciation 	 40.49
 

Cost of production
 



-25

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 M$CF 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 toRs. 
1.13 per MSCF. Action on this package proposal by the Government is 
not expected for several months. Even if the GOP approves the gas price

increase to 
the producer, it should be noted that they do not necessarily
have to pass all the increase on to the users since it could concurrently

reduce the excise tax. The financial projections and analyses 
assume a
 gas cost of Rs. 
Z.73 MSCF thereby allowing for the possibility of the Mari
 
gas field owners receiving the full increase requested.
 

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

the bagging cost, which is slightly lower than projections for other

sub-continent projects. The commission cost represents a $1.00 per HT

charge by Agrico for its 
existing and future technical know-how which
 
will be available to FAFL.
 

7.07 Depreciation is based on the straightline method using a 12-year

plant life with a 107. salvage value; and maintenance and materials is
assumed to be 4% per annum of plant cost. 
 Both assumptions are acceptable.
 

C. Other Costs
 

7.08 In addition to the costs of production shown in Table 10-A, FAFL
will need to pay interest on its borrowed money, an additional fixed cost,

but one that decreases as 
the debt is repaid. For projections FAFL has
assumed that its foreign exchange loans will average l07 per andannum
local currency loans will average 13.5% 
per annum. As of this date, negotiations have not yet been completed and the exact interest rates determined;
but they are in line with the currenc cost of money. Annex 1.8 describes

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

7.09 The two other costs are income taxes and the contribution to the;orkers' Participacior 
 nd (a forced profit sharing fund). 3oth are com
puted as a percentage oc profits. The present tax rate in Pakistan is 511. 
and the concribution to the Workers' Participation Fund is 7".. 

7.10 Using the preceding "Other Costs" the final cost 
structure of ametric ton of ucea, at 907. capacity In the full operating year is as 
follows: 
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Table 10-B 
Come Per Ton of Urea 

Cost of Production from Table 11 $ 80.93 
Interest 31.08 

112.01 
Incom tax 37.01 
Workers' Participation Fund 4.91 
Profit 30,-26 

Factory Cost $184.19
 

D. Financial Stacements 

7.11 Using the preceding assumptions, Annexes 20 through 22 show the 
FAFL's projected Balance Sheets, !nZoM4 StAt4.cnts and Source and Applica
tion of Funds Statements for the 12-year period. In summary, the company 
starts with a 70:30 dubt:equity ratio in the first year of operation 
which reduces to 59:41 at the end of the fourth year and to 50:50 at the 
sixth year. Net ticouu Is projected to be ;9.9 million in the first year 
rising to $14.9 in the second and succeeding year (20t return on equity). 
Debt service is covered 2.76 times in the first year rising to 3.01 in the 
third year and to .09 in the sixth year. Fifty percent of the .0irsc yeais 
profits are projected to be paid As dividends and 90r. of each year's profits 
thereafte.r; the balance is retained in the campany. 

7.12 As of this d4ate negotiations on many of the cost LCO-S have not 
been completed And :he terms of the other lenders are not knovn. 'he 
financial state.mants therefore are projections and indicative of the -e
sults obtained k,;n4 the assu=pcon previously cited. .11e final loan 
agree=ent will contain adequate financial covenants to asatire tho financial 
viability of FAFL ard to protect the rthts of the lenders. -.hese covenants 
will be developed with the other foreign lenders and will be consistent in
 
each agreement. 

E. Financial -Rre of -eturn 

7.13 Thea financial race of return--that is the return to the ;nveators 
on a discounted cash flow basis--tising rho 4ssu=pcions previuisly ci.tud, is 
8.3% (Annex 9). Jhbile this rate is lower than stma projects It is scep
table and it will tnc.rease i the rate of production increa-ess atove t.ie 
907. figure used in the c-lculAtIons.
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or a major portion, of the ammais plant unlemi the General Contractor
 
trator. Any remainder will be used to tivsa 
aoa specific portion of 

XI. PAraSWANS4090M1.C PMMBM4AErcAND REPAM= CWU1M 

A, Fakistan's Oeneral Ecoomic Performance
11.01. Durin TY1T 1dbag swaiemotcutr na 
eooinm4c recession. Per 'capita MM? in' real terms declined by about'OMS Apficulture, the most important sector, vas stagnant, with the*output of wheat, the major agricuturs.l crop, decreasingwith anetnudedd*ought and the lowest river flows in Pakstan's history.inutrial sector, export demand. for textils 

In
the major industrial

employer, was dampened b7 the vodide recessiop,. .IduriJproduction ve a"s 'hindered by "powershortage that was a,directresult of the low river flows and their impact on hydrolectricpotentiaL. Nov investment in major Industries' lagged. One factor 
. 

in the low level of new industrial investment' was the uncertainty ofprivat investors about their' futur'e role in Pakistan,, whose govern.stent continues bound by election pledges to "Islamic Socialism"l andnatioaLstion of'major basic industries and services. Rovever,,smllU scale' industrial investmentsand3 construction continued to.
increase and were the bright spots in the eco=W. 
11.02, Inflation continuei to' be a serious dome~stic economic problem,.Pakitan' aled Wferig from severe"anwas' 
 ifainr
"pressures before the aer of 1973,, and these pressures were exacerbatedby the August 1973 floods and the sharp rise in international prices.Tlb wholesale price index inoreued by 24% in IM7 end declining taxrevenues resulting from reduced export prcsand unexpeted andLOmedAte needs for relief' and rehabilitation expendures helped pushthe volsaL~ pica inax up a further 32% dur'ing Calender Year 1973.* FrtUnately, eMiaase has Since slowed down to only about 20% in1I. The' petroleum import' bll which increased from $60 million in1972/73 to $U5mi1~on in 1973/fl., increased further for the yeawMUM4Th7 to about W3$ hillia. The increase next year is projectedto be mubh less. ILailarly, where the upsurge in world fertiliserprices had be=n over 200 during the preceding years end had played 

http:expeCtedthatorI.fd
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a major role in the disorganization of the domestic price itructure
 
and the resulting decline in domestic agricultural production, tne
 
situation nov promises to be somewhat alleviated. The necessary
 
adjustment in relative domestic price relationships has largely been 
accomplished. Nonetheless, prices wi1.1. continue to rise, but probably 
at a lower rate.
 

11.03. The difficulties of the last two years have lead Pakistan to
 
delay ne i=plementation of its new Five Year Plan until early 1976.
 
Nonetheless, the long run prospects for the economy are good and the
 
investments called for in the plan, solidly based upon Pak-istan's
 
own natural resources and comparative advantage, should put the economy 
on the path to self-sustaining growth. 

B. 3alance of PaYmentz Considerations
 

Ul.O4. One part of the justification for this loan is the fact that
 
Pakistan's imports and other payment obligations exceed its current
 
capacity to earn foreign exchange. The result is that in the absence 
of the assistance proposed here, other Lports of goods nd 3ervices 
essential to ?akistan's development vould have to be eliminated nd 
the continuing effort to contsin inflation would be set back. Pski.stan's 
balance'of payments has been placed under severe strain by the sharp 
increase in world cczmodity prices. Although the country's exocrts
 
have grown substantially in recent years, the basis of this expor't 
growth continues to be precariously narrow, heav.ly concentrated on
 
cotton, cotton products and rice. World prices for th.ese cc-odities
 
are declining and make urgent the need for Pakistan to broaden its
 
export base =nd increase the efficiency of its production. The
 
country's' foreign exchange reserves -will be equal to lesa than two 
months imports 'it the levels currently projected for -Y 1975/76. 

11.05. Since the InvaLuation of May 1972 the :XP has m.aintained the 
liberal L;port pcli:y adopted :it that time *Jith the acti've support 
of the 4F ind the Aid-to-Pakistan Conscrti=n. The r i g=':.w 
laflationar-r prosures in ?akitan's economy make L-t more .mpcrtant 
the. ever that there be no retreat from this policy. A restrtctive 
-ollcy for iports would severely handicap the counzt-'l levelopment 
effor-ta and increase the upward pressu.re on 1cmestl. ;rl'es. Iapplily, 
Goveroment spokesmea have aosured representt*ives of the cnsortI'm 
countries tnat measurej to reduce '--prts woLU ± .t fscal, nct 
quantltative or direct in nature. 

U1.06. The coabinatlon of efforts to 3peed recovery, retrain Lnat?.on, 
step up development and increase the reU incomes of Pmxcitan's most 
disadvantaged families, have placed a serious strain on the count-y's 

http:Lnat?.on
http:pressu.re
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balance of payments in the last few years. Th'. mip,, i.e,.,I,.,I C.,( 1large wheat imports led to large short-term borowng by 1'RkLLLati,even though there was substantial and previously unexpected aid from
OPEC countries. 
 Some of this OPEC aid had quite short repaymenat

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

TABLE 12 

Pakistan's Balance of Payments
 
(US $ Millions)
 

FY 1973 
Actuals 

FY 1974 
Preliminary 

FY 1975 
Projected 

FY1976 
Projected 

Exports 766 1,022 1,015 1,125 

Imports 890 1,505 1,975 2,220 

Trade Balance 

Net Invisibles 

- 124 

40 

- 483 

51 
- 960 

- 15 

- 1,095 

- 50 
Debt Service 186 197 243 422 

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

Aid utilization 337 
 492 1,063 1,450
 

IMF & stort term
 
Borrowings 80 53 255 
 140
 

Errors & Omissions 7 - 17 mm 

Change in Reserves 

(Negative

Increase - 1.4 101  102 
 - 23 

(Reserve

Position) (468) (367) (479) (502) 



-34

11.07. The 1972 devaluation coupled with rising internaton,'U prio.l: 
helped boost exports from $560 million in FY 1972 to $1,100 ntiLL it, 
in FY 1975. Imports amounted to $890 million for FY 1973. The 
increased export earnings were largely due to higher worldwide commodity 
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.
 

1.1.08. 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 million. Slightly lover imports (presented in the table) of
 
about $2,470 million appeer more likely. This includes $390 million
 
for POL, $155 million for fertilizer, $315 million for wheat, mid
 
$625 million for machinery and capital goods.
 

11.09. In FY 1975-76 an Improved export performance is expected as 
rice, small manufactures, fish, etc. continue their long-run upward
 
trend. However, a continued high level of wheat imports 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
 
wheat production 1975/76, and is undertaking a major campaign to
 
increase production (new fertilizer plants and, pending their completion, 
imports; rectification of agricultural price relationships; major
 
improvements in water management and salinity control, etc.) to remove
 
this constraint in the next fez years. But these efforts, and the
 
regular development program, wil result in continued large-scale
 
foreign aid requirements if PKisan is to proceed with its long-run

development unhampered.
 

11.10. let invisibles continued to be high for Pakistan because of
 
large home remittances. Worldwide inflation affects payments for 
travel, shipping and military mports as well as home remittances. 
As the world inflation declines and Pakistan emdgrants (encouraged by 
the GOP and welcomed by the Arabs) continue to flow into the Middle
 
East, particularly the ulf States, it is hoped these will remain high,
 
although their growth may decline. Short-term borrowings, which 
could have been included here, have been placed below the line in 
970/76. However, these do Increase the debt aervtcing obligations

of Pakistan. A reduction in 3hort-term borrowings is Indicated as 
softer funds are found, principally in the Middle East. 

C. Ps pk!tan', Relayment Prospects
 

11.12. Uet official debt servicing by Pakistan &mounted to about 
$186 million in FY 1973 and is estimated to be $197 million for FY 197. 
On June 28, 1974, Pakistan agreed with the Aid-to-Pakistan Consortium 
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upon a package of debt relief and division of the debts contracted by
it for the benefit of the former East Pakistan, now Bangladesh. Tho 
debt relief proposals incorporate a total of $650 million to be receivedi 
by Pakistan from its creditors in the Consortium over the next three 
years. In addition, Pakistan agreed to seek comparable debt relief 
from creditors outside the Consortium. Unfortunately, there remain 
significant short-run service obligations, and non-traditional, non
consortium donors have made commodity and cash loans available on 
wihat 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 economy 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. 2alance of Payments 

11.13. The impact of this loan on the U.S. balance of payments will 
be favorable. The proceeds of the A.I.D. loan, while available to 
finance purchasei in Code 941 countries, will probably all be spent
in the U.S. for goods and ser-rices. It is expected, based on consider
able past experience, that U.S. suppliers will be competitive on some 
of the materials and services procured for the project and financed
by 
is 

some of the other foreign exchange lenders. Thus, 
lending $40 million, there will, no doubt, be more 

,rhile the 
than this 

U.S. 
amount 

spent in the U.S. for this project. 
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UNCLASSIFIED
 

PAZSTA.N - -AUJI-AGRICO FERTILIZM PROJECT 
CERTIFICATION; PURSUANT TO SECTION 611(e) OF


THE FOREIGN ASSISTANCE ACT OF 19614 
 AS AMENDED 

T, Willia A. WoLffer, acting principal officer of the Agency for 

International Development in Pakistan, having taken into account 

anrong other things the ,maintenance and utilization of projects In 

Pakistan previnusly financed or assisted by the United States and 

the comrnitment of the Government of Pakistan to carry out 

effectively the Fauji-Agrico :"artilizer Project, do hereby certify 

that in my Judg.ment Pakistan has the financial and human resources 

capability to implement, maintain and utilize effectively the 

subject project. 

Vlllin A. Wolffer, Acting Director
 
USAED/Parlataz
 

Da7t7 
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AID-OLC/P-2114
 
UNCLASSIFIED
 

PAi;CSTA.N - FAUJI-AGRICO FERTILIZER PROJECT 
CERTIFICATIO.7 PURSUANT TO SECTION 611(e) OF
 

THE FOREIGN ASSISTAN CE ACT OF 1961, AS AMENDED
 

I WI1Un.a A. WoLffer, acting principal officer of the Agency for 

Internatio. al Development in Pakistan, having taken into account 

among other thiags the maintenance and utilization of projects In 

Pakistan previnisly financed or assisted by the United States and 

the corm nitment of the Government of P-akistan to carry out 

effectively the .auji-Agrico :'artiliZer Project, do hereby certify 

that in my juJgment Pakistan has the financial and hu:man resources 

capability to implement, maintain and utilize effectively the 

subject ?roject. 

Vlliam A. Wolffer, Acting Director
 

USAIf/Pa Istan
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FAUJI.,AGRICO FERTILIZER LIMITED 

CHECKLIST OF STATUTORY CRITERIA 

BASIC AUTHORITY 

1. 	 FAA § 103; § 104; 5 105;
 
106; §
1 107. Is loan being made 

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

b. for population planning or health; No. 

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

d. to solve economic and social development
 
problems in fields such 
as trans- No.
 
portation, 
 power, 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 PERFOR.iANCE 

Progress Towards Country ]oals 

Z. FAA5 2 01 (b) (5), (7)& (8);j 208 

A. Describe extent to which country Is: 

The following aboreviation are used: 
FAA 	 - Foreign Assistance Act of 1961, as amended.
 
FAA, 197 3 
 - Foreign Assistance Act of 1973,
App. - Foreign Assistance and Relatea Program App opriation Act, 1974,
M 1,vLA -	 Merchant Marine Act of 1936, as amended. 
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FAUJI-AGRICO FERTILIZER LIMITED 

CHECKLISTOF STATUTORY CITERIA 4 4 

444~BASIC AUTHORITY . 
4 

06; 1 10. Is loan being made 

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

b. for population, pinng 0r 	 No 
'444hl 

c. for education, public adminis.
tration, or human resources No. 
 4-.4.

development; 
44 

d. to solve economic and social development 
44 problems 14 fields such as trans- - .No. . .,...	 

4 

portation, power, industry, urba 
- development, and export development; 

st. in support of the general economy4
of the recipient country or for develop- No. 

4ment programs conducted by private or 
-international organizations. ,. 

COUNTRY PERFORMANCE 

Progres. Towards Country Goals 

. 2. FAA 12 1(b) 5). ()(S)i 1 208 

4 ~A. Describe extent to which country Is:- . 

The following abbreviation are used: ........
 

FAA - Foreign Assistance Act of 1961. as amended,

FAA# 1973 - Foreign Assistance Act of 1973.. .

App. - Foreign Assistance and Related Program Appropriation Act, 1974. 4


MMA - Merchant Marine Act of 19361 as amended,
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(1 Main aprpit fot o ()7lsa a ogrcgie h 
inres prda'naduedt foo nces. 

4 	 *a producion. o 

imrv : fo fod trae pil3 74, -,*-and,' ditrbtin 	 tnsas e Ii 
a mao loa fr n 	 Ir 

incrase~ d~oioIans 	 dmedtic frtier production Os 
~ ~. imrov mens fr fod torge prilct a0,19everal other plntsditand~bendiuiltton 	 la,withjoforen articipatiaon 

including the projected au plants'
Domestic nUtrient tonPrdcint 
forecast to i"crease from 3Z31,000 to 
It,250, 000 over the next4yas 

Q~) Creating a favorable climate 	 (Z) The Government ot Pakistan I#for foreig nddmsiprvt committed to "Islantl Socialismlf 
' 

enterprise and investment. 	 and nationalization of certain basic 
industries and services Iincluiding
banking in the Conte= of mixedL 
economy are part of its election 
pledges. The implementation of these!
pledges, by nationalstion, has been 
unevev and has created uncertaintis 
in the businas community ftht has 
retarded nam private domestic 
investment In large scale Industry,
However, the Government contrnu I#i 
to welcome foreign investment in
certain sectors, as evidenced by Its 

-. concessions to foreign investors in
fertilizer manufacture and the ex
pSnsion of U.S. investments in food, 
Processing, tobacco, and in Minal
exsploration. Private domestic in. 
vestment In medium and small scate 
Industry continues at a high ISte 
and Pakistan's leaders have publicly
affirmed tht a e-obstantial degree
of domestic and foreign PrivateL 
investment is essentia to SPakIstaNs 
economic development, 
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(3)' 1 ce sn the public's rolein the deveulopmenal, proces", 
(3) 1he pVesent ()*Vr nt e

aubeas atel epo 
s 

oen 

~; K £ >was 

A<now cosiuto stabUsPhinga
Piuametary, omoaVrmn 

pt Into eftqi .I t 

.- .. 

-~ -:4 1meat 

* 

(4) (a) Ao aallable 
buadgetary resources to 

.: ~~~~ ~I~deelpen. -----

-z 

(b) Di~erdiq such resources 
for unnecessary mil"r 

No. 30) a&W inturvention, La
Affal I of other free and iade-
pendent nadonsO Se also 

-- Item No. 11). -

- . --the 

- - - .Influence 

- - -

prosfta Contemplate more 
SOWIY particatioi development at 
the, Vl~age leygi, 

(a) DevelopMent wpeuditiaes'.ar 
budgeted to Lucrease from Its. * 11Ilo n 74 toLa.$, $00 mw.c 
InFy 75,. a $lI cant 39%~Increase" 
Resp@etiONP inthese years. areboIand a ftcasted "o U4 miF.,
UOU rupees *&Ch, so that Oo9vernment 
epe ,"tmues to,' development purposps

WILL approach 11% of 01W.P > 
(b) The budget for defense aendtuare 
La 7? 75, has increased by only, 11% 

losetun If te increas a develop.*meat eupendtwweso and lesee4"n
than the whaolsale priceiWe&i In, 
r' R1.4,"743n wssp A
deese and the Ibudget now "s for 
Its so 79 muft in T75. Theroe
cognbtoo of Bangladeish coupled with 

re-opeann of communication's 
with India# will have a 'moderating -

on defense spending, At
this Point in t.ies It Is difficult to. . 
Judge the effect of Indials recent
detonation of a nuclear doevice, #or' 
continued strains in AfhanPkhimen 
relations on future defense budgets. 

4 
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(w) Main uuwnula soWuavw mi The Bhutto flAvwmramo Sm. 
PUalireforum# u as tm. 4:01 P&VU ""~io imroovemenes Ca i U , 'quick suecusslo nit(as 

~ ~ 1~,l 
in a" omearruleentt, Whath jaw law 'reforniih~h t 

4' 

2 ~ ~ ~ ~Iipoees ~u ~ l ->.$Icio o~baokingt,. education, 

fi th; e, l.aw frosedm of 
eapresets ad of the press, and?
reCOgUin~g the importace of"" 
"i~ua f1010ortie 

(6) Willing to'conrbut fads 

' "(Se 

(7) Otherwise wespoudna to the
Svial wCoasmic, poltical, a" 
~,4social *omsens of Uts popes,

SaW demonstrating a cdear deter_ 
miati.a to am efective self.
help measures, 

o~ 

* 

S. Are above ("ctore taken Ito 
AiCOUNt Inthe furnishing of the subject 

d~eoetbe*e.~goft 
law I pahlicly endorseds No Ith.&Mad"IOc.as OWa action against 
no'.r*&oe press freedom#. 

The,prJo will have subosta 

support frm auaicrowauationan 

Section 'T for, demUs of 

(7) Ai the responses, above suggest,.
the' recipen Goverament'haS COMes 
mit-teft-M M h ia
SCOW Lmic~politW"a s&d t1W 'Goneara
 

Of it --- >de -- cecii to .W*t


th'offhi maue the Oove 
mest has taken Ilds doe rupee do. 
valuation of May M27, and Import
libeftasto, pfognMOL Lincreases In 
ta revenues and other stabllustlon 
measures# steps to inurease Isubsidife 
on farm loputs ad substantial flowd 
relief recovery adrehabiatiuon 
efforts. La thel last' fix Months It has " 
lifted internal restrictions on the 
transport and sale of wheat, and 
Increased the Government procure.
mest price substattally measures,
that wiLl give at gapIfi Increased 
Imnseasve to agricultural1 production. 

Ves$ 

assisance4 
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Treatment of U.S. Citizens and Firms. 

3. 	 FAA .j620 (c). 11 assistance is No. 
to government, is the government 
liable AS debtor or unconditional 
guaranlor on any debt tc %U.S. 
citizen for goods or servceas 
furruished or ordered where (a) 
such citizen has exa.usted avail
able legal remedies and (b) debt 
is nor denied or contested by such 
government ? 

4. 	 FAA S o0U (e) (1). 11 assistance The March 1972 Life Insurance 
is to A government, ta4 it (in- Nationali:ation affected one American 
cluding government Agencies or Company, which negotiated a sats
sub-divisiont,) taken ayv action factory settlement,, and received 
which h.s -he effect of nartionAlt- 973 !ndi,compentaton in .
ling, exproprt~iing, or o-herwise '.a lt.o -heschools 
seizing ownersuip or control of potentially Aff ects one American 
propertv ct U.S. ct-t:ens or church ')rgAn-tikn .hicn owns 
entities bcnenrici,4 Uy -.wned SubstAr1.tA l pror.'€ in Pakistan. 
them .,., taking steps .0 dis- At the Present t:me neither party 
chArge I's ')bligAtions toward ts pressing 'he .ssue. 
such .. t"ensor entitieS ' 

5, FA.A j rIthr,.en's Pro- Nor Applicable. 
a c. YS tjunt ' hams 

Sci: ed, or i.,nup,)*ed A: pe.t-a.. y or 
Oanc'.'tio Ag~in:t., anyv U.S. fishing 
vessel ')n acoCkin.. i-'5 lishing 

* h=A .v ded.:c"..,.n re..red Not Applicable.
 
by Fiser:.en's P rotec'tve Act
 
been m-natIe "
 

t. h, C mplct uf ai5s Not Applicable.
 
tAnCe zeen :o:;atdared !o,A. 1. D.
 
Adm.tni artor I
 

http:SubstAr1.tA


Relations with U. '. Government and Other 
NaonM 

6. 	 FAA S 620 (a). Does recipient country 
iurrush assistance to Cuba or fail to 
take approprIa:e s'epz to prvent 
ships or Aircraft under its flag 
from carrying cargoes to or from Cuba? 

7. 	 FA S 6.0 (b). If assistance is to a 
governrn-v-, h. -:e Secretary of State 
determined that tt is not controlled 
by the internation.al Communist move-
ment 

8. 	 FAA bt20 (d). I1 issistnace is for 
any productive enterprise which will 
compete in the United States with 
United States interprise, is there 
an agreement by the recipient country 
to prevent export to the United States 
of more thin 2 0 V of the e:terprise's 
annual production during the lfe of 
the loan~ 

9. 	 FAA $ 620 (f). Is recipient country a 
Communist country 7' 

10, 	 FAA S r,20 (t). !s recipiint country in 
any w~y i.ny-Aved in (a) subversion of, 
or militAry Agression against, the 
United States or Any country receiving 

U.s. Assistance, or (h) the planning of 

such subveraon cir aggression) 

11. 	 FAA f20 ) HA the country per-

mitted, ,r (alrd to taiKe adequate 

moasires o prcvaent tie dAeage or 

(lotr ction, 1y mob action, A U.S. 
r.operin 

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 is not 
controlled by the international 
communist movement. 

The demand and supply forecasts 
indicate that Pakistarn will continue 
to need iertili:er to tattsiy its 
domestic requirements At least 

until the early 198 0 's. Regard
lea, the loan will include appro
priate provision for restriction of 
export to the United States in excess 
of o0,of Fau3i's total annual 
production. 

No. 

No. 

No. 

http:internation.al
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12. 	 FAA j 6Z0 (1). If the country has 
failed to institute the investment 
guwranty program for the the specific 
eealpM tit ,xpropriation, in converti-
bility or conf.scation, has the 
A. 1. D. adminji. ,ation within the 
past year considered denying assis
tance to such government for this 
reason?
 

13. 	FAA 5 620 (n). Does recipient 
country furnish goods to North 
Viet-Nam or permit ships or air
craft urvIer its flag to carry 
cargoes to or from North Viet-
Nam ? 

14. 	 FAAJ 620 (a). I the government of 
the recipient country in default on 
interest or principal of any A. 1.D. 
loan to the country? 

15. 	FAA S 6Z0 (t). Has the country severed 
diplomatic remations with the United 
States" 1f so, have they been resumed 
and have new bilateral assistance agree
menta been negotiJted And entered into 
since such reaumption" 

16. 	 FAA S 6.20 (u). What is the pAyment status 
o0ihe coujtry 'sU.N. obligations If the 
country it in irrears, were such arrear-
Ages taken into account by the A. 1. D. Ad
ministrator in imterrtnining the current 
A. 1. D. OperationAl Year Bfidgat 

Pakistan has instituted the invest
rent 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. 

Diplomatic relations with the United 
States have not been severed. 

Pakistan Is not delinquent in any 
obligations to the United Nationa. 
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17. 	 FAA § 481. Has the government of No. 
recipient country failed to take ade
quate steps to prevent narcotics
 
drugs and other controlled substances
 
(as defined by the Comprehensive
 
Drug Abuse Prevention and Control
 
Act of 1970) produced or processed,
 
in whole or in part. in such country,
 
or transported through such country,
 
from being sold illegally within
 
the jurisdiction of such country to
 
U.S. Govcrnment personnel or their
 
dependents, or from entering the
 
U.S. unlawfully.2 

18. 	 FAA, 1973 § 29. If (a) military base Not Applicable. 
is located in recipient country, and 
was constructed or is being maintained 
or operated with funds furnished by 
U.S., and (b) U.S. personnel carry out 
military operations from such base, 
has the President determined that the 
government of recipient country has 
authorized regular access to U.S. 
correspondents to such base? 

Militarv Ex.enditures 

19. 	 FAA § 620 (sl. What percentage of During fiscal year 197-. Pa'-is,.tn's 
country budget is for military known defense expenditures were 
expenditures " How much of foreign about Rs. 4, 742 million, or -.oout 
exchange rescurces spent on military Z5% of the overall GOP budget.
equipment 'How much spent for the This fiscal venr Rs. 5, 570 million 
purchase of sophisticated weapons or about 23n is for defense. "The 
systems ' (Consideration of these 1974 expenditure was about (. I of 
points is to be coordinAted with the GNP, and this year ii lIvely to oe 
Bureau for Program and Policy Coordi- less. We have no precise eo ttrat 
nation, Regional Coordinators and Milt- of foreign exchange reisourcrs %itilt
taryAssistance Staff (PPC/RC).) zed to acquire military hardwAre and 

nt. "-tand other equipm ', !r'!eve 'e 
these are over S 100 llltoni annuAll,, 

IArgely to r';plAce t ice n' equip
ment suppl ed ty, thr U_,. an miln 
tA ry 	 aid during t:re 1"51)1 4W: earl. 
19006 P.2iian hani p)urcnasiJr. 
NOP111611 ated! We-At)pn 3'ste:11% 

I ram .,urfuat irci ding i Is 



Conditions 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. 

21. 	 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? 

(Contd. from page 8, Item // 19) 
jet fighters from France, armored 
personnel carriers from the U.S. 
and tanks and jet fighters from China. 

The ,indswill 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. 

22. 	 FAA ' 201 (h) (2). Information and Clate, Pakistan has been the recipient
conclusion on capacity of the country of substantial economic assistance ftorn 
to repay the loan, including reason- OPEC countries in addition to continued 
ableness of repayment prospects. and expanding assistance from the 

Western Countries. It in expected tha" 
the inflow will continue in the future. 
The repayment prospects for this loan 
are reasonable. 
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23. FAA § 201 (b) (1). Information and (See Section V1 fotr Vinal,iawi, 
conclusion on availability of fin- Plan). The pruject will hi 1i4i.1,iii,,I 
ancing from other free-world sources, from a variety of sources - both 
including private sources within the public as well as private - in the 
United States. US and the free-world. 

24. 	 FAA § 611 (a) (1). Prior to signing Yes. (a) Detailed engineering 
of loan will there be (a) engineering, financial and other plans as necessary, 
financial, and other plans necessary will be prepared. (b) Firm cost 
to carry out the assistance and (b) a estimates will be developed. (See 
reasonably iirm estimate of the cost Section VI of Project Paper). 
to the United States of the assistance? 

25. 	FAA § 611 (a) (2). If further legis- No legislative action is required. 
lative action is required within reci
pient cr"-"ry, what is basis for rea
sonable expectatiun that such action 
will be completed in time to permit 
orderly accomplishment of purpose of 
loan? 

Z6. 	 FAA § 611 (e). If loan is for Capital Acting Mission Director's Certi-
Assistance, and all U.S. assistance to fication (611(e) is attached to this 
project now exceeds $1 million, has Project Paper. 
Mission Director certified the country's 
capability effectively to maintain and 
utilize the project? 

Loan's Relationship to Achievement of Country 
and Re~gional Go.tls 

V3 
Extent to which assistance directly benefit food production. (c) 
reflects appropriate emphasis The project will provide opportunities 
on; (a) encouraging develop- for training Pakistani technicians 
ment of democratic, economic, to operate and maintain sophisticated 
political, and social institutions; plants. (f) The effect on employment 

27. 	 FAA 5 .07; 5 1 (b) The production of fertilizer will 

(b) seli-help inm eeting the women will be marginal. (a), (d), (e). 
coontry's food nreis; (c) improving The project will htve no impact. 
avail1tbil:.y of tr;uned manpower in 
the countr',; (d) programs diigned 
to mee the country's health needs; 



(Contd. from page 10, Iteml#27) 
(a) other Important areas of economic, 
political, and social development, 
including industry; free labor unions, 
cooperatives, and Voluntary Agencies; 
transportatiorn and communication; 

-. planning and public admin' 3tration;_____ 

existing laws; or (f) integrating women 
into the recipient country's national 
economy. 

28. 	 FAA 1 209. Is project susceptiable 
of execution as part of regional 
project? I*so why is project not 
so executed? 

29. 	 FAA 1 201 (b) (4). Information and 
conclusion on activity's relation-
shlp to, and consistency with, 
other development activities, and 
its contribution to realizable 

*long-range objectives. 

30. 	 'FAA 1 201 (b) (9).1 Information and 
conclusion on whether or not the 
activity to be financed will con. 
tribute to thte achivement of 
self-sustaining growth. 

31. 	 'FAA J 209. Information and 
conclusion whether assistance will 

* 	 encourage regional development
 
programs*
 

32. 	 FAA Ill 1. Discuss the ex-

tent to which the loan will 

strengthen the participation of 

urban and rural poor In their 
cotint ry li dv'vclopment, and will 

* 	 toiula in th,, development of co-
o)pt-r~tivues which will epable adOsarg greater numbers o~ 

Page II of 194 

Not 	Applicable. 

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

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

Not 	Applicable. 

The projectwill have indirect 
but conspicuous effect on enlarging
the participation of the rural poor 
and cooperatives in Agricultural 
development efforts, which In turn 
will contribute to overall economic 
development. 
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(Chntd. from page 11, Item#3Z) 
p,,,or ptplt- tu help themselves 
toward it better lWe. 

33. 	 FAA § Z01 (f). II 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 resources requirements 
and relationship between ulti
mate objectives of the project 
and overall economic development. 

34. 	 FAA § 281 (a). Describe extent 

to which the loan will contri-

bute tb the objective of 

assuring maximum participation 

in the task of economic develop-

ment on the part of the people 
of the country, through the 
encouragement of democratic, 
private and local governmental 
institutions. 

35. 	 FAA J 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 r.sources to en
courage institutional development; 
and supports civic education and 
training in skills required for 
effective participation in govern
mental and political processes 
essential to self-government. 

36. 	 A 12 0 1 QLi)(3 ). In what ways does 
the activvit , give rtasonablr promise of 
contriot tng to the development of 
oCJvn/orniC rrotvircr , or to the in
crriir ut protuctve capactttem ? 

See 	item 32 above. 

Fauji Foundation is essentially 
a private sector enterprise. It is 
expectet- that distribution of th,. 
product will also be in the privat. 
sector. (Please see Item 3Z ahov:). 

Not 	Applicable. 

Please see 32 above. 
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37. 	 FAA § 601 (a). Information and The 	loan will directly or indirectly:
conclusions whether loan will en- increase the flow of international 
courage efforts of the country to: trade, foster private initiative, and
(a) increase the flow of interna- improve technical efficiency of
tional trade; (b) foster private industry, agriculture and commerce. 
initiative and competition; (c) 
encourage development and use
 
of cooperatives, credit unions,
 
and savings and loan associations;
 
(d) discourage monopolistic practices; 
(e) improve technical efficiency of
 
industry, agriculture and commerce;
 
and (f) strengthen free labor unions.
 

38. 	 FAA § 619. I assistance is for Not Applicable.
 
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. I. D. 
Program. 

39. 	 FAA § 201 (b)_6 Information and It is unlikely that the loan will have
 
conclusion on possible effects of loan 
 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, U.S. theWith respect to U. S. balance 
and exten to which U.S. commodities of payments, although bidders in
and assistance are furnished in a Code 9-',1 countries will be eligible, 
manner consistent with improving it is expected that most services anc
the U.S. balance of payments equipment will be purchased from
position. the United States and that AID parti

cipation in the project will incre-a!se 
such purchases.
 

40. 	 FAAS 202 (a). Total amount of money Pract-cally all of the loan funds will 
under loan which is going directly be used to purchase good3 and 
to private ent-rprise, is going to services from private sources, 
intermediate credit institutions or 
other borrowers for use by private 
enterprtie, i, being used to finance
 

i!,~rt~)r fromi )rivate mources, or is
 
ot,0 r-.- 5 in uie (d to fin.ince
 

j)L r'': mi fro~m privAte iources. 
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private
41. 	 FAA 5 601 (b). Information and See item 39 above for effect on U.S./ 

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

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

43. 	 FAA § &02. lrform-ation and Standard AID competitive selection 
conclusion whether U.S. small procedure will be used for procure
business will participate ment under this loan. U.S. small 
equity in the furnishing of business will have an equitable 
good and services financed by chance of participating. 
the loan. 

44. 	 FAA § 620 (h). Will the loan No. 
promote or assist the foreign 
aid projects or activities of 
the Communiit -3bk countries? 

45. 	 FAA 621. If Technical Assistance Not Applicable. 
is financed ov the loan, iniormation 
and conclusion whether such assis
tance will be furnished to the fullest 
extent practical, as goods aid pro
fessional and other iervices from 
private enterprise on a contract basis. 
If the facilittes of other Federal Agencies 
will be utilizeu, information and conclusion
 
on whether hticy are pArticulArl suitable,
 
Are not competitive with private enter
prise, and cp'n be nmAde available with
out undure ittertference with domestic
 
programs.
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Loan's Comoliance with Specific Requirements 

46. 	 FAA §I 10 (a); 1 208 (e). In what 

manner has or will the recipient 

country provide assurances that 

it wll pro',ide it least 25% of the 

costs of the program, project, or 

activity with respect to which the 

Loan is to be made? 

47. 	 FAA § 112. Will loan be used 

to finance police training or
 
related program in recipient
 
country ?
 

48. 	 FAA § 114. Will loan be used to 

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

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

50. 	 FAA S201 (d). Is interest rate of lear. 
at least 2% per annum during grace 
period and at least 3% per annum 
thereafter ? 

51. 	 FAA 5 201 (f). Uf this is a project 
loan what provisions have been made 
e,4 appropriate participation by the 

recipient ccuntry's private enter
prime ? 

SZ. 	F 604 (a). Will all commodity 
procurement .1inanced under the loan 
be from the Ut.ited States except as 
otherwise determined by the President? 

53. 	 FAA 5 o04 (b). What provision ts 
made to prevent financing ct.-n-

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

No. 

No. 

Yes.
 

Yes. 

Fauji Foundation itself has been 
classified as a private enterprise. 

See item 39 above. 

No "bulk commodities" will be 
purchased under this loan. 
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(Contd. from page 15, Item#53) 
modity procurement in bulk at 
prices higher than adjusted 
U.S. market price? 

54. 	 FAA § 604 td). If the coop-

erating country discriminats
 
against U.S. marine insurance
 
companies, will loan agreement
 
require that marine insurance
 
be placed in the United States
 
on commodities financed by the
 
loan '
 

55. 	 FAA § o04 (c). If offshore procure-
rnent of agriz:ulniral commodity or 
product is to be financed, is there 
provision against such procurement 
when the domestic price of such 
commodity is less than pariry ') 

5o. 	 FAA ' 601 (f). ULlean firnces a 
commodity import program, wiU 
arrangements be made for supplier 
certification to A. 1. D. and A. I. D. 
approval of commodity as eligible 
and suitable " 

57. 	 FAA S toOh (a). Information on 
measures ,o be taken to utilize 
U.S. Government excess personal 
proper, in lieu of the procurement 
01 new items. 

58. 	 FAA r I I (b): App. 5101. it 
IoAn finAnces Water or water
relaited lAnl resource construction 
project or program. is there A 
beneflit-cost computation made. 
insogar As prrcucable, in accor
dAnce with the procedures set forth 
in the Memorandum of the President 
dated May 15, 19tbZI 

Yes. 

Not 	Applicable. 

Not 	Applicable. 

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

Not 	Applicable. 
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59. 	 FAA § 611 (c). LI contracts for 

construction are to be financed, 

what provision will be made that
 
they be let on a competitive basis
 
to maximum extent practicable?
 

60. 	 FAA § 612 (b); 1 636 (h). Describe 
steps taken to assure that, to the 
maximum extent possible, the country 
is contributing local currencies to 
meet the cost of contractual and 
other services, and foreign currencies 
owned by the United States are utilized 
to meet the cost of contractuAl and 
other services. 

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

"its release 

62. 	 FAA 5 0Z0 (g). What provision is 
the r gainst utde of subject assistance 
to codmpensate owners for expropriated 
or nationalized property ? 

63. 	 FAA S 62O (H. U construction 
of productive enterprise, will 
aggregate value of assistance 
to be furnished by the United 
St.ate exceed $100 million " 

64. 	 FAA (I ,)3, (i). Will any loan funds 
be used to finance purchase, long
term lea:se, or exchange of motor 
vehicle mAntifactured outside the 
United StAtres, or Any gIArAnty of 
such a trnsaction 1 

65. 	 ApL). J Iu . Will any loan funds be 
used to pay pensions, etc., for mili

*tary 	personnal 1 

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

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

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

programmed for use in several other 
projects, but not this one. 

Loan disbursement procedures to 
be included in the loan agreement will 
prevent use of the funds for purposes 
other than intended. 

No. 

No. 

No. 
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66. 	 App. § 105. U loan is for capital 

project, is there privision for
 
A. I. D. apprnval of all contractors 
and contract terms? 

67. 	 App. § 107. WiU any loan funds 

be used to pay UN assessments?
 

68. 	 App. S 108. Compliance with 
regulations on employment of U.S. 
and local personnel. (A.1.D. 
Regulauon 7). 

69. 	 App. 110. Will any of loan 
fund3 be used to carry out pro
visions of FAA S 209(d)l 

70. 	 ApD.SS 4,3. D.escribe how the 
Committee on Approprzanons of the 
SeiAte and House have been or wiU 
be not.iid concerning the actvity, 
program, project, country, or 
other operation to be financed by 
the -,An 

5 0 1 71, 	 App. r . Will any loan funds 
be used for publicity or propa
,-Ad. purpowes within the United 
States not uthorizzed br, Congress? 

7Z.. 	 M.A ( )0 1.t,; FAA S r140C. 

(a) Compliance with requirement 
that 4' lr.4%t 51 )er centum of the 
g rusa onini e of curnmo'itls 
(CQmpQte4 separately for dry bulk 
carrier, dr,/ cArgo lieers, and 
tAnier%) .inaI'Ctd ith funds made 
av~il.%'je kunder 'his loAn shall be 
trAnaptr:ed on privately owned U.S.
ilAg cos::err:iAl ve.gse1, to the 
extbn t t4t stch vessols aro Avail. 
Ablo 	at fiair And rtoasonAbln rates. 

Yes.
 

No. 

These regulations shaU be complied 
with. 

No. 

Both Committees will be advised 
by ALD/W in accordance with 
statutory requirements. 

No. 

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

No 

73. Section 30 and 31 of PL 93-189 No 
(FAA of 1973) 
Will any part of the loan be used to 
finance directly or indirectly military 
or paramilitary operations by the U.S. 
or by foreign forces in or over Laos, 
Combodia, North Vietnam, South Vietnam 
or Thailand " 

74. Section 37 of PL 93 - 189(FAA of 1973); 
App.§ 111. Wil any part of this loan 
be used to aid or assist generally or in 
the reconstruction of North Vietnam. 

No 

75. Apn.S 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 prisor. constructDn 
and adrniniqtration in South Vetnam or for 
support of police training in South Vietnamese? 

76. App. $ 504. Will any of the iunds appropriated 
for this project be used to furnish petroleum 
fuels produced in the continental United 
States to Southeast Asia for use by non-
U.S. nationals " 

No 
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A. 1.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 Lnternational Development ("A.I.D.") by the Foreign

Assistance Act of 1961, 
 as amended, ("the Act") and delegations
of authority issued thereunder, I hereby authorize a Loan to the

Islamic Republic of Pakistan ("Borrower") in an amount of Forty

Million United States Dollars 
 ($40, 000, 000) pursuant to Part I,

Chapter 1, Section 103 - Food and Nutrition and Part I, Chapter LI,

Title I (Dev-.lopment Loan Fund) of the Act, 
 to assist in financing
the foreign exchange coats 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: 

1. Interest Rate and Terms of Repayment 

The Loan shal be repaid by the Borrower within Forty(40) years ;fter 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 diabursements
 
under the Loan and on any due and unpaid interest shall be at the
 
rate of two, percent (2%1) per annum during the grace 
period and at

the rate of three percent (376) per annum thereafter.
 

Z. Cur:'tncv of Repayment 

Repayment of fund* due under the Loan and payment ofinterest thereon shall be in United States Dollars. 

3. Oth.er Terms and Cond.tions 

A. Dorroweir shall anstire A.I. D. that any other currencies 
required fot, the project will be made available in a timely fashion. 
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b. Borrower shall make arrangements satisae.t1,r\. to, 
A. 1. D. with other responsible lenders for financing in sul' 'icjt! 
amounts to meet the costs of the Project. 

c. Unless A. 1. 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 
conditions as A.I.D. may deem advisable. 

Date: 
Administrator 
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No. Dev-II-9(14)/7- -Vol. IV 
Government of Pakist.t 
Industries Division 

Islarnabad, the 9th April, 1975 

To
 

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

2. M/s. Agrico Chemical C, -lpany,
 
7 18, National Bank of Tulsa Building,
 
Tulsa, Oklahoma 74103 USA.
 

Sub: 	 ESTABLISHMENT OF A FERTILIZER PLANT 
BASED ON MARl GAS. 

Dear Sirs, 

I am directed to refer to your letters No. I-I/FP, dated
 
17.Z.75, 1-?./FP, dated 25.3.75 and 1-2/FP, 
 dated 3.4.75 and
 
to convey to you in supersession of letter of even number dated
 
the 3rd De-cember, 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 'o 1, 000 metric tons ammonia per stream day 
and the necessary related facilities. This permission is subject to 
the terms Ano conditions as set forth in the subsequent paragraphs. 

Z. 	 (i) Te project will be located at Goth Machhi 
In Punjab. 

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

Local Foreign
 
Equity Currenry Currency Total
 

Fauji Foundation 	 22. 00 - 22. 00 

Agrico 22.00 ZZ.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 
Dev.elopment and financial 
institutions or corporations 

Sub 	Total 37.00 35.00 72.00 

DEBT 

USAID 50.00 50.00 

World Bank 50.00 50.00 

German Aid (K.W) 	 20.00 20.00 

Pakistan Financing 
institutions 48.00 48.00. 

Sub 	Total: 48.00 120.00 168.00 

Grand total: 	 155.0085. 	 240.00 

3. For the successfu. operation of the project by the Company 
the Government shall: 

(i) 	 Arrange to borrow and relend to the Company the 
USAID and KFW foreign currency loans. The terms 
under which theme funds will be made ivail,%b1e 
to tie Company shAll reflect the need to ftnance 
the pro)c,,t At tihe Iovwent posnible costi, And shall 
include a .ter. (/5) year repayment period beginning 

years following the commencement of commercial 
op rat un. 
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(ii) Arrange to borrow and relend to the Company
acceptable terms the World Bank loan. In the 

on 

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. 

(ii) 	 Obtain firm commitments from and arrange to 
make availaole the proportionate equity sub
sc.ription of the Pakistan Public through industrial 
development and financing institutions or corporations. 

(iv) 	 Obtain firm commitments from Pakistani financing 
institutions to make available their loan to the 
Company on a pari passu basis with the contri
bution of equity; and use its best efforts to obtain 
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. 

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

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

(a) 	 The necessar-y loan Agreement will be 
subject to prior approval of Government. 

(b) 	 A guarantee fee of 1- I1/211o would be paid to 
Government by ,he propoied Frrttlizer 
Company which wouild set tip the fertilizer 
plant and other related faclities. 

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

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

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

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

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

(iii) 	 T.&-o years supply of spare parts will be
 
arranged as part of the project.
 

(iv) 	 Afttr Lhe Project goes into production, 
licentes for the projert requirements of 
Impurted chemicals. conaunable stores and 
spares etc. will be sub*ect to the Import 
Policy in force from time to time. The 
Government shall expedite such requests 
so An not to interrupt the e ificient operation 
of the project and %hll promptly pr-, vide the 
necesnary forlign excr.ttge for the -Aid imports. 

(v) 	 Exemltion from ctiat rr- duty will 'e .1 in tble on 
plant And machinery Aa driend in CentrAl Boird 
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of Revenue's Notification No. SRO-393(I)/74 dated 
the Zlst March, 1974. The exemption So giv.n
shall be in accordance with the Central Board 
of Revenue's Notification No.SRO-372(I)/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 reparriable in
 
accordance with investment guarantee as set forth in the
 
Government statement of Industrial Policy 1959, the
 
relevant extracts 
of which are reproduced below:

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

(ii) Any part of the profits derived from investment 
and ploughed back into approved industrial pro
jects with the approval of the Government of 
PaisL-tan, may be treated a-i inv'-itrn.t, .or the 
purpoon of repatriatlon. 

(iii) AppreciAtuon of any capital investment under 
(i) and (it)manv also be treated Ao investmo,1t 
fir repatrttion purpoises. Such repatriatton 
facilitiers will be subject tu exchange control 
regulations 4s in forceare frurn time to time 
and will not apply (i)to the purchas - of sha res 
en the stoCk eXChAnge, unless it to An integral 
pArt of .inapproved inventmen, pro ,ic t. Id (ii) 
to :hr cAItal .n,!vetrti in Pakistan betore 

Pro octl(on . ,*at- of , ti '1al. :ao.ton )I he, 7,jn ).Aj1v1 a'ou1tld 
also bo Y-i¢.ide -zvAl Aiji'l inrnAc I with the !rmm of the 

t-itmts4d ofti rltri.l Policy of Frhruary, 1959. 
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9. Agrico shall make available to the Company until the
 
commencement of commercial operation and for a fixed
 
consideration of US dollars 1. 5 million, all Agrico's present
 
proprietary and technical information or that which it may
 
subsequently acquire, unless prohibited by law or contract,
 
and which relates to the engineering, design, equipment
 
procurement and operation of plants similar to the Project,
 
including advice relating to the technical, legal, financial, 
administrative, managerial and marketing supervision during 
all stages of implementation of the Project upto commencement 
of commercial operation. The aforementioned know-how fee 
shall be paid in the first year of commercial operation. Sub
sequent to the commencement of commercial operation, Agrico 
shall continue to make such know-how available to the Company 
as it pertains to the operating management, control and technical 
services related to production, debottlenecking and expansion 
for a fee of US dollar one ($i. 00) per ton of product sold for a 
period of ten (10) years. 

10. The fcreign exchange- expenditure on account of start 
up assistance, post start up assistance, marketing and Head 
Office expences shall not exceed $3. 00 million which amount 
will be in .tddltton to $1. 5 million lump surn and SI. 00 per ton 
of urea mentioned in the preceding paragr.tph. 

11. A certilicate of approval of investment by Agrico in the 
Project would oe issued by the Government for the purpose of 
obtaining OPIC insurance In USA. 

Z. The ex-iActor/ price of urea shall be so deternined 
for A period uf 10 years irom the commencemont of commercial 
operav an sc an tu illow a 20", return on equity after tixes it 
plane effic, ncy to the extent of r)5n in the itrut Year, ti5S in 
: econ(i year and QOS irnsubsequent years in terniu A urea IN 

tIAtnt,. Tne dividends accrtsing to uic .oreign shAre oAders 
shAll . exetmpted f!.rtom the :nC.r-c¢r)orAte "ax, 1r" :aAe the 
vxchA;ige rAe 4 US dullar in terms )I P.Ak-.,anl rupee Ippre

at.T -e rnypW 11 ,it11 te . opersod at'pulared ,reit, per
c enta gr rIetai onl' eqw-ty wil to e p roportioiur li iti reA *ed. 

13. The compilay will be a.'10wed to market %ireaart( 
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phosphatic fertilizer, either indigenous and/or imported
prior to the commencement of the prodiction for its "seeding"
programme and after commencement of production, in addition tomarketing its own urea fertilizer it would also be allowed tomarket 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 quantunof 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 product

in case the Government find that it 
 is surplus to the require
ments of the country.
 

15. All possible assistance would be rendered to the
Company for acquiring requisite consents/authorizations,
 
permits and licences for the project 
site and all related
infra-structure services and facilities, such water,as
electric power, and transportation and communication
 
facilities, including rail siding's laying of water and
 
gas pipelines, installation of necessary tele-communication
 
systems and telephone 
 lines and to import motor vehicles
 
required for the project.
 

16. The Company shall be provided with a timely and

adequate -supply of gas 
at the plant site from the Mari Gas

field, pursuant to A gas supply contract 
to be entered into
between the Company and gas suppliers. 

17. Prior perrrn.siiun of the Deptt. of I.P&S will be 
tae rr ",:,- 'rployment of foreign technicians. The 
pAyment by the Company of salaries, prerequisite, nebenrl-. to 'irectori of "he Company employed by it shall

be subject -, 
 approval by the Controller of Ca pital ISsues
under the nrrnal rulei. Conceaions as normally and 
b'enera~ admimsible to foretgn ,?chntcans in rtespect ofrapAtriAtion of %Alaries and exrmption from income tax
will be 4l1owed tnder the normal ruloo. 



Annex 4 
Page 8 of 18 

18. The Company would be allowed to alter, improve,
extend, expand or debottleneck the plant within two years

following start-up of the commei Aal operations of the

plant subject to a maximum expenditure of 5% of the

plant and equipment value, 
 and if this includes foreign

exchange expenditure, the same 
shall be allowed by the 
Government. 

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

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

21. In case the Government allows any better terms to

other Fertilizer Plants or Companies until the expiry 
of 
a period )f two year. following the commencement of
commercial operations, it will give the same terms to
 
the Company.
 

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

Z3. The ParticlpAtion Agreement between the Fauji
Foundation and Agrico USA, (Annex-A) is hereby approved
subjec: to :he terms and conditions of this letter and 
the following'

(I) This Agreement mentions A number of Exhibit*
which have not b-en received from you so far. 
These would require to be submitted to the 
Government for their consideratirn and approval 
wnarn rressa.y. In order 'o onatirn their 
expeditius ci e~ra:n;e, the prt)vist np to r)e
contained the rein should be i. acC ordArnc w'ith
the principleo act. epte¢t by the Governrr.enl and 

Ahold beyond theriot go scope of1'he Condittutis 
an1 uridnrtaktngs opnlled nut in thi, permission 
letter. 
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(ii) 	 ARTICLE V - Clause 5. 04: 

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

(iii) ARTICLE VII - MANAGEMENT: 

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

(iv) ARTICLE XI - SETTLEMENT OF DISPUTES: 

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

(v) 	 ARTICLE XV: deemedWill 	be 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 months the date
12 of of
 
issue of this letter.
 

25. The Department of Investment Promcion and Supplies

and Director ot Industries, Government of Punjab will watch
 
the implementation of your 
 mndustrial undertaking and carry
out checks and inspectons as may be necessry. A quarterly 
progress report should also be sent to the following within
 
seven days 
 of the close of each quarter until such time as 
the plant is put into operation. 

(a) 	 Director -General, iP&5, Government of 
Pakistar, :a rachi. 

(b) 	 Director ui Industries, Government of
 
Putijab, Lahore
 

A schedule 'sl imprnentAti.n of the projec: should b@ drawn 
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and submitted to the Department of IP&S for approval within
 
three months 
of the date of issue of this letter. 

26. Import application for plant and equipment should
 
be forwa.rded in duplicate to the Department 
of LP&S along
with the original quotations/invoices of the suppliers 
for
 
recommendation to the Chief Controller of Imports and 
Exports, for issue of import licences. 

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

Z8. 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, spar-ate approval of Government
 
will be required.
 

Z9. For the purpose of interpreting this sanction 
letter the applicable law shaLl be the laws of the 
Republic of Pakistan. 

30. In cast: of disputes between the Government and 
Agrico arising out of these undertaking, or any invest
ment made under it, the same shall be referred to 
Arbitration in accordance with the rules and regulAtions
of the International Centre for Settlement of Investment 
Disputes, Washington, D.C. followed, if the dispute 
remtine unrcoolved within ninety (90) days of the 
commur,.caticn of the report of the conciliation Com
mission to the Partiel, by arbitration pursuant to the 
Convention or the Settlement of Investment Disputes
bet-v.rn . aS-nd Nauonals of other States ("Thv 
Convcntion"). For purpose of this undertaking, 
it is accepted tulat: 

(i) 	 Agrb'-, .a a nAtionAl of the Unitrd
 
StAte, of America; and
 

(ii) 	 Ary wholly-owned subsidiar, of Agrico to a
 
national of tho United Statte 
 of America. 

http:bet-v.rn
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The decision and award of the Centre shall be final and
binding upon the Govarnment and Agrico as the case may beand enfcrceable in any Court of competent jurisdiction.
Conciliation or arbttration shall be conducted in English 
language. 

31. You are requested to kindly acknowledge receipt ofthis 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 par. 23 
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No. Dev-LI-9(14)/7Z -Vol. V
 
Government of Pakistan
 

Industries Division
 

Islamabad, the 6th May, 1975. 

To 

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

Rawalpindi. 

Z. 	 M/s. .:' rico Chemical Company, 
7 18 Na".onal Bank of Tulsa Building, 
Tulsa, Oklahoma 74103 USA. 

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

Dear Sire, 

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 discusiions held with Agrico and Fauj representa
tives at Karachi on 1-5-1975 and at Islamabad on 2-5-1975, 1 
am directed to state that it has been agreed to replace paras 3, 
5, 6, 9, 10, 12. 13, 13 and 24 of the letter dated 9th April, 1975 
by the followng reworded paras of same number respectively:. 

Pa ra 3. 

For the successful operation of the Project by the Company 
the Covernnse'nt shall: 

(L) 	 Arrange to uorrow iand reland to the 
Company "he USAID ind KFW foreign currency 

loans. The termis nder which theme funds 
will be made av ALblo to the cumpahe shall 
reflect the need t, .franc, the project at the 
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lowest possible costs, and 	shall include a fifteen 
(15) 	 year repayment period beginning 2 years
following the commencement of commercial 
operation as defined in para 2.02 of the 
Participation Agreement. 

(ii) 	 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 
covernment at terms acceptable to it. 

(lii) Obtain firm commitments from and arrange 
to make available the proportionate equity
subscr:,tion of the Pakistan Public through
industrial development and financing insti
tutions or corporations. 

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

(v) 	 Permit the Company to rnaintain and operate
 
a foreign currency 
equity and loan deposited
in a 	foreign brancn of a PAkistan scheduled 
bank subject to the condition that its operation
shAll 	be in AccordAnce with the relevant rules 
and 	regulations of the State B!Ank it Pakistan. 

(v) 	 Guaratitre lor rtpayrient of fureign loans 
and intereots on the following torms And
 
conditions:

_ 
of 18 
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(a) 	 The necessary loan Agreement will be 
subject to prior approval of Government. 

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

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

Par&5. 

Am the investment in the proposed project exceeds 
R*.Z millicn (rupees two million), a public limited compiny
is authorized and will be formed, and the appropriate exemptions 
and waivers shall be granted by the Controler of Capital Issues 
in accordance with the policy laid down in this behalf. 

Pa ra 6. 

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

(ii) The design jf Uhn plant And details of the 
Iri.ortad YnAchinory And equipment And cost 
thereof would be outject to the Government 
approval which shall not be unduly withheld, 
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(Wi) 	 Two years supply of spare parts will be
 
arranged as part of the project.
 

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

(v) Exemption from customs duty will be admissible 
on plant and machinery as defined in CBR Noti
fication N",SRO-393(I)/74 dated the 21st March,
1974. The exemption so given shall be in accor
dance with the CBR Notification No. SRO-372(I)/ 
72 dated 8th 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 
ex,3ting rate oi duty would not be applicable to the 
olant and macninerv for this project until its 
coming into commercial operation. 

Para 9. 

Agric: hall rnase ava:lable to .tir Company until the
 
ornmencement of com.n.rca. operatwon and 
:or a fixed con

sideration 
o: US dolarti 1. ' mt.1lion, all A;\rico's present
propririar,, .ind :-rc!nical tn.ormattor )r that which it.may
aiubseqnen:y¢ .accqui.r unlcja prf.hibitvd b lAw or contract,
and wht rclt.~ to thr engineering, deuign, trr.mn, 
procurern-n t uperit-on ol iand plaw r:nilar to -he P.-c ect,
including advice relA:-ng to the technical, legal, financial,
adrninistrAt vr, managerA:* and marketing supervisiun during
aUS tage% 4 p1 mentatton ,oLf "he Prj)ec, 1opto c )oinlwncemenr 
of cormutnerc-.Al ;rr-A,%rtrior.. Te4tr erletlone. p.uw huV.k ecqShall bt paid in the :ra: ,'t'ar mI rc .il operat n. huborn 

saeqken If) thr~cn.~ cr. A c.ntrrla ;p'rI. n, .*gricoShAll c ont i.nue Iorlh.A.,;sw -. v.a i,!how o th#(2C.,,npknv 
as it pertai to hti ,,e ratng, Tr.4nAgement, cont rul and !echnical 
*or.ic. rolated to produc:ton. dobott anoc ing ant: expAnsion for 

http:cormutnerc-.Al
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a fee of US dollar one ($ 1. 00) per ton of product sild tur 
a period of ten (10) years. These payments for which necessary fureign exchange would be provided by the Government
 
would be made free of all taxes and withholdings through

appropriate notification under Income Tax Act of 
 1922 and
shall be in accordance with a know-how agreement which
would be subject to the approval of the Government. 

Para 10. 

The foreign exchange expenditure on account of start
 
up assistanice, 
 post start up assistance, marketing and Head
Office expenses shall not exceed S3. 
 00 million which amountwill be 'r. addition to $1. 5 million lump sum and $1 00 per ton

of urea 
mentioned in the preceding paragraph. This amount

shal' be spent in terms 
of a Technical Assistan:e Agreement
between the Company and Agrico. The agreement would be
 
subject to Government approval.
 

Par.i 12. 

Tlh," ex-lactor,' price of forurea shall be so determined 
a period of 1 'ears from the commencement of commercial
 
operation as a 20%
to allow return on equity after taxes on a
plant etzcienc, of t5n in the first year, 
 85%1in the second year
and QOa in the subsequent yeari in terms of urea. It .s a,:reed

thxt i the pl.nt r-perates at higher efficiencies, the p",cc of urea

Shall ittll 
tr determined on the aforementioned ,is. The
dividends accruing to -he foreign thar,hulders 3hall be exempted
from anv 4: "dend wi:th 'Iding tax ur othe r charges on rdividends 

.t appr priate notitlicatiun ander Income Tax Act 1922,
Arid nec,, iar, io. -elgn rxcn.ripe would b. provbee: th r ioven. 
ment. In c 4-e the rxcriAng,, rarr of t'YS dollar in tert:* otf Pazki.*anlu-.4.11.- 714t any !,me within the pe rbt:d tipi.'A ted above
the percentaig, return on ,, t will hr pir' r-ion tely .ncrt.&. 

'a ra I 

T7 e (2W.n.i y w Ll. the a Il,,w,', to mairket throughot Patian 
jr#a, priospnawic 4d ,- lmpnd fertilh:ern., thar Indi onoutj and/or 
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imported prior to the commencement of the production for 
its "seeding" programme and after commencement of pro
duction, in addition to marketing its own urea fertilizer itwould also be allowed to market phosphatic fertilizer in 
exchange for its urea fertilizer. For this purpose the
Company would also be allowed to import, subject to the 
availability of foreign exchange, and market phosphatic
and other compound fertilizers. The price and quantum of 
such imports will, however, be negotiated by the Company
with the Government on a yearly basis. 

Para 23. 

The 	Parricipat-_n Agreement between the Fauji Founda
tion and Agrico USA, (Annex-A) is hereby approved subject
to the terin- and conditions of this letter and the following:

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

(ii) ARTICLE V - Clause 5.04. 

The 	Government shall nohave objection 
to the provision oi this clause but the 
sale, transfer/autnorization of share 
should be sub)ect to the normal rules 
and regulatxrn.i. 

(ili) ARTICLE VII - .,ANAGENIENT. 

Sub-C.itj, 7. 01(h). Ther,- %hallbe no 
objection to the appointment of Managing
Director, Deputy M.n.,tn, Director and 
Cha.tirm.,n etc. ,%nd, power% and itnctions 
being determined by the Lu.trd of 
Directorn 4s long .,si £l thin i done in 
accodanc, with the normal rule* And 
reglluAtions. 
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(v) ARTICLE XI - SETTLEMENT OF DISPUTES. 

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

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

Para 24. 

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

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

3. You are requested to kindly acknowledge receipt oi 
this letter in token of acceptance of the aforementioned 
amended terms and conditions. 

Yours faithfully, 

( A. R. Khan ) 
Joint Secretary 
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Industries Division
 

• ..
Islamabad, the 14th May, 1975.
 
To : 1. H/S. Agrico Chemical Company,


718 National Bank of Tulsa Building,

Tulsa, Oklahbma 74103 USA
 

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

Sub: ESTABLISHe!NT OF A FERTILTZE
 
PL4A;T BASED ON MART GAS 

Dear Sirs,
 

I am directed to stace that the folloving may be subscitured for
the existing pare 12 of this Government's letter No.Dev-II-9(14)/71-Vol.V

dated the 6th May, 1975:

Para-12:
 

"The ex-factory price of urea10 years from the 	
shall be so determined for a period ofco=encement of commercial operationturn on 	 as to allow a 204 reequity after taxe: on a plant efficiency of 65185% in the Recond year and 907 in 	

in the first year,the 	 subsequent yearsfor this 	 in terms of urea andpurpose 100T. efficiency of the plant shall 
mea 315 production da._ina 	year 4c the rte of 1725 metric tons or day. 
 It Is agreed that
plant operates at higher efficiencies, the price of urea 	
if the
 

determined on 	 shall still be
the 	aforementioned basis. 
 The 	dividends accruing
shareholders shall be exempted from any dividend withholding tax or other
charges 

to the foreign
 

on dividends through appropriate nitificaciun under Income Tax Act
of 1922 and necessary foreign exchange would be provided by the Government.
In case the exchange rate of US 
dollar in ter-s
cates at any 	 of PakistAni rupee apprec:!an within the period ntipulaced above the percentage return
on 
equity will be proportionately increased."
 

2. 
 I Am further directed to acknowledge your telex No. 881 dated the8th 	May 1975 and zu -iote that you have accepted the 
term=
letter referred to above 	 of this Division's
and that necessary Action has been set
covards implmentacion of the project. 	 In motion
 
I aM also to request tlhat the
schedule of implemancation of tht project 
 ay now be supplied to
ment of Inveo,-=enc Promotion and Supplies 	

the Depar-
as CtnvL3a480 in pare 25 of the
sanc:ion lete- with 
a copy to 
this Division.
 

Youri faithfully,
 

( A. R. KAXI ) 
Joint Seretary 
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CURRENT AND PROJECTED INSTALLED CAPACITIES 
(Metric Tons) 

Note: Items within bracket are intermediate products 

ANNUAL PRODUCTION 

Plant Product Rated 
Capacity 

N

1, Pak-American Ferilizers 
Lirmited, D.4udkiel 

Ammonia 
(82% N-) 

(25. 000) (25. 000) 

Sub-total: Ammonia 

Sulphate 
(20. 8% N-) 

90. 000 18,700 

2. Lyal.1pur Chemical & 
Fertilizer Lir-i.ted: 

A - Lv4allpur Plant Sulphuric 

Acid 

6,400 

Jarinwali Pl.,nt 
Jaranwala Expansion 
Total Sulpuric Acid: 

(16,000) 
(16.000) 
38,400 

B - Lyallpur Plant 

JaranwAla (alter expansion) 

Sub-total 

SSP 
(ZO. 7% avail-
able PZO 5 ) 

4 

18.000 

7:. 000 

90,000 

3,700 

14,900 

18600 
................................................................... 

3. Pak-arAb Fortili.-r 
Limtted, Mul tan (1977) 

Ammonia 
Nitric (Uhde) 
Nitric (CL4) 

(300, 000) 
(3 ,.i00) 

(57. t)o0) 

(246,246) 
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CAN 
(26.5%NZ) 450,000 119,250 
NP (Z3:23) 304, 500 70, 035 70, 035 
Urea (46.3%) 71,940 33,308 

5ub-tom; 	 CAN/NP + Urea 826, 440 222, 593 70,035 

4. 	 Mirpur Mathelo Ammonia (330, 000) (270, 600)
 
Fertihzer Project (1978) Urea 556,800 257,798
 

------------------------.------------------------------------------------------------

5. 	 Haz.ra Complex: 
4) 	 Chines. Urea Plant (1977) Ammorua (56, 100) (46, 002) -


Urea (95,897) (44,400) 

b) 	 Pakisan -e-tUlizers MAP (103, 546.3) (11, Q08) (55, 915) 
Lrr. ted (1977/7, 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) (82,001-) 
Urea 173,000 80,000 

.................................. 	 ....................................
 

8. 	 Fauji-Agrico (4979) Ammonia (315, 000) (Z58, 000) 
Urea 544, 000 250, 000 

unnunnwwuauWnoun UEnBEuumUunum~uuuumm~umunau mnuu~uuu.vpm. 	 U".N 

Total Lnmtalled CApacMt. Ln 197
 
(Nutrient Tons)
 

Nitrogen 	 P2O5 

NFC 553, 908 143, 43Z 
Dawood-Herculeg, Lahore 158,000 
Limo, Dharkt 80,000 
Fauji's, Sadiqabad 	 250, 000 

1,041, 908 	 143,432 



PH )JECTED 

Nitrogenous Fertilizer Production in Pakistan 
(NuIt rie '1ons) 

piant 
 Product 1974!/ 
 1975 1)76 1977 
 1978 1979 
 1980 1981 
 198Z
 
I. IXaut' Khcl 
 AS :9.014 19,400 
 &, 000 19,000 19,000 19.000 19,000 19,000 
 19,000
2. Lyallpur SSP
3. Multan -

CA N 16. 492 16. 700 17. 000 17, 000 48,000 88,000 106.1000 1400 
 114, 000Irea 15, 134 9, i(0 1b, 000 1, 000 21,000 ZP000 31,000 330 00 33,000
* P
4. rp.;r Metheo Urea - 21. 000 49,000 61,000 66,000-- 66,00G


77.000 180, 000I a:-,. r.tix 2Z5.000 Z45.000 - - 1 ,000 38,000 48,000C)a If e rculea 5Z, 000 5Z. 000Urea 15b.416 165. 000 1(.5,000 165,000 
165,000 165.000
7. Ess,) i]rC- 165,000 165,000 165,00090.637 93, 000 93,000 93, 000 93, 0008. i 93, 000 93, 000 93, 000Urea 93, 000 
300 25.000 1750000 219,000 238.000"c-tals 
 299,693 3032.00 330.000 T319.0OO i8,-3,0 632.000 878,000 986,000 1,025,000 

11 July I - June 30. 

M4tc: For purposes of preparing figures new facilities are projected to produce6r percent o=f rated capacit, during first year of operation 80 percent the 
s ccrd year and 95 percent thereafter. 

r- * 

1Ln 
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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 fertilizer 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 u', the Sind Agricultural Supplies Corporation (SASCo) which
began operations in August 1973; the Punjab followed creating the Punjab
Agricultural Development and Supply Corporation (PADSC). Both agenices 
were charged with responsibiliy for wholesale and retail trade and for 
operating ferrilizer storage depots. In Baluchistan, fertulizer distribution 
was nationalized and turned over to the Provincial Department of Agri
culture. Only in 
zhe NWFP was the distribution system lef: unaltered.
 
the table 
below sho, s the r'elative importa.ice of the andpublic private
 
sectors in the four prov,.ncr,1. 
 Note that almowt 10 percent of Paistan'a 
fertilizer is con!jr..ed in :he Punjab and Sind; therefore, the periorr-ance 
of PADSC and SASCo Ith obvtouslv of critical tmportnnce rc the -,r-ior
mance of the eut:re mar:e-lnq jysterr in Pakistan.
 

Ta-4e I Puol:c ;r.,d r-vat, Sector Fer:l1.-,r .i rtn 

5, of ational Share .arketed by:
Province Conti rmpt'or P-:blhc Sector Private Sector 

Punj)Ab 67S,0 839% 17%
 
Sind 
 v2.5% 547* 46%
 
NWFP 9. 0"To, 23% 
 77%
 
BAluchtstan 1. 5% 55% 45% 

Pakistan 100.Q1 700. 3 0% 

Source: "7he Fertili:er Marketing Svlsfm in P.t.ktAn;" FAO W.,rking 
PapCr, June V 74, p. v. 

riure2 1, .' .tndJ 3 ='amsz~ar;e Ch p~r~u p,, ,r r;Ji,.fe d 1riLt :lon
 

system In the S-:A,. "" P , rhCStj, 41,t',
44o nts 01irr . .,-, t. piilit. -p::p ;' t, =~ l r ',, t c , r ,': ..it
 

*-A ;I :)2tr't r-asveo. LA..ac) tric,y tvinlr~tl : ,; 'e r] P r=, e~reA= o !thcre in tv, CrIa ,,n;; , ' CI)e 

of deaker n alth, ntirrit)n r 'itct and thn proportion ,, ' iht utpctal ; !;tot.r' .o In :he ,:AUl n the= 1ntettrali,, l rl:e:e~,::, 

http:r;Ji,.fe
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IZDP and cooperative societies are a formal Part oftepblic sector's
marketing sysm# but in practice they dlstzrbi,* nog gbl amounts
of fertilier. Finally, note that the allocation Of EM5'S and Dawood

- - Herculs' production among the pr6vioces to als'oshown., 

Prior to the partial 1ationalisation" of the fertlizeor marketing
system, (our large commercial ompaies know4 as "principal, age.ntil'
operated throughout Pakitan, dealing to both domestically produced 



and imported fertilizsers.seto wa no Zach principal agent,had its own distributionoperating$r 7; 0 rin.i7network; these private sector dealers competed, &MODS themselGVesLandwith two public sector bedes - the R~ural Supply Cooperative Corpor
ation (RSCC), which handled most of the public aeto' production,' and
the Agricultural Development Corporation (ADC)s, which, conflueditself,priniarily Lto newer fertiliserb or geographic areas where the private 

-~~~~~~~~~ ntoeaIgsco L~--a h developments of 1973 pU two Of the p.
cipal agents completely out of business. (JAiler Brothers -Ltd*.o and
Pakistan National Oils Ltd., (PNO)J and required 255 to withdraw to thesouthern part of the Punjab and concentrate its marketing efforts in the
Sind (where 86 percent of 250's production Is now marketed). Dawoed.
Hercules was prohibited from selling to Jaffer Brethers and PIO, butits distribution subsidiary continued to operate in the NwrP ad the
Punjab. 

A definitive assessment of the new miarketing system's performance
is difficult to make. LiUe more than one year has passed alacel the
reorganization, and adjustments are undoubtedly still being made.) Ca-
Incidental to the market reorganinatlon# the retail fortllaer market was'
buffeted by eztraordinary events. A major, flood in August and September
of 1973 caused widespread dams 0 to road$ and some ralroads# destroyed
cropes. ad disrupted normal family ad farmoperatious To offset this,lfl*l~ -- 4 4wra major--, creditf-7;ili program-l wasit launchadt in the -,-Punjab along,+ liO - i-'* its*146 millinJ- 
of fertilizer credit# much of it In kind, was distributed. The At effect of
each of these separate events is impossible to determine. 

-

During this same
period# the retail price of fertilizer was abruptly raied on two se'arateoccasions . from Roe..40 /ton to R&# IlOhoft in August 1973p and thento ,
Rs. 1500/tom in April 1974L Mnd then temporarily, reduced,by ILS percent

from December 1974 to Janury 31#' 1975i(prlees quoted for urea). An
 

*- unusually dry 1'P74 sImmer ad fall reduced sareage and undoub"el
adversely atste forir ft IWiWaf ocoeuehtos.,So ll
the, Short run We,marke toeeunization caused #e@Amu dilcation, final

judgement~~~~otene yeesprormanee awaits the test of time. 
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dl. ersement of tObilaat- marketig Joe eo a e- 1zo&Ua' 

just pt'(or to tile: 1973, 'I-jA&oUa1ation idsts AsapoyfrdiI 
daturn, lot Uas compare the-distribUtion systeum of 197dwt tS.post."doUxe rnarketlng 'etruotura of today. Det&Us ofthis before"i ahkiter" 	mrketrorganization are sumarsied beow 

TABLE 2. Zst1ated Number of Irtrilizer4 'Reta 	Agentisp~LA Ui1970 asdCrety 

Uluch.1ast.. 4 4 

-Papjan 928 11116000 20 22125 

3abIdlsts J h=i~'CUmas Ud ahr*.>uus 90, 

1943 af1 P=O n.nhomo254: 2406Is'261.icsO 

Sotrc 	 1970 data fre L7b Tatiler Marketng Syswb JUPLMO L~s
F~AO Wori Paper Cnes~a~SLtd. RoeeeJunet4 p0p IS 

The 9? d90ifrataifomUIPbl undegrates tubr, ua nmerofmet 

steam7yd. Theaculnme tiser akent vsPuja toro f 	 ting 

i 	 197+ ~ mide a pfrobbly abdout Iedly with another 700,a pemr of aLen 

nmorse stabagrent worldug ulnsskde the Lformal marketing ehannalas Theprcent total of 135? re"i~ agents 	in tht Punjabrepresents at reductionin 61e size of the sales- force by1 one third to one Lt deedn on, *betbe 



--
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SThe dra atinrease in the uzber of puli sector ntsi~4, i he' 
Kind and NWIP between 1979 aid4'9!4~Ad 9a the private sector in
KWr? may be more appawent tha re.L Ths'1974'data couint Licensed:
comuls$in, asgns and t Is unclear whether commssion agnt were,*<
counted smona the retail agents in the 1970 surveyr. Wbatnot dotm~n~--'
of "retail agents"1 Is,accepted,' the. general Lpattern is uns takable. The~. 

ounr of~ ,O a auuurauu d d hthe 50 Comf I1 agenta -r-u4 the 1974L~ e x l10o' i 

deoUne bocome fairly dramatic; (Iaioweut~oaof over one-(otrth of the ~ 
total number of,agents). Within each provne oecW NW? whee n 

*odor* -

$uar reason given for the 1"mtwoalLxatlonl. .especilyIn the 
-was siars' acess to fertilloer sumueisImng~~Perulag the ferilizer @u*1et 5foeaeorgaati&ot4 tortinertles 

were concentratedbinmauiket towage; A 1971 survey shwdt~ 0percentof all fertillmer eemused by farmers was Purhaed (rmzoarhet townagoo#, and only730, perient was procitid Invillages'. The -et-1. numberof locations as which fortUsorwas ava toblbefore market, roiianiatsa
is a point of some oonb'eversy. PAMS claims that puivate distributors:>.*<..
opets~ed Wny 16 sites in the Pajb wheisas Dawood.Maalns that 1 

'.4". and RPMwers also opetnilng Inthe PujbL at th& U=90 and ittIJ. tii~~ 
that *otr ditributon network did'.mi:*pied. ly dupict Dawood~s or
eaeh *or's networks.Wier e 1o ate h tse PADgC<-of tsiw 

Zt r o os~in rural areas, 
-~bcasts&tat75 pecao d O


ibis greatly enhMacIn La1rs accss't ~f so~r sup,,plie.. The actal- ~.
--.

nubor of VAUIC ia"4 P"I varies' fromn I in"Jlholm Usict to 19 In
Mvit ma st" ft"for Mi. " are not ava f bu --Inthis casea there
LS ntsg1:reuaa h-e0oroy'tbedie atiot0"e otets-ait 

no Pob aSo h o od rMirketin system should 
bo In'tom "Wo eik thwe A disbuarses 

- ' 

ife"tce supplles to farmers, Ihe reacns givens by the Soverinumnt ~.
hr die reergaiadia of tho~rdUser 44sdratie. SysteM weres N4 ~

is To IWrease 6@ eoal cssapn niofertlUser e 4,,44t4-4A.d,,y 



A~e 

phage of 

ares 
2, T i mrove and incr ase dist ib uion io ty ing~rurale.a outside the immediate vaicinityofmarke towns a 

3ka. To increase small fames aces to fotlie supplies. 

fth'emseal
disribtiosytem 

aertana te citeri wit~hhih toassess the7I erfrmace o dta one might observe thats, 
I.With rsetto the golof 'cesntoafrilr 

,consumption, it'i premoature to make ai.-u.Iwsment.the 

impossible to Is~olate the I' 
on fortila-r cnuatodrigthis 

pact of market reoganization
peio4qd. 

2.1 With'I''':.'r tthessecon golo mproving the geographi
cal d~t~toa fferd~s~r, the pbUc nd pr.ivtseor differsharply, bu isufflcioetdata azo 'available to make a~final <~: ' 

more Aflsiatwhv fortilizer was retailed beforereorgaulsatio1%than' after (at least JUL ths Piujab)p the'location of the sites relativeto actual-and '*pteuial" ferilemrkets is not known. 
3. n toerms of the third criterion,-fmrvd mlarmor acsto ft sew supplieS . some data on pro. 1973 uilito ratesare of intearest. ~ton fortllser udt ation by Ldifewrent'classes 

* -of farmers' sie*n the diStribution System r *orgauization aa-utAa*10 E,Iviaestimate- of-per acre rates of frttUser consumption 

basis oftone survey conductIni192-ncattd thus: 
w -,a. 

* a 

On the aveorage small farmers surveyed, (Lesathans 5 acresa)spend slightlymori 'for feo'tilber par irrigated acre, thanlarge'farmers (more W=a '50 aarss), aIad farmers In interaedLatesixme groups (545 acreS: 1545 acres,' amd 25.50 acres) used.less fertillser 1pe,r aeretha large farmiers# 

2 

b. eMac& teur alas, te,relationship ldnunfedin#1lheld true,, .Smail farmers used. feartillser most Intensivelyoclosely followed by large frmers, The various intermediate(ese of~rm) groups all used fertilizer less- intensively,altho--h there 'was no 10001sat pattern of relative in"Aslty&A1on these three xnad~Ajtsa(at of (arm) groups* . 
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c. 	 Data on expenditure rates by tenurial H'aiss .111w.ri 

that owner-operators spend over twice am much per 
irrigated acre for fertilizer as did tenants. Owner
cumn-tenants fell in between, consuming about 20 per
cent less fertili:er per acre than did owner-operators. 
(For details of these patterns, see Tables 3 and 5). 

d. The data suggest that owner-operators spent 4q percent 
of the total spent but operated less than 40 percent of 
the irrigated acrea 'e 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 4). 
The data do not indicate the percentage of farmers in 
different size groups or income groups using iertilizer. 

In contrast to this study, evidence from several more limited surveys 
done approximately at the same time, but confined to betv'veen one and three 
districts in Punjab, produced quite different results. In thee studies, 
large iarmers used more nutrient pounds of nitrogen per acre than did small. 
farmers. One of these studies concluded that owner-cum.tenants had higner 
&ppIhcatton -aces than either owner-operators or tenants. It appears 
reasonable tc, conclude that in the heavily irrigated alluvial ,la-n :or-.mer. 

!alfert-.lizcr is fairly readily available. The greAte;" fertilizer expenditures 
per rrated acre on small farms than on medium and rnedium large farMs 
may be attributed to the purchase of barn yard manure, and the intensive 
cultivation of small plots with perlAn wheels. Also around mn, r -.es 
mm,1 flarms uften are intevively used for garden crop.. Practically no 
fe:t-:i~rer is purchased for u.4 in inirrigatedareas, where the noorest rural 
fAmilte.. nrednminia. 



The Role of Crodit in Facellt'tini.ii,., 
Access to Irertliv.0t. AZD-OLC/P-2114 

UNCLASSIFIED 
I.* 	 Introduction 

Drawing On a wide variety or SOUPCOR this 	paper n 

V~7 -supplies. The 	availability# sources, and torn,& of forin,orcredit are analysed in terms of distinct farm groups* Wt,.conclude that the quatity and quality of fertilizer cre~it is a 
.44 funtIon of both esn of farm and tanurlal class. 

4resourcesa.Most fertllsis 6Purchlased with farmera'(86.5 percent). Nowevey, ownlargo farmors 
and owner-operators are less dependent on credit tofinance their fertilizer Purchases than &e small andmedium ased farmers and teants. 

b. 	 Lack of cash. resources and limited access to credtavo principal reasoqs for not Iusing fertlisgr or.using 0l et~~ilizer tha farmers deem deslrable. 
co NumerousK 	 souress Of fertiliser credit exist, bothinstittiaj and.noneinstitutioaaL The 	terms of 

.4 Credit from these sources Vries consIderably, but.generally the terms Of Ittlsjtonal credit are muchmore attractive than thie terms of non.instituiongi 
crovdit. 

d. 	 rarmes's access to institutional credit varies byminee of farm and tenurial clas. Small farmers#andtenants art forced to rely more heavily on relatIvaly0-penStv 0011s.itstituttonal credit, while lar'gefarPmers and owuereOPeratops capture tho lion's share.+-	 +m + ?+++t i~:++ +++Of "cheap"++++:+. :++++++++, ::+Institutional:+++++++:+++++ +,++ +credit.+:::+ +,++++ -: + 	 4 

.+;.+++++,+++ ... +,I+.,:+:+3:++,+:+:+++:++::+:++.s . ..e.The jupj'lY of Instituational fertilizer croat,has 
.44! 	 increased rapidly In the la-19 five yvars becausa nV+ +++ +m ii ++ .l +;j+:++++* $4+4 +:+K4-+++::+++++++:+++++the~dramatic expansion at ADDl' landin4 A~nd th.o+++:++ 

*scale 	 9n1ry Of 
+ 

cnmMorclal banks into Us* mnarkui on 
:++ 

a law'g~,tbe 	thu first times, 

f.The ibsoluta amount and relativis tloreejn, u uf* 	 ~~Institutional fertilizer credit appearvstb o noaiu 
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g. 	 Three years ago relatively few farmers n.tainvd 
any fertilizer credit. The number of farwr-. and thl,. 
amount of fertilizer credit thcy obtain fr .ii aI 
sources today is not known, but we belit.vu the 
fertilizer credit situation has im11 	 ovg.,dI SN 1wMIIvhkI-. 

Z. 	 Importance of farm credit in financinc fertilizer pu'rchast,.: 

Although credit is important in increasing farmer's access 
to and use of fertilizer, evidence from a 1971 survey suggesrc 

.that most fe-tilizer purc.ases are financed with farmers' own 
resources. All sources of credit (institutional and non-institu
tional) accounted for only 13.5 percent of all fertilizer purchasc-c 
by the farmers surveyed. Disaggregating the farmers surveyt:d
shows: (a) tenants are twice as depcndent -,n credit as oie
tenurial classes and (b) large farmers ar least dependent on 
fertilizer credit, whereas farmers with 15 to 25 acres are most 
dependent on credit to finance fertilizer purchases. Table I 
and 2 summarize the relative importance of fertilizer credit to 
yarious tenurial classes and different size holdings. 

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

Fertilizer Fertilizer 
purchased on purchasvd with 
credit as %. of farmers' own 

Tenurial status 
of farmers 

total fertilizer 
purchases 

resourccs as S 
of total fertilizer rotal 
purchases 

Owner-operator 10.4% 89.6% 100, 
Owner-cum-tenant 12. 5% 87.5% " 
Tenant 22.7% 77.3% 100% 
Owner-non-operator 8.8% 91.Z% It"0o;, 
All farms (average) 3.5% 86. 5% 10". 

Table 2 - Percent of Fertilizer Purchased om Cr!ht and 
Cash By Size of 4:____ 

Si:,io of rarm (Acres) 

3-5 	 13.Z% 86.8% I0' 
5-I5 	 15. 0% 8;.0% Ic'I'. 

1S.25 17.3% S2.7%" 
25-5o 13.1% 86, 6% 1V,"i 
50. 	 10.0% 90.0% 1 C 

http:belit.vu


The Role of Credit in FaciliLinU r.',,...
Access to Fe'tilivc,. AID-DLC/P-2114
 

UNCLASSIFIED
 

I. Introduction
 

Daawing on a wide variety of sources, this paper afr!,the role of credit in facilitating fa'rners' accuss to fertiiz'-.,.supplies. The availability, sources, and ternis oC fertiliv.,r,credit are analyzed in terms of distinct farm groups. Wt.conclude that the quantity and quality of fertilizer- credit is afurction of both size of farm and tenurial class. 

a. Most fertilizer is purchased with farmers' own 
resources (86.5 percent). Howevc-, large fa-mc,-sand owner-operators are less dependent on credif tofinance 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 owusing less fertilizer than farmers deem desirable. 

c. Numewous sources of fertilizer credit uxist, buth
institutional and.non-institutional. The terms of
credit from these sources varies considerably,
generally the terms of instiLational credit 

but 
are muchmore attractive than the terms of non-instit!;Liona. 

cr.pdit. 

d. Farmers' access to institutional credit varies bysize o; f 'm and tenurial class. Small farmers -ndtenants ae forced relyto more heavily on relativcly
expensive aon-in-stitutional credit, whilc largefarmers and owner-operators capture the lion's share
of "cheap" institutional credit. 

e. Thc 3upply of institutional fertilizer crc..t hasincreased rapidly in the las, five yLars Lecausc rwfthe dramatic expansion ol AD311 lend in, and th,entry of cnmme,cial banks into the rn--k.. on a large
scale fur thu iirst time, 

f. The -bsolute amount and relativ,: imporr1.t: (ufinstitutional fertilizer-credit appe s.to I)U inC,'eamn:,., 



g. Three years ago relative~ly (ow farmers nI.tained 
any fertilizer credit. The number of farl:r, ad thl,. 
amount of fertilizer crdit t,.y obtamn fr, ,al 
sources today is not known, but we beli-v, tLh. 
fertilizer credit situation has improve..d sonewhat. 

Z. Importance of farm credit in financing fertilizer puw-chas,,-s 

Although credit is important in increasing farmer's acccs,
to and use of fertilizer, evidence from a 1971 survey suggesc 
that most fetilizer purchases are financed with farmers' u\wn 
resources. All sources of credit (institutional and non-institu
tional) accounted for only 13.5 percent of all fertilizer purcha.cd 
by the farmers surveyed. Disaggregating the farmers survcytd 
shows: (a) tenants are twice as depcndent -in credit as othrI
tenurial classes ind (b) large fa-mers are least dependent on 
fertilizer credit, whereas farmers with 15 to 25 acres are most 
dependent on credit to finance fertilizer purchases. Table I 
and 2 summaraize the relative importance of fertilizer credit to 
yarious tenurial classes and different size holdings. 

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

Fertilizer Fertilizer 
purchased on purchass.;d with 
credit as % of farmers' own 

Tenurtal status total fertilizer resourccs as 0', 
of farmers purchases of total fertilizer "rotal 

purchases 

Owner -operator 10.4% 89.6% 1 
Ownc. -cum -tenant 12.5% 87.5% 1," 
Tenant ZZ. 7% 77. 3% 1(0o 
Owner -non-ope-ator 8.8% 91.2% 1 1 l,
 

All farms (average) :3.5% 86.5% 1 

Table Z - Percent of Fertilizer Purchas d o, Cre'h and 
Ca sh B3y Size of F"rr, 

Si'e of Farm (Ares) 

13.Z% 
.,-15 15.0% 8;.0% low' 

IV,.25 17.3% Z.7% IOo' 
r1-50 13. ill 86.6% 

35 86.8%1 "
 

5 0 10.0% 90.0% )CtK; 
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3.
 
3. Evidence of credit as a constraint 

The relatively small amount of creditfertilizr purchases use to financeshould not be misinterpretedof the unimportance as cvidcnceof fertilizer.districts of the Punjab in 1970, 
In a survey in thre

three-fourths of the farmersnot using fertilizer (13.4 percent of the sample werefertilizer) cited using tolack of funds as the reason.three-fourths In the same study,of those farmers using fertilizavailability of funds r cited nonas a primary diffiLulty which limited thei,.use of fertilizer. A separate study during the same period ina different part of the Punjab corraborated these conclusions.As, Table 3 shows, small farmers experienced significantlygreater difficulties than large farmers in financing theirfertilizer purchases. 

Table 3 - Non-Availability of Funds as a Constraint inLimiting Fertilizer Use by Size of Farm 
Size of holding 

(Acres) 
% of farmers reporting non-availabilit)
of funds as reason why fertilizer was 

oteaily available" 

Z.5-7.5 
81.6%7. 5-12.5 
77. 6%12. 5-25. C 
79. Z%25.0-50.0 
47.4%50. 0 and over 
40.0%All eizes 
75.0% 

The most conclusive 
fertili:e,, use 

evidence that credit availability limitsis found in farmers' responsesmuch fertilizer credit Lhey wanted 
when asked how
 

Countrywide, for the coming year.
farmers, rentc-,needed 188 percent and othes declared theymore fertilizer credit forreceived in 1972 than they19'?]. Sharp diffeetices are evidenttcural clastes. betweenTenants' perceptions
'ertilize, of their incremcntalcredit needs Were sigrificantlypeople's. lower than(Perhaps othertenants' aspirations are lim:tcd by thei.perception of what is possible. ) 



Tahle 4 - Perceived incremental fer'.llz,.r rr.dit m,',.sd.
 

% incrcasc in pi-rc ('iv(cd fC ,tiIi,
Tenurial status ciddit needs for 1972 co~mp, rd it, 
actual creait obtained in 1971 

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 existanceand 	relative importance of sources of rural credit, but notthe relative importance of variouson 	 sources of fertilize,.
credit. Thus, we do know that in a recent year (1971): 

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

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

c. 	 We estimate that less than 20 percent of all of the 
available fertilizer credit supplied bywas 

institutional sources, 
 based on the following 
conclusions: 

Estimatcd ADBP credit Ri. 	 II milion 

(CY 	 1971) 

Estimated Cooperative Rs. 9 million 
Societies & Taccavi 
credit 

As. 20 million 

Est aritcd Max.
 
possiblc institutiotial
 

Re.20 nilhnTutail fortilor cr t Re. I01'. t million-> 
(CY 1971) 



Tablce 5 - Relative importance of sources of Rhort-terrn cr'lit 

Institutional Sources 8.31% 

Cooperative Societies 1.04%
Cooperative Banks . 27'ADBP 

1. 05
Commercial Banks 5.09
Taccavi Loans .4C
Other 

.41
 
Non -ins titutional Sources 


91. 6a% 

Friends and Relatives 68.92%
Professional Moneylender-s 3.02
Landowners 


5.86

Commission Agents and 

Merchanta 9.60.Mill Owners, . .38 

Cthe- 3.85 

d. The absolute value of ADBP c-edit for fertilizer appearsto be rising (see Table 6 below), but the relativeimportance of all institutional and non-institutional 
sources remains unknown. 

Table 6 - Vaueof fertilizer credit extended annually- ADBP 

C'edit Deflated
FertilizerFiscal Year by Fe-tilize.ADBP Price Index Price Index 

1968-69 •10,000,000 1.00 10,000,0001969-70 16,000,000 1.00 16,000,0001970-71 9,500,000 1.01 9,406. 0o01971-72 12,500,000 1.01 12, 376,0001972-73 41,000, aDo 1.371973.74 Z9, 9Z7,000112,850,0no 2.22 50,833,000 



The dramatic rise in the institutional supply of c,,,dit f4,fertilizer in 1974?-73 and 1973-74 reflects two GOP d, ision.In December 1972, the State Bank, at the direction of L11,'Ministry of Finance, instructed the commer-cia.-l baLnks
increase credit availabilities 
 for the agricultural bcc'Lrr. 
tt, 

TheAgricultural Credit Advisory Commission, a subcomrni~tee %iftheNational Crcdit Consultative Council (NCCC), advises its parcntbody how much agricultural credit should be made available bysource ard function (i.e., fertilizer, seed, tractors, tubewells,etc.). The NCCC uses these recommendations in makingsectoral allocations, all within a "safe ceiling" limit on overallcredi: expansion. (The safe ceiling is incorporated in theState Barks IMF standby letter of intent). During the last twofiscal years, the NCCC has significantly Increased theagricultural sector's share of the total private sec-orallocation. This action has been made more effective by alsoincreasing commercial banks' participation in the financing of theagricultural sector, and by increasing the amount of credit tobe made available for short-term credit purposes, especially
fertilizer. 

The second GOP decision was part of the response to thedisastrous flood of August and September 1973. To kcep foodproduction from being drastically 'educed, the GOP mounted aspecial agricultur-al credit campaign for rabi 1973-74.November 1, Between1973 and February Z8, 1974, institutional sourcesadvanced a Lotal of Rs. Z4. 24 crore, of hch R. 14.60 crore(about 60 percent was for fe'tilize.. It is important to note thereasons for this 'healthy" increase in institutionally furnishedfertilizer credit. Firstly, the 1973-74 rabi credit campaign wasin response to a catastrophy, and this
Secondly, the 

impetus ts now lacking.NCCC'S decision to expand fertilizer credit isa policy decision which reflects the current priorities of the GOPand not a change in demand for fertilizer credit. Thus, the NCCCcould well reallocate this expanded credit to other sectors of the
uconomy as new priorities emerge. 

Although institutional credit has expanded vigorouulv, wedo not know what hat, happcnded to the over.n]l fertlize, c'cdit3ituatin. (1) Farmers may have rubsLitutcd mure attra.tiveinstit'lLtunal credit for credit formerly obtaincd from i i.!iistituti mal ,i'u cos. (2) C redit in fungibic and f.'larni ,cs nay Imbtying he s ecquantity cf 1h -tihzer with murnc n:ttutinalcrcdit ind dtv..i ting cash -esourccs fo 'me-ly usid fo; [1c-,izurto oth(.r purchaaes formerly made on lesn ,attr:ctivi, cr(odit
u.,r, ia. 



7. 

While it is true th.t the total amountfertilizer credit has of institutional
expanded rapidly,fertilizer in the last two and one-half years (from Rs. 28. 30to Rs. 
 75 per bag of urea) has absorbed 


the rising cost of 

fertilizer purchasing over half of thepower of the incrcmentalthe ADBP. See Table 6. credit fromThus,credit has in real terms,expanded ADBP fertilizerleis than 6 fold rather than over I I fold. 
- With respect to the dramatic rise in institutional credit(primarily the ADBP and concrciil banks), it appears saleto conclude: 

a. The ADBP and commercial banks haveexpanded significantlythe absolute amount of fertilizer creditadv-ance during the last two years. 
b. The percentage of total fertilizer sales financed bythe ADBP has increased from roughly 2-I /2in calendar percent1971 to 11.3 percent in FY 74. 
c. The relative importance of credit in financingfertilizer purchas-es evidently is increasing.In calendar year 1971, onlyfertilizer purchases 

13.5 percent of were sources, made on credit from allwhereas by FY 1')74 the ADBP alonefinancing was11. 3 percent of all fertilizernot likely that sales. It isthe increase in ADBP fitiancingall just substitution for other credit jources. 
was 

reasonable It isto conclude that the relative importanceof credit fertilizer sales is increasing. 
The only information available
Of the various non-inrttutionl on the relative impo,-tarce
sourcemarkct of credit incomrt from a the fertilize.mid-196Q,s

limnicd (c study. Thi, sarplc was 
10 years 

l/ied to Sargodha Dit,-ict),

old. The iarmers' prefercnces 

and the stuny in now

av4reness / w,.rco ;vaiable linlitJ by thel,.credit sources;of cr:dit, ,,ip~cially the ADBP and 

tcday intitutjor..l iou,-cesn , i'urh P rotniinei;t. the comnmrcit:NeverthiI ci, ba,c>,thi: s)tudyit. .nd :n.vo 'T I 7)if tP',. rcl4tive impoi.inc,
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Table 9 - Lendinf, by A DIU-
By type of loan, 1973-74 

Total. A vrL:e 
Type of Loan No. of Loans Million Rs. Value R-s. /i.oau: 

Suretyloans 119,851 1Z7.45 .1063.40 

Security loans 032,296 251.71 7793.84 

Hypothicated loans 423 36.41 86,075.65 

Spot lending ..!1Z.60 LI 

Passbook 
 144.0Z 4/ 

Fertilizer loans, 92,567 	 112.85 Z/ 
 1219.07 3'
 
all kinds 

1/ 	All spot lending is on surety; thus 88 percent of surety loans 
%vere in the spot loan campaigt..
 

_2/ ADBP financed Ii. 3 percent of all fertilizer sales in FY 74. 
(Rs.112,850,000) 
(Re. 997,406,900) 

3/ 	 At 's. 75/bag, the average fertiliz,-r loan would "lnancc 
enough fertilizer to cover between 16 and 22 acres. (The
national Pakistan average ferilizc- utilization rate %s 
be:-'en 3/4 and 1 bag per acre.)
 

4/ 	 All pas.-tbook loans are .ecurity loans; thus 57 percent of 
secured lcani were made against passbooks. 
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.... . . . ........ 'li~ni~, 1...' 
8wri*upeal programsu tha~t botIh th'ii AIM~P in 1,1111'Ir,.1,1,banks pubticidpat in are of lnterc-'s h~c-astts they '- I ,e *eme.M , 1,

aCcess to bank credit. They Are 111, "Spot lecndin" p.i.ril. ,-- the ii 4 book~-program,;--- Theu s-wtbic.igpg.~-1 -'*Ibecause:' 

a. Spot lending iall done on a swoty basis and 
therefore security requirements are relaxed. 

b. A rodprsentative of the participating ba0nk tocomnes 
farmers in their village@ at a place and tie that I
publicized in advance, thus greatly nhcing farn....saccess to bank credit, 

c. Credit is extended on the spot" atd in kind In,the nM
of a suppLy order .n,...lta. input.s whic,ais w11--u 
by the bank representative and secured by a third I 
party guarantor. ued 

d. Most apot credit goes for fertilizer (95 percent in 

0. Farmers are supplied fertilip'er by prmentlng h.th .
supply order to a licensed fertilizer dealer. 80 per w'.zu 4
oi the fertilize supply orders must be filled by public #1s-ictor fertilizer dealers. 

f. Durin the FY 74 spot l ,eingcampaign, the ADPextondad Rs. 112. 6Al niallion in uhort-rcprni %ul 
and A. I312.85 million In (vttU iar codit. I oove ra,ye J-j not know how much of the spot crod:- wat. faiertiliar. But. beCLaUS at point d. we inf r ...t mo ief die ADAP~ spot credit was fertilier credit and w.,issued In kind. 

:n FY
w~unt'id 

1974 a p.ausbook my't-tag 'vas intrnd,.-c&r) w'a,hbw
lt4il"VeO

to Omi-Ipf lunidina pwnerduvuos I minirmiing 0, t.n1eeu.2t -4QauirotI. 71:0 pahm'tv'ok, $whsih ku11"Mud hli.e 

l...Me- 4.rol tit axiw-t' r pe,.tbontocItia 41 *Poumsr...re'a bunks, 
ft.y *1 

wh4. will isbosc ti iosit *ioJlit* iA.31.0 OU ('01iter va:%Ag 14 the (A.Ineg's Iond; 1110 -t.'a'ttmfnto upul 1,o .a~ino A, making a dun.,.4 with~ a sawv~priosnoict 
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Although the passbook was intended to guarantee all landedfarmers access to bank credit while reducing the cost andtape of obtaining a secured loan, 
'ed 

the impact of the prograam inits first year was limited to a relative'y small number, offarmers. By the end of May 1974 only about 20, 000 passbookshad been issued in the Punjab. Despite the small nunber ofpassbook holders, the ADBP issued Rs. 144 million (35 percentof its total credit in FY 74) of credit on the passbooks.Evidently, the average size of passbook loans was relativelylarge. Also, there are widespread reports of irregular fees
being charged 
 to farmers who apply for passbooks and loanson p;ssbooks. Taken together, the evidence suggests thaL .hcpassbook system has not reached small farmers and it hasnot effectivcly reduced the real 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-institutionalcredit. In the only known study done on the subjec. (1971) theaverage rates of interest charged by non-institutional sourceswere found to be 20 percent from family and friends, 32 percent¢rom money lenders and 46 percent from merchants. Fromthese figures we cannot procend to conclude what rate of interestfarmers pay for non-institutional fertilizer cr-!dit because: 

a. These are average rates of intereat for all types offarmerr; interest rates vary for iarmcrs ofdifferent size holdings 
may 

and tenurial classes. 

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

c. Inflationary pressures are much stronger today thantJ1ey were at the time of the study; non-institutiona!lenders may well have raised thcir .nterest rates tomaintain th,,ir real earnings at 1971 levels. 

d. Tho,terms of non-insttutional interast nay va,.y bl.function ,[ sloan well as source. Thus, the termsof fertilizer credit may be 3ignificantly djffCreet
irorti the averages for all types of loans, 



Evi-n loss is known about the other torms of non.isitutional credit -- security roquirumorats and p.tyinnntperiod#. Conventional wisdom holds that commission agents,who m'ay or may not be lisencod frilizr dals o ,-a0j'ifiiij r nn. otutional source of fertilizer credit. Typically,they sell frtlizer on credit and secure the loan agAinst thecrop for which the feortilizer was procured. The farmor isrequiied to repay the loan at'harvest time, usually in the formof a specified quantity of produce. Thus, interest on thiskind of loan becomes hidden in the lump sum value of theproduce su-irendered. Often the crop is valued at the rte the loanis made at a vatU well bel9w what will prevail in the marketat harvest time, thus inflating the real rate of interest considl.,ably. Commission, agents who are able to store those loansrepaid in kind, and sel the produce when commodity pricese"n an attractive bonus on 
nsa,

their interest, 

7. erentia!class access tofertilizercredit 

Sections 'IS"and "1611 focused on the terms and availabilityof institutional and non-institional credit. The available
evidence suggests that the bulk of ins titutional fertilizer credit
(ADBP) does not roach small farmers: (a) The average 
sizefertilizer loan will finance enough fertilizer to cover 16 to ZZacres at curreatit rates of application. (b) Surety loans whichprovide small farmers with virtualy their only access to institutional
fertilizer credit average Rs. 1063.40, enough tv cover 14 to 17 Urru.(C)Most secured loans issued against either "old fashioned" land
mortgagee or the newly introduced passbooks channel crodit to
large farmers.
 

We concludo that the bulk of Institutional fertilizer credit dous
not roach amall farmes and thuerefore small much
armeors aemore dep.tndent on ",1xponsive" non-institutional credit tn financetheir fertilizer purchases than are large farmers. From theov--unv' we have examined, we conclude that it Is with ro.pue tothe 
 of crudit and not the availability that small fa-rmors •f...
seriati dfladvantAgoe vill-a-vi 
 large' farmers. 

8. Ca.ai.Acceis tn fertil,or erndit 

Thro J,. ... t thi. papcr wn :ia vr dissuaded h.,thi ,tIlvccrieo
pot iL4t %of varioul 0|ln,et of fArni .
On I 

In laorin of hlieifeu 1tnvacr. siT3nil Acal s,to oermte. fly 'opaundnt .r .wt)a.vomintitith.'eI'p' to whijeh fAirmoriv cash roijupr'um arej not Aquffirun, it, 



C 

finance their fvrtiliz@r purchases, Thu inadvx l(dtnir~ )e~%~have used is thtw percent Of a farmerls4 tota) fartIiiwhich he buys PY''),I t:un credit. Recall tha~t largc farmurs wor(v foundlto be the least dependent on credit,their* total fertilizer supplies on 
buying, only 10 pc'rce'nt ofcredit. With theto credit" terms f"acclo$ o ces 
cpableof obtaii 

we have meant the total amount of fertilizcr_crod ~ __v-e...to .d.of'access to credit" The indox.
that we have used is the amount of rupeesObtained per irrigated cultivated. acre. A farmer's overallfertilizor requirements are certainly dictated by the amount ofacreage he cultivates and as virtually all fertilizer is appliedto ilrrigated acreage we have narrowed the definition to excludocultivatable Barani lands. Applying this index, we found tha.small farmers (less than 5 acres) enjoy the greatest accesscredit. The concepts behind these terms to 

former is a are quite distinct; thumeasure of flnancial self sufficiency and the latteris a measure of credit availability. 

Table 10 . Summarizes' the amouni of fertRizoavailable to creditfarmer'i-b' size'.of farm and tenurilal€ass: 

Table 10. Access to fertilizercredit by size offarm and
tenurlal lass 

(Mean value of total money lent(Rs./acre* and As. Vhouvehold) 

Site ofHolding All Farms Oner Opera" Owneun.Ar... 1 

0-5 4.17 7.40 2.81 3.48 5.425-IS 14.03 5. ai2.74 19.06 I v:2.39 13.3215-5 2. 98 2.45 17.34 3. 13-37,94 2'.3.62 2.4625-50 2.76 
3.67 31,17 2.9C 4;49.38 3. 04 50. 52 3.0 0 53.34so- 3.06 139.16 2. 08,

Ave. 3.05 143.402.93 3.1926.38 145.402.93 2Z.83 2.81 2.75 1in..30.57 3.01ul 00.
 

*SCalculaeed as an average acrnos the untira class, and thus Includold 
all I'rr,'ors who did not use tiny fertiliirvr.bodit: 

TwAI Purtln:er Credit .
 

To w. lt'vtolC 
 Jrri igt class nf ~rn eru 
l 0-6.,,),
it'g. 1 crenge 11SliNd Lo this ciui,311un; fit, ;i 

N14 
at.g. 4LI013* .. g) will$? wod in thr, i~ts 

http:Owneun.Ar
http:size'.of
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Examining the table, one is struck by fhe very. luw ., I I:. ,,fthe means, both per acre and pC- household for Ol ratogor,.,sfarmers. -it'At Rs. 28. 50/bag, which p,'vaiir' at the tiniv or t!.,.
survey, the average 
acres 

size loan taken by farmers with LI.:t than 15would not have been enough to finance even onofertilizer' hag ofClearly many and pcrhapb most fai-m .. i,,c..I;category were not using any fertilize, credit, although . (I,tadoes not permit us to exclude non-credit users andthe derm'rtineavvrage size fertilizer loan per acre and per household amongactual borrows for each class. Consequently, the average valuesof rupees per acre borrowed tend to cluster over fairlyrange, a narrowobscuring differences among the variou'- classes of farmersthat might otherwise emerge. A much different pattern mightemerge if the averages were calculated only for those farmers 
using some credit.
 

The pattern that does 
emerge from the data is rather re.msrk.able. Tenants and owner-cur.n-tenants 
access easily enjoy the grei..:estto fertilizer credit. We hypothisize that landlords aremain source theof this credit, and they are morecr.dit liberal in extendingto their tenants than are other credit sourcesrespective clients. to theirThis is logical because undertraditional "batai" the te'rms oftenancy (share -cropping), landlordsfixe" share aportion of the crop (usually 50 percent). By extendingcredit, to his tenants, the landlord is able to earn more "rent"from his land by capturing a fixed portion of the incrementalincome arising from the use of fer ilizer.
 

Among owvner-opcrators, 
 the pattern of access to creditapproximates more closely our apriori expecta.iun,.owner-operatos Small(0 to 15 acres) average less credit per -.crr
than do mrdium and large farmers. Institutional credit almost
certainly iz;readily available 
 to only medium or large, far-m.rs,
 while landlo- credit is simply excluded by definition.Consequently. !,mall owner-operators do not fare as well.
 

The-e isuoe 
ither irteresting feature of thcac.cs o t i-:.c . 7;rTcnants- r credit is an in;er.:e (unction of si.zc of(ar - -.. ,', la,-or ten - (over 50 acres). Thetraditiona' I'ndlord' nt relatinn ilip prolid s a -('adyexpa!,=.(..-for this parado%. 
wnu h iu. 50 

It is :-Ighly unlikely that ioan .or" more, aCres ofter. f:ts. "riatv.d land are711,y, -!rotst rertainly r,ally "bota ,-.r'u 
la,'4e cunm m or¢tal ',, r ,
.0h' ha% e !a en in, land on lease. Tii:, hypoth .:,ih Iby support,v' ( up', ",Ibrcvidcn( !'crn the 
ed 

dlcp,rdcncy indv..' large tctn.in, , 

http:far-m.rs
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are only half as dependent on credit to finance their frrtii,-.r
purchases as are the other size tcnant:i and their dcpecndncy

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 source is a field
investigation concluded in 1972. This serves as a benchmark
 
of the fe'tilizer 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-ca surveys will permit a much needed
analysis of the fertilizer credit market as it performs today.
Data with the commercial banks and the ADBP can serve asimportant 3ources of information about institutional credit. 
Given both the importance of the issues and the availability
of the information, the topic of fertilizer crecit is ,ertainli' 
deserving of further research. 



ANNEX 9 

AID-DLC/P-2114 

UNCLASSIFIED 

NATURAL GAS IN PAXISTAN : SUPPLY, DEMAN, AND PRICE.S 

I. Summary and Conclusions 

In Pakistan total natural gas reserves are estimated 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 14.27million million cubic feet, 82% of the known:tutal.
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 isforecast to reach approximately 346 million million

BTUs annually by 1986, an 8.3 percent per annum growth

from the 1973 level.
 

The Sui fields' reserves are estimated to last

through the year 2000. 
 The proposed Fauji Foundation

fertilizer plant will be based on the Mari gas 
fields.

These fields have estimated reserves 
of 3.942 million
million cubic feet, of which 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 additional use of Mari
 
gas -- to its maximum for fertilizer production. Current 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 orporation (NFC) plants of 550,000

tons and 600,000 tons per annum capacity, respectively.
 

Combining the high and the low extremes of
gas consumption per ton estimates with the low "assured"
 
and higher "reasonably assured" estimates of gas 
avail
ability, the Mari gas fields may last as 
long as 2032

for all four plants or only until 2000 for only throe
 
plants.
 



I. 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 PunJah. 
Three locations are ii.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 :t o.&.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 estimated122.5 million million BTIs in 1973. Gas consumption isforecast to reach approximately 346 million million
BTUs annually by 1986, an 8.3 percent per annum growth
'from the 1973 level.
 

The Sui fields' reserves are estimated to last
through the year 2000. 
 The proposed Fauji Foundation

fertilizer plan' 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 cubicfeet 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 millioncubic feet are "reasonably assured". 

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

Combining the high and the low extremes of
 gas consumption per ton estimates with the low "assured"
and higher "reasonably assured" estimates of gas avail
ability, the Mari gas fields may last as long as 
2032
for all four plants or only until 2000 for only three
 
plants.
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Gas prices in Pakistan of equivalent $0.04 per MCF
 
received by gas field owners at wellhead are perhaps the 
lowest in world. In the U.S. average wellhead prices are
 
approximately $0.21 per MCF. The U.S. gas prices are 425%
 
higher than Pakigtan's at we.'head, 132% higher at city 
gate, 176% higher for industrial consumers, and 103% 
higher for domestic consumers. Prices of other fuels in

Pakistan are signifiantly higher than gas prices. 

Recommendations: 

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

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

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

I. Gas Availability:
 

In Pakistan, natural gas has been discovered at 10 
fields with total estimated gas reserves of 17.43 million 
million cubic feet. Annex 1 presents known gas reserves,
their utilization, and the heat (energy) value of each of 
the ten fields. Currently the Sui, Mari and Dhulian 
fields are operational. These three fields contain approxi
mately 01 percent of the known available gas in Pakistan.
The field with the largest available reserves, 7.7 million 
cubic foct, is at Sui in Baluchiican, followed by Mari in

Sind, with 3.89 million million cubic feet. Annex 2 pre
sents the location of gas fields in Pakistan.
 

http:mill'.on
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The Sui gas is utilized for domestic, commercial andindustrial uses all over the country, The Dhulian gas isalso so used, but only for consumers in the northern Punjab.
The Mari field is used by only one 
consumer -- Esso Fertilizers located near the gas fields 
-- and GOP policy is toreserve this field for fertilizer plants only.
 

;II Demand For Gas
 

Natural gas consumption in Pakistan began in the mid1950s and grew rapidly, often in place of othej' available
fuels. Gas consumption and gas consumption aas percentof total energy consumption for the period 1955- 1973 arepresented below: 

Million Million Gas Consumption
BTUs of 
 As % of TotalYear Gas Consumption Energy Consumotion 

1955 
 1.3 
 1,.5
 

1960 
 24.9 
 17.8
 

1968 
 74.2 
 29.1
 

1970 
 95.0 
 31.6
 

1972 
 111.2 33.4
 

1973 (Est.) 122.5 
 NA
 

The increased proportionate use of gas (from 1.5%
of the total energy use 
in 1955 to 33.4% in 1972) was
matched by a declining proportionate use of other petro.
leum products (Their share declined from 71.1% in 1955
to 41.8% in 1972.) 
and coal (Its share declined from
22.0m in 1955 to 8.7% in 1972).
 

GOP forecasts of natural gas consumption in Pakistan
place consumption at approximately 346 million millionBTUs annually by FY 1986. This is an 8.3% per annum growth
over the 122.5 million million BTUs consumption level forFY 1973. 
 These GOP demand forecasts include gas consump.
tion by he proposed Karachi 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 Sul 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 S40,000

ton per annum Fauji fertilizer plant.. These estimates are: 

1. The Mar gas fields owners (Esso) estimate that gas

requirements for a Mari gas based 540,000 ton per

annum fertilizer plant would range between 70 million 
cubic feet per day to 75 million cubic feet per day.
The annual gas requirements on 310 working days per 
annum basis, therefore, range between 21,700 to 
23,250 million, cubic feet. 

2. 	The Chemical Consultants (Pakistan) Ltd feasibility
rsport 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
quirements for the Fauji Plant at 90 million cubic
 
feet or 27,900 million cubic feet per annum. 

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

5. 	 The existing Mari gas based 170,000 tons per annum
Esso plant consumes 10,100 million cubic feet of gas 
per annum. If it s assumed that the gas requirement 
per ton of fertilizer for the proposed Fauji plant is
the same as that-for the existing Esso plant, then the 
annual gas requirements for the Fauji plant would be
 
in the neighbourhood of 32,082 million cubic feet per 
annum. 

The wide range of the estimated annual gas require

ment, from 21,700 million cubic feet to 32,082 million cubic
 
feet for a 540,000 ton plant, would not affect the length of 
the fertilizer project's potential life, if only one plant
of this size were to be established in addition to the 
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existing Esso plant of 170,000 tons. 
 At the high extreme
assumption of an annual gas requirement of 32,082 million
cubic feat, the Mari fields can provide gas to both Esso
and Fauji for the,.next 101 years after the plant goes into
operation in 1978, assuming intact reserves 
of 3.9 million
million cubic feet. 
 Further, even if only the "assured"
 reserves 
of 1.794 trillion cubic feet are considered (This
would be extremely conservative, as it is known that thereexist another 2.149 trillion cubic feet of "reasonablyassured" 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 Esso
plant (after the Fauji plant goes into operation in 1978)i
 

However, the GOP is contemp ,ating additional use of
the Mari gas 
-- to its maximum for fertilizer production.
Two additiona. 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 (UFC) and
based on the Mari gas. 
 If the two UFC plants are to be
based on the Mari gas 
in addition to the proposed Fauji andthe 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 infor.
mation on the available "assured" reserves are needed before
such further investment is undertaken.
 

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

1. Gas Reserves:
 
Reasonably Assured 
a) 3.942 Trillion Cu.ft.
 

Assured b) 1.793 Trillion Cu.ft. 

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

b) 43,056
 
C) 45,207 " 
d) 51,667 
0) 55,555 " 
f) 59,411 " w 

3. Output Per Plant:
 

a) Esso (existing) 170,000 tons 
per annum
 
b) Fauji (proposed) 540,000 tons 
per annum

c) NFC I (proposed) 550,00 tons 
per annum
d) NFCII(proposed) 600,000 tons 
per annum
 



4. Technology: 

Gas requirements per ton of fertilizer (Ursa) 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 fertilizer plant
 
development:
 

Esso + 
Esso+ Eauji+

£sso auji+ ?IFC I+ 
SSo Faui i NC ,,I 1 
Fertilizer Production Capacity


(000) Tons Per Year 
170 	 170+ 170+ 170+ 

540= 540+ 540+ 

710 550- 550+
 
1260 600+
 

1860 
Ya&r of 	Production: 1967 1968 1979 1982
 

Post 1967 Field L -14e in YeArs 

Gas Requiremenrs/ton 

40,185 Cu.Ft. S77 146 87 65
 

43,056 Cu.Ft. 539 137 82 62 
45,207 Cu.Ft. 513 130 78 60 
51,667 Cu.Ft. 449 115 70 54 
55,555 Cu.Ft. 417 108 65, 51 
59,411 Cu.Ft. 390 101 62 48 
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Feet. Assumption lb: Gas Reserves of 1.793 Trillion Cubic
 

I 
 II III IV
Production Capacity : (000) 
Tons Per Year
 
170 
 710 
 1260 
 1860
Years of Production: 
 1967
Yer fUse): (0) 1978 1979 1982(11) (12) (15)
 

GsPost 
1967 Field Life in Years


Requi;!ement/ton
 

40,185 Cu. Ft. 262 70 44 '35 

43,056 Cu. Ft. 
 245 
 66 
 42 33
 
45r207 Cu. Ft. 
 233 63 
 41 32 
51,667 
Cu. Ft. 
 204 
 56 
 37 
 29
 

55,555 
 C* Ft. 
 190 
 53 
 35 
 28
 
5941-0 Cu. Ft. 177 so 33 27 

19 itability is assumed that a twentyis a justification enough or more years gasto undertake availa fertilizer plant, an investment inthen the above calculations,assumptions undercombined varyingwith a number of alternatives
reveal rho of gas usage,following: 

1. 
If the total available gas
fact 3.942 at the Mari gas field: is in 
fart i 

trillion cubic feet, then the 3 contemplatedIa. plants (in addition to the existing Essoplan-), all of them installed by 1982,
uptc the year 2015 have enough gasunder the extreme asustnptionrequirement of 59,411 cubic of gas 
the gas req.iremnent pcr ton of 

eet per ton of Urea. If urea reduces to 40,185
cubic fact, then this 
gas is enough to last through the
year 2012. 
2. Then the.-c i the extreme (andthere unlikly) assumptioni3 no gas avai.41ab! thatat Mariavaelab!. 1.793 t rillon 

except the currently
cub', fqtt c "assured"Evan reserves. 
-s ton iuti.0tion of . the conztruc.he F4uJ d.1.d NIFC I p.antr undor the extremelyhgh q4: requiremenT 
 or 59,4" cubc !qat of gas"on o. Urea produced. Urndar th±. par

E3*o, FAu~i and :,r set of assumpros. would be adequately :upp .e thru 
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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 con
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
requirements 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 YFC II starts operating. 

IV. Gas Fields Ownership & Distribution Mechanism
 

The Sui fields are managed by the Pakistan Petroleum
 
Limited (PPL), the Mar fields by Pak-Stanvac Project (PSP)

and the Dhulian fields by Pakistan Oilfields Limited (POL).
 

Pakistan Oi1field; is incorporated in Pakistan. The 
majority shares (70 percent) are held by the Attock Oil Co. 
which is incorporated in the U.K. 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 Petroleum Limited is incorporated in Pakistan. 
Burmah Oil--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. 07.5 percent), Mobil Oil (37.5 percent), and 
the GOP (25 percent). 

PPL sells gas at wellhead to both the Sui Gas Trans.
 
mission Company (SGTC) and the Sui Northern Gas Pipelines
Limited (S.GPL). PSP sells gas at wellhead to only one 
consumer, Esso Fertili:ers which is located near the gas
fields. POL sells gas at wellhead to SNGPL. 

SCTC is a gas transmission firm and does not s&I 
gas to and uiar:. SCTC sells ts enrieo product to the 
two di:ribution .rn: of hn southern region of Pakistan,
namely, thl Kach Gas Czmpany (YCC and the Indus Gas 
Company (WCC). XCC ratA±..s JAI to the and Masrl in Karachi, 
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while IGC retails gas to the end users in the rest of Sind.It may be noted that SNGPL purchases gas directly from the owners of the Sui and the Dhulian fields for sales to theend users in Punjab and NWFP. A schematic diagram showingthe relationship between the various sale points is pTesen
ted below:
 

Gas Fields Sui Mari Dh ian 

Location of Field Baluchistan Sind Punjab
Owners PPL PSP POL 

Intact Gas Reserves
Trillion Cu. Ft. 7.7 3.89 1.65 
(Estimated)
 

Marketing- Stage 

Transmission SGTC 

Distribution GC C SNGPL 

UsersUsers UsersUsers
 

Marketing Area Karachi Sind Eso Punjab
Except Fertilizers & 
Karachi Sind NWFP 
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V. Pricing Structure 

Gas pricing at all levels of marketing (wellhead,
distribution, 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 R3.0.40 per thousand cubic 
feet (MCF) of gas as the wellhead price for the gas sold. 
However, the gas transmission firm, SGTC, and the distri
bution firm, SNGPL, pay Rs 1.26 per MCF for the Sui gas.
 
The difference between the two prices (the Rs 0.40 per

MCF price received by PPL and the Rs 1.26 per MCF price

paid by SGTC and SNGPL) is collected by the Government
 
in the form of excise duties and development surtarges.

The Eszo Fertilizers pay Rs 1.55 per MCF as the wellhead 
price. Again, the PSP receives only Rs 0.40 per MCF. 
The difference between the RI 1.55 and the Rs 0.40 prices
is collected by the Government. 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 MCP 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 
R3 1.61 per MCF (thousand cubic feet) as against Ri 1.72 
per MCP (thousand cubic feet) received by SGTC from IGC. 
This price differential reflects a greater bulk purchase 
of gas by KCC than the IGC's purchases. Unfortunately, 
we do not have access to the average price paid by the 
SNGPL to PPL and POL for gas distribution in Punjab and 
NWFP. However, it is safe to assume that the bulk pur
chase average price paid by SJGPL for 1973 would also be 
in the neighbourhood of R..L60 - Rs 1.80 per MCF. It 
may be noted that in August 1973, gas prices were increased 
by R3 0.48 per MCP of which Rs. 0.15 per MCF was retained 
by the SGTC, while the remaining ?s 0.33 per MCF was
 
Government's share as development surcharge. The above
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noted average price paid by KGC and IGC in 1973 includes
the increased prices of August 1973. 

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

Commercial end users 
in the Punjab and the NWFP,
(e.g., excepting those using gas for household 
or domestic purposes) have all been su ject to  some recentprice increase, ranging 45% tofrom 50%, over the August1973 prices. The gas price increases in Sind and Karachiin June 1974 were relatively small. In fact, in some
cases 
gas prices declined in June 1974 over the earlier
price tarif-fs established in August 1973. A comparativeprice picture in August 1973 and June 1974 is presented

below:
 

Recent Gas Price 
 Changes

(Price n Rupees 'er MCFT 

Aucrust 1973 1974June % Increase 
Gas field owners 0.40 0.40 0 
Excise Duty & Surcharge NA NA
 
SGTC and SNGPL 
 0.84 1.26 
 50
 
SNGPL Distribution(NWFP &Punjab)
 
General Industrial 3.53- 3.73* 5.3 5.60* so

Cement Factories 
 3.57 "3.58 5.30- 5.37 * 
Electric Utility 
 23 4.85 50
 
Commercial 
 6.88 10.00 4S.3
 
Domestic 6.40 6.40 0 

Benides the above rates charged from the general
industrial, commercial, and domestic consumers, SIGP? hasalso entered into individual cortract5 with large six-e endusers. These include: WAPDA, WPIDC fertilizer factoriesMul-an and Daud Khal, 
at

and the Dawood Hercules Fertilizerfactory at Sheikhupura. It is not possible to find theaverage gas price paid par MCF fcor :hese end users becausa 

The rango .eproser'. 'ie upper and the lower limit: 
of rar'f slabs. 
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contracts in each case i-clude a price per MCF plus a fixed
 
annual rental regardless of the amount of gas consumed. We
 
have access to only the Dawood Hercules contract terms for
 
which the annual fee in 1973 amounted to Rs 448,800 which
 
increased by 50% in. 'une 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 :resented below:
 

August 1973 June 1974 % Increase* 
Rs/00 Fixed RS/000 Fixed In In Fixed 
Cu. Ft., Charges Cu. Ft. Charies Price Charges

(M 000) (Rs 000) 

WAPDA (Power) 

Multan 2.18 NA 3.27 NA 50 50 

Lyallpur 2.18 NA 3.27 NA 50 50 

Abdullahpur 3.23 NIL 4.85 NIL so so 

Shahdara 3.23 NIL 4.85 NIL 50 50 

Fertilizer 
Factories 

Multan 2.18 NA 3.27 NA 50 50 

Daud Khel 2.18 NA 3.27 NA 50 Wo 

Sheikhupura 2.14 448.8 3.21 673.2 50 50 

The Asian Development Bank Report of November 1973 on the 
Multan Fertil!-zer Prsjec . calculated an average price of Rs 3.14 
per MCF at 100% ca;acity utilization for the gas purchased from 
the SNGPL. This estimated price takes into account the fixed 
annual rental and -he gas price par MCF. If other gas based 
fertilizer manufacturers are also consuming gas in similar or 
greater quantities as i3 consumed by the Multan plant, then i-n 
1973, the average ;rice 6f gas for fertilizer plants was likely 
in the neighborhood zf Rs 3.15 per MCF. The tariffs for the 
SNGPL gas based WAPDA thermal electric power plant were i. the 
neighborhood of Rs 3.20 ;er MCF after the August 1973 price 
increase. 

*The June 8, 1974 Gi:e f Pakistan notification increased gas 

prices by 50% both f-r the fixid annual rentals for which the 
terms were not dis-:=: , ind fcr the price per MCF of gas for 
which the term! were m!de a'.ai2abla in the Gazette notification. 
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The KGC and IGC gas tariffs for Karachi and Sind,
respectively, are lower than the above noted SNGPL tariffa
for Punjab and NWFP. The KGC and.IGC tariffs for August
1973 and June 1974 are presented below:
 

(Price in Ru ses Per Map) 

August 1973 June 1974* 
KGC Customers 

Domestic Consumers 6.40 4.30 - 6w30 

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- 3.26-3.73 3.82 

The Esso fertilizer plant is based on Marl gas. .From June 1969 to June 1974 it paid a wellhead price of
Rs 0.80 per MCF. Since June 1974 Esso pays gas pricea
of Rs 1.55 per MCF at wellhead including a government
excise duty of Rs 1.15. Therefore, PSP continues
receive a price of Rs 0.40 per MCF established in 

to 
1966when it started selling gas to Esso rertilizers. The

price paid by Esso Fertilizers is significantly lower
than prices paid by other fertilizer plants located in
 
Multan, Daud Khel and Sheikhupura. These Sul 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 feet. 

The ranges represent the upper and the lower limits 
of tariff slabs. 
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The significant price differential between the Mari
 
gas based E3s plant and the Sui gas based plants is due 
to fhe fact that Esso purchases gas directly from PSP at 
the wellhead. On the other hand, all other fertilizer 
plants located in Punjab purchase gas from SNGPL which 
distributes gas at factory sites located near fertilizer
markets. The Esso plant is far removed from the mark".:, 
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 incurrei in 
shipping the final product to the market. A separate study
 
on the locational aspects of fertilizer factories would 
have to be taken to determine whether it is more econo
mical rc 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) nearor 
the fertilizer markets (thereby reducing the cost of 
transportation of final product to farm level but increas
ing the costs of gas). 

V1. 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. In all likelihood Fauji would look for a price ne
gotiation similar to the terms offered to the Esso Fertilizers. 
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
corda 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 exciso duty from Rs 1.15 to Rs 0.40 per MCP for 
the Fauji plant sales so that both Fsso and Fauji pay the 
same wellhead price of Rs 1.55 per MCF, or the government
would have to fix a price of Rs 2.30 per MCP for Fauji
 
without altering the government excise duty share of is 1.15 
per MCF. This will be a case of price discrimination where 
one consumer (Esso would pay Rs 1.15 per MCF, while the 
other (Fauji) would be charged Rs 2.30 per MCF. 



-: 15 :.
 

VII. Gas Pricinq in Pakistan & International Gas Prices 

Gas 	 prices paid by Pakistani end users range from:anequivalent $0.16 per MCF (the wellhead price for Esso
Fertilizers) to equivalent $1.00 per MCF (for commercialusers in Punjab and NWFP located over 600 miles from thegas 	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 	 distribution firms distribution costs and profits which, as notedearlier, are regulated by the Government at each lev-el ofsales (gas fields owners, transmission, distribution,end 	 users) and distributional region 

and 
(Karachi, Sind, NWFP,

and Punjab). 

It is reported that the current U.S. wellhead
 average gas price is $0.21 per MCP while new wellhead
 gas contracts are negotiated at $0.40 
- $0.50 per MCF.
City gate prices range between $0.39 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 between

$1.00 and $1.60 per MCF.
 

Indonesian gas 
export price at wellhead is approxi.
mately $0.16 
- $0.17 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 fromUSSR to U.S. placed the contract at $1.04 per MCF at PortMurman'k (USSR). 
The average gas price for the Canadianand Mexican exports to the U.S. are reported at $0.46 perMCF 	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 wide range;
 

2. 
Despite the wide international gas price range,
international wellhead gas prices are significantly higher than the Pakistani wellhead prices; 

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

4. 	 International gas 	 prices are on the increase. 



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

Prices Per MCF
 
Pakistan
 

Equivalent U.S. Price As
 
U.S. $ U.S. $ % of Pakistan 

Wellhead Price 0,04 0,21 525 
City Gate Prices 0.25 .1/ 0.58 1/ 232 

Industrial Consumers 0.29 _ 0.80 1/ 276 
Domestic 0.64 1.30 ./ 203 

i/ Average 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 domes:ic 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 Equivdient To 1000 Cubic Feet of Gas 
Price As % 

Fuel 	 Rupees Of Gas Price' 

LPG 32.40 506 

Furnace Oil 31.26 / 488 

Charcoal 20.17 315 

Kerosene 17.30 270 

Wood 14.34 224 

HSD (High Speed Diesel Oil) 12.18 190 

Gas 	 6.40 2 100 

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

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

A common fuel in Pakistan is furnace oil. In fact,

most industrial units switched from furnace 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. In
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 Oil Prices (Domestic Uses)
 

U.S. Average All Regions 1971 = 0.724 

Pakistan Average All Regions 1974= 0.205
 

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 sales (at wellhead, at transmission, and at distribution) are signi
ficantly lower than in other countries. Further, the

ratio of gas prices to prices of other fuels is also
 
much lower in Pakistan than in other countries.
 

This conclusion is shared by the Asian Development Bank

Report of February 1974, although the Report only considers

the impact of the low gas prices on financial returns to SGTC.
 

Ideally, shadow pricing of gas involves determining che
future replenishment costs of additional gas drillings
required for replacing the gas consumed between andnow thetime when the existing gas wells are fully utilized. Thesedrilling costs are then discounted to determine their presentvalue (PV). Unfortunately, we do not have data on 
well dril
ling costs as well as the "expected values" of striking gas 
per new well drilled. 
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Another methed of using a shadow price would be 
to use the export price of gas. If such international 
export prices are considered as the shadow price of gas, 
then the price would be in the range of Rs 5 -Rs 6 per 
HCF at transmiss'ion 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 MCP paid by SGTC in November 1973 plus a 
50% increase since June 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 profits) 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 - Ps 9 per MCF. 

TDurrani:qd :DEA. 
11/15/1974 



Natural Gas Reserves in Pakistan
 
(Million Million Cubic 

Estimated Proven Utilized 
Gas Fie-d Reserves Reserves Reserves 

Sui 8.63 NA1/ C.93 

Mari 3.94 1.793 0.05 

Uch 2.50 NA -

Dhulian 1.70 NA 0.05 

Khairpur 0.25 NA -

Khand Kot C.20 NA 

Zin 0.10 NA 

Hundi 0.05 NA -

Sari Sing C.33 NA -

Mazara.i 0.03 NA -

17.43 1.03 

Not Available. 

Feet) 

Beat Value 
Remaining BTU3/ 
Reserves Cubic Foot 

7.70 933 

3.89 723 

2.S0 HA 

1.65 1.100 

0.25 NA 

0.20 842 

0.10 NA 

0.05 830 

0.03 830 

0.03 976 

16.40 
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sufficient fleibility to permit use of water tIrm either sources or 
both siuultanmoulyp at different seasons consistent with minimizing 
treatment 	costs. 

1. othe ytii * FAnT wUil use natural Su to produce stem. 

1'. Ote a *iitoTher are two other factories within 
two vileii-f-W proposed Mto- Asugar ill ad a cotton gining and oil 
processing mill. There is same Light industr in Sadiqabad five miles awav. 

4, PhiaL Ametas
 

At 1g"We* The area is virtually flat, with a slope of about one 
foc pe~ile towrdthe southest. InTh plant ite is at un elevation 
of fetaboeg ma sea Level. The soils have been formed almost en. 

tirely trin relatively banogeneou~s alluvium deposited by the ZAdis Itiver 
system. Since the depth of pound water is 10 to U feet# there is o 
surfacq evidence of water logiN salinity.. 

L3. h if There ane a Nuer of scattered villags in the 
vtcint ofthe plant with poplations of less tha ome thosad people
each. Sadipsbad, the MAbsilhedquatmls had a population of 37#22 
acording 	to 1.972 census 

C. CIUW* - Use teperature varies from a mean monthly minismi of 
* 	 ~ hodspeiiSfihi-~e4het in Jammiy to a mean monthly maxima of 1.10 degrees 

fahnheit in June. The median anmal rainfall is 1.93 inches. The 
e Wprton rate has been, cusaratively estimaed to be abcut five feet 

yerby a cnuLtin firm that prepared as feasibility reotfor a 
salinty conro and reclamation projet in the ame (sar 6). 
a M 

A. ttfluent Standards - Although ther are presetly no statoa 
reption to Pakistatfo ndstria effluets,#the Puaob Provinocial 

GovamentwillprobblY nat leisjlaftion in ISM~ establishin a pollution 
0on0ro thority. Mfluant standards wil be based inally at est,# 
o thos PMeeIUOg in *"I"e and the ited States. sohe plaM twl be 
dstood; in aonewith fopeax wa go$, standards In respect to 

so 40"lpi ous. U til 0e6eand gSeN"us )bftlezs be" on nose 
'polluin dthar5 Dsicu PA cotrol dvies -within the Plant wil 

U..stn"ds 	 wLl6019lY With EuOMPan and ,1 ~ t n first au dpiet
be o srtGotl lae throu %Me Plant Ar as a safety measure in 

eas of an accidental dupag. prorm prescrbed byaae ?rnin 
the coatL willilue tainin Is industria hygine and safety for 
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key parsistni. as WeLL as specialist tochnicians to be cupLoyod by
the company for these inspection and eiitorouent activities. European
and American standards require explosion proof electric motors in the 

paT.eol a matera fa the prjc Isntrlgs The minute
 
5oiuflts of sulfur in the gCu will be reoeasete elemental sulfur
 
oroas ametallcsul~fide, both of which havecmercal value and will. 
prsably 7bo 'soldto-umwfacturia -fix -VitT 
urea dust from the priLling tower ewl be recovered not only for en-
viroament.J. considerations, but because it is a valuable recoverable 

. 

substance. 

a. Waste Characteristics m.2he sources of waste waters wMl bet

Water tr a t plant offluent: Slowdown from cooling towers# boiler

and ocup soars; process condensate; spills and leaks; and doestic
 
sewage from Use housing' colony. 'These wastes contain amonia, urea,
metals such as chromium and zinc, oil and suspendast solids of various
types. Amotia.and urea dust from the prilling tower are potential
sources of air pollution. 

C, " Waste Treatment - ?FL plas to discharge all of the L17quid
wastes to ane;on o on6the site. conditions at the site 
are ideaL, or this ionepesive method of disposal: Maifal is less than 
two inches per year. The evaporation rate to at teast 60 inches per
year', and the pround water is saline and unfit for human coumption oragricultural use. One analysis by an engineering fim retained by Tauji
shown that the gound water at the plant site at adepth of20 feet
octaines L98O0 PPM of total dissolved solids. On the other hand, a uap
io the feasibility report for scarp 6 shows tsogran lines for total
dissolved solids at depths to which test wells arn noimally driLetd (LX feet 
or more). The Line tor 10.000 PPE of dissolved solids passes through the
plant site. Assuming pond losses of six feet per year (fiv feet evapa
ration and one toot seepage), a pond of LWO acrs iladuate).y dispose
of a fliow of too cusecs of wastes. This method of disposal haUs been usedeffectively at the 3350 plant at bashaxki where simiar conditions ext.t
At the 131 plant, which Is about one-third the size of the proposed

aji.Agrico plant, less than one fourth of the installed 100 acre
evaporation pond is actuAWl used. 

During the cnx decade the Goveriment of Pakistan plaus to completesoaup 6, the saline zone of which includes the plat site. The conIslants 
propose, reclaiin lan in the saline sone by installing Large tuboews
and puOmin out saline water into drainage, channels leading to evaporationponds i Lthe desert are south and east, of ladiqaba. When these drainagechannels awe completed, FAIL wiLL, be able to discharge Its wastes into themand reclaim the evaporation po:d for other uses, including plant expansion if
that proves feasibLe. 

According toa the operation xmgr at the C35 plant, the amnia and urea Losses to the atmosphere have not crated any nuisance, odor probLem orhealth hazard in this sparsely-settLed area. 11ecause they represent pro
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duction, and therefore financial, losses; however# several plasnt modi. 
ficationa have been madj to reduce them to a mi~nimum, 

4. socloeCultural factors. 

* 

* 

$ 

* 

T---he plant-will-employ directly aout 200 -persons. The- company -.will provide housing, LM Zducational facilities for about 500 to 600 or thf) ktty 
technical, maintenance and oprational. personnel. Moat of the rest or~ the 
eusptoyees will com from, and live ian, the town ot Sadiqabad and comte
five miles to work. With a population la00, Sadiqabad should be able to
absorb any new inhabitants without too much disruption or overburdening of
its facilities. Inaddition to those directly employ"4 by the plant,
hundreds of of others inthe counity will provide goods and services to 
the plant and its employees. Thus the economy of the, area. should improve. 

Mbi elt mt FAIL will provide occupational health safe
guards ad ots safety recautions for its worker and for local inhabitants,
equivalent to those provided insimilar plants inthe United States and
Europe: Itwill provide health car for'its workers and their families. 

6. Discussion 

* 

* 

* 

A. The adverse enviromental.effects of the project that cannot be
avoided are Limited to the displacement of a few hundred people and the
loss of less than one, thousand acrs of irrigated agricultural land, 

B. Although there will be noise said dust during construction# this
short term use of the environmnt should present no serious problems in 
this thinly populated area. Thus environmental degradation during the
construction period will be minimal. 

C. The disposal of wastes to an evaporation pond without treatment
is both sound technically and economical, and should have no adverse effect 
on the environment. The seepage into the gound of one foot of waste water 
per year:1wil.ct deprade and aquifer that is already highly salin. When
the drainage channels of the proposed scoup 6 are compLeted, FrAL will be able 
to dispose of its wastes througbithese,channels to evaporation ponds in
the desert and to reclaim its pon area, for other uses. 

7. ALternatives to the Pracot: Pakistan intends to use its resources
0i natural gas to beem seLProsuffiont in nitrogenous fertilizer. To
achieve this goal this plant, or one simiLar to it, wiLl have to be buil.. 
Since the gas to Mari FieLd hs been roomaed for fertilizer produco.On, theonly alternative would be to locate the plant closer to the field. WhiLe
such an aLternativ, would reduce the costof the gCs pipeLine, there are 
distinct sociocoultural advantages~ to having the plat within cornunting
distance of a town Like 8adbad, which has much more to otfer inthe
for. of a labor force, markets, educational and medical, facilities than the
isolated villages near the gas ftil. 
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FAUJI FOUNDATION 

Origin 

1. The Fauji Foundationformerly 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 

Z. 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 
dis:retion of the Committee of Administration 
(the supreme governing body) and 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. 

c. 	 no cash grants are made to individuals. 

d. 	 the objects of the endowments do not extend
 
beyond the four provinces of Pakistan and
 
the centrally adminxs~ered Tribal Areas.
 

3. The main welfare fields of endeavour are medical 
facilities foi ex-servicemen and their families, and 
education stipends for ex-servicemen and their children. 

Or ga niz. ti on 

4. The Foundation is controlled by a Committee of 
Administration (stiprerne governing body) consisting of the 
following:

a. 	 Secretary Ministry of Defence - Chairman 
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b. 	 Four Principal Staff Officers 
of GHO Pakistan Army (of 
General rank). Members 

c. 	 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 Accounts 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 ali 

the powers of the Commnittee cf 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 

c. 	 Industries Director - Member 

d. 	 Financial Director o Member 

a. 	 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 times 

dictated by expanding industrial and welfare actvities the Board 

has been reorganized on a number of occassions - the -,urrent 

composition of the Board reconstituted in March 1975 ts as 
undor:

a. 	 Secretary Ministry of Defence - Chairman 

b. 	 Managing Director 
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c.. 	 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 separateown 
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 Managerner. 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 s:'ze and stature 
as listed in the chronological order of the projects being set 
up: -

Industrial Projects (Sole proprietary rights) 

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

b. 	 Fauji Cereals (Manufacturers of 
breakfast foods) 
 -	 1954 

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

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

e. 	Lyallpur Cotton Mills, Lyallpur 
(50, 000 Spindles, 1,000 Looms) - 197Z 
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f. 	 Modern Sugar Mills Sangla (Punjab) 
(1, 500 Tons daily crushing capacity) - 1972 

g. 	 Foundation Gas (Marketing Company 
for distribution of Liquified Petroleum 
Gas) - 1972 

h. 	 Fauji Cotton Mills, Hasan Abdal (Punjab) 
(25, 000 Spindles) - 1974 

j. 	 Controlling interest in Khyber 
Tobacco Company Limited Mardan 1960 
(33% share) 

k. 	 Being set up 

(1) 	 Fauji Cotton Mills Mianwali 1975/76 
(25, 000 Spindles) 
Land has been acquired and 
machineries are on order.. 

(2) 	Fertilizer Project 

Welfare Projects 

I. 	 Fauji Foundation Medical Centre 1960 
(Hospital of 300 Beds and a 
modern Limb Fitting Centre) 

m. 	 Fauji Foundation Hospital Kallar 1975 
Kahar (Punjab) 
(50 Beds)
 

n. 	 Fauji Foundation Hospital Lachi 1975 
(NW P) 
(50 Beds) 

o. 	 Fauji Foundation Hospital Lawa 
(Punjab) - under construction 1976 
(50 	Beds) 

1976 
(Punjab - 50 Beds) 

p. 	 Fauji Foundation Hospital Basal 
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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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-	 DIRECTORS FAU.TE T'ONDA ['ION 

: 	 aj Gen (Retd) Mohammad Nawaz Malik 

: 	 Managing Director 

: 	 a. B.A. (Punjab University)
b. 	 Graduate Padstan Army Staff College 
c. 	 Graduate of Joint Services Staff College U.K. 

: 	 30 years experience in Command and Staff appoint
ments in the Pakistan 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 Safdar Beg 

: 	 Industries Director 

: 	 a. B. A. (Punjab University) 
b. 	 Gracuate Pakistan Army Staff Colleye 

: 	 20 years experience in command and staff appoint
ments including two tenures of commad sf an
Infantry Battalion and Grade I Staff Officer at 
General Headquarters, Pak stan Army. 

: a. 	 Joined as Adminztrative Officer Pozt 7ar 
Services Reconstruction Fundz (v, Faujl
Foundation in Sep. 1961). 

b. 	 Promoted Controller o. Induztrial Projectz
 
Fauji Foundation in April 1963.
 

c. 	 Promoted Production Director in Set:. :163. 
d. 	 Promoted Industries Director Septer--er ".7".
 
e. 	 Has performed duties of No. 2 to ManacingDirector ,aul, Foundaton -1nc A,..-C In 

addition to beni,drectly r.te
running and performance of all Industrial Projectv. 
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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 1975. 

3. Name : Mr. ML Y. Pasha 

Designation : Financial Director 

Academic QualZlcations : a. 
b. 
c. 

B.A. (Punjab University) 
Registered Accountant (Paldstan) 
ACA (Institute of Chartered Accountants 
in England & Wales). 

Service Experience 

Business Experience : a. 

b. 
Joined as Financial Controller January 1962. 

Promoted Financial Director in December 71. 

4. Name : Brig (Retd) Ghulam Fussain 

Designation : Welfare Director 

Academic Qualifications a. 
b. 

c. 

B.A. (Punjab University) 
Graduate from U. K. Army Staff College, 
Camberley 
Graduate from School of Artillery, Fort Sill, 
Oklahoma. 

Service Experience 28 years service in varied command and staff 
appointments including Instructor St. CUe7e, 
Military Attachee in Moscow, command of Artillery 
and Infantry Brigades. 

Business Experience : Director Welfare since August 1972. 

5. Name : Brig (Retd) Mohammad Alzal Khan 

Designation : Director (Coord. &Planning) 
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Academic Qualifications : 	 a. B.A. (Muslim University Aliqarh) 
b. 	 Graduate Pakistan Army Staff College. 
c. Graduate Command and Staff Collcjc, Fort 

Leavenworth. 

Service Experience : 	 28 years service in the Army in various command and 
Staff appointments including Senior Staff Officer 
at CENTO EQ. and command of L-fantry Brigade. 

Business Experience : a. 	 Deputy General Manager Sugar M1.1, 
November 70 - June 71. 

b. General Manager Sugar 	Mill, June 71 - June 72. 
c. 	 General Manager (Sugar Projects at Head Office) 

June 72 - April 73). 
d. Promoted Director (Sugar) 	April 73 - April 75. 
e. 	 Promoted as Director (Coordination & Planning) 

to the Central Board of Directors. 

Name : 	 Brig (Retd) M. Hamid Hussa.in 

Designation : 	 Director (Te:tiles) 

Academic Qualifications : 	 a. Graduate of Pakistan Army -3aif Colleqe.
b. 	 Graduatc Command and Staff College, Fort 

L'_avenw.orth. 
c. 	 Graduate of the Army War College, Pakistan. 

Service Experience : 28 years serice in Comman.d d Staf appoLntments 
includlng: eputy Comm'ada.-.t Staff Co",e -e, Cor ,and, 
of three Inlantry Brig des and Vice C'Jef of General 
Sta , General Headquarters. 

Business Experience : a. General Manaqer Tt.Axtz. "s- % - -. . 
b. Resident Reprosentativ ?2, '-1 

March 73 - Docember 74. 
c. Director () " 74 -

d. Prornoted %asDir,ctr (..', ) n , Centrol 
Board )f Dr,!ctors, Apr.1 7-. 

http:Hussa.in
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7. 'Name : Col (Retd) Fazal Dad ahii 

Designation : Director (Sugar) 

Academic Qualfications : B.A. Muslim University Aligarh 

Service Experience : 26 years service in the Army in Command and 
Staff appointments and vast experience of procure
ment of non warlike stores fro;n the Defence 
Services. 

Business Experience a. Sales Manager, 
June 71. 

Sugar Mills, February 71 -

b. Deputy General Manager Sugar !.lL, 
December 71. 

June 71 -

c. 
d. 

General Manager, Sugar MIlI, Jan. 72 - Tune 73. 
Chief Procurement Manager Head OtVce, 
June 73 - March 75. 

e. Promoted Director Centran Board of Directors 
as Director Sugar Projects, April 75. 
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xV=' INC)OME 

MM (T) 20oo 10O0o0 100.00 100.00 100.00 

nx (5) 5.83 7.50 7.50 7.50 7.50 

- - 20.00 30.00 40.00 

FV 6.54 4.00 4.00 4.00 4.00 
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461.98 141.56 306.56 416.56 436.56 

See ae 154for pro39t name 
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Fauji Sugar Mill (Tondo)
Fauji Sugar Mill (Farm) 
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Fauji CereaLs 
Fauji!Sugmr Mill (,,hooki) 
Lyailpur Cotton Mill 
FauJ i as 
Modern Sugar MiLl 
.auji Cotton MiLIs ({aszanabad) 
FauJi Cotton Ml. (Mianwe.i) 

National Lnvestment .rust 
KhIOyber Tobbacco Company 
Pakistan Tobbacco Co~pany 
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F've-leer -otfit 

Revenues 
Fertilizer 

Agrico Chemical Company 
Energy 
Willims Pipe Line Company 

IUilliama- International Group 

UiLli=s Energy Company 


Total Energy 
Other Operations
 

Edgcomb Steel Company 

Mai chandising 


Total Other Operatiors 

The Resource Sciences Ccrp. (Sold ia 1971) 

TOTAL REVENUE~S 

OperatinK Earn,!ngs 
Fertil±.er 
Agrico Che=m.CA1 Company 


Energy 
William Pipe LLUe Company 
'411li-s Internaclonal Group 
Filla.nz Energy Company 

4ocal Energy 
Other Operations
 

Edgcomb 	Steol ompany 

Merchandis ink 
Investing 
Total Other Operations 


The Rasource ScLences Corp. (Sold in 1971) 
TOTU.A OIPERLATU;G EAR G. 

Interest Expense 
Other Lrco-- and (txpnse)- et 

Incons rfrtCon Operations beforeCnuL 
Incoce Taxes and Erxraordinary Items 


Provisions !or Incoms Taes 

i:ico. rnom co: :(:Nc onRATIOmS ur£Owz 
r.X.-7A0RDRI:UDY 1,M 

Licom (Wits) froz Discontinued Operation 

:rscora e.ore Utxraordtnary Iters 
Exraordinsry Item s 


'r-

COMPANM 

Center Earnings 

1974 1273 

$461.8 $312.0 


68.6 	 64.1 

53.5 	 57.7 

128.6 78,9 
25.7 	 200,7 


169.2 L33.7 

111,7 97,7 

280,9 	 231,4 

w " 


1993,4 $77".1 

1129.9 $ 37,5 


31.8 	 30.1 

4.8 	 4.0 

10,9 9,2 

47.5 	 43,3 


22.1 12.5 
9.6 	 7.7 


._..,) 14, 
3 3 
" 

215.0 	 12..4 

(27.0) 	 (33.5) 

( ) .5) 


186.5 	 82.8 

06.) ))t,7 


100.0 	 49.1 
(4,4) .. (!M7) 

95.6 	 48.4 

-

972 

$25. 


61.3 

82.1 

46,9 

190,3 


100.7 

81,5 

182,2 


-
JI77,9 

5 17.7 


29.0 

12.0 

6.7 


47,7 


7.8 

6.5 


10,9 

2. 
" 


90.6 

(33.0) 


1971 

L10.5 


57.3 

72.7 

41,4 

171,4 


86.4 

61.7 


148.1 

42,4 


7412.4 

S 3.7,
 

27.1 

10.7 

6,4
 
.2 


6.8 

4.2 


.9,1} 

20J 


1.5 
69.7 

(24.7) 


j)(._.L) ...... . 

55.7 	 43.5 

j*.
 

36.4 	 28.6 

.- z'5
 

35.0 	 29.8 25.9
 
-I'll
 

-

.2 

S..... 

57.6
 
40.5
 

-

98,.)
 

78..
 
-

78.1
 
5910
 

S235.2 

27.4
 
8.9
 

.3
 

7.3
 
-
1,6
 
1 9
 
(,7)
 

54.5
 
(15.5)
 
(1S)
 

37.2
 

25.4
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ANNEX l5 
AID-DLC/P-2114
UNCLASSIFIED
 

CMSOLMAM BALA= M=T AS AT 30 I.4M 

VtesaS= 1974 1973
 

CUM~ ASSM2
 

Cash and bank balances. 4,431 ,550 5,972,455 
Looimta receivable less all, mos 

for doubtful accoun PS-775,390
( 19n -.904,260) 30,032,075 16,873,127 

lw'mntories 2 114,803,761 76,254,438 
AdV4mUCs, deposits and prepaymntg 

loan allowaoce for doubtful 
advance. h.200,O00 (193: Nil1) 33,927,632 31,090,550 

1831195,018 130,190,570
 
TIME =POSIT 3 117T,92,204 82,482,223 
LMG-MRX IDj7STMIS at cost 4 5,728,786 5,728,758 
PRCFEMM PLA.T AND E;U'lpIT
 

Oprating fixed assets at cost less , ,
, 
Llowanoe for d~ereciation 5 229,797,873:

I '231,388,472I I 

Capit&l work in pro-,rea at cost 41,252,661 3,765,301 
271,050,534 235,173,773
 

~m ?'CSC= PR0JZCI 1,037,972 957,94.7 

Rupees 578,874,5T6 454,533,301 
LZ-f FImmm V3~2
 -ZI _D .....
 

Shm-t-term debt 6 104,914,927 23,074,C S 
Cuxto-.s' sec"rIty deposits 4,081,228 
L-on-ter= c.a ;yeh -,..in one 'ear 7 16,212,163 18,030,569 
Accountsi -pAyablo and acrud 

liabilities 40,596,957 47,661,0e3 

Si65,805295 88,965o718
 

S4"s 7 102,692,102 105,791,947 
Do10,9d on89d7rat,751 2,013,718
rEmplcr.,,,, f=dsI,9', 5u,243 30,535,7188,987o751 
Provi.mio for re.",-nt gratty : 7, 50,94 5,054,510 

148,7e.2,007 150,372,925 
YOUUTICMI3 ~Z ?8 264,2r-7,2 215,194',657 

Rupee@ 578,C 4,.16 454,53,301 

accounts bembO6e aho,.d reI LA oofutj.cton with t .* &=eoed Motd.. 

:L.- ci or ., Dim ,r€or -, 



FAUJI PFO TION " PnA STuJi 

N079S TO THE CONSOLIDAD FI IAMIAL STA=!_ ...,.
 
POR TE .R ED 30 SE?=%R 1974
 

4 

1. AcOti;ng policies 

Summarised below are the significant acoting policies. 

Bas,- of csolidato 

The consolidated financial statements include the L"o-*m.s of tbe 
Foundation and its projects. 

Inmntories 

Inventories are stated at the lower of cost and net realisable value. 
Cort of stores a=! raw materials has been determined principally by 
average cost method and that of finiahed goods and work in process
principally by 'first-in, first-out' mthod. 

Proper7ty, plant and equipment and depr iation 

Pixed asneta, including nignificant renewals and &!itt.ansl, arn 
carried at cost. Expenses Lncu-red prior to co--e rciaa -r:ductic axe 
Capitalised. When retired or othorvi:e disposed of, the ::s. and 
related depreciAtion are cleared from the respective exccou.ts and the 
net difference, less any amounts realised on disposal, is reflected in 
earzum~s. 

Depreciation, with mL,or exceptions, is calcula-.ed by .he straiaht
line zmithod at rates based on estimated useful lives of the assets. 
No daeprciation in proviucd on land. 

.aintenaznce ad repairs, imcluding minor alterations azd i_- r t , 
are charged to Inccme au incurred. 

Expenditure cn proponed ;rojecte 

Expenditure on ;proposed projects is carried forward and included i.
the coat of Med assets if the project Is set up but it the r oposed
project Ia abandcned, such expeAditue is written off i .:he year in 
whi.ch the docisi.n to abandon is taken. 

Staff gratuities 

E:ployues who from service entitled rN,tir are to (ratuty
doer--.ned by reference to the current basic rate of pay, le-_th of

service and the the Up
oond±Ucna under which retreent occ-.rs. to 
laat year a pa.al prvioa for Cratuity had been :Ade but by and
large It was beir erpoensed in the year of paryent. The accc%-.s -.mer 
review -Incl"da upto date Koviancn for Cratulty applicrte o ea . 
project. This provialon has gonerly been made Ln accornce wm* 1h 

oFundAtion RP..rqeon% Gr'atuity 2bei Rules. 

14 
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FA=LTI OUNDATION 0.ST PAKISTAIT 

CONSOMZDA STAM'IT OF hICOM FOR TI Y-LR E.NM D 30 S 'RZ!'R 1974 

sales 


Less: Cort of sales 


Gross profit 


Other income 


Admiistration and salling expenses 

Finaccial amd other expenses. 

Workers profit participation fund 

IAuD: Welfare expensem 

Resrve for welfars expenses 

Expendituxe written off 

Surplus on 30 Sepiember 1973 

Prior yu-u' adjuwnmen-t (net) 

Notes 1974 1973 

9 479,412,541 310,558,431 

399,661,355 245,758,331 

10 79,751,186 63,800,100 

11 10,283,873 9,998,820 

90,035,059 73,798,920 

18,193,297 11,423,374 ' 

18,812,098 11,363,689 

2,660,075 2,378,777 

39,665,470 25,165,40 

50,369,589 48,633,080 

7,720,559 5,701,514 

:15,000,000 15,000,000 

* 2,493,512 

22,720,559 23,195,026 

27,6.9,0,0 25,438,054 

45,601,603 15,616,439 

3,064,114 49,547,110 

Rupees 76,314,747 45,601,603 

ibae acoonrto sbould, be read In conjunictin with the cr-.exod notes. 

Lt Col (Rotd) ft,. Ien. (etd)
Mohajsd iafdr eg Xoh Auo Yusuf P1ah NawatDohwa4Itallik 

Direcror Xr ctor Director 



Tranlation of foreign currencjes
 

The forein clat 
 encies are converted intoexchange ruling rupees at the rates ofon tho balance sheet data and thehavu net conversion djffi,'.fgonarsmlJ been tranaferred to the Exchange Oqualisation reserve. 

2. Inventor.su (Note 1) 

1974 
 1973
 
IUwentr'ieo 
 are compoaed of the followingi
 

Storeo and spares 
 31,569,122 
 19,868,756

Raw material-, 


18,023,833 
 8,42875

Work in pocesn and finished. goods 65,210,806 
 48,342,807
 

Rupees 114,803,761 76,254,438 

3. Time deposit.
 

Depo-i*tu totnlljn h.2,000,000
(1973: Rs-.9,500,000) are pledged

with the bank- to oecu.-e credit 
facilities =ado available by them.
 

4. Lo-term invovitenta - at coot
 

Long-term invautme o 
 cc:o-'s43 of the
 
fol-,oting:
 

Quoted (a:rkat va:ue R.6,550,648
 
1973: h.7,003,85o) 
 4,659,328 4,659,328

Unquote d 
1,069,460 Ij069,460 

Rupees 5,728,788 5,728,788 
5. Oeratng anentafixed (Note i)
 

Operating fized 
Ausete cc~pris
the following: 

Land "ncad.mg da'velopmtr~zlxpenoo, 10,740,032 I0,695,980
fuii.ding. 


"69,038,995 
 66,370,858

Pla t, = clinory and tools 
 228,475,15 
 212,153,735 
Motor vvhicle., t"-.ziture end

Oixture 
10,64c,19 3,413,707 

318,894,453 97,62 ,60Loons: Acc=O~.tedc dapreciation 89,095or_____ 

Rupe. :29,797,873 
 231 , 3e8,472 
mmwtm OWN afft fpq- SO 

http:Inventor.su


194 73. 
1T 7

6. Shot-tom' debt 

Short-,term dobt comsi2t of the
 
following:
 

Bank overdrafta secured by pledge

of time deposits and hypothecation 
of alc-ks, stores and. spares 97,455,774 16,877,236 

Short-term loans 7,459,153 6,196,830
 
Rupees 104,914,927 23,074,066
 

7. Long-term loans 

Long-te- loar. a"e comprised oft 

Secured loans 100,848,078 101,158,520 
Unsecured dabenturea 3,581,281 4,999,071
 

Unsecured loans 14,474,926 17,664,925
 

118,904,285 123,822,516
 

Loss: Amounts payable within 
one year 16,212,183 18,030,569 

Rupees 102,692,102 105,791,947 

Secured Ic-&nz 

Theos Can fvt foans'fr= PaOkixtan :ndut.-.el Cred.t and T-nvestment 
Corporac.n Ltd. and banks in fc.-eign c-ar-enciea equivalent to 

.90,848,078 (1973: P.1O1,087,2e.) and from National Davelont P-:=ce 
Co.poraticn in local c-=rr-ency l. 10,000,000 which are secured principally 
by a mortgage firs charge on fixed a seta and a floating charge onor : 
other acues of the .opective projects for whicn the loazs have been 
utilisod. :oann infor ign currencies are -vp-pyabla In termns of foreign 
currencian converted Lnto r-pees at the ratea of exchange rul-in on the 
duo dAten of repay~ont. lnt .- ont in payable half-ycarly at autal rates 
rang,.nr ..cm 7 to 9 par cant on foreign currency loans and 3 per cent 
above b-nk rate cn ,ca2l currency loan. The loans are payable Ln half
yearly intaJt ent. over varying periods up to 1988. 

Unoecurad dajbsntuen , 

S.e debentures, which carry In't.ereat at a rate I pr cent per annum 
above tho bank rate, have been invued in favour of Collector of Cusrtom, 
Govarrnmnt of PakAra.n, to cov;er the deferred eiewnt of customs duty And 
Alee ta x cn :iportad pla t and machinary. Rodenption of dbentures 
Nmtsring, trach connau-.-wnt in being maa .'n oLx equal haf-ysry Latal

cnto bAiv-.--nn from the end of the thirtieth month of the resspective 
dAtea of iport. 

6 
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Unsecured lans 

These loans are from AM 
 Welfare and Rehabilitation Directoratea bank and bear interest at annual rates 	
and 

ranging from 6 to 	9 per oent.Repayments amounting to Rs.474,926 am due in 1975, Rs.12,500,000 in 1977and 	Rs.1,500,OO in 1978. 

8. 	 ])=dation' investment
 

This compriaes of: 
 1974 1973 

Funds -.t the commenoement of Trust 18,232,075 18,232,075 
Reaorvw, and 	surplu_ 

I I 

Capital reserve 	 1,835,069 1,835,069 
Exchange equalisatio= reserve 13,840,083 o0,460,670 
Reserve for welfare exrense 15,000,0 0 ; 15,Oo0O 
Genera.l -reserve 139,065,240 124,065,240 
Surplus 
 76,314,747: 45,601,603 

246,055,139 196,962,582 

Rupees 264,287,214 215,194,657 

Reserve of Pts-.15,OOO,000 for welfare
 
expenses on 30 September 1973 has been
 
trazeforred to the genorel 
 reserve 
during the year.
 

9. 	 Salo 

induntry-wino break down of 	eale. is ao 	fol!lowu: 

SugLr 
 321,038,204 129,282,717
 
extile 
 153,254,194 178,073,281
 

Others 
 5,120,143 3,202,433
 

Rupees 479,412,541 310,t558,431 

The Toxtile ales igure i net of export
Balling oxpon.ou of 4,5,596,211 (1973:".6,262,O33).
 

10. 	 Gr s profli 
Izd.-**ry-wino br ,k down of gross


profit i ..a follows:
 
;Ug.r 62,688,927 27,145,849
Taxtila 
 15,272,131 35,t87,607O1ho 1,790,128 1,166,644 

Rupwee 79,751,16 joolc 

http:oxpon.ou


i,. 	 Other inoome
 

Other income include, the followingt
 

1974 1973
 

Income from investments Rupees 219,107 466,680
 
Interest on bank deposit. 4,742,575 4,535,100
 

12. 	 Capital commitment 

Commitment for capital ezpenditure as on 30 September 19T74 amoumted 
to appraimataely Rs.45,OOO,OO0. 

13. 	 Contingent; liability 

Arising in respect of claims and guarantees given amoumt to 
appraxi=tely Rs 14,0000C0. 

14. 	 Comparative figures 

Previoun year's fig re., where necessary, have been rearzread for 

purposes of comparison. 

Lt Cal 	 (Rotd) .MAJ Gen 	 (Rotd)..Xchamad Zafda.r Be Mobama4. Tusuf Pasha Mham.ad Naus NLUk 
Director D1'otor- Director 



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 

COMPALY, a company duly incorporated under the laws of the 

State of Delaware, 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 "Government"), as a part of its national agricultural " 

and industrial development policy, desires to encourage the 

entablishment and operation of a fertilizer plant in Pakistani 

and 

WHEREAS, Fauji and Agrico have received a sanctior latter 

dated April 9, 1975, as supplemented by letters dated May 6, 
C

1975 and May 14, 1975, all as set forth in Exhibit "6", hereinafter
 

collectively reforrd to as "thn sanction letter3") from tho 

Ministry of Indu:itriin of the Govrnr.t which authori:ze 

rauji and Agrico to mstablish rai optrata an an-onia and 



urea fertilizer plant and to conduct all markating activi

ties related to the products manufactured and certain other
 

("Project"); and
fertilizer products in Pakistan 

WHEREAS, Fauji and Agrico (hereinaftar referred to 

are desirous of establishingcollectively as "the parties") 

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 

Governr ent, as set forth in the sanction letters (copies of 

.6").
which are attached hereto as Exhibit 


NOW, THEREFORE,- THIS AGREEMENT WITNESSES, and it is 

hereby agreed and declared by and between the parties hereto 

an follows: 



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 achieve substantially complete Pakistani staffing
 

for the management and operation of the Project at the
 

earliest possible 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.
 

-3



ARTICLE II : THE PROJECT
 

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

shall refer to the following undertakings:
 

(a) 	The planning, financing, construction and operation 

of a fertilizer plant capable of producing 1,000 

metric tons of anmonia and 1,725 metric tons of 

urea per stream day, using ntural gas from the 

Mari fields in Pal.istan as feedstock; and 

(b) 	The acquisition of all land, buildings, equipment, 

machinery (including spare parts), raw materials 

and supplies facilities and related off-sites in

cidental to the construction and operation of the 

manufacturing facilities referred to above, which 

shall be situated at the village of Goth Machhi,
 

Tahail Sadiqabad, District Rahimyar Kthan in the 

Province of t-he Punjab in Pakistan ("Project Site');
 

and
 

(C) The establishment and maintenance of the necessary 

housing, transportation (including natural gas and
 

water pipelines), communication and manngament
 

facilities to implet. ent the Projoct; and 

d) 	The establishment of all marketing facilities at 

the Projoct Sitc or elsewhere in Pakistan for the 

salo of the manufactured product and to implement 

other ma&kkting objectives or the Company. 

w4w
 



2.02 Whenever the term "commencement of commercial operationa'
 

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 denonstrated
 

the ability to pass mechanical acceptance tests.
 



ARTICLE III : FORMATION OF COMPANY
 

3.01 Subject to the conditions set forth in this Agreement,
 

the parties shall take all action necessary to establish a 

public limited liability company organized pursuant to 

Pakistani law for the purpose of giving effect to their 

respective degree 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 incorporated herein and made an integral part hereof. 

The Company shall have an initial authorized capital of 

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

=4W
 



ARTICLE IV : PROJECT COST: FINANCE PLAN
 

4.01 The cost estimate for the Project provides for a total
 

expenditure equivalent to U.S. $240,000,000, or Pakistan
 

Rupees 2,376,000,000, at the current exchange rate of the
 

U.S. dollar to the Pakistan Rupee (U.S. $1 - 9.9 Pakistan
 

Rupees). Of t.he above sum, the equivalent of U.S. $155,000,000
 

is to be financed in foreign currencies, and the equivalent
 

of U.S. $05,000,000 is to be financed in Pakistan Rupees,
 

all as set forth in Articles V and V:.
 

4.02 The anounts cf euity invesu.rntL and loan financing 

required for the Project, and the tr.z-.. and conditions and 

t-i.ing cf expt-nditur0e related thereto, a-.hg:rnattr set 

forth or ar ot erw.4i- .=u-tually n(;rd a.ong the investors 

and londorn of tho Projec.ct. shall hcrtaftor be rOferred to 

as "th Financnc; Plan." 

4.02 All inv.torn and lenderi --hall agro upon tho Y'inancing 

14n prior to t~he nubncription of Any share- of the Ccrpany, 

ot hr~r tha. th" av~Jn lo~'.~d in v-ct 10:1 . 02 (C ) 

h- re '., and, :iot:'tII~.~x~of t:~1.0 et: 

6.01 htrf0in ToIat: .et At t c:i 

V0tr. rI(ht7.
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ARTICLE V : EQUITY PARTICIPATION
 

5.01 (a) Based on the estimated cost of the Project, the
 

anticipated total equity participation in the share capital
 

of the Company shall be as follows:
 

(Expressed in Millions of U.S. dollars)
 

SOURCE
 

EQUITY Local Foreign 
Currency Currency Total ._ _ 

Fau i Foundation 22.00 22.00 30.6 

Agrico - 22.00 22.00 30.6 

Intern.ticnd! Finance - 8.00 8.00 11.0 
Corpor.ition ("IFCW) 

Foreicin p.rticipintz to - 5.00 5.00 7.0 
bt arranged
 

Pak~ist.n V-:blic through 15.00 - 15.00 20.8 

davelopmont and f-.an

ci ... tion or 
corporat'-onu 

TO37.00 35.00 72.00 100.00
 

(b) The -hA.-CM of ."140 CcpAy Lh. be ddnC--:.4t,d And 

n to 

...a!-... un 

issedP~i-t~nP%;ina aq4,.v3rc~t th~ rtpctive U.5. 

dolll..r =..... , .:=-. tr-m ,[ml of K..auc or "z 71,-

Jvjr Ly Ctj2.0.y bt to 00 o thares 

rov~aiors hfv.o,)v Ac t 4y bha !,a~ts4ry. i rti 

seen
 



in the respective share subscriptions and voting rights of
 

Fauji and Agrico at all times.
 

5.02 Fauji and Agrico agree that:
 

(a) Prior to the incorporation of the Company, but in
 

no event later than six (6) months from the effective date
 

of thin Agreement, Fauji and Agricc may each incur expenditures
 

up to U.S. $300,000 of their funds to expedite the Linplementation
 

of the Project based upon a mutually agreed preliminary budget.
 

Said expendItures shall be reimbursed by the Comp:ny subsequent
 

to its incorporation.
 

(b) They wi1 Idvise the Goverr._-.ent of the -;ub.cription 

obigation, incu i: g a :ii::g 5c~ud ,, f or tht Pakistan 

Rupee ,:vof U.S. 5,00,OO -Intquity to be contributed 

by t.t' t..i:.tnn b~ic t-rcu; h qover:w.ent indutria! detvelcp.int 

Initt -oortions
And c .tiont: or and Obtain fir

. r r,n .- Oro~accept1blo to thc r horato 

~ :en:tior sai euit c~ty.b 

G.a
 

C c. t 'JC~ ....... ,"n"'-:tw : "t "' t: t
p t . .....e 

of t!'.0 : GA. P:u'r M:an., cnt, 

.~uths tuc y't, A.~~r;c Arwot 

4 6*AT ** 
oi* o 

9 .,,. aa th a i 



(In U.S. Dollars)
 

Fauji $ 306,000
 

Agrico 306,000
 

zFC 110,000
 

Other foreign investors 70,000
 

Pakistan investors 208,000
 

TOTAL: $ 1,000,000
 

Notwithstanding the above, the obligation of Fauji and Agrico 

to subscribe tnoir respective proportionate sha-res mentioned 

above shall not be contingent upon the iubscription by the 

other investors of their respective pronortions. 

(d) If IFC agrees to contribute to the Company's equity,
 

it shall nign the Shareholder's Agre~ent in the form of 

Exh-lbit C hereof as a co-signatory, prior to the investmont
 

of iti ,hari is aforasaid, provided that if TFC does not sign 

-aid Sharo.holdorz Agroenent, the max.* shall remain in full 

force and e.ffct botweon the parties hereto. 

( ) Aft.:. ,I! of the above parties have subcr-cd to 

and :. ror in a total u= equal U.S. 41,000,000, 

nt,_pr%n i "e t hat I wn *tcr h A1t e raAf t c r 

r ah arts to 

e. 414n4c h a ubzcr iba 

to and pnay for it-- proportlonato er:t in the total aut.ori:od 

aharcs c l or. a%p.. ptasu bas% with tht of 

dc~r.,nAncirvj dtscribed .1n hrticla V1 of thin Agroomanto 



(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 

comencement of commercial operations exceed
 

thirty percent (30%) of the total Project costs,
 

(including working capital), unless the Board 

of Directors determines otherwise. 

5.03 The transfer of shares of the Company shall be subject 

to turms of the Shareholders Agreement, Exhibit C. 

=]LIM
 



ARTICLE VI : DEBT FINANCING 

6.01 Based on the estimated Project costs, 	Fauji and Agrico,
 

with 	the assistance of the Government as specified below and 

best efforts to arrange forin Exhibit G, shall use their 

the financing of the Project as follows:
 

(In millions of U.S. Dollars) 

SOURCE
 

DEBT Local 
CurrencY 

Foreign 
Currency Total 

U.S. AID - 50.00 50.00 

World Bank - 50.00 50.00 

German Aid (KFW) - 20.00 20.00 

Pakistan Financing 48.00 48.00 

Institutions 

TOTAL: 48.00 120.00 168.00 

6.02 The borr-ower of U.S. AID and KFW foreign currency 

shall be the Govornment, with appropriate relanding 
arrangements 

between 	 it and the Company. The terms under which those 

nhall reflect
fwudu will be mdde available to the Company 

possible cost,
the nood to finance the Project at the lowent 

and the parties ahall endeavour to have a fifteen (15) yt.:

two (2) years following the commencerepay-a.nt tar= boqinning 

nerit of comaorcial operations. 
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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 debt of the 

Company as y be required by Uie World Bank. 

6.04 The Company shall directly borrow the local currency 

funds specified in Section 6.01 above from the Pakistani 

financing institutions and the parties shall obtain firm 

commitments in respect thereof, acceptable to them, from 

said institutions through intervention of the Governwe:it in 

accordance with Exhibit G. 

6.05 The necessary loan agreements and terms thereof, shall 

be mutually agreeable to the parties hereto. 

M13



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 operation of the Project. The parties 

will accordingly make available the managerial and technical 

skills required for Project implementation prior to and
 

subseqaent 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 Assistance Agreement attached 

hereto as Exhibit D. 

7.03(a) As provided in a Shareholders Agreement in the form 

of Exhibit C, the individuals nominated by Fauji or Agrico, 

as the case ma.' be, and approved by the other party, shall 

be appointed to the following positions: 

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

Aqricos 	 Deputy Managing Director 
Director Operations
 
Deputy Director Finance
 
Deputy Director Administration
 
Director Marketing
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(b) Subject to the control of the Board of Diructors
 

the management of the affairs of the Company shall bc in 

an Executive Cozmittee of the Board of Directors, consiatincj 

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 Diroctors, and 

all decisions of the Executive Conmittee shall be unanimous 

to be effective.
 

(c) The Chairman of the Board of Directors of the 

Company shall be a Director elected on the nomination of
 

Fauji, but shall not be an executive of the Company nor
 

have any managerial powers or functions.
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VIII : PROJECT IMPLEMENTATIONARTICLE 

The parties shall mutually agree on the evaluation,
8.01 


process and contr actor seloction, and other matters pertinent 

to Project implementation. The anticipated schedule for 

implem ntation is attached hereto as Exhibit E(1). 

to the following principles regarding
8.02 The parties agree 


the selection of conrfactors, subcontractors, processes,
 

mechanical assemblies, and parts required for tho design,
 

These princiconstruction, and implementation of the Project. 

in the interest of minimi:ing Projectplea are established 


costs and maximizing reliability:
 

(a) The contractors, subcontractors and suppliers
 

of processes, mechanical assemblies, parts and 

other equipment for the Project shall be pro

qualified by mutual agreement between the parties.
 

(b) Selection of equipment and services from such 

pro-qualified entities shall be by competitive 

the most economicalbidding having regard to 

price, a proven record of accompliuhment, delivery 

dead-lines and reliability of tervice in similar 

applications.
 

(c) In the event financing sources require opon world 

the
tendering of any item of equipment or service, 

parties agree to seek waivers from such roquiraments, 

and proceed an contemplated in (a) and (b) above. 
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8.03 Fauji shall obtain on behalf of the Company all the
 

required permissions for the Project implementation.
 

8.04 At the re-test 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 negotiations with Banks and financial institutioiLs.
 

8.06 The Ccmpany shall maintain and operate foreign curren-y
 

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 the foreign ex

change costs of the Project. The meintenance nd operation
 

of the said foreign currency accounts shall be in accordance 

with the relevant Rules and Regulaticna of the State Bank 

of Pakistan. 
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ARTICLE IX : SHAREHOLDERS AGREEMENT 

9.01 Prior to the subscription of any shares of tho Company, 

the parties hereto shall enter into a Sharcholders Agreennt 

in the form set forth in Exhibit C for the purpose of establishing 

an agreed policy of management representation, profit partici

pation and, in 9eneral, shareholder rights and relationships. 

In addition to the parties hereto, IFC shall be a signatory 

to the said Shareholders Agreement, prior to the investment 

of its shares in accordance with Section 5.02(d) hereof. 

-Is



ARTICLE X : SETTLEIENT OF DTSPUTES
 

10.01 In the event of any dispute between the parties hereto 

in any way arising or growing out of this agreement the same 

shall be referred to ttree arbitrators, one to bn 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 Association. The deci:iion of a majority of th'i± three 

arbitrators, including the apportion.-unt of the axpenses of
 

the arbitration, shall be finna and binding upon the parties 

hereto, and judqmcnt upon the award rendered by the arbitrators 

may be entered in any Court having Jurisdlction thereof. Tho 

meetings of such arbitrators Thall be hoid in the City of 

Paris, France, unless it shdli be mutually agreed to hold such
 

meetings elsewhere.
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ARTICLE XI : RAW MATERIAL SUPPLY
 

11.01 As Son as POsib1e r the dzte of niqning of thij 

Agreement but prior to the subscription of any shares after 

the initial subscri.ption sat forth in Section 5.02(c), the 

Company shall have entered into a ga5 supply contract,
 

satisfactory to the parties hereto, to provide the natural
 

gas for the Projoct from the Mari Gas Field.
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ARTTCLE XII : K:IOW flOW 

12.01 Agrico ahall sign a Know How Acreaeznt with the Company 

in the form of Exhibit F whereby Aqrico will a;ree to make 

available to the Company outside Paki %,n until ten contract 

years folow.n; he ccumenctziernz of com.iercii:l opiertir. 

all Agrico's present proorietary c ',:icaI in f.:n.a t 

or that which it may subsequently acyuire, Uun; prohibited 

by law or contract, and whic1. rt ite to thet cgecring,
 

design, equipment procur. .. and cpe.ton 
 o. plants inilr
 

to the Project, including advice c tnido Va':intan 
 rqlating
 

to the technical, fin-ncj4U, 
 .r.)it, ,t~ng r.,izir 

knowledge during al ritajtiun, ... of t!he P'roject
 

up to cormnncemont 
 of cof rrciai o:t-rntionN: and I:4 uq nt 

"to the comencz ei.n. of co-r..ercial cperntiont, Aqrico thal 

continue to =)a) such know how av'i1able to tho Co:pany an it 

partain. to operations, .. .chnica.prov.nt. nd knowledge 

related to production, dhott!vn;cki and umpnicn. The
 

royalty due fron of taxe:s .o .... :;ojld, :t.hall be U.S. 

S 1.5 million plus U.S. 0 1 (on,) per .on of uren -old ax

factory during such ten year por.od, payabla in nccorda.1ca 

with tho to=rm of Exhibit F hereof. 
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Am?5xMMa AND 
13,01 IlaiaSL represents and warrants to Aqrico hereto that 
Lt is a ULmted Up~ul comw fJorm and 

gooi standiag under the lAws of PLt that itsun 

takinvs and aitmsnts hereunder are not oontraqy to or 
prOhbited by its mrnmor Articles of AssoCationt other 
agWemsts Or laws to which it ma be sub5.oty that its under. 
tak s and ocmitmets hereunder have been fully approved, 
and aUthorimKe-.biy Lts board of Dixeot~rs and all othur requisite 
GCOBOy actin has been takmas and that the representative 
signing this Agreement o= rauji's behalg has been full aaitbor-

Lzed anM Impovered to mmsct* this Agremest and that his 
signature hereto, shall bi full bi qnupon Ilau L 

*~ ~ u M LTwrOtu NARMX 

23.02 Agnes repreents and warnants to the other parties 
hereto that it is a corporation duily foxued. and iagood 
standi nmder the laws of the state of Dauawwe that its 

* 	 undertakings and oitssts hereunder are not cestraay to 

or prohibited by its Article of Zncewoxtionp Sy-Laws, other 

agements ow laws to which it may be subjeftl that its under
takings and ca=Lents hereunder have been buW approve and 
Authorized b7 its Board of Directors and all other requisit 
corporte at4In has beow taken: and that the representative 
signin this Agreemt on Agneso's behalf has bees fuWl 
authorised and aepomee to execute this Agrement and Ithat 

his signature hereto shall ha fully binding upon Agrios444~ 	4 

-4I<4 	 ____________J______...___L___________________+++ 
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13.03 Each of the partiea to this Agrtement hereby acknow

logs to each oti-a tha~t 5uCh ol:-ty h~s, priolr to Itht exec 

tion hereof, rocteived adibtdctcry docx untietior with res5pect 

to thoa ut"ritv of t ~tcrC :)to t~i Aqjrccunt 

and tu undrtAt t.r * * ! c~ 

to Au.1-'- ~Corporate~ (''C:~ (". ~Staning# 

and opiniams of nunol, 



ARTICLE XIV : GENERAL
 

14.01 Books and Reccrds: Each party hereto shall, at any
 

time du-Iinq the busines hours of the Company, have the right
 

to inspect and audit at its own expense, eithher by itself
 

or through its duly au-hori:zd agent, the account books of 

the Co.npany whi-ch tho Ccmpdiny !;hall '#.cep in ciccordance with 

qenerally Accepted nound accounting principles consistently 

applied, And certifitd by an independent firm of auditors in 

Pakistan of intcn.tAicnAl at.nding and repute. 

t- hall '4ep in strict con14.02 Secrecv: Eaich party her 

fidence all infor.aticn obtained from the cther party hereto
 

wh-ch ril.it t in Any way to th cS ' .nt or operation 

of the Company. ;thr party .. ail! d! clo-; such information 

to any prion othur t.!,.n it- du!y .uthurl:zd tployen or an 

lcqal procezs, and dcosu-te of zuch informationroquired by 

to cplcyoa a.h-il bo only to tho >:tent necessary to achieve 

the purl~one of t± 

14.03 Notice.: Any. notice, raqucit or other comunication, 

roqu±rd or per-.1%ed tto be q.vy .eret:ndnr by the parties 

herto, or nic-.ry ur cnv n c-nt in coil-,toioH horcwlth, shall 

be in writinq and nhall Lo :. to hw.,e n.an duly qivan if 

dolivorod prgon'.11y or -. Iid flr±-t , poutagj prepaid, 
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return receipt 	requested, registercd or certified mail, or
 

saven (7) days after being sent by telegram, telex, cable or
 

radiogram. All such notices, requests or other communications
 

shall be directed to the addresses sec forth below:
 

TO FAUJI: 	 Fauji Foundation
 
Harley Street
 
Rdwalpindi, Pakistan
 

Telex: RW 821
 

TO AGRICO: 	 Agrico Che..ical Company
 
718 National Bank of Tulsa Building
 
Tulsa, O)lahoma 74103 U.S.A.
 

Telex: 49-7523
 

or to such other addres a;s either party shall designate in
 

writing to the other party.
 

14.04 	 Und..;,tdin: TChmitThis Agreement and all other 

Agreement: realated hereto contains and constitutes the 

antiro and only undor:standings and aqroements between thG 

partiei hereto re-lptctinq th, subject -wtter hereof and 

nupernedea and canceoa all 1,:.AiJuu ne'otiations, agreemonts, 

comnit ttnt- ,ind witin. in connection therewi'h. 

14.C5 W.Iivor: too wati'.er by any party of breach of any one 
or mor, of t.a provinionn of thin Aqreeant to be perforQd 

by any of the other parti n hereto :hall be construed %. a 

laa.vor of .' nubnoquent b ch, whtthar of tho Pnsa or diffarant 

provinioni. 
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14.06 Amendments: Any supplement to or amendment of the 

provisions contained herein shall not take effect unless it
 

h~s been executed in writing by the parties hereto. 

14.07 Ccripany Acceptance: The parties hereto shall cause the 

Company to accept this Agreement in writing immediately after 

its incorporation.
 

14.08 L'i-it 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 par- , desires to promote or participate in any other 

fertili:er project in Pakistan, it shall only do so with the 

concurrence of the other party hernin, which shall not be 

unreasonably withhold. 

14.09 Lanquage: All Aqrtemants, books, records, and reports 

pertaining to the project shall be in the English language. 

14.10 Coverning Law: The governing law for all mattarz (ex

cept that f-r proc.dur- qovorninq the conduct of arbitrntions) 

and 41reement-+ portainin; to tne project, it.- r'hclders, 

credito.::, contractorg or othdr parnona *hall ba tha law of 

Republic or P' 1istan. 

14.11 I ,+,. t. c'c . Thin 4qraemont nh4ll be fully binding 

upon t .p-irtio-4 and thsIr roaprxctiva rapro.antAtivos,. hor,.tc 

sucoo.", .niqntsfl 4nd tz~stao, 



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' Agreement 

Exhibit D Technical Assis-ance Agreement 

Exhibit E Marketing Agreement 

Exhibit E (l) Implementation Schedule 

Exhibit F Know How Agreement 

Exhibit G Pakistan Government Sanctions 

All Exhibits and this Agreement shall be executed by affixing
 

the initials of two duly authorized officers for each party
 

on all pages of the Agreement and Exhibits and their signatures
 

on the last page.
 

14.13 Conditions Precedent
 

(a) Effectiveness and Company Formation. Prior to the
 

effectiveness of this Agreement, and the formation of the Company,
 

the following actions shall have occurred:
 

(1) The Government shall have approved this Agree

ment and all exhibits thereto, and a duly authorized re

presentative of the Government shall issue 4 sanction let

tar to Fauji and Agrico to that effect, and 

(2) The Board of Directors of Agricc shall have ap

proved all exhibits hereto and shall have:
 



(i) Authorized a representative of Agrico to
 

execute the following documents on behalf of 

Agrico: 

(aa) Shareholders Agreei.ant (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 Company to execute said Agree

ment on behalf of the Company.
 

(3) The Board of Directors of Fauji shall have approved
 

all exhibits hereto and shall have:
 

(i) Authorized a representative of Fauji to 

execute the Shareholders Agreement (Exhibit C); and 

(ii) Passed a resolution which shall cause, sub

sequent to the Company's formation, the Directors nom

inatod by it to the Company's Board to vote to approve
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the Technical Assistance Agreement (Exhibit D), the
 

Marketing Agreement (Exhibit E), and the Know flow 

Agreement (Exhiibit F), and to authorize a rcprosenta

tive of the Company to execute said Agreement on behalf
 

of the Company; and 

(iii) Authorized a representative of Fauji to accept
 

the Government sanction letters as set forth in Exhibit 

G and issued pursuant to subparagraph (1), above. 

(b) Subscription and Purchase of Shares. Prior to the
 

subscription and purchase of shares of the Company after the initial 

subscription and purchase of shares for each party as set forth
 

in Section 5.02(c) herein, the following actions 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 14.14 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
 

othcr party, or any claim whatsoever on the other.
 



caused this AgreementIN WITNESS WHEREOC, the 	parties have 

authorized representatives onto be executed by their duly 

the date first above written above. 

THE FAUJI FOUNDATION 

By_ 

AGRICO CHEMICAL COMPANY 
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PAKSTANGOVERNMENT OF 
I.CNISTRY OF FnWAICE, PLANNING 

AND DEVELOET 
(Economic Affairs Division) 

May 22, 1975 

Dear Mr. Wolffer,
 

As you are aware, the Fauji Foundation has been preparing plans for the
 
establishment of an Aonia/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 wi.L 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 loan 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 
Corporation (IFC). 

-- 8.00 8.00 

Foreign participants 
to be arranged. 

-- 5.00 5.00 

Pakistan Public through 
Govt. industrial develop
ment and financial 
institutions or corpora
tions. 

15.00 15.00 

Sub Total: . =.07 



AN= V 
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DEBT 
Local 

Currency 
Foreign 

Currency 
Total 
-

USA 40.00 4o.00 

World Bank -- 50.00 50.00 

German Aid (M-i). -- 30.00 30.00 

Pakistan Financing 
Institutions. 

48.00 48.00 

Sub Total: 48.00 120.00 168.o 

Grand Total: 85.00 155.00 240.00 

2. On behalf of the Government of Pakistan, therefore, I hereby request

for an AID development loan in the amount of $40 million. We request
 
that the terms provide fcr dollar repayment of the loan within 40 years,

including a 10 year grace period on the repaymentof principal, and
 
interest to be payable at 2, for the first ten years and 3% thereafter.
 

3. We are also recuesting loam in the amounts indicated above frzv the 
Interna:ional Bak for Reccnstruction and Development and the Kreditanstalt 
fur Wiederaufbau of Germany. We are requesting these loans on con
cessionai terms. It is the Government's intention to relend the inter
national loan funds to theproject on terms and conditions which are 
acceptable to AID and the other international lenders. 

4. It Is planned that the Pakistan rupee requirements for the establish
ment of the plant over and above the Fauji Foundation investment will be 
met by loans and investments by the Pakistani financial institutions and 
the public. The GOP understands the importance of having a firm financial
 
plan and that all of the sources of funds will have to be identified and 
contracted for prior to any KIM loan funds being disbursect. In the event 
that any or all of the required 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 favorable consideration of the loan is requested.
 

Yours sincerely,
 

(AraB AMIAD AN)
 

Dr. William A. 1."olffer,
 
Acting Directcr,
 
SZA. Jas.n In ?Lkisa...
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UNITED STATES GOVERNMENT - MEMORANDUM
 

Date: May Z1, 1975.
 

To: Distribution
 

Thru: Edmund L. Aucnter, Chief - DEAr "
 

From: Danial'v. Farooq - DnA
 
USA ID, 	 Islanabad. 

Subject: 	Fauji Fertilizer Project: Sources and Costs of
 
Money for Local Currency Equity and Debt.
 

Mr. W. F. Mc-Donald, (Loan Office:, AID/W, NESA/

CD ) and I visited K arachi May 14-15th. Wte discussed the costs
 
involved in obtaining rupee funds 
 for the proposed Fauji fertilizer 
project with the Managing Directors of the major financial instit
utions and Presidents of the commercial banks.
 

An overall summary of our discussions is presented
 
here.
 

1. 	 Funds Needed: 

For discussion purposes we used a planning figure of

$240 million as the total cost of the project, $155 million will be
 
in foreign exchange and $85 million equivalent in local currency.

The Fauji Foundation will provide $Z2 million equivalent in local
 
currency as equity and the remainder will be raised as 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 considered 
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. 

Z. 	 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 (!LIC) 
Investment Corporation of Pakistan (ICP), 
Pakistan Industrid 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 ba'nks 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 ":reprojects is arrang
ed through a consortium. Current practice is that 60% ofthe 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 charters; the SLIC cannot 
participate in equity. The .DI=C w~ii need special permission from 
the Federal Government to participate in this project, which In 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. a. 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 uectors. 

3. Consortium o! Banks and Financial Institutions. 

A description of how the consortium works is given below: 
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The Investment Corporation of Pakistan (ICP) usually

heads the consortium. 
 The other leader cf consortium could be

the National Development Finance Corporation (NDFC).
 

The consortium leader will call a meeting of all the financial instituLLons and commercial banks on a receipt of request for
equity and loan funds. (Memorandum of Application). 

The consortium leader will ask the project authoritiescomplete formal application for debentures 
to 

and underwriting equity.
There is a long list of standard conditions that must be completed
prior to any disbursement. (The listing is available in U6.ID/DEA). 

The consortium leader will call a meeting of all the financial 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- projectexamination fee. The consortium members after mutual consultation will execute an agreement with the project sponsors. (Fauji). 

These are standard procedure- adopted by the consortium. 

4. Cost of Borrowing Local Currency. 

We estimate that the current cost of borrowing money isbetween 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 6months after the production starts, the project will have to borrow 
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"Bridge"funds from the financial institutions consortium on a 

Loan basis. These "Bridge Loan" funds will be subordinated to the 
permanent debt financing and replaced by equity financing. The 
cost of the "Brdige" Loan will be 13% per year, which is a 
standard charge. 

5. Exceptions 

We were told by the financial institutions that there can be 
no exception, so far as the procedures and costs of lending funds 
are concerned, for the Fauji project. However, the Habib Bank 
President, Mr. Mustafa Ismail, did indicate a lower interest rate 
of 12% on debt for the Fauji project, as the Habib Bank is the prin
cipal bank to the Fauji Foundation. The bank's business practice 
allows 1% lower interest charges to its regular customers with 
countervailing deposits. However, Mr. Ismail also noted that the 
Habib Bank cannot overrule the charges that will be fixed by the 
consortium. He also pointed out that preference equity and conver
tible debentures subordinated to the normal c -bt will result in lower 
interest charges by 1/2%, 

We also gathered from Mr. Aminullah, Chairman, NDFr. 
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 Federal Government loan to the financial 
mnstitutions ; rr 

RI) 	 the State Bank can discount the paper offered by 
Fauji ; or 

iii) the State Bank and Ministry of F;nance can raise 
the existing loan limit of 20% of the total paid up 
capital for the banks and financial institutions. 
(The UBL President Mr. Yusufi informed us that 
this has been done in the past. ) 

A related action which will reduce costs is that the mortgage charges 
of 3%of the total cost of the project can be avoided by creating an 
equitable murtgage. But this will be direct loss of revenue to the 
Provincial Government which will have to be negotiated. 
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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 estir-ate, a 5% reduction in the bank liquidity ratio 
would bring an expansion in the money supply of Rs 100 to 280 
million in the econo-ny. 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 few exceptions to this. The intervening 
inflation during this period, besides several 'her financial and 
cost. considerations do provide arguments for rlising the 
linits snt for making funds available for a project by the banks 
and financial institutions. (Readers will recall that a similar 
limitation in the United States has been a prime cause for bank 
mergers. ) 

6. Time Frame 

We expect that with the importance being a.cc,-)rded to the 
Fauji fertilizer project by the Government (evidenced by the follow 
up so far) the procedural bottlenecks will be cleared quickly. It 
will not take more t%,.o 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, it is suggested that we should not ignore two factorst 

I) ,he existing capa-ility of the financial institutions 
and commercial banks is inadequate to generate 
an incremental Re 630 million in 3-1/2 years. If 
ZO% of the total rupee costs will be needed during the 
first yemathat perhaps can be mcbilized. But in the 
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following years: 40°1c, 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 equivalent 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 iower 10% a year interest charges, they must 
start serious negotiations with the Government as soc" as possible, 
-.,before the Federal Government finalizes its 1975/76 Budget. 
This may not be possible, and certainly does not seem likely. 

Distribution:
 

D, AID/Was hington: 
DD, Pakistan Desk (3) 
AD/DP NESA /DF (4) 
AD/CD (3) NESA/CV (3) 
RLA NESA /GC 
AD/C (Z) 	 SER/FM
 

Treury:OASLA
AD/AP 

Emb/Econ (M) ftlte: NESA/PAB (Z)
 
ConGen Lahore, Karachi (Z)
 
LBRD Pakistan (3) USADB (M&nila)
 

,.., 	 I,. 

DMFarooq:mr :DEA 
5/21/1975. 



Financial Costs of Borrowing of Local Currency 
from PakistaniFinancial Institutions and Banks. 

Current Bank Discount Rate* 9% 

Standard Lending Rate 
Over Discount Rate (+) 4% 

Sub- Total 2 ! 13% 

Charges : 

Commitment Fee._Z/ 1/4% to 1/Z%
Project Examination Fee 3/ 1/2% 
Underwriting Fee (Financial Institutions 

portion) 2-1/2%
Underwriting Fee 1/ 2-1/2% 
Mortgage Charges (Stamp 	Tax)5/ 3% 

Bridge 	Loan Rate 6/ (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 the datefrom of approval 'to the date of disbursement 
(Annual fee). 

3/ Charged at the time of making application for the Loan; 
charged on 	 equity.both debt and (One time charge). 

4/ 	 Charged on the portion of equity offered, but not picked up
by the general public in Public Floatation. (One time chargeJ 

5/ 	 An equitable mortgage may be possible. 

6/ 	 The equity funds can be made available by the Financial In. 
stitutions, but offered theto public for subscription only six 
months after commencement of production by the project.
The Bridge neededLoan will be during the interim period
for civil work etc. The Bridge Lo.,.n will be subordinated to 
the permanent debt financing. 



FAUJI-AGRICO FERTILIZER LIMITED 
Financial Rate of Return 8.37. 

Operating Capital Cost of 

Year Cost 1
Production.' 


-3 
 61.5
 
-2 
 98.4
 
-1 73.8
 
1 12.3 W7.6 
2 
 57.8 

3 57.1 

4 
 55.5 

5 
 53.5 

6 
 51.5 

7 
 49.3 

8 
 47.6 

9 
 45.7 


10 
 43.7 

11 
 41.8 

12 
 40.3 


1/ Excluding Depre.1.ieion 

/ Includes Assumed Salvage Value of Plant 

ANNEX t9 

AID-DLC/P-2114
 
UNCLASSIFIED
 

Revenues
 
(Sales)
 

60.7
 
92.4
 
91.7
 
90.1
 
88.1
 
86.1
 
83.9
 
82.2
 
8C.3
 
78.3
 
76.4
 

/
t14.42




ANNIEX :0 

ULAI FI E 

FAUJI AGRICO FERTILIZEF LTD. UNCLASSIFIED 
Balance Sheet At Start or First Operating Year AID-DLC/P-2114 

($MilLion) 
Operating Year 1(8 months) 

Lrting Amount Ending Amount. 
May 1, L979 Dec. 31, L-79 

I. ASSETS 

A. Net Current Assets 4.o 22.2 

B. 	Gross Fixed Assets (a) 242.7 242.7
 
loss: accumulated Depreciation -0- 13.2
 
Net Fixed Assets 
 242.7 229.5
 

Total Assets 246.7 251.7
 

11. LIABILIT.rZS 

A. 	Long-term debt 
 172.3 	 L72.3
 

B. 	Share capital 74,4 74.4
 

C. 	Retained Earnings -0- 5.0
 

:otal Liabilities 26.7 .
 

(a) DepreciabLe Assets of $242.6 million, Land of $.L 
million
 



FAUJI-AGRICO FERTILIZER LIMITED 

Balance Sheet as of the End of the Year (December 31) 
($ Million) 

s980 1981 1982 1983 1984 1985 1986 198.7 1988 19E9 1990 1991 1992 1993 1994 
Assets 

Current Assets 22.2 26.1 30.2 34.1 38.1 42.1 46.1 50.0 54.0 58.0 61.4 69.4 69.4 69.4 69.4 

I.ross Fixed Assets 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 242.7 

Accumulated Depreciation 13.2 33.0 52.8 72.6 92.3 112.1 131.9 151.7 171.5 191.3 211.1 219.1 219.1 219.1 219.1 

Net Fixed Assets 229.5 209.7 189.9 170.1 150.4 130.6 110.8 91.0 71.2 51.4 31.6 23.6 23.6 23.f 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-Tern Debt 172.3 155.0 137.9 120.6 103.5 86.3 69.1 51.8 34.6 17.4 -0- -0- -0- -0- -0-

Equity: 
Share Capital 74.4 74.4 74.4 74.4 74.4 74.4 74.4 74.4 74.4 74.4 74.4 74.4 74.4 74.4 74.4 

Retained Earnings 5.0 6.4 7.8 9.2 10,6120 13.4 14.8 16.2 17.6 Id.6 18.6 18.6 18.6 18.6 

Total Equity 79.4 80.8 82.2 83.6 85.0 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 i72.7 156.9 141.0 125.2 109.4 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 - - - - -

0s 

o00 
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FAUJI AGHICO CO. LTD.

Funds Flow for the Year Ended December 31
 

($Million) 

Source of Funds: 1979 [__O 1981 19_ 1983 190# 19% 19. 1987 1983 198) 19)0 199 1 1, 

Uet Profit 
Interest on L.T. 
Depreciation 

Debt 
9.) 

13.1 
13.2 

14.8 
'.9.2 
19.8 

1h.8 
17.1 
19.8 

14.8 
15.2 
19. 

14.8 
13.2 

14.8 
11.2 
19._9.8 

i4.8 
9.3 

19.8 

t14.8 
7.3 
19.8 

14.8 
5.4 

19.8 

I4.8 
3,1 

19.8 

14.8 
1.5 

19.8 

14.8 
-0-
8.0 

14.9 
-0-
-0-

Ii,.,) -J 
-0- -

-"-
Cash Inflow 36.2 53.8 51.7 149.8 47.8 145.8 43.9 41.9 140.0 38.0 36.1 22.8 114.9 Il.,) 31 

Uses of Funds: 

Interest on L.T. Debt 
Retirement of L.T. Debt 
Dividends 

13.1 
-0-
1 .9 

19.2 
17.3 
13.4 

17.1 
17.1 
13.4 

15.2 
17.3 
13.4 

13.2 
17.2 
13.4 

11.2 
17.2 
13.4 

9.3 
17.2 
13.4 

7.3 
17.3 
13.4 

5.), 
17.2 
13.4 

3.4 
17.2 
13.4 

1.5 
17.2 
13.8 

-0-
-0-

14.8 

-0-
-0-
14.9 

-O--( 
-0- -C 

[11.9 I' 
Cash Outflow 18.o 49.9 47.6 45.9 43.8 41.8 39.9 38.0 36.0 34.0 32.1 14.8 14.9 i4.9 ith 

Increase (decrease) in cash 18.2 3.9 4.1 3.9 4.o 4.o 14.0 3.9 4.0 4.0 4.0 8.0 -0- -0- -( 

Debt Service Coverage 2.76 2.80 3.02 3.28 3.62 4.09 4.72 5.74 7.41 11.18 2h.07 NA NA NA NP 

Io i. 
ti I') 



FAUJI AGRICO CO. LTD.

Munds Flow for the Year Ended December 31
 

($_1i IIion) 

Source of Funds: 1979 1c,80 1981 19 198 1.9af 19% 19e 198 19Eh 1989 10 199I1 1_' 

bet Profit 
Interest on L.T. Debt 
Depreciation 

9.) 
13.1 
13.2 

14.8 
9.2 
19.8 

14.8 
17.1 
19.8 

14.8 
15.2 
19.8 

14.8 
13.2 
19.8 

14.8 
11.2 
19.8 

14.8 
9.3 
19.8 

14.8 
7.3 

19.8 

14.8 
5.4 
19.8 

14.8 
3.11 

19.8 

14.8 
1.5 

19.8 

14.8 
-0-
8.0 

14.9 
-0-
-0-

1!,.,) -it 
-J
-.-

Cash Inflow 36.2 53.8 51.7 49.8 47.8 45.8 43.9 41.9 40.0 38.0 36.1 22.8 14.9 1h,., I0 

Uses of Fund&: 

Interest on L.T. Debt 
Petirement of L.T. Debt 
Dividends 

13.1 
-0-
4.9 

19.2 
17.3 
13.14 

17.1 
17.1 
13.4 

15.2 
17.3 
13.4 

13.2 
17.2 
13.4 

11.2 
17.2 
13.4 

9.3 
17.2 
13.4 

7-3 
17.3 
13.4 

5.4 
17.2 
13.4 

3.4 
17.2 
13.4 

1.5 
17.2 
13.8 

-0-
-0-
14.8 

-0-
-0-
14.9 

-0- -( 
-0- -C 
14.9 I0 

Cash Outflow 18.0 49.9 47.6 45.9 43.8 41.8 39.9 38.0 36.0 34.0 32.1 14.8 14.9 14.9 11 

Increase (decrease) in cash 18.2 3.9 4.1 3.9 4.0 4.o 4.0 3.9 4.0 4.0 4.0 8.0 -0- -0-

Debt Service Coverage 2.76 2.80 3.02 3.28 3.62 4.09 4.72 5.74 7.4. L1.18 24.07 NA NA NA NP 

O
I-it i 



FAUJI-AGRTCO FERTILIz.ER LIMITED
 
Base Case (27.6 Economic Rate of Return)
 

Economic Cost and Benefit Streams
 

Cost Streams 
 Benefit Streams
Calendar Operating Capital NaturalGas Other Variable Fixed 
 Economic Value Recovery
Year Years Costs 
 Cost- Costs Costs 
 of Production Capital
 

1976 -3 
 48.6
 
1977 
 -2 77.8
 
1978 -1 58.4
 
1979 1(8 mos.) 9.7 1.5 2.9 4.5 
 47.3

1980 2 1.8 5.5 
 6.6 85.1
1981 3 
 3.1 6.1 
 6.6 96.0

1982 4 
 3.2 6,3 6.6 
 97.8
1983 5 
 3.2 6.3 
 6.6 97.8

1984 6 
 3t2 6.3 6.6 
 97.8
1985 7 
 3.2 6.3 
 6.6 97.8
1986 8 3.2 6.3 
 6.6 97.8

1987 9 
 3,2 6.3 6.6 
 97.8
1988 10 
 3,2 6.3 6.6 
 97.8

1989 11 
 3.2 6.3 
 6.6 97.8

1990 12 
 3.2 6.3 
 6.6 97.8 40.0
 

I/ Assumption: One-half the cost of gas will be tax.
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FAUJI-AGRICO FERTILIZER LIHITEb
 
Economic.Rate of Return
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