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DEPARTKENT OF STATE
AGENCY FOR INTERNATIONAL DEVELOPMENT

Washington, D.C. 20523

UNCASSIFTED

AID-DLc/P-657
December 29, 1967

MNORANXM FR THE IEVELOPHET LOAN COI4MITEE

SUBJECT: Pakistan: Ihwool-llercules Chemicals Limited

Attached for your information are the recommendationa
for authorization of a loan pursuant to gection 104(e) of PL 480,
as amcndod, in an amount not to excoed US$10,800,000 equivalent
to Dawood-Horculoo Chemicals Limited to help finance the local
currency costs of a prupoaod urea fertilizer project in West
Pakistan.

This loan was authorized on Decembor 29, 1967.

Rachel C. Rogers
Assistant Secretary
Development Loan Committe

Attacbmentes
3mmary and Recommendations
Projet Analysis
ANNEES I -X
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MIUYS'AN ECOE DATIONS,

Hecueslnor'porated of Wilmngton Deaae, and Dawood IndustriesLtO ar 1Vi- Pks&r4 prQoo QOO al ne opany)' DawQodflerou1es
e D% o Th Qaoodeone of -tre f ml F-slcned by heGQ in166-tputQ.g heramoi-ue projects wit~aai i th orde of 1)0X00 Q ~ kme 'on's of urzea p~ra for, West Pakistan. The other twogroups were~the Adamees who are co1labora Lrng with Amuerican~ Cyanamid Interniona,,adthe Hyeiona. ' a collab~n 'i~~o ~ n~~'9e~a-coportio. Al hree Project Proposals ar'e underactive. consi.deration----- --- =0 vere nt p st an~ 90 (O), -=altho &th-e, -e aoe- _7)~g n5htno mor thnwo plant~s will be buhoi e. o p~~ ab± & InSepeber 1967, AI eeved a Cooy loa applicat'±on f~or $10. millionieqiaett paaly fi~nnc the DC proect., K

T 'he DHC ln i ?abe located~ near~ Lahor.Poucinsar-pi
~scheduledtQfor ear'ly 1910ineas.ng to fulcpaot~roucti nzr.T. per~ year of urea it tPo an w.Jp'aib brd ~6,raoeos flatua gs from thea"Sugas ied rnpre n supied wlbye SNorthern Gas Pieln Comany

n g ,,_ .$ 7 7 , trmi l i o n P r o p o ils e osour~ces.fin±~bing are. I Woue equitysa Dawoods:(M.)~each $1.7 miio o 40% equity intreitp and internationar"Finoe'Co'p'oration-=)&d Paksan ublic (Ra.) e~ach $2.'9 .milli or I0%f~~~quity ~ ~ itrs;()las-Ientional Bank for Reonstruction4fVlomn Mi $3.0rillon AI Coly $10.8 million) Pakistbanio *rdas.2.miu± ion in'4r enn of Pakstan (GOP) customsdeetrs_ 29mllo.Tta oegnecag rquirements would be

ratio~ otheabov caitraoz at pa would be 62 38, o well within
'The return on investment to Hiercules ±i o paricularly attir.obive* 9 to 0%) acordi4ng to the fauptoi've have used in' proje -tin the ~financi&a. InHrulson analysfe howver , it has .aiauiid ia'reaivl raip.pocution bild-up, approval by the~ GOP. of :DHO a publiccompany for, tax purposes7, agreementb by& the~ GOP to repatriation or f 3"reere afe thMa(oia' n ote matterse which wroild ±prove L__-Hruls r~eturni.I erclesreceives advers rulingsfrom the OOP ocnthese ta ates it will unetk a epria of thbe projectbefrze,fia reommendation~ are madet6o its Boar'd. Blabed on current negoations~With~ ~~ th OP oevr ercules in preared to proeed and is anxiousa o~te financiung arragements as qicikly as possible., Wonia eonomicreurnoft~he proecti aca rin~t our calcuti1ions, woul -be~ 20%)4,thoutshdwpricin 1orewign Iifl6D or' 26% bao on sadouwpriciiag.~

4 'raiing and prmtn th. projoit dosin and 1btutldifg the plantL
L 8 1,
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or @fla ~ Maagr tob re~b24nsissu
@05 8g_ 5 ZWg~ forzi at ~erspw' havngtod ith olanto

hnagmn and ' o ertiuo'n. T Q h 4t~rbo
if 0~0 neesar sriga ain Age omt an han~ d ~ing' coulsr

~'sales,,.' nox w)-'bomny awLnd Cor poo C) wa~sillbet Up tosa

Numeouos discusionshave been h'ld4withi AID# the IFC anthe IBM, dwich timethe i ssue beam apparent,
(1) Adequay :of arr'angements f'or gas suppl

Aditonso to~te Sui Northern GsPipln1omayLd
faiiiswl1b'*eesr to supply gas ro any nowfriieplnai'heLaboro area. Thew 13 X a 'need to otsa'ifypriorties among customes.f competingr ~ dmad eoidto her at~ the gas field or along the pipui.ne-exceed

su~pply.O 00

Meetings ar en arne by the ZF between all parties >4- M&'tn in ga sup*00to the' t ~1gwx a t ach.
Lezn on the additional-' faciities necessary, ~w nt~nsf or. fitidficing these fa6USiis and an order at.. piorit y oraupl. The IBM alrady Iii indicated its'intez,.t 4n'financing 0- the foreign exchange c6oati of additonal piine f#4ilitiis. "0

(2 AdMequacy )farket fortwo now lat
Hecue intal stated that one of its conditions for-, >iprceigwt h project was asuac fro-it lender~aheOP that it wou)A bav& an eibtoon0p onth~rto twyear lead" o e econd la (oftihbothre-w.liood. 1966)clame th~at makt~ development ta oo uatioeta.Ln and cupp2.y.demand mag too~ close to permit hasonabl. assurance that~~ tw

_) osition has boSn that the fitinwol ok at e0ach project on its merits as it was: pntaenta OurAnalysis indi4 oo~ therwin , be room for two plants, oC1 ostram n 171andbuidin u tull--poduction over a period offou yarso onr hr pln ill:-not be needed nisvea

not * prce itu asurance of delayig a secon an~~*t,itx:_ uron, la I~t cmpae arrangient for fiaing as



bei,-teeybaigiscmeiosit h are by a year

afte financa aragaet were copleted
Thnadeqa e angm'~or'pazatonm2. arramenbs

_7Ate~ 4dot & tthe' soy.'a2 dr'at aeement #betwen

vu 4s sclaimij direct resonsbility~ f'or cosicini n
overlapping chain*s of co~mw - tha of the Davood Managing
tecQonfitsjftch migh4tbhareor arise could only be settled,Oat Boar 304el whr 5i'staemt could Oourbcaue oft a veto powir~.xeised byeach group. Wit~h the ece~*pin ofb15~~~ter was&10 nok' cle10o3ar out allocation of responsi-

Tis4 Issu a bseen di"se~t~nt ihHecls n
modftaton o te.drftag emap;, hvep bee' s anedk~

hi sWAure' Hrule~w~ IIV direc oxosblt o

wihbra au~thority over~ al binuess of the Copay
__mas n discussed those anaitth rosad

boptne~sav indicated herii aocetnce'of *teeNimifction. No prom~ise tai 1u,,' obSeaigsasfJor esluio of tbis'ss"Ue it Ifrcules durinth-ous of neotiations on the loan .r"ut.

Thuss~ th mor issus i'hloh hayv boon idnife eihrhaeb
v, neotaio' Theo ropct has blis Pripority".n, COP Plan

is well concevd exesv feasibility n e have *n

f i n n c i l a r a n a m e t s r e s s w d . h e MWI i t h e e ag e s .4

Joi~ ~ ~ ~ "t#'>.,v reiwo H2 olcto n *a#t Uhrt~h
equity~~~~~~~~~ an onpriiato nery18

We roca~d hatthi &;lictio be ppr~d nda lon ath~sod



Th' loansh U b e repaybl * p 14 coneuti~ve approximat~ely,

Th Tha shall berte annual iners rate of 7% ofthe 17
ousandin prnOcPpal #aount thr~f

(i) aat iti tor -ar an em eo t a -avh e-e an _ a m - o - a s p l' T t
at. or4y rnaqomont.an organiaioa arranemnt avea

been a-greed upn b rculz'~es and theDawoods.

Such other tews an aconditi~ons as AID may rquir:,.

fty



the ow, copay Taw4~oo Hecua Ceicas td. 42,2, it~ 9yn4Q oCD

equit y and the'Ino:'nationl Financ Corpor'ation and the Pakistani
__of@,ou.-toc 'and~ h ,~Q% av-otn

U08''pbli coportio, amaori~ty 'ot hoae voting shares is owned~Y~i
benefcially by Unte Staecit izeo~ns.

TeDavoods areon of the t.hre ~)or four~ leading aiyidsra
gropsin aks n.They ave acqured an/ow nq b of, oteoxtile
a n ot ast an4 West:Paistmn an*wohv itrstsi Inthe

Xanai Pper~ Hill3, Davood M(ines Ltd., and th oCentral Insu~rance
ComanyLtd Amoecoi. 4eeowrtion of theirw organizatoun an.

holdings iscat frh in Anex..1.

Herc3*s is a.Q ma owld-vide ceiclompeny with a b:'o4 wrnge
Qt~~Z'o4~Qtan prodEct'th&upw ~ a3 are: celul4ose~.

pigent, peciaty plastiO and a lasge PQo2pof pro~lucta developed
forspeifi cutomr aquremnts'.'' 1h, Copany pbesanh34r oper'atesa ttlO53pats a& Resarch Center an in eaddition, eitherowns~o hu sa substatial' i~ tnkn 3ants'jin' 2 foeig

yi nding'Pocuber 31 consol4dAte asetsof Hewr u e2 $e O : S4Uo ts ~ sarnings a2 -i1ono ae

Hercules hasbon,,porating azmonla pl.ants since 2$39. Zn L1$ -0Ith ir~gst, of .two iura plants went on strem~i aHe culeap a4forniasCftwly , Hrpcules operats' ammonia facilities at. Keto~naj Alsbeamaj r

oudtna, MissouriS4- sn& Ketouioea CaliEforais Th Uttorw two locationsave a annual capaityof 60,o0o tonls: ofodi ochs.14th the LouisisanaVAn Hercuales .plants are lar'e hoic2 bowt1*les base' on, natul gas'
Bot iN uea (0,00 tons pr, yearat-1ousina. Issaa3i and 0l&ton at ifr! e Wa A*r Q.Jfornia) andura ~ lec~ln~ rsnlbeing nansie (L diana 4Ilssouaw± to 100,000 tons, and Herecules, Cal.ifornia

to 0,00 ons. Hrc les .ias it hat over 300, 'qualifi esvSon-4th
ammni a rlatd **oie from~ iddah toh' upop Nrow "alist.i ~in this project. By"qitiod, it re ra t r~anwith~ 3 to 3yerexperie.nce in design, con'stuoto&n, and'unagomint of amonis .a

~~ea.""Y teM I



Desit6thiu exp.x'ience and expertise 'in ammonia and urea i t a)oul.d I
~ p~s o~i X op~e o' panno&. i the

M.T. oi~ of a ann'ually,,as compared~ to 10QOOQQM.T, at theexpanded
Lopuiina:; Missouri plant'. FurthermUQ1o, Hercles has not bilt or.
operaedany~ armonia-uz'a pats overseas, One ofth mi ain differences,
in techQ1Ql? in s~e.1±ng up to,0 6 tonada ammoia~plazts in utiliation

'Smaller plans) Whil.e Hercules has no experience with Cnrtia I
c~oprsors in asmmoniaP pats centz'rugal compressors of> coupaable

sizeareuse inother plants in 1*. oheic~ai complexespad i
anticipates no problems inu~l igti..eprec ihamna I
additioni it-illU. havet the ass sance 1,ofU- the F1Xuiox Copoition','L Kellogg i4
and ppie pesne :±,'cn8~~ih nstall~ation and start'p. ~
The I~ad B uar'u saife 4MHeruls capabiity to bidand ~ ~Qperate'the facilitiesplane in akis~tan and AI 7accepts this Judgeaent.

, 'N'
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Ltd,.', ±~~ ?al~ 6 abous u1 a en Sukueaid ~ Lahore.

C untre e Thi a wa~ o re ntei re ...
1Hoi 3 a" Herues enganspors ins cot'ridnDa~~har~~d eo .Tea ~ na't d othe~ sn'ms

seleted- ab ohok an alinaoutp ite aeavila.et'oLare
onaderngodst~o vat' ~ tud~a

gaoe, ;lrapha& djiffrtials a ring
bonfit~an: tanporatin,*'tisit n e r s a ordnin t'Ahe
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4a-i

J. InQ Ice be' eveloped to ±nalde',ln faiite
'a"'e'pe''me~a 'iz- est'ab , adhuig olony, . ecreational

faoli'ifl,'~n,,i'~pi si,,-"I~eaditon60ao'cesacqufred will
V ,b- valale foraf ue epso. , am~ ~e

ic s~ee ura projeo s, ih'cose o'locate,

Dl!M-.-_ (Kilisr-Hyea ts selaect6ed-the-Daba'ki-7-oiin7---
1 'hese two 1lazts. roceed apace -this' bvou'2y will have'

-8 igiPcLt QrIab 6nie demnMfor tranhport~aon, facilii±es
ava~l bilt o abor, deveopment of anilr su~pportfcl

es, omptiton for the market' and 1ce matters.

NitPIher Hercules nor~ Americani Cyanamnid seemz overly concerne8
aboutQhi ,a ter, Hercules beliee it ia far~ea noz in

dev ag a. rojct nd xpets: be fir's in the Iahore
area-ith te coneunt 4dvantages ofwaing prior access to

labor, trckng comies iqiaret 4evelopmezi and the lie
The Lahore Dvision- of he Pakisan We~stern.Railway, PWR) isa a
net exporte of emptyr wgona,,n wago aalability is bete.r P
than~izi an other Dvis±io athe Rlailwy Te main switchyard
faclities near Lahore are ovrrwe.adiefficient, buif
twonew fertilizer plants aresheud to come on stream in
19710 this may provid~e th mptaf heMt undertake
substantial impr'ovemnt of its sitching and'I adng faciltes.4It J.u expeote~that trcigcompanies will be attracted to the

wit to pans in theroffing,-h 1icentv to trcer n
&noilar reair shops, machine sahopa,~ ae. to locate in Lahore
wil ethat much greter, Skilled labor in expected to migrate,

and unkildlabor should be in abundant supply. Thie effect
oftw plants on gas suppIlr and =aket competition is d±isussed
iseaa se4ions-of this paper, but neither factor should be&,:major obstacle to locatin Laos I6o'stesecond
lrgest 1dustia area in WOab ?aldistan and thus is better

pr;Lrd t'aborb aajust totw'nowplazs thn mos othe
loctiof hleete coman w dpraer to be the sole

± bt t*ial av gean b~otar prbepat proceed~
no .,b oth r id be locat& d arby
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(In Dollars)
Total Costs Per MT of Capacity

Urea N

1. Fixed Capital Costs $192.5 $417.6
2. #1 plus Pre-operating Expenses 212.2 460.4

and Interest During Construction
3. #1 and /2 plus Working Capital 223.5 184.9

While these cost estimates are somewhat higher than other comparable
urea plants being planned in Pakistan and India (see Annex V.2) they
are within reasonable range of such costs and may largely be the result
of more thorough wtnd realistic analysis and planning. The range of
total estimated costs (fixed capital, pro-operating expenses, capitalized
interest anud working capital) per metric ton of urea capacity is $208
to $221 for the thre Pakistan plants; similar costs for the Armour-Goa
plant in India are 185 per M.T. based on 1966 U.K. prices.

B. Project i'-ndinr'

Planned project funding is as follows:

(Millions of Dollars)

FR L.C. Total

IRD 30.0 ---- 30.0
AID Cooley ---- 10.8 10.8
Pak Bank Overdrafts ---- 4. 2 4.2
GOP Debentures

(import duties) 2.9 2
Oub -tctal 30.0 17.9

Equity

Hercules 0 11.7 ---- 11.7
Dawood 40 ---- 11.7 11.7
IFC 10 2.9 ---- 2.9Public 10 -- - .9
Sub-total 100 14.6 14.6 29.2

Total Loans & 44.6 32.5 77.1
Equity
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Page 23-A

PAKISTAN FERTILIZER PROJECT
LEGEND

A JOBSITE DELIVERY CONSTRUCTION SCHEDULE

SWORK PERIOD

____________I-1967-*4-------1968 <I1969 : 1970 -1 is

ACTIVITIES IJIJIA S OINDJJ F MAMIJJ AS D JF MAMJIj AS D J FO M JIJIAIS

APPROVAL TO PROCEED -

DESiGN REVIEW

PROCESS PACKAGE j -':---- -- - - - - - -- '

DEFINITIVE ESTLmATE -L- ---

BID NEGOTIATI0:4-AWARD i

DES:G,% ENGINEERNG I-,

PURCHASE E-UIP--ENT-I---- -

HCUSING CONSTRUCTION - - - --- --- - - -

CIVIL ,ORK"-"- - ' -- . -

ACHA.N;CAtL - - -. ....

COMM.ISSION PLANT :F - ! ,--1J1J Il tW-

PHASE I - PHASEIi- - L," " PHASE III - _

. Source: -Hercules Appropriation Request
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Protion In- or hern Market Aa I

au3 a a In acreag fo*h ±~ o~~ Areacop

e~ ~ ~~Pi -piay )4'eod :nrhr arket aeas.,

(prcn of~t~ Went>;~ 27 36 n~to6$

Rice q 39 5

Sua Cane~e1 44ie-ynei 77s7*~~e Poe

Souce Canmi Itenionab AdajCynUra nrte..e aarajAetl

beAa ns that the *4trogsn iarket in he primary area around
Lore is 31.%of the totil in West Pakistan, and in the primar and seondary

ares ombined 74$, If those percentages use appUe tQ6Hrue.pooto
Sof nitrognous deamnd ii West~ Pakistan, demand within the market arta ould
be as f'ollows: -4

7 ,77 7- =



-Prooeoed:Nitro0.3 Dem anLWGatPak~a*

Disance' Lahoz'e 1.~ 272/73 2./7 12Z4 U

1020 ile4s0% 1s6. lo 218

Production 'of nitrogenousg fetie r swi4thin this marketing area, basedon te I proucton buld-u.ip schedules, in expe@te4Wbe as follows

Projecte ehrtilizerPoduction Within~ 200 Mile Padius of Lahor.e

' DHCI 79 1 3 5

Toa 2 287 333 36

Thu bemar r production wihi a 200 Sile radius of Lahore~ isepce
to~ ~ ~ beinbaane

-w 17



bail 00 *,ODO~royoio bised o

Produotion ot QDMTo~ riliit - 500OO--O--- -

2. O tnwentors wilb*'tlu one zot s production
nth ton the unth ond

invntry ofDCL will2 always be sufficient' to cover
the nei monit&h s ag. by DCL, and distbto/ealer
zonth'.en iventorien vi.ll equal3 the 'next zonth's

dsrbutor/dealer salon.' Th ivnoy cushion
between DHC'$ prouction sz DCL sales coaused by.seasonal flcuai in domani4 be atfi b
DH rviigu to two'znt' inventory- with

an wwass inventory ben gaesmod by DCL.

~N39 Bth DH D il rvd six weekswvst

on sales,;,

Tiin ofslst Ar

in baed n ecue
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