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Commercial Cottonseed for Vegetable Oil:Pricing and Marketing Issues
Background to tbe Study

The Egyptian vegetable oil market is dominated by imports, with over 85% ofdomestic consumption being met by imported oils and oilseeds. Domestic production,
however, is not insignificant, with about 90,000 tons of vegetable oil being produced
each year from domestic oilseeds with a value ofalmost 50 million dollars.
Egyptian production of oil from domestic seeds is dominated by cottonseed oil (90%
of the total) followed by soybean then sunflower oil. In recent years, domesticproduction of commercial cottonseed has varied between 375,000 and 560,000 metric
tons per year, which is then processed to prOduce between 50,000 and 80,000 tons of
cottonseed oil.

;'

Two years ago, serious problems emerged in the domestic oilseed marketing system.
The main seed used for oil·~'''commercial cottonseed" (to distinguish it from "seed
for planting")··· was piling up in storage areas because oilseed crushing plants were
reluctant to buy it at the high price fixed by the government. These crushing plants
preferred to buy imported seeds and oils which were available at lower prices. The
large "carry over stock" ofunsold commercial cottonseed was deteriorating in quality
and value over time. The seeds were said to serve as a potential vector foragricultural pests. By April 1998 there were over four million ardebs (halfa million
tons)' of unsold stocks worth almost 300 million Egyptian Pounds (LE).
The problem was caused, reportedly, by the govemment's system of fixingadministratively the prices of commercial cottonseed. Unlike most other agricultural
commodities, a free market has not yet been allowed in commercial cottonseed. In
1998, the head of the government's holding company for cotton trading "'Tote to the
Government requesting reform.

In the summer of2000, the need for reform was brought to the attention of the RDI
Unit of the AgricuituraJ Policy Reform Project. The RDI Unit was asked to consider
proposing a reform to commercial cottonseed policy for inclusion in the annual set of
policy reforms ("benchmarks") agreed between USAID and the GOE under the APRPProject. In response, RDI organized a small team ofconsultants to investigate the
issue in,more detail.

Objective of the Study

The objective of the study was to find out how the commercial cottonseed market
operates and how it is regulated, in particular in regards to pricing and movementcontrols, in order to identify the causes of the 1998 crisis and propose reforms to keep
such a crisis from developing again. The study team was asked to focus on thespecifics of cottonseed marketing rather than making a broad study of the production
of all vegetable oils and oilseeds in Egypt.

IAn ardeb ofcottonseed is aboul 120 kg.
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Findings

How the Pricing System Works

In recent years, the official price to be paid to fanners for cottonseed has beendetermined by the Government when setting the official pricing system for"seedcotton" (that is harvested cotton that contains both lint and seed). Each August.
the Ministries ofAgriculture, Public Enterprise, Trade and Supply issue a joint decree
on cotton pricing. This decree specifies the official prices for commercial seed and
linters (scarfO) as well as handling costs - numbers to be used by CATGO inconjunction with international lint cotton prices supplied by. A1cotexa to calculate the
official prices that trading companies are to pay when buying "seedcotton" fromfarmers. The pricing formula involves basically taking the world price for cotton lint.
adding in an official value for cottonseed and scarto, then subtracting out handling
costs. Figure I illustrates the marketing path and Annex I provides a detailedexample of the pricing formula .
This official system ofpricing seedcotton allows for some flexibility when worldprices of lint cotton change during a season - normally such changes should affect the
Alcotexa price and thereby affect the calculation of the official price to be paid tofarmers for seedcotton. However, the official pricing system does not allow forflexibility when world prices ofcottonseed - or similar oilseeds - change during a
season. The official price of cottonseed remains the same regardless ofchanges in
world prices. From August 1993 until August 1998 the official price was fixed at 80
LE per ardeb (120 kg.).

The six major public sector cotton trading companies that buy cottonseed at theofficial price (integrated into the official price they pay for seedcotton) felt obliged to
sell the seed at that same fixed price. There is no official decree stating that seed
trading companies must sell seed at the official buying price, however, in practicethey feel that they should, because any sales at lower prices would imply losses andbe badly viewed by government auditors.

How the System Resulted in Unsold Stocks
This official pricing system and the inability to adjust to changes in world prices of
oilseeds appears to have been the primary cause ofthe crisis ofunsold stocks thatpeaked in 1998. Vegetable oil producing companies - mostly public sectorcompanies - dramatically reduced their purchases of cottonseed from cotton trading
companies when they saw that it was cheaper to purchase alternative raw materials 
mainly soybean and crude vegetable oils - on the world market. The head of theholding company representing the seven public vegetable oil companies stated at the
time that reduced demand for oilseed cake was also a factor in the reduction in seed
purchases; however, the relatively high cost ofdomestic cottonseed appears to have
been the main reason.

By the end of the 1997 ginning season, about 300,000 ardebs of seed were unsold and
had to be carried over in storage at the gins. By the end of the 1998 ginning season.
over four million ardebs were unsold - an inventory worth over 30(' million LE.

2



Figure I: :Vfarketing Path
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Every month that this stock went unsold was costing the cotton trading companiesover 3 million LE in financing costs, and the oil content (value) of the seeds wasdiminishing as they aged.z Managers at the gins where the seeds were storedcomplained that the stocks were hindering their ability to gin subsequent crops forfear of contaminating new varieties with old seeds.J

Reactions to the Crisis

The public trading companies for cotton were the main financial losers from theinflexible price system. Initially they - represented by their Holding Company insisted that the public companies for vegetable oil production should be forced topurchase the stocks at the official price of80 LEtardeb ("otherwise our Company willincur LE 48 million in losses."). But the oil production companies - represented bythe Holding Company for Food Industries - refused, and instead argued for pricereductions.

Private cotton trading companies were the first to accept selling seed at market prices- that is at prices below the official cost price - in order to sell off their stagnatinginventories of seed. They negotiated prices and sold seeds at prices varying ben.een60 and 70 LE/ardeb, i.e., at a loss, but in way that would stop the hemorrhaging ofmoney through high monthly carryover costs.

The public trading companies began to realize that the oil companies were notplanning to buy their old stocks ofseed at 80 LEiardeb. Nonetheless, they held out afew more months, hoping that the Government would compensate them for thedifference if they were forced to sell at below cost. By the Fall of 1998, they realizedthere would be no bailout, and the Holding Company authorized the affiliatedcompanies to sell their stocks at the reduced price of LE 70/ardeb.

However even at 70 LEiardeb, the oil processing companies were unenthusiasticabout purchasing the stocks and they asked for further markdowns due to the reducedquality (in terms ofoil content) and weight of the old stocks. Eventually each tradingcompany struck deals with the oil companies, mostly at prices benveen 60 and 70LE/ardeb. Some particularly deteriorated stock was sold at 50 LEiardeb to be used asanimal feed (after obtaining special pennission from the Ministry ofAgriculture).Directors of trading companies who initially were reluctant to "realize a loss"eventually consulted with their boards and made the tough decisions.
In August 1998, the Ministries of Agriculture, Public Enterprise, and Trade andSupply issued their annual joint decree on cotton pricing and cut the official purchaseprice of seed to 70 LEiardeb for the upcoming season. These events are illustrated ina timeline in Figure 2.

'Gins provide storage free ofcharge so there are no warehousing charges.
)..\. gin will not be licensed to begin ginning operations ofa new variety ifseeds ofa different varietyremain in storage at [hat gin.

4



Figure 2: Timeline of Commercial Cottonseed Unsold Stocks Issue
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Official Prices Become Less Binding

Increased flexibility on the side of the trading companies and increased demand on
the side of the oil companies combined to draw down the stock of carryover seeds
during the following months. By April 1999 the stock was down to 1.2 million ardebs,
but this still cost the trading companies almost a million pounds per month in
financing costs.

In August 1999 the three ministries announced a reduced price of 62.5 LElardeb in
their annual decree to determine seedcotton-purchasing prices. By February 2000 theamount ofcommercial seed in stock fell to 216,000 tons and by the summer it was
virtually sold out.

The reduction in official prices played an important role in selling off the stocks, as
did an increase in demand related to slight increases in world prices for alternative
oilseeds. Some observers feel that demand was also enhanced by the recent
establishment of new private vegetable oil producing companies (giving sellers an
alternative to the public companies); although only a few of these companies are
equipped to crush cottonseed. And increased livestock production may have
enhanced demand for cottonseed oilcake.

Indeed by July of2000, the small amounts ofcommercial cottonseed that were still
available on the market (mostly rejected planting seed) were being sold at competitive
market prices of up to 86 LE/ardeb.

Is the Pricing Problem Solved?

Many observers interviewed by the study team felt that the problem of unsold stocks
that peaked in 1998 was now largely solved, because:

• . Official prices have been decreased;
• Demand has increased;
• Private trading companies are not bound by official prices when they sell

commercial seed;
• Public trading companies are learning to become more flexible in their selling

prices for commercial seed;
• Increasing difficulties in obtaining foreign exchange will increase the cost of

importing oilseeds and crude.

These factors have effectively solved the problem for the moment; however, the root
cause of the problem has not yet been tackled - officially decreed prices for seed
rather than a free market pricing system.

In August 2000 the ministries again issued their official joint decree on cotton
marketing and again announced an official price for purchases ofcottonseed - this
time moving the price back up to LE 72/ardeb.

This new official price seems unlikely to cause problems ifmarket conditions remain
constant throughout the upcoming year; but no one can predict accurately the future
of international prices for vegetable oilseeds and crude. If later in the season

6
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importing soybeans becomes cheaper than buying domestic cottonseed, the oilcompanies are likely to stop purchasing cottonseed. At that point it will be interestingto see if the cotton trading companies will feel obliged to sell at the official price or ifthey will cut prices to remain competitive.

Approaches to Reforming the Price System

I. The most direct way to reform the price system would be to stop announcingan official seed price in the annual ministerial decree on seedcotton marketing andinstead accept market pricing. But such an approach implies removing a key elementfrom the current system ofcalculating official prices for the seedcotton sold byfarmers. The government probably cannot stop announcing official seed prices until itdecides to end its current system ofcalculating official prices to be paid forseedcotton - an issue that goes beyond the scope of this paper.

2. The government can, however, makeit clear that the official seed prices aresimply a tool used to calculate purchase prices for seedcotton and these seed pricesneed not apply to actual sales ofseed, which should be conducted at market prices. Aletter from the Minister ofPublic Enterprises or the head of the relevant HoldingCompany to the heads of the public cotton trading companies would probably beadequate to accomplish this simple reform.

3. A third potential reform worthy ofconsideration is the integration of moreinternational pricing information and flexibility into the system ofdetermining theseed price to be used in the official pricing formula This would involve changing theprice during the season according to international price changes (as is done, at least intheory, for seedcottonprices by linking them to internationallAlcotexaprices). A subcommittee composed ofrepresentative of the relevaIit ministries and armed ....ithinternational price data for soybeans and crude oils could meet periodicallythroughout the seed-marketing season to adjust official prices as necessary. Ofcoursethese official prices should only apply to calculations ofpurchase prices and not to "sales prices (see recommendation #2).

Another Issue: Restrictions on Commercial Cottonseed Movements
The movement of cottonseed has been tightly regulated in Egypt for many years. In1966 the current Agricultural Law (#52) decided among other things that:

• Coriunercial cottonseeds shall not be transported from gins without a priorpermission from the Ministry ofAgriculture.

• The Minister ofAgriculture shall issue a decree defining the procedures to beobserved in delivery, receipt and transport of tradable cottonseeds between ginsand oilseed crushing plants; and determining tolerances in the weight to tradablecottonseeds delivered to plants.

• The Minister is entitled to prevent transport of commercial cottonseeds ofanyvariety from gins to crushing plants for a period to be specified (in a ministerialdecree).

7
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• Commercial cottonseeds shall not be stored except in the internal basins at gins
and/or crushing plants, or in the storage areas annexed to either of them as
licensed by the Ministry of Agriculture ... However, the commercial cottonseeds
may with a wTitten permission from the Ministry be stored unpacked in the
internal yards of the crushing plants if they were treated for killing embryo vigor.

• No oilseed crushing plant to extract cottonseed oil shall be operated without a
special license from the Ministry of Agriculture

• Cottonseeds shall not be moved from the crushing plants except with a permission
(license) from the Ministry ofAgriculture

The Ministry assigns two or three of its employees to be based at each cotton gin and
each crushing plant to ensure that the quantities ofcommercial cottonseed leaving the
gins is the same quantity that is delivered to' the plants. These tight controls are all
designed to avoid any commercial cottonseed from being sold to farmers as "planting
seed." The Government fears that any such "uncontrolled sales" to farmers could
threaten the national cotton variety zoning policy which requires that one and only
one specific variety be planted in each geographic zone designated by the Ministry.

These heavy controls on commercial seed movements are inconsistent with the
normal principles of free trade in a market economy and therefore have been
questioned by several analysts:

• If the embryo ofcommercial seeds can be killed by heat treatment, isn't the threat
oftheir misuse for planting greatly reduced thereby obviating the need for
movement controls?

• Do these movement controls impose heavy costs in terms of keeping commercial
seeds from flowing quickly to the oilseed crushing plants or other industries (such
as animal fattening) that need them most?

To explore these questions the consulting team visited several trading companies thathold title to commercial seed. a gin, an oil pressing company, and the Ministry unit
that implements these controls - the Central Administration for Seed Certification.
These visits and interviews led to these fmdings:

• Sterilization. Currently, all gins are required to subject commercial cottonseed to
hot air treatment at between 65 and 80 degrees Celsius for ten minutes to reduce
the viability of the embryos (sterilization). This treatment appears to be effective
in killing any insect infestations but is inadequate to completely sterilize the seeds.
In fact, recent research on this topic in Egypt found that "such treatment was
practically useless and might even improve seed germination and seedling
growth as a result of controlling the microorganism surrounding the seed. ,..
CASC, fearing that the treated seeds might still germinate if they were diverted to
and planted by farmers, therefore maintains the tight movement controls.

'Elemery, M.l. "Effects of Different Treatments on Viability and Chemical Composition of Colton
Seed." Egyptian Journal of Applied Sciences, Vol. 14, July 1999.

8
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Research on other methods to sterilize cottonseeds has been conducted at theAgricultural Research Center but has not yet yielded a practical solution that willmaintain the oil value while sterilizing the seed.

• Movement Licenses. The CASC inspection systems in the mills involve somepaperwork and delays for the issuing of movement licenses; however. thispaperwork is not considered a significant problem by the trading companies. gins,and oil press managers who have grown comfortable with the system. The cost ofmaintaining CASC inspectors at every gin and oil press does not seem to be anissue of concern to the officials involved. This may change if the number ofprivate presses continues to grow.

• Use as Feed, The current system makes it difficult for Egyptian livestockranchers to obtain whole cottonseed to feed to their animals. In other countries,whole cottonseed is often used as an animal fattener; however, in Egypt, thisrequires a special permission issued on a case by case basis by the Minister ofAgriculture himself. Requests for such pennissions are reported to be rare,because ranchers find the purchase ofcottonseed cake to be more economical thanthe purchase ofcottonseed, unless its price is discounted due to its age. TheAnimal Production Research Institute of the Agricultural Research Center isconducting research on this topic, with initial findings suggesting benefits tobuffalo diets but at relatively high costs. Interestingly, the Institute reported greatdifficulty in obtaining permission to procure the small quantity ofcottonseed itneeded for its research.

Summary of Findings and Recommendations

I. The relatively high official purchasing price for commercial cottonseedresulted in large unsold stocks in 1997 and 1998 because oilseed-crushing plants.·preferred to import cheaper raw materials. Private cotton trading companies feltfree to cut their selling prices below the official purchasing price and remaincompetitive, but public sector companies were reluctant to sell below cost andthereby accumulated stocks that were costly to finance.

2. Only when the official price was lowered, demand increased, and managers ofpublic trading companies learned to be more flexible in their pricing ofseed, didthe problem dissipate.

3. To avoid the reoccurrence of this problem, the government should make it clearthat the official seed prices are simply a tool used to calculate purchase prices forseedcotton and these seed prices need not apply to actual sales of commercialseed, which should be conducted at market prices. A letter from the Minister ofPublic Enterprises or the head of the relevant Holding Company would probablybe adequate to accomplish this simple reform.

4. A sub-committee composed of representative of the relevant ministries and inpossession of international price data for soybeans and crude oils should meetperiodically throughout the seed-marketing season to adjust official prices as

9
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necessary. Ofcourse these official prices should only apply to calculations ofpurchase prices and not sales prices.

5. Research should be intensified in the ARC to (a) find a more etTective andpractical method to sterilize cottonseed, and (b) investigate the economic viabilityof using cottonseed in animal fattening. If the latter is promising, proceduresshould be simplified for obtaining permission to use cottonseed as feed.

10
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Annex 1: An Example of the Use of the Official Formula
to Calculate Official Prices for Seedcotton

Procurement prices are calculated by the Cotton ArMration and Testing General Organization (CATGO) basedon the formula described below. using the official cost numbers provided in the ministerial decreeon seedcotton marketing.
The official cost numbers for commercial seed, scarto. domestic marketing expenses, and conditioning for export (fobing)are announced in the decree.
The international price is provided by Alcotexa.The turnout rate is provided by CATGO based on testing of samples from delivered seed cotton.
One kentar of seedcotton is 157.5 kg.
At a turnout rate of 100% this yields 50 kg of lint. abou1 95 kg of seed. and a few kg of searto
Below is an example of calculating an official purchasing price for the Giza 70 colton variely in 1999-2000.
Lint value
If the international price for Giza 70 variely lint is announce<! by Alcotexa at 100 cents/pound.then the official number for fobing costs (10 cents) are deducted to get 90 cents/pound•The 90 cents are converted to LE. reSUlting in equivalent amount of LE 3.06 LElpound.Multiplied by 2.204 poundsl1<g gives 6.744 LEI1<g.At a turnout rate of 100% there are 50 kg of IIntikentar.50 kg multiplied by 6.744 LEI1<g yields LE 337.3 for a kentar of lint.

Marketino costs
The officially decreed cost of marketing is LE 50.This is subtracted from LE 337.3 to calculate net revenue from lint at 287.2 LEI1<entar.
Turnout mUltiplier
If the turnout rate is 115%. the 287.2 is multiplied by 115% to obtain an official buying price of 330.395 LEI1<entar of lint.
Seed value
The seed value is assumed to be 90 kgl1<entar of seedcotton or 314 of an ardeb.At 62.5 LElaideb this means 46.875 LE in seed value per kentar of seed cotton.
Scarfo value
The value of the scarta is announce<! in the decree to be LE 10l1<entarof seedcotton.
Official purChasing price
This is calcualted by adding the multiplier-adjusted net revenue from lint (330.395 LE) andthe calculated value of seed (46.875 LE) and
the announced value of scarto (10 LE)
to yield an official purchasing price of 387.27 LEI1<entar of seedcotton.
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Annex 2:
Total Production, Total Consumption, Food Gap Per Thousand Ton,I)ercentage of Self-Sufficiency, Average Per Capita Consumption in Kg., Imported Quantities perThousalld Tons and the Average Import Price per Ton in U.S. Dollars for Edible Oils during the period 65/66 - 97/98
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---~-- ----
___ 0 ••,,_- ------Productioll

TOIUI Food Pereenlage Average Imported
Average of

COllon Soybeun • Sunflower
Maize oil Total

Consumptio Gup of Self per Capila quantifies
Import !'riee

Seed Oil oil oil Production Sufficiencv ConsumDtio 01" oils
-

149.0 149 186 37 80%
136.0 136 263 127 52 7.8
82.3 9.4 0.4 92 454 362 20 11.0 320 70385.0 11.0 0.6 97 485 388 20 11.5 387 65682.9 37.3 1.5 122 605 483 20 12.5 414 51187.0 25.4 1.7 114 550 436 21 11.1 416 68684.0 22.1 1.9 108 609 501 18 11.9 526 64375.0 23.0 2.0 100' 585 485 17 11.2 565 53673.0 11.6 6.2 91 464 373 20 8.5 477 66250.0 18.0 5 3.9 77 428 351 18 7.7 414 66178.0 35.0 5 5.0 123 461 338 27 8.1 537 46694.0 14.0 6 6.9 121 • 466 546 26 8.2 352 45458.0 16.0 4 6.0 84 674 590 12 11.4 364 67049.0 36.0 I I 12.9 109 709 600 15 12.0 429 67278.0 24.0 16 11.0 129 890 761 14 14.7 598 62080.0 18.0 7 9.0 114 726 612 16 11.9 684 536
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- Note: Production of cottonseed oil is allli'om domestic seeds, but soybean oil, sunflower oil, and maize oil is producedmainly from imported oilseeds.
- Note: Imported quantities are dominated by crude palm oil and crude soybean and sunflower oil, which arc locally relined.

SOllrcc.,; Compiled and computcd from:

- Faw1.Y Iialim Rizk (Dr.), Economic Reform I'olieies of Food Subsidy in Egypt, The Egyptian Socicly of Political Economy, Slatislics and Legislation,Conlemporary Egypt No. 449·450 Cairo, January and April 1998. .
/.,:l.- - Records of Ministry of Agriculture and Land Reelamalion. - Records of Ministry of Supply and Ilomc Trade.
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Annex 3: Production of Major Oi/crops in Egypt

Cottonseed production Cottonseed Soybeans Oily Sunflower Total in Cottonseedin ardebs in thousand tons in thousand tons in thousand tons thousand tons as % oftolal1965 8.009 961 961 100%... 1970 7,363 884 884 100%1980 7,146 858 92 9SO 90%1981 6,750 810 130 940 66%1982 6,149 738 166 904 82%1983 5,456 655 162 817 80%1984 5,301 636 143 779 82%, 1985 5,913 710 140 8SO 84%1986 5,612 673 133 806 84%1987 4,884 566 134 720 81%1988 4,453 534 129 663 81%1989 4,141 497 113 14 624 80%1990 4,198 504 126 22 652 77%1991 4,025 483 127 30 640 75%1992 4,759 571 59 38 666 85%1993 5,407 849 SO 42 741 880101994 3,423 411 67 18 496 33%... 1995 3,167 380 63 29 472 81%1996 4,598 552 40 25 617 89"k1997 4,843 557 35 12 604 92%1998 3,210 385 48 7 440 88%.... 1999 3,125 375 19 2 396 95%
Source: Compiled and computed from Records of Ministry of Agriculture and Land Redamation• Fawzy Halim Rizk, "The Fixed Farm Prices of Egyptic:!O Field Crops. which are Supplied to Gcvemmenl"The Egyplian Society of Political Economy, Statistics and Legislation, Contemporary Egypt No, 396. Apn11984,- Abd EI hamid Fawzy EI Atar and Fawzy Halim Rizk, "Sluy of Production Economics of Oil and Cotton seed Cake:The Egyptian Society of Political Economy, Statistics and Legislation, Conlemporary Egypt No. 355. Apn11974.
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Memoranda from the Chairman of the Holding Company
for International Cotton Trading

(January 1998 and November 1998, in Arabic original and
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Cotton and International Trade Company
Board Chairman's Office

Situation of Cotton Seeds' Disposal

• On 09/20/93, a meeting was held under the chairmanship of the PrimeMinister. Among other things, the meetings decided the cotton seed procurementprice for 9311994 at L.E. 80/- per ardab.

• The Ministerial Committee approved the same price in 1997 season.

• Edible Oil companies, affiliated to the Holding Company for Food Industrieswere committed to receive the commercial seed at that price until 96/1997 season.
• Starting from 96/1997, the oil companies were reluctant to receive thecommercial seeds from the gins, thus leading to backlog ofseed stocks. Some ofthose gins.were to stop operation in the beginning of this season 9711998 due tochanges in the varietal map. A letterwas sent to H.E. the Deputy Premier andMinister ofAgriculture, asking him to intervene towards moving commercial seedstocks carried over from the previous season especially at the gins here the varietyassigned has been changed. He has issued his instructions to the HoldingCompany to evacuate the gins from seeds stocks.

• Such a delay was conducive to fInancial problems for the cotton companies, letalone damage to and dehydration 'of the commercial seed.

• The remaining stock from 96/1997 is 200,000 ardabs. This season's output.(9711998) is estimated at 4.6 m. ardab, i.e. total supply is 4.8 m. ardabs, worth ofL.E.384m.

• According to the Deputy Premier's decree No. 1675 of 1997 varieties will bechanged in a number ofgins. Stocks have to be withdrawn from gins to avoidbacklog. MALR refuses to license gin operation if there were stocks of a varietyother than the one assigned to the gin.

• In Jan., 11 th 1998 the Holding Company for Food Industries conducted a studywhich concluded that an economically viable price is L.E. 70 per ardab, in thelight of the world prices of edible oil.

-. Our company (CIT) has paid L.E. 80 / per ardab ofcommercial seed to thecotton producers.

I am writing this memo to Your Excellency to issue your instruction to the HoldingCompany to pay L.E. 80 per ardab or our company will incur L.E. 48 m. in losses,

}~
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I therefore, suggest the following:

I. Precedence should be given to the oil extracted from colton seed. A time
schedule must be agreed upon between MoTS, CrT and the Holding Company
for Food Industries.

2. Oil processing plants must be instructed, within the Optional Marketing
System, to receive the commercial seeds, just like the colton trading companies.

3. ~lALR should agree to crushing the seeds under its supervision for use in the
production of animal feeds or for exportation.

Board Chairmao
Nahil EI-Marsafawy

Jao.18,1998
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Cotton and International Trade Company
Board-Chairman's Office

• Due to the presence of carry-over from 97/1998 season and to the slow
withdrawal of adequate volume thereof by the oil companies, especially from
gins where the variety assigned has been changed; and

• Based on MALR's instructions to evacuate the gins of the carry-over, as a
preliminary step for disinfecting on the set Date.

A letter has been sent to Eng. Adel EI Shehawi, Board Chainnan ofthe Holding
Company for Food Industries, to this effect.

CIT has favorably responded to the oil companies' request for applying the actualweight rather than a seed sack's weight of 121.5 kgm. Likewise, the oil companieshave been given facilities for payment, extending up to IO months.

Despite all this, the carry-over stock from 97/98 is estimated at 900,000 ardabs. Theoutput from this current season is estimated at 3.2 million ardabs, thus making the
total supply within the domain of4.1 million ardabs.

I would like to invite Your Excellency's attention to Article (4) of the Joint
Ministerial Decree No. 1048 of 1998, duly signed by your goodself, the Deputy
Premier and the Minister ofTrade and Supply, which reads as follows:

"Oil presses of the subsidiary companies of the Holding Company for Food
Industries shall be linked / assigned to specific gins, as was the case in the past,
wherefrom they shall receive the output of the cotton commercial seed on regular
basis. They also obliged to provide intact sacks to reduce losses".

The IS Eh ofApril has been specified as a deadline for the receipt of the entire stocksby weight. A special committee (representing the oil press, the gin. MALR at gins andthe company holding title deed to the commercial seed) shall set the rules ofseed
delivery and receipt."

The Holding Company for Food Industries has enumerated the following reasons for
the sluggish withdrawal ofseeds in 97/1998:

I. Low production offeed concentrates due to low demand.
2. Increasing stock oCthe cotton seed cake at the presses caused the pressing

operation to fall down.
3. High stocks from 96/1997 (I m. ardabs) mostly withdrawn during the

ongoing season.

Under the best scenario, the oil companies will only need no more than 2.5 m. ardabsin 9811999. The set price is L.E. 70 per ardab, 10 pounds less than the previousseasons.

~."
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We therefore propose:

1. Linking the oil presses to specific gins according to the joint Ministerial
Decree 1048 of 1998.

2. Ministry of Supply should give precedence to oil produced from the local
cotton commercial seed, according to a time-schedule agreed upon between
MoTS, CIT and HCFI.

3. Permit exportation of Commercial Seed under MALR Supervision.
4. MPES should either prohibit or reduce importation ofcrude oil or seeds from

which oil is extracted.
5. Oil companies are obliged to receive the carry-over stock at L.E. 80 per

ardab, which is the price paid to producers. The cotton companies should not
incur loss for no mistake of them.

Board Chairman
Nabil El-Marsa{awy

Nov. Sib 1998
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