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MEMORANIUM FOR THE DEVELOPMENT LOAN COMMITTEE

SUBJECT: Turkey - Eregli Steel Mill Expansion - Stage I
Amendment

Attached for your review are the recommendatiens for
increasing by $25,000,000 a loan (No. 277-H-093) made to the
Government of Turkey in an amount of $15,000,000 to be made
available by a reloan to Eregli Demir ve Celik Fabrikalari Turk
Anonim Sirketi, a Turkish Corporation, to assist in financing
the foreign exchange costs of commodities and services for the
Stage I Expansion of its steel mill at Eregli.

This loan proposal is scheduled for consideration by
the Development Loan Staff Committee at a meeting on Wednesday,
April 12, 1972.

Rachel R. Agee
Secretary
Development Loan Commlittee

Attachments:
Summary and Recommendations
Project Analysis
ANNEXES 1-9
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7.

SUMMARY AND RECOMMENDATIONS

AID-DLC/P-985/2
April k4, 1972

Eregli Steel Mill Expansion - Stage I

Applicant:
Amount:

Loan:

Total Cost Project
and Source of Funds:

Description of Project:

Purpose of Project:

Background of Project:

Government of Turkey (GOT)

$40,000,000 (including $15,000,000 previously
authorized).
(a) 140 year maturity including a 10 ycar
grace period.

(b) 2% per annum interest during grace
period and 3% per annum Lhereafter.

Foreign Exchange Costs, (Millions)
A.I.D. $ 40.0
Exim Bank 70.0
IBRD __76.0
Total $186.0
Local Currency Costs
(from Eregli) __60.0 (Equiv.
Grand Total $245.0

To expand the steel making and hot rolling
facilities of Eregli Demir ve Celik
Fabrikalari T.A.S. ("Eregli") to provide a
production capacity approximately double
the existing one,

To enable Eregli (a) to mect the estimated
domestic market demand for flat steal
products in Turkey, and (b) to improve
plant economics and the financial position
of the company.

A.I.D. has been associated with Eregli since
i1ts inception. It provided most of the
foreign exchange needed to build the original
plant and has made two dollar loans and one
local currency loan subsequently. A.I.D.

has also been closely involved in the
preparation of the feasibility study on which
this expansion project is based and has
participated with the other lenders, primarily
the IBRD, in the further development of the
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11,

12.

EXIM Bank Interest:

Mission Views:
Statutory Criteria:
Issues:

Recommendation:

Capital Project

ii

project and of the financing plan. Earlier
assumptions regarding the availability from
the GOT of foreign exchange to cover up to
$30 million or project costs are no longer
valid, 1In additicn, the foreign exchange
cost of the project is now estimated to be
$11 million higher than assumed carlier,
Both the YBRD and EXIM Bank have increased
their commitments to the project and we
propose to increase the amount of the A,I.D,
loan authorized in July, 1971 from $15
million to $40.0 million.

Exim Bank indicated on November 18, 1971 that
it has no interest in increasing the amount
of its participation in the financing.
Mission endorses the pi'oposed loan.

Satisfied - sce checklist.

None.

Thet the existing authorization dated

July 14, 1971 be amended by increasing the

loan amount from $15.0 million to $L40.0
million.

Committee Members

Loan Officer:

Engineer:

Counsel:

Drafting Officer:

Michael F. Speers
Charles McNaron
Stephen Stein

Michael F. Speers
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1.0 Background:
1.1 This paper updates the information, analysis and conclusions

contained in a Capital Assistance Paper, dated June 18, 1971 (AID-DLC/P-985)
which was reviewed by the DLC and formed the basis of a Loan Authorization
signed by the Administrator on July 1k, 1971. It takes into account the
agreements reached between A,I.D., the GOT and Eregli regarding the deferral
of payments under cxisting loans and discusses other developments which

have occurred since then.

1.2 The project facilities described in the CAP of June 18 remain
unchanged; similarly, the assumptions, findings and projections then made

in the area of marketing, management and sales volume remain the same. This
paper discusses only those areas where earlier statements or findings need
to be changed.

1.3 When the June CAP was prepared the foreign cxchange cost of the
project was ecstimated at $175 million, leaving at that time a gap in the
toreign exchange financing of $30 million. It was assumed that this gap
would be filled either through an underwriting commitment by the GOT and/or
the use of Buropean bilateral credits. The GOT hasg since indicated that

it would be unable to provide a specific fereign ecxchange underwriting in

the amount needed and, after discussion with European financing sources,

it became apparent that foreign exchange credits for the project from those
sources would not be available. Therefore, after consultation between A.I.D.,
the IBRD and Eximbank, A.I.D. tentatively agreed to consider increasing its
loan from $15 million to $40 million, the IBRD indicated its willingness to
recomnend to its board an increase in its loan from $65 million to $76 mi.lion,
and the Eximban}. agreed to increase its commitment from $65.0 million to

$70 million. Together, these credits will provide foreign exchange totaling
$186 million, an amount adequate to finance the foreign exchange costs of

the project now anticipated, including a $5.0 million contingency amount for
foreign exchange cost overruns beyond escalation and normal contingencies
included in the cost estimates.

1.h A substantial revision of the f 'nancial projecticns became
necessary when the Government of Turkey aecreed, in August 1971, substantial
increases in the price of many commodities, including coal. At the same
time, the Government authorized Eregli to increase the prices charged for
its products by an average of 243%. It had been anticipated that Eregli
would be allowed a price increase of approximately lO%% (the increase
reflected in the projections included in the earlier CAP). The effect of
the current prices of raw materials and services and of its increased sales
prices is reflected in this paper. Account has also been taken of the
present value of the Turkish lira which, in December 1971, was increased
from TL 15 to TL 14 for $1.00.

2.0 Capital Costs

The capital cost estimates set forth in the CAP of June 18 were
revised after the visit of the IBRD appraisal team to Turkey in September 1971,
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The new estimates reflect the addition of certain pollution abatcment
equipment which ccological experts accompanying the IBRD team recommended.
The new estimate of the cost of such equipment is $3 million, an increase
of $2 million. On the initiative of the IBRD, $1 million was added to
provide funds for a technical assistance contract between Eregli and an
operating steel producer. Minor changes were also made in the cost
estimates for spare parts and ancillary equipment. Also on the initiative
of the IBRD, an additional foreign exchange contingency amounting to

$5 million was added. All of the local currency costs, now estimated at
TL 840 million ($60 million equivalent) will be financed by Eregli.

Table 1 which follows scts forth the revised capital cost estimates, by
major item,



SUMMARY OF ESTIMATED CAPITAL INVESTMENT - STAGE I

ERDEMIR

. Blast Furnace - 29'6" Diameter
. Mold Preparation Area

Scrap Preparation Area

BOF Alterations

3rd BOF Vessel - 90 MI/HT
Burnt Lime Kiln - 225 MIP/D
Oxygen Generator - 200 MI/D
. Billet Caster - 300,000 MT
10. Soaking Pit Crane

11, Hot Strip Mill

12, Flate Finishing

13. Rotary Plate Shear

1k, Pickling Line #2

15. Cold Mill - Incr. Speed

16. Batch Anneal - 6 Furnaces & 18 Bases
17. Temper Mill #2

18. Shear Line #2

19. Power House

20. Utilities & Services

21. Ship Unloader

22. #3 Boiler

23. Extension of Ore Yards

2k, Provision for Ecology

25. Technical Assistance

O O3 0\ Fw -

26. Additional Foreign Exchange Cost Overrun

Contingency

Note:

;/ Foreign Exchange Costs include provision for escalation at € percent per year and contingencies of €.1 tercent

Coke Battery & By-products - 85 Ovens

(in Thousands of Dollars)

Foreign 1
Exchange Cost~

$ 16,399
ok, 688
588
813
5,313
4,173
1,135
4,292
11,756
601
56,591
2,092
1,308
6,409
4,658
1,905
7,806
3,380
7,585
8,058
2,029
3,381
2,040
3,000
1,000

5,000

$186,000

TAELE 1

Tocal
Cost E/ é/ Total
$ 5,028 $ 21,u27
8,25 32,341
250 838
285 1,598
2,337 7,650
2,155 €,32¢
380 1,512
970 5,262
2,290 14,046
3% Sty
12,125 €6,T71E
: 927 3,019
315 1,623
1,905 &,31k
1,166 5,818
567 2,%72
2,522 10,328
1,020 L,LOS
1,882 G,467
8,348 16,406
238 2,267
794 L,17€
1,710 2,755
900 3,9CC
3,600 L E2C
- 5,000
362,000 $oué,00r

g/ Local Currency Costs include escalation at 10 percent per year and contingencies of 7 percent.

3/ Computed at rate of TL 14 = $1.

Items 1 through 24 include engireering costs aggregating about $8.5 million in foreign exchiange and

TL 42 mi lion in local currency.
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3.0 Financial Considerations

3.1 Financing Plan. With the conelusion by A,I.D, of the recent
deferral negotiations with the GOT and Eregli, a firm finanecing plan
which provides for all project costs and contingencies has been agreed
upon. Table 2, below, describes this plan.

TABLE 2 ($ Millions)

o . l/ Per?egtage
Source FX Costs Lira Costs~ Total of Total.
AID $ 4o.0 $24 .8 $ 6h.8 oh. 79,
GOT - 51,62/ 51.6 19.7%
EXIM 70.03/ - 70.0 26, 6%
IBRD _T76.0 = _T16.0 29.

TOTAL  $186.0 $76.4 $262.b5-/ 100.04

l/ All Lira costs of the expansion are to be met by Eregli, principally
from cash freed by deferrals of existing AID and GOT loans in the amounts
shown.

g/ GOI' deferrals of intercst and principal payments on existing loans

to Eregli during the construction period aggregate $13.6 million

equivalent with the balance representing deferrals during the period 1976-1987;
deferrals during the latter beriod are intended to provide increased

security for the service of foreign exchange debt.

3/ Exim's commitment of $70.0 million includes $5.0 million as a supple-
mental contingency for ¥X cost overruns. Since Eregli will be required to
make cash down payments equivalent to 10 percent of the amounts dravn, the
new money provided under the Exim loan package is only $63.0 million,
assuming that the entire credit is used.

5/ This amount does not include start-up costs or increases in working
capital,
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3.2 Financial Projectiong.

A number of assumptions made in the projections prescenled in
June 1971 have changed. No attempt has been made to calculate thoe
impact of each of these changes separately but their cumulative ct'f'ect
is reflected in the Profit and Toss and Cash Flow Statements prescnted
in Annexes I and II. The last line of Annex I compares the revised
forecast of net profit arter tax with the corresponding forecast
contained in Annex IIT, Table 1 of the June CAP. The changed assumptions
are listed below, classificd according to their favorable or unfavorable
effect on the carlier projections. Their aggregate impact has been a
net improvement in after-tax profits during the period 1971-1982 of
TL 1,250 million ($88.5 million) over the projections shown in Annex III,
Table 1 of the June CAP.

3.3 The following changres in assumptions have had a favorable
£ .

1. The average increasce in Eregli's sales prices of 2U.%5 percent
as against an increase of 10.5 percent assumed previously.
(That increasc is now in ceffect.)

2. A reduction of FX debt service due to revaluation of the Lira
with respect to the U.S. dollar from TL 15 to 1 = $1.00.

3. Downward revision of the interest estimated to be payable on
new X debt from 8 percent, to a weighted average of 7.5
percent. (This is duec to a refinement of previous estimates
based on current interest rates. '

4, The decreasec in interest costs on GOT Lira loans, due to the
substitution of deferrals of payments on existing debt for
new loans which would have carried a higher interest rate.

3.L The following changes have had an unfavorable ef'fect on the
projections:

1. A nebt increase in the Cost of Goods Sold ol eight Lo nine
percent, Locally purchased pgoods and services, as a result
of price increascces decreed vy the GOT, local taxes and
transportation costs, will be hipgher than previously assumed.

2. The reduction in depreciation on assects purchased with toreign
exchange will be lower than previously assumed due to Lhe
revaluation of the Lira.

3.5 The arrangements envisaged to provide Eregli with the cash
needed to finance the local costs of the projcct, and to service its
debt, were outlined in paragraphs 5.2-5.4 (pp. 14 and 15) of the CAP
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of June 18, 1971. In negotiations between A.I.D., the GOT, the
IBRD and Eregli, the arrangements then envisaged were modificd in
some respects. The major substantive changes are:

(a)

(v)

A.L.D. has agrced to deter, in addition to deferrals
earlier agrced to, four semi-annual installments of
the dollar repayable portion ('B' loan) of Loan 2Y/-
A-020;

A deferral by the GOT to Eregli of a "10U(g)" loan
(made under Section 104(g) of P.L. 480) is not
included because the GOT found that certain legal
and administrative problems were difficult to over-
come and because the effect of its deferral would
have been marginal.

On January 18, 1972, A.I.D. and Eregli, and the GOT and Eregli,
signed agreements ceffecting deferrals the substance of which is

summarized below.

3.6

The amounts so deferred arc summarized in Annex L.

A.I.D. agreed to defer:

(a)

(b)

four semi-annual installments of' the DLF 'B' Loan,
A.I.D. Loan 277-A-020 (dollar repayable) commencing
with the installment due October 2, 1972; interest
will be paid currently and the deferred amounts will
be amortized together with scheduled semi-annual
installments then due, during the remaining maturity
period of this loan,

Total payments deferred: $6,634,000
(TL 92,876,000)

a portion of two semi-annual installments of principal
due in 1972 and all principal payments due in 1973 on
the DLF 'A' Loan, AID 277-A-020 (Lira repayable with
M.0.V.); interest will be paid currently and the
deferred principal amounts will be amortized together
with scheduled semi-annual installemnts then due, on
the dates specified for such installments within the
maturity of the loan.

Total payments deferred: $12,900,000
(TL 180,608,000)

the installments due on "Cooley" Loan 277-E-OL7 due

on April 1, 1972 through and including the installment
due on April 1, 1976; interest accruing from January 1,
1972 through and including the period ending
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(a)

(v)

(c)
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December 31, 1976 will be deferred and capitalized;
deferred principal payments and capitalized interest
will be paid together with semi-annual installments
then due, on the dates now specified for the payment
of such installments, with the first such payment due
on April 1, 1977. Payments of principal and interest
after that date will be subjeect to de facto sub-

ordination to foreign exchange debl service in
accordance with u cash test.
Total Financial Effcct: $5,31%5,000

(TL 74%,411,000)

The total amount deferred by A.I.D. under these agroc-
ments is $24,849,000 or TL 347,886,000.

GOT has agreed to

defer principal installments on its "main construction
loan" due on July 2, 1971 and thereafter until and
including the installment due July 2, 1987; interest
accruing during the period January 1, 1971 to December
31, 1975 will be capitalized; regular interest payments
will resume on January 2, 1976 and the outstanding and
capitalized interest will be repaid during the thirteen-
year period commencing on January 2, 1988.

Total Payments Deferred: L 50k ;002,000

defer principal and interest payments due on its two
"Special Development Fund" loans duc on June 30, 1971
and thereatter until June 30, 1976, when payments will
resume; interest, which will be capitalized during the
deferral period, and deferred principal payments will

be repaid together with regular installments, during

the remaining maturity period; such payments will,
however, be subjcct to a cash test and thus subordinated
de facto to debt service on foreign exchange loans.

Total Payments Deferred: TL 61,651,000

defer principal and interest on its "Interim Expansion"
and "Sinter Plant" lira loans for a four-year period
commencing January 1, 1972. The provisions for
capitalization of' interest, repayment, and subordination
described under (b) above, will apply.

Total Amount. Doferred: TL 37,156,000
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(d) establish a fund aggregating TL 30 million for
Eregli's use during the construction period.
Payments into the fund will be made by the GOT
from payments of interest made by Eregli to the
GOT on reloans of the ney A.I.D. and IRRD loars.
Amounts drawn by Eregli from this fund shall be
considered a loan and be added to the principal
outstanding under the GOT "Sinter Plant" loan
commencing in 1976, with the terms of that loan
applying to maturity and interest. To the extont
Eregli draws on this fund, the effect is the same
as any equivalent deferral and capitalization of
interest due on the new loans.

The total amount deferred by the Gor, assuming all of the TL 30 million
~is drawn from the fund descriheq under (d) above, is 71, 722,809,000,

3.8 In addition to the above deferrals, the GOT has

(a) authorized the company to change its maximum
depreciation rate on fixed assets from 29 years
to 19 years for assets purchased prior to
January 1, 1972 and to 15 years for assots pur-
chased after that date;

(b) authorized an increase in the sales price of the
company's products of an average of 2h.5% over
1970 price levels;

(¢) furnishe1 A.I.D. its guaranty of the existing,
previously unsecured AID Loan 2741-A-020 to Erepgli
with an outstanding balance of about $138.0 million.
(Subsequent A.I.D. dollar loans for Eregli wore made
to the GOT and arc, therefore, guaranteed,) The GOT
has thus assumed g contingent liability of about
$138.0 nillion., The guaranty becomes effective upon
the signing of the agreement for the A,.I.D, loan here
proposed,

3.9 The financial projections in Annexes 1 through 4 arc the

same as those used by the IBRD in its Appraical Report (Report No.
PI-13a) dated February I, 1972. Thesge projections were prepared

before agreement was reached to provide a supplementary contingency

of $5.0 million in the EXIM loan and do not reflect its drawdown.
Similarly, the use of funds for a contract to provide technical
advisory services is not reflected in the cash rlow brojections because
the inclusion of $1.0 million for this purpose in the I™RD loan was
agreed upon after completion of the statements and its effect on the
forecasts would, in any event, be marginal. The projections therefore
are based on a foreign exchange cost of $180 million. They reflect the
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changed assumptions listed above in paragraphs 3.3 and 3.4 and the
arrangements regarding deferrals, depreciation and steel prices
deseribed in baragraphs 3.6 through 3.8,

3.10 Comments on Profit and Loss Statement. (Annex I)
annex 1

The decrease in profits anticipated oy L9702 ang 1974 is (due
to increascs projected for payments o interesgt and o' corporate taxes
caused, respect’ oly, by modifications of the dererral arrangements
ard by changes in the project schedule, timing o!” drawdowng and,
theroforo, the availability of investment credits, Subsequent years
show substantially better profitability than calceulated earlier,

3.11 Comments on Statement of Source and Application of Funds-
(Annex IT)

Our projecetion or Eregli's cash position made last June showed
& substantial deficit in 1973. At the time, it was anticipated that
short-term commercial borrowing or govermment loans would Fill that gap.
Further reviey with the GOT and Eregli led to tho conclusion that ney
governmment loans could not be expeeted and that {he interest cost of
commercial funds made this method or financing unattractive. 7The
deferral agreements now concluded eliminate that problem.  Sufficiont
cash is now CxXpected to be available in each year not only to meet, that
year's cash requirements but alse Lo provide g balance cquivalent Lo
approximately two wecks' rnaleg revenues.,  In the years Following Lhe
construction period, i.e. frop 1976 onwvard, cash rescerves should inecrease
substantially, permitiing Eregli 4o bepin Financing tuture capital
investment largely {vom internal cash generation, or to brepay some
of its debt,

3.12 Comments on Balanco Sheets. (Annex III)

The Balance Sheet projections show a drastic improvement in
Eregli's financial structure, Phe ratio of long-term debt to net worth
decreases from U4.4:1 in 1971 to 2.5:1 in 1976 and to 1.4:1 ip 1978,
assuming no further long~term borrowing., Thig improvement reflects the
increased earning power of' the company.

3.13 Debt Service Coverage.,

The deferral arrangements described carlicr have resulted in
satisfactory debt service coverage ratios during; the entire period
analyzed. We have caleculated the ratio two ways both of which arc
shovm in Table 3, below. Line 1 shows the results of calculating the
ratio on a current basis for cach year, excluding the cash balance
carried over from the end of the preceding year. Even op this con-
servative basis the ratios provide ample protection f'or the lenders.
Line 2 of Table 3 shows <%he results of calculating the ratio on g
cumulative basis, The previous year's cash balance is taken into
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account but the available cash has been roduced by 'T7, 100 million
to provide a cushion for contingencies.

On tnat basis, the cash available tor debt service is morce
than twice the amount nceded tor that purpose in cach year, reflecling
the effeet of the substantial cash generations expected after the
completion of' the project.,

TABLE 3 - DEBI' SERVICE COVERAGE

Lo70  L977 1978 1urg 1980 1981 1982

l. Current Basis 2.2 1.3 1.6l l.67  1.67  1.77 2.01
2. Cumulative Basis

(Contingency :

deducted) - 2.36 2.3%  2.81  3.33 k.22 W7y 6.13
3.1k Sensitivity Analysis.

The results of calculations made to determine the effect of
fluctuations in the volume ot products sold, salecs prices, manufacturing
and other costs and quality of ore were presented in Annex V to thc CAP
of Junc 1971. These calculations have not been repeated using figures
from the revised projections included in this paper. Due to the improve-
ment in the projections of operating results presented in this paper
over carlier cstimates, such calculations would have resulted in a
higher break-cven point, voth for volume and pricc fluctuations, increased
the effect of a decrease in manufacturing costs, generally reduced the
effect of other cost increases and letft the effect of variations in the
quality of ore unchanged. (Price reductions could reach about 30 percent
before the break-even point would be reached. )

o) Fconomic Considerations.

4.1 Comparison of Erecgli's Prices with World Marke.

In the course of its appraisal of the Project, the IBRD under-
took a detailed study of Erepgli's prices and comparable world market
prices. (IBRD Report No. PI-13a discusses the methodology used and the
Tindings in paragraphs 10.05 through 10.10, Anncx VI and Table 26.)
Taking full account of the difficulties inherent in any comparison of'
steel prices (which are duc to a great number of' variables in quality,
specifications, size of product, size of order and commerciel terms)
and of the uncertainties in the pricing of European sleel due to r7cent
currency realignments, the IBRD calculates a "nominal protection"i/of

1/  "Nominal protection" is the difference between Eregli's prices
Tadjusted for delivery to Istanbul) and the price of imported products,
CIF Istanbul plus an adjustment of 10 percent to cover landing and
financial charges.
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Eregli's products of 11.7 percent and an "effective protection“i/of
22.17 percent before giving effect to price increases in Europe which
occurred early in 1972, If these prices were to increase by about

> percent, the "cffective protection” would be reduced to about

16 percent, it they inereased by 10 percent it would drop to below
10 percent. These margins appear acceptable to us and have been so
found by the IBRD.

L,2 Internal Rate of Return.

Last June, we calculated the incremental intended rate of
return on the incrementul investment at Lk percent and the corresponding
economic rate of return at 15 percent. Both rates would be somewhat
improved if the current projections were used but we have not carried
out the complex recalculations in detail. The IBRD, using a different
method of' calculation, by which both inputs and outputs are adjusted
to world maiyet prices, arrives at an "internal economic return" of
18 percent.2

L.3 Poreign Exchange Savings.

We earlier calculated annual foreign exchange savings
attributable to the project at about $38 million. The IBRD, using
the current projections, calculates savings of' $56 million after debt
service. Using the same basis, the pay-off period for E?e rorcign
exchange debt related to the project is about Qé years.-

1/ "Effective Protection" expresses the relationship between value
added based on Turkish prices and value added based on world market
prices.

2/  See paragraphs 10,13 through 10.16 and Table 25, op. cit.

3/ See paragraph 10.12 and Table 29, op. cit.
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5.0 Implementation Plan.,

5.1 Status of Loans for the Project.

Both the IBRD and the EXIM Bank, acting through their
respective Beards of Directors, have authorized the establishment
of loans and guarantees Lotalling $146 willion. Authorization of
the A.I.D. loan here proposcd would provide the remaining $40 million.
The IBRD has negotiated the ugreement covering its loan with Eregli
and the GOT and expects to sign within the next fow weeks, A draf't
loan agreement covering the proposed A.I.D, loan has been reviewed
with both the GOT and Fregli; no issucs arc expected to arise in
completing the nepotiations. The IBRD and A.I.D. loan agreements
have been jointly revicwed to ensure dove-tailing ol their provisions.
A draft agrcement covering the EXIM commitment is expected shortly.

.2 Status of Other Agreements.

\n

Both the letter agreement containing the GOT guarantee of
A.I.D. loan 020 and the agreements between the GOT and A.I.D. on the
one side and Eregli on the other covering deferrals of existing loans
have been signed. The guarantec agreement will become effective when
the {irst disbursement under any loan (IBRD, EXIM or A.I.D.) for the
project has been made. The deferral agreements with Eregli will
become effective when all three institutions have signed their
respective loan and guarantce agreements.

5.3 Procurement Procedures.

Agreement has been reached by A.I.D., the IBRD and the
EXIM Bank on their respective roles in financing the project. EXIM
has informed the Borrower which items it intends to finance, and a
list of such items is attachied as Annex 7. The IBRD and A.I.D, have
agreed among themselves and with Eregli that all other items will be
subject to international bidding under IBRD procedures. Successtul
bids by U.S. suppliers will be financed by A.I.D. until A.I.D. funds
are fully committed. Any successful U.S. bids submitted thereafter
will be financed by the IBRD. Should all IBRD funds be committed
before A.I.D. funds are exhausted, additional procurement will be
restricted to the U.S. Arrangements are being made to reflect this
arrangement, and the possible application of A.I.D. procurement
procedures, in all Invitations-for-Bid. To the largest extent possible,
those items for which world-wide competition is expected to have the
greatest benefit for Fregli will be bid first and, as nearly as possible,
simultaneously. Close liaison with the IBRD on procurement matters has
been established and will be maintained throughout the implementation
of the project,

5.3 Engineering.
After negotiation with several U.S. companies, the Board of
Directors of Eregli selected the Koppers Company, of Pittsburgh,
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Fennsylvania, as engineers for the project. A contract was signed

in February 1972. The contract will be financed by EXIM but the
scope of services to be provided by Koppers is subject to approval

by both the IBRD and A.I.D. That review is being carried out in
close consultation with the IBRD and is to te completed, and Eregli
advised of the conclusions, by March 31. Under the contract, Koppers
will provide all engineering services required, including preparation
of Invitations-for-Bid and cvaluation of bids. Eregli was advised

on August G, 1971, that no firm acting as engineer could also be a
supplicr of equipment, and the IBRD adviscd Eregli of' their substantially
identical position on this issue.

5.5 Construction.

Construction of new tacilities and installation of equipment
will be carried out by Eregli with its own forces, supplemented where
necessary by Turkish contractors. Suppliers of equipment will be made
responsible for supplying erection supcrvision wherever this is
necessary to ensure proper installation and operation. A detailed
project schedule will be preparcd and maintained by the Engineer.
Initial orders for equipment should be placed by the summer of 1972
and the project completed by the middle of 1976.

6.0 Ecological Considcrations.

The IBRD included in its Appraisal Mission two environment
specialists who assisted in arriving at the conclusions contained in
Annex 3 to the IBRD Appraisal Report. The major findings were the
tfollowing:

- dust control measures arce in operation but necd to be improved
in some¢ respects;

- noise created by mill operations does not affcct the surrounding
area;

- smoke and fumes are being controlled to the cxtent this ig
technologically feasible;

- the Company intends to install a biological treatment plant
for coke oven effluents;

- the Company intends to install facilities for the recovery or
neutralization of acid from the pickle line;

- the Company intends to process waste process water before
discharge into the sea;

- the Company intends to install a sewage treatment plant,
possibly in conjunction with the Town of Eregli,
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An amount of $3 million is included in the cost estimabes to cover
the foreign exchange cost of the installations planncd and, under

the IBRD's agreement with Lhe GOT and Eregli, detailed plans will
be submitted for the IBRD's approval.



SALES PROCEEDS
Iron and Steel Products
By-Products

Total Sales

At 95 percent Operating Rate

COSTS OF GOODS SOLD
Raw lMaterials

Reserves
Manufact. Labor & Benefits
Depreciation

Sundry Manufecturing Costs
Total Cost of Goods Sold
GROSS FROFIT

GENERAL EXPENSES
Administration & Sales
Amortization of Start-up
Foreign Supervisory

FROFIT BEFORE INTEREST AND TAXES

INTEREST

Paid i

GOT Construction Loean Capitalized
Other-Capitalized

NET INCCIE BEFORE TAXES
Income arnd Corporation Taxes

NET INCOME AFTER TAXES

Net Income after Taxes July CAP

Net Improvement Presant Ferecast
vs. July 1971 Net After Taxes

EREGLI TRON AND STEEL WORKS INC.

STATEMENT COF PROFIT AND I0SS

- (TL MILLIOKS)

1971 1972 1973 1074 1975 1976 1977 1978 1979 1980 1981 1982
1,262.0
1,262.0 1,490.9 1,730.2 2,212.8 3,136.0 3,317.7 3,317.7 3,317.7 3,317.7 3,317.7 3,317.7 3,317.7
L78.1 562.2 €34.2 1,0060.1 1,045,1 1,072.5 1,045.6 1,046.3 1,072.6 1,cké6.0 1,046.0
55.7 55.1 73.5 8k.9 05,8 97.7 04,5 k.5 97.7 oh,5 9k.5
107.3 1z2,2 161,2 170.6 7€.7 7 199.7 201,09 20k .2 215.5 222.0 228.6
20k.9 212.8 218.3 335.1 Lp7.2 Liz, 3 L50.6 L3k, ¢ Ls7. 4 465,77 Lé3.0 L72.4
200.0 228.5 330.7 =08,2 La7.0 452.8 35,2 L35,2 452,58 35,2 L35, 2
998.8 T,053.9 1,190.6 1,535.% 2,1%1.0 2,189.5 2,275.2 2,231.2 2,237.6 2,30%.3 2,266.7 2,276.7
263.2 k37.0 233.6 6771 ©92.0 1,128.5 1,0ubs 1,086.5 1,080.1 1.,013.L 1,051.0 1,041.0
23.9 38.7 Lo,z 35.1 2.3 31.9 32.8 3k.2 35.8 36.0 36.5 37.8
- - 0.2 2.3 5.8 12.9 16.% 17.7 17.6 12.1 5.0 1.4
2.5 6.3 13.8 15.9 15.5 15.0 7.5 3.8 - - - -
26.4 45,0 54,2 50.% 53.1 50.8 50.7 55.7 53.k L1 L1.8 39.2
236.8 392.0 L85.4 627.0 S41.5  1,066.0 967.6 1,030.8 1,026.7 965.3 1,009.2 1,001.8
181.8 192.2 268.8 337.4 3k0,1 359.5 340.8 310.0 279.4 2L8.9 218.1 188.3
165.3 14k.2 217.1 282.L4 29C.5 313.3
i3.4 28.2 29.8 31.5 33.L 17.6
3.1 192.8 21.9 23.5 25.2 28.6
55.0 195.8 21%.6 28¢.4 sa2.§ 7C3.5 647.0 720.8 7h47.3 716.L 791.1 813.5
17.3 63.6 51.7 87.1 220.7 267.7 2359.9 270.2 280.2 266.2 296.9 305.4
37.7 135.2 154,90 202.5 372.1 Ly1.8 Lo7.1 L50.6 LeT7.2 Lsg,2 Lol 2 508.1
ka7 162.6 36.L 23k.g 327.8 353.0 297.9 271.4 264.0 236.6 311.3 332.9
(5.0 (26.L)  128.5 (32.9) Lk 3 83.8 109.2 179.2 203.1 213.6 182.9 165.2

2/506-d/0M-aTV
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EREGLI IRON AND STEEL WORKS, INC.

STATEMENT OF SCURCE AND APPLICATION OF FUNDS (TL MILLIONS)

1971 1972 1973 o7k 1975 1976 1977 1978 1979 1980 1981 1982

SQURCES OF FUNDS

ATD Expansion & Sinter Ioans 155.9 60.2

GOT Expansion & Sinter Loans 75.0 -

French Credit 13.L -

New Foreign Exchange loans - k2.9 1,569.5 226.8 2L7.7 56.1

Sale of Capital Stock 0.3 1.0 1.0 1.0 1.C 1.0 1.0 1.0 1.0 1.0
Interest Capitalization:

GOT Construction Loan 13.4 28.2 29.8 31.5 35.4 17.6

Other 3.1 13.8 21.9 23.5 25.2 28,6
Accourts Payable Iner. (Decr.) - 10.2 6.8 17.2 20.3 2.4 4.3 (2.1) 0.3 3.3 (1.9) 0.5
Customer Advances Incr. (Decr.) 39.2 (18.0) 232.9 8,3 92.3 (48.2) - - - - (66.3) -
Depreciation 204.9 212.8 218.3 335.1 Lot .2 L2 3 Ls50.6 L5k, 0 Ls7.4 Les,7 L&g9.0 Lo,k
Amortization of Start-up Exp. - - 0.2 0.3 5.8 12,9 16.4 17.7 17.6 12,1 5.0 1.k
Net Income Before Taxes 55.0 129.8 216.6 283.6 552.8 703.5 647.0 720.8 747.3 716.4 791.1 813.5
Short-Term Rank Credit 30.0 (30) - - - - - - - - - -
TCTAL FUIDDS AVAILABLE 590.2 &26.3  2,085.¢ 373 1,585.7 1,202.2 1,119.3 1,191.% 1,223.6 1,198.5 1,196.9 1,287.8
APPLICATIONR OF FUFDS
Income Tax Including Bonuses 59.0 20.9 §L.6 73.6 112.8 261.7 314.7 283.9 317.9 329.4 313.8 348.3
Capital Expenditures:

Truncated Expansion Program 207.1 Go.2 - - - - -

Stage I Expansion-Foreign - 352.86  1,425.4 232.4 2541 55.3

Stage I Expansion-ILceal - 139,k 383.1 2814 36.1 -

Routirne Carital Expenditure 48.0 25.0 25.0 25.0 25.C 25.0 50.0 50.0 50.0 50.0 50.0 50.0
Blast Furnace Reline - - - - - - 30.0 - - 30.0 - -
Start-up Expenses - 1.0 0.6 35.6 17.8 7.0 0.1
Inventories Iner. (Decr.) 305.9 - - 522.90 18,4 (115.0) 57.5 57.5 (115.0) 57.5 57.5
Receivables Tncr. (Decr.) 27.1 15.7 19.1 73.3 it.5 -

Advences to Contractors Incr. (Deer.)(65.7) L. g 13.7 23,6 L. g.k (4.2) 0.7 £.6 (3.7) 1.0
0l1d Foreign Exchange loans 118.0 4.6 3.2 12¢,7 185,7 166,7 195.7 196.7 19€.7 106,k 135.9
01ld Local loars 12.5 1.7 1.7 1.7 13.3 Ii,2 ki,2 41,2 k.2 41,2 hi,2
New Foreign Exchange loans - - - - - 351 215.9 215.9 215.9 215.9 215.3 215.9
GOT Construction loan 15.1 - - - - - - - - - - -
TOTAL FUIDS ALLOCATED 727.0 &8k.2 2,1%2.5 1,001.3 1 219.%4 7TL.E 7L8.0 k1.1 £79.9 75L.8 871.1 849.8
Change in Cash (135.8) 1Le.7 (7%.5)  (28.0)  135.3 450,¢ 370.L 350.3 3k3.7 hhz 7 325.8 L38.0
Cash Balance-Beginning 188.9 52.1 13k.8 i20.3 92,3 z228.6 €79.2 1,0%0.6 1,399.G 1,743.6 2,187.3 2,513.1
~-Endinrg 52.1 194.8 120.3 92.3 228.65 €72.2 1,049.6 1,392.9 1,743.6  2,187.3 2,51%.1 2,951.1

¢ XAV 2/506-d/970-aIV



EREGLI TRON AND STEEL WORKS INC.

1970 BATANCE SHEET (TL MILLIONS)
ASSETS Actual 1971 1972 1973 1274 1975 1976 1977 1978 1979 1980 1981 1982
Current Assets
Cash 188.9 52.1 19L.8 12C.3 g2.3 228.¢ 673.2 1,049.6 1,399.9 1,743.6 2,187.3 2,512.1 2,951.1
Accounts Receivablz 76.5 103.6 119.3 13E.L 177.0 250.2 265.L 265.4 265.4 265.4 265.4 265.4 265.4
Invertories 562.1 868.00 8é8B.o 228.0 °87.£ 1,510.¢  1,658.0 1,5L3.9 1,60L.h 1,658.9 1,5k3.7 1,601i.k 1,658.9
Advances to Contr. & Suppl. 128.4 £2.5 105.k 119.1 153, 214.1 215.0 227.3 223.1 223.8 230.4 226.7 287.7
Other 0.9 1.k 1.h 1.k 1.k 1.k 1.4 1.k 1.4 1.4 1.4 1.k 1.k
Total Current Assets 95€.8 1,087.6 1,288.9 1,2:7.2 1,%11.8 2,29%5.5 2,823.8 3,087.¢ :,hol.2 3,893.1 L4,228.% L,605.0 5,10k4.5
Fixed Assets
Gross Fixed Assets 3,502.7 3,613.7 £,191.3 &,22L.7 6,763.5 7,078.8  7,158.9 7.235.9 7,288.9 7,338.3 7,L16.5 7,468.3 7,518.9
Less: Accum. Depreciation 508.1 713.0 925.5 1,14L.1 1.k7o.2 1,300k 2,3L8.7 2,793.3 3,253.3 3,710.7 L,176.% 4 éL5. L 5,1317.8
Net Fixed Assets 2,99%.6 2,900.7 3,265.5 5,080.¢ 3,28L.3 3,172 % L,8i0.2 L,L35.6 4,035.€ 3,628.2 3,2Ls.s 2,823.5 2,401.1
Other Assets 57.3 59.1 59.1 59.1 53.1 55.1 .1 56,1 59.1 5G.2 59.1 5G.1 59.1
Start-up Expenses - - 1.0 1.4 23.% c8.2 £3,1 53.7 3E.1 1lc.5 6.4 1.4 -
TOTAL ASSETS L,008.7 L,0b7.% 4,61k.5 €,388.3 6,7683.6 7,455.2 7,75t.2 T7,Ek0.C 7,622.0 7,598.9 7,536.4 7,492.0 7,56L.7
LTABILITIES
Current Liabilities
Accounts Payable k2.5 Lp.5 52.7 59.5 76.7 107.0 209.k 113.7 111.6 111.9 115.2 113.3 113.8
Customers Advances 127.9 167.1 19,1 173.0 221.3 13.6 2€5 .4 2654 265.4 265.L 265.4 195.1 199.1
Income Tax Res. & Bonuses 59.0 30.5 eh.g 72.6 112,28 261.7 31k.7 283.90 317.9 329.4 313.8 3LE.3 357.9
Lomg-Term Debt Due 5.6 16.3 11.90 152.0 153.4 Ly L5358 453,82 453.8 L53.8 453.5 393.0 393.0
Short-Term Bank Credit - 30.0 - - - - - - - - - - -
Other 118.7 12G.8 120.8 120.8 Z 120.8 20,8 120.8 3120.8 120.8 i20.8 120.3 120.8
Total Current Liabilities Lg3,7 Lo7.6 L13,2 535.5 20872 1,28k 1,237.6 1,26G.5 1,281.2 1,268.7 1,17:.5 1,184.6
Long-Term Debt
0ld Foreigrn Exchange Debt 2,161.9 2,i72,5 2,223.h 2 356.1 1 3 L,88BlE L& 1,285.2 1,c72.8 £75.8 794 543.5 L07.6
0ld Bank Tebt 229.5 305.9 32h,1 3k 2 b 373.% 3 251 232.% 2u1.7 2C0.5 159.3 118.1
New Foreign Exchange Debt - - koo c12.: 2, o 2,252.8 2.0 1,977.1 1L,761.2 1,345.3 1,320.4 1,113.5 8a7.6
GOT Construction Loan L75.3 LEE,7 517 IR .3 11,7 3 £2¢.3 23,3 £29.3 £29.3 629.3 629.3
Total Long-Term Debt 2,855.7 2,967.1 3.407.% :,859.5 L.glz.o 5,005.2 5 k1927 2,783.3 3,202.1 2,838.6 2,Li5.6 2,052.6
EQUITY
Capital Stock 523.3 523.5 BECNS 525.¢ 5 527.6 528.5 522.48 520.6 531.6 532.6 532.6 532.6
Legal Reserves 11.7 L.5 2k.5 35.3 g 79.L 11k.2 1bk7.3 182.3 220.7 256.3 266.3 266.3
Retained Earnings 113.3 13%.6 232.5 372.G 2 £35.8  1,135.1 1,525.8 1,892.7 2,273.2 2,6L0.0 3,073.0 3,528.6
Total Equity 648.3 £72.,7 TEE.9 932.5 ST kw208 1,833.8 z,202.7 2,608.6  3,025.5 3,L29.1 3,871.9 L,327.5
TOTAL LIABILITIES AND EQUITY L,008.7 L,ou7.4 L,€1k.5 46,388.3 & 735,20 7,7356.2 7,8L0.0 7,622,0 7,598.2 7,535.4 7,492.0 7,56L.7
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EREGLI STAGE I PROJECTIONS

VALUE OF ATD/GOT DEFERRAL °“TIONS

(TL Thousands)

Total
Gross anount AID
1971 1972 1973 1974 1975 1976 1977-1987 Deferred Deferrals
ATD-A Loan
Principal Deferred (Net) - 8L, 00k 96, €0k - - - - 180,608
- 84,00k 96,60L - - - -
AID-Cooley Loan
Principal Deferred - 7,437 7,437 7,437 7,437 7,437 - 7h,b11
Interest Deferred - 8,850 8,032 7,L37 6,842 - 6,265 -
- 16,087 15,469 1L,87L 14,279 13,702 -
ATD-B Loan
Principal Deferred - 23,219 46,438 23,219 - - - 92,876
- 23,219 k6,538 23,212 - - - : 347.9
GOT Loan
Principal Deferred 15,143 30,285 30,286 30,264 30,286 30,286 302,860 59k ,002 Total
Interest Deferred 13,388 25,767 23,953 22,212 20,470 18,779 - GOT
) Deferrals
28,531 56,053 5L,239 52,436 50,756 Lo,065 302,860
GOT Developrent Fund
Principal Deferred 3,C06 6,011 €,011 6,011 €,011 6,011 - 61,651
Interest Deferred 3,073 5,913 5,498 5,038 L, 628 4,310 -
6,079 11,924 11,509 11,109 10,709 10,421 -
GOT Interim & Sinter
Principal Deferred - - - 3,000 6,000 6,000 - 37,156
Interest Deferred - 4,110 L, 750 4,756 L, L51 L ,095 -
- k110 L 750 7,750 10,451 10,095 - 692.7

2/506-d/010-A 1V
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Net Profit after Taxes

Interect Expense

Depreciation & Amortization
Total Funds for Debt
Service (1)

Paid Interest

Principal Repayments
Total Debt Service
Debt Service Average (1)

Total Funds for Debt
Service (1)
Cash Beginning of Year
Less: TL 100 Million
Minimum Cash
Less: Total Allocation
of Funds
Plus: Principal Repayments
Total Funds for Debt
Service (2)
Debt Suivice Coverage (2)

EREGLI IRON AND STEEL WORKS INC.

COMPUTATION OF ANNUAL DEBT COVERAGE

(TL MILLIONS)

(1) Current Year Basis (non-cumulative).

(2) Cumulative Basis.

1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982
37.7 136.2 164.9 202.5 372.1 41L1.8 407,21 Lk50.6 Le7.1 Lso,2 Lok 2 508.1
181.8 192.2 268.8 337.k 3Lo.1 359.5 3k0.8 310.0 279.4 2L48.9 218,21 188.3
20k.9 212.8 218.5 335.4 L33,0 455.2 L37.0 L71.7 L75.0 L77.8 L7k .0 L73.8
holi k4 shki.2 652.2 875.3  1,15k,2  1,256.5 1,21k 9 1,232.3 1,221.5 1,176.9 1,186.53 1,170.2
165.3 144 .2 217.1 28z.4 2390.5 313.3 3L0.8 31C.0 279.4 2LE.a 218.1 188.3
145.6 16.3 11.0 169.0 166.L 2Lk L53.8 L5%.8 L53.8 453.8 L53.5 393.0
310.9 160.5 228.1 ksi.k kB89 557.k 7946 763.8 733.2 702.7 671.6 581.3
1.3 3.37 2.8% 1.04 2.3 2.25 1.53 1.61 1.67 1.67 1.77 2.01
Lok b shy .2 652.2 875.3 1,15k.2  1,236.5 1,21k 2 1,232.3 1,221.5 1,176.9 1,186.3 1,i70.2
52.1 19k.8 120.3 92.3 222.6 679.2  1,049.6 1,399.9 1,743.6  2,187.3 2,513.1 2,951.1
1692.0 100.0 1G60.0 150.0 ico.0 109.0 100.0 1C0.0 100.0 160.9 100.0 100.0
727.0 68L,2  2,162.5 1,001.3 1,319.4 771.6 7:5.2 gh1.1 879.9 754.8 871.1 849.8
145,68 16.3 11.0 169.0 108.4 24l 1 L53.8 L53.8 453.8 L53.8 L53.5 393.0
(204.9) (31.9) (1,479.0) 35.3 161.8  1,317.2  1,859.L 2,149 2,439.0 2,963.2 3,181.8 3,564.5
2.3% 2.35 2.81 3.33 h.e2 Lotk 6.13

S XANNY
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EREGLI STAGE I PROJECTIONS
DEFERRALS - EFFECT ON CASH POSITION 1971-1976
(TL Thousands)
(On the Basis of Amortization Schedules before Deferrals-Revaluation for AID-A Considered)

Gross Amount

1971 1972 1973 1974 197= 1976 1977-1987 Deferred
AID-A Loan
Principal Deferred (Net) - L cch uts, G0k - - - - 180,608
Additional Principal - - (13,88L) (13,85%) (13,88L) -
Additional Interest - (600} (h,glo) (2,583) (2,583} (8,f11) -
- 83,L0ok 91,694  (23,L67) (23,467) (22,495) -
ATID-Cooley Loan
Principal Deferred - 7,437 7,537 7,437 7,437 7,437 - 74,411
Additionel Principal - - - - - (7,561) -
Interest Deferred - 8,650 5,032 7.437 &,06h2 5,265 -
- 16,057 15,L69 14,87k 14,279 £,1k -
GOT Loan L.
Principal Deferred 15,143 30,286 30,286 30,286 30,284 30,286 302,860 594,002
Interest Deferred 13,388 25,767 23,953 22,212 20,5470 18,779 -
Additional Interest - - - - - (17,873) -
28,531 56,053 54,239 52,4938 50,756 31,193 302,860
GOT Development und
Principal Deferred 3,006 6,0x1 6,011 5,011 &,011 6,011 - 61,651
Additionel Principal -~ - - - - (6,358) -
Interest Deferred 3,073 5,913 5,498 5,098 L6358 L, 310 -
Additional Interest - - - - -~ (2,237) -
6,079 11,924 11,509 11,109 10,709 1,726 -
GOT Interim & Sinter
Pr;nc1pal Deferred - - - 3,000 €,000 6,000 - 37,156
Additional Principal - - - - - (5,165) -
Interest Deferred - L 110 L,750 L, 750 4,453 k,095 -
Additional Interest - - - - - -
_ k,110 L, 750 7,750 10,551 L,930 -
AID-B Loan
Principel Deferred - 23,219 L& L33 23,219 - - - 92,876
Acditionel Principal - - - (6,195) (12,39¢) (6,395) -
Additional Interest - - (1,325)  (3,995) (4,971)  (4,280) -
- 23,219 45,113 13,029 (17,361) (10,475 -
TOTAL ATD DEFERRALS 1972-76 3u47.9
TOTAL GOT 1971-76 389.8
TOTAL GROSS DEFERRALS 737.7
TOTAL NET DEFERRALS AFvER ADDITIONAL INTEREST 584.3

AND PRIIICIPAL PAYMEWI'S DUE TO DEFERRALS

2/596~d/om-qIv
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ANNEX 7

N
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AID-DLC/P-985/2

EREGLI STERI, MILL EXPANSION - STAGR I

ITEMS TO BE FINANCED BY EXIMBANK

Semi-Continuous Hot Strip Mill

Revamping and Speeding-up the
Tandem Mill

Addition of 5th Stand to Cold
Tandem Rolling Mill

Temper Mill

Cold Rolled Shear Line

Fscalation and Sparcs

Ocean Treipght and Related
Transportation Expenses

Engineering Contract



CHECKLIST OF STATUTORY CRITERIA

Eregli Stage I Expansion

The following abbreviations are used:

AID-DLC/P-985/2

ANNEX 8

FAA - PForeipgn Assistance Act of 1961, us amended, incorporating
amendments effected by the Foreign Assistance Act of 1971
APP.~ Foreipgn Assis®ance and Related Agencies Appropriations Act, 1970,

FPAA Sve, 102, ssistance wherever praclicable
consists of' U.5., commodities and services
furnished consistent with efforts to improve
the U.3. balance of payments,

FAA Sec. 201(b). Manner in which loan will
bromote country's cceonomic development,
emphasizing long-range plans [fov developing
economic resources and production capacities.

FAA Sce. 201(b)(L). Information and conclusion
on availability of r'inancing from other frece-
world scurces, including private sources

within the United States.

FAA Sec. 201(b)(2). Informabion and con-
clusion on activity's economic and technical
soundness, including the capacity of the
recipient country to repay the loan at a
reasonahle ratc of intercst.

IAA Sec, 20L(b)(3). Information and con-
clusion on existence of reasonable promise
activity will contribute to development of
economic resources or increase of productive
capacities

FAA Sec. 201(b)(h). Information and conclusion
on activity's relationship to other developnment
activities, and its contribution to realizable

long-range objectives.

EAA Sec. 201(b)(5). Country's self-help

nmeasures.

Code 941 countrics arc
e’igible pursuant, Lo
M.C. 1hl1.5

See Sections 4, % and 6 of
CAP,

Other free world sources,
including private United
States sources, will provide
similar financing.

Sce Secetions 3 and 9 of
Capital Lssistance Papor,

Sce Scctions b and 5 ol' CAD.

See Sections 1, 3 and U4 of
the CAP.

Discussed in full in 1971
Program Assistance Paper.

*Previous loans by A.I.D. to or for relcan to Eregli include DLF ILwan No. .
dated January 9, 1961, A.I.D. Cooley Loan No. 277-E-O47, dated January 21,
amendment to 277—E-Oh7, dated January 13, 1965, A.I.D. Loan No. 277-H-078,
dated May 15, 1968, and A.I.D. Loan No. 277-H-088 dated Nov. 27, 1968. The
analyses prepared prior to authorization of these loans have been considered

and, to the extent that they are of continuing r

herein by reference,

elcvance, are incorporated
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(o FAA Sec. 201(b)(6). Information and cone
clusion on possible eftects on U.S. cconomy,
with special roference to arcas of substantial
Labor surplug,

S FAA Sec.20L(b)(7).  Tnformation and con-
clusion on the degree to which the country
bs mak ing progress toward respect for the
ile of law, reedom of expression, and ol
Lhe press, and recognition of the importance
ol individual 'recdom, initiative, and
private enterprise.

Joo FAA Bee.201(b)(8).  Information and con-
clugion on the degree to which the country
15 taking stops to improve its climate for
private dinvestment,

L0, BAA Sece.201(b)(9). Information and con-
‘clusion on whether or not the activity to

L financed will contribute to the achiove-
ment ol selt-sustaining growth.

Lo FAA Sec.201(b).  Compliance with requirement
that funds nol be used to make Inans to more
Lhan twenty countrics in any f[iscal yecar,

L. FAA Bee.201(b).  Information and con-
clusion on reasonabic prospects of
repayment,

13. FAA Sec.201(d). Information and comn-
clusion on legality (under laws of the country
and the U.8.) and reasonableness of lending
and rclending terms.

1h. FAA Sec.201(e). Informetion and conclusion
on availability of an application together
with sufficient information and assurancces

to indicate reasonably that funds will be

used in an economically and technically sound
manner.,

No adverse effects to the U.8S.
economy will result from thisg
loan. See Scetion 3 or C.A.P. No
informetion can now he developed
5 to whether any specitic labor
surplus arcas will be benetiteod,

Turkey has made salisfaclory
wrogress Loward all. ol Lhoge oals
¢ 4

Turkey has a Foreign Investment
Encouragement Law, has approved
many foreign investments, and

more are being reviewed. See also
1971 Progra. Assistance Paper,

page 55, Imports Policy and Peogram.

See Scctions 3 and 4 of Lhe CAP.

This Limitation will not be
violatcd.

There are good prospects for the
repayment of the loan.

The terms arc lawful under U.S.
laws and appropriate assurances of
their legality under Turkish jaw
shall be ohtained as a condition
prccedent to disbursement. The
loan terms arc reasonable. Re~
lending terms will be approved by
A.I.D.

An application has hoen received,
Expected soundness of' ceonomic and
technical usage of funds is covered
in Bections 3, 4 and 5 of the CAP.
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15. FAA Sec.201(f). 1If a project, information
and conclusion whether it will promote the
cconomic developmant of the requesting

cour.. =7, takinr into account the country's
human and material resource requirements

and the relationship between the ultimate
objuctives of the project and the country's
overall economic development.

16. FAA Sec.201(f). If a project, information
and conclusion whether it specifically pro-
vides for appropriate participation by

private enterprise.

17. FAA Sec.202(a). Total amount of money under
loan which is going directly to private
enterprise, is going to intermediate credit
institutions or other borrowers for use by
private enterprise, is being used to finance
imports from private sources, or is other-

wise being used te finance procurements

from private sources.

18. FAA Sec.207{a). Information that U.S. assist-

ance places appropriate emphasis on encourag-
ing strong economic, political, and social
institutions needed for a progressive
democratic society.

19. FAA Sec.208(b). Information and conclusion
on the extent to which the country is

creating a favorable climate for foreign

and domestic private enterprise and

investment.

20. TFAA Sec.208(c). Information and conclusion
on the extent to which the country is increasing
the role of the people in the developmental
process.

21. TFAA Sec.208(e). Information and conclusion
on the extent to which the country is willing to
make contributions of its own on the projects
and programs for which assistance is provided.

The economic development of Turkey
will be promoted. Account has boen
taken of the impact of the loan on
Turkey's overall economic develop-
ment. See Sections 3 and L, of
the CAP.

The Borrower is the Government of
Turkey. The GOT will reland to a
private Turkish company. U.S.
private sources will supply equip-
ment, meterials and services.

The sub-borrower is a private
Turkish corporation. Dollars
provided under the loan will be
used to procure goods and services
from the U.S. private sector and
Code 9L1 countries.

Appropriate emphasis is being
placed on such development. See
FY 1971 Program Assistance Paper
for a full statement and discussion
of relevant background information.

Turkey is making appropriate pro-
gress in this area. See FY 1971
Program Assistance Paper.

Turkey is increasing the role of the
people in the developmental process
through its democratic institutions
and through such mechanisms as
village and farmer co-operatives.

The amount of contribution of funds
from Eregli and the Government of
Turkey for this project is con-
sidered adequate.



22, FAA Sec.208(p).
(other than above)
the country is
political. and social concerns of it
and showing a clear
effeclive self-help measures.

23, FAA Sec.28).

- -

Information and conclusion
on the extent to which
responding to the economic,

S people

contribute to the objective of assuring

maximum participabion in the
development on the part

determination to take

Extent to which the loan will

task of economic
ol the people of the

deviloping: countries, ithrough the encourage-

ment of democratic
mental instituiions.

2he Tan Sec.601(a).

private and local govern-

Information and conclusions

whether loan will, encourage efforts of the
country to: (a) increase the flow of inter-

national trade; (b)
and competition; (c)
and use of cooperatives,
savings and loan associations;

Toster private initiative
encourage development

credit nnions, and

{d) di

0 scourage

monopolistic practices; (¢) improve technical

efficiency of industry
merce; (f)

25. FAA Sec.601(b).

and investment abroad,

agriculture, and com-
strengthen free labor unions.

Information and conclusion
on how the loan will encourage U.S. private trade
and how it will encourage

private U.S. participation in foreign assist-

ance programs
channele and tho
enterprise),

26. TAA Sec.601(d).

{including use of private trade
services of U.S. private

Conclusion and supporting in-

formation on compliance with the Congressional
policy that engineering and professional ser-
vices of U.S. firms and their affiliates are to
be used in connection with capital projects to

the maximum extent consistent with the n

interest.

ational

The Government of Turkey is re-
sponding adequately to such con-
cerns, and is taking sufficient
self-help measures.

This loan will contribute to that
objective by making morc attractive
to private Turkish citizens an
opportunity for investment. in an
enterprise which contributes to the
economic development of Turkey.

(a) The loan would encourage the
flow of international trade by
providing for the export of fzoods

to Turkey from the U.S.; (b) pri-
vate enterprise, initiative and com-
petition will be encouraged; (c)

the loan would have no direcl effect
on the development and use of co-
operatives, credit unions and saving
and loan associations; (d) the loan
would have no measurable effect

on monopolistic practices; (e) the
loan will improve Lhe Lechnical
efficiency of the Turkish steel
industry; (r) the loan would have

no effect strengthening free labor
union.

This loan will finance and encourage
the export of U.S. goods and ser-
vices to Turkey and encourage U.S.
investment by developing and ecconomy
which will atract such investment to
Turkey.

Engineering and professional ser-
vices for technical assistance to
the project will be obtained from
private sources in the U.S. See

Capital Assistance Paper Pg. 12,

Sec.5.3.
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27. FAA Sec.b0?2.

L

whether loan will perrlt American small
business to participale equitably in the

-5 .-

Information and conclusions

Turnishing of poods and services financed

by it.

28, ¥aA scc.Hoh(a).

Compliance with

restriction of commodity procurement to U.S.

excepl ws otherwise determined by the

President and subject to statutory reporting

regul rements,

29 TAA. sec.60l(b).

Compliance with

restriction that no funds be used to procure
bulk commoditics at prices higher than the

market price prevailing in the U.S. at time of

purchase

30, FAA Sec.60l(d).

Complionce with require-

ment that marine insurance on commoditics be
purchased on competitive basis or, if the
participating country discriminates against
any marine ingurance company aithorized to

do business in any State of the nited

States, thal insurance be placed in the U.S,

1. TFAA Sec.608(a).

Information as t» the

utilization of excess personal property in

lien of procurcment of ncw ilems.

32, FAA Sec.61ll(a)(l).

Information and con-
clusion on availability of engineering, financial,
and obher plans necessary to carry out the assist-

ance and of a reasonably rirm estimate of the
cost ol the agsistance Lo the United States.

33. TAA Sec.611(a)(2).

Necessary lLegislative

action required within recipient country and
basis for reasonable ant.cipation such action
will be completed in time to permit orderly

accomplishment of purposes of loan.

3L, FAA Sec.611(c).

Compliance with requirement

that contracts for construction be let on

competitive basis to maximum extent practicable.

Normal Small Business Publicatlon
will be required.

Code 941 countries are eligible
pursuant to M.0. 1411.5

No commodities will be procured
in bulk.

This will be complied with.

Excess property utilization is
considered inconsistent with the
nature and structure of this loan.

A1l necessary planning has been
accomplished. The cost to the
United States is limited to the
maximum funds available under tae
loan.

All Government of Turkey legis-

lative action required will be
accomplished.

This Section will be complied with.
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Ot FAA Sec, 620(u).  Status of Lhe counlry
with respect to its ducs, assessments, and other
oblipations to the United Nations.

Y. FAA Bee, 030(1). Compliance with prohibition
on Linancin: non=U, S, -manutactured motor vehicles
circumstances exist and a

(excepl where special
walver is authorized),

53, App Sec. 102, Compliance wilh requirement
that Ezbments in excess or 5,000 tor architect-
aral and engincering services on any oue project
be reported to congresc,

e App See. 1Ok, Complinnce with bar aptainst
T T T N . .

funds to pay pensions, cte., for military person-

nel.,

00,  App Sec, 106, Compliance with requirement,
For approval of contractors and contiacl Lerms
for capital projects.

Ol App Sec. LOB.  Compliauce with loo agninst
use of funds Lo pay assesoments, ol s ol ULN,
02 FAA Bec. 20Y), bDesirval:ility of furnishing
assistance throvgh multilateral or regional
programs,

63, MAA See. W81, 1P ccuntry has failed Lo
bake adequate steps to prevent narcotic drugs
from entering the 1,8, unlawiully.

Lh. o FAA Sec., 605(e).  Compliance with restric-
bicy against procuring with ALI.D. funds agricul-
tural commodities outside the U,7. when the
domestic price of such commodity is less than
parity,

05, FAA Sec, 611(b); App Sec, 101. Compliance
with requirement that plans tor any water ox
related land resource consbruction projects or
program shall include compubtation of benet'its
and costs.,

Turkey is not delinquent in its
.N, oblipgations,

This requiremenl. will be met,.

Any such payment will be reported,

Funds will not be used {'or such
purposes,

such compliahce will be made.

Lhoun thands will not, be used lor
such purposes,

This project is tunded multi-
laterally. Tt does not lend by
itself to a regional program.

Turkey is cooperating fully in
eliminating illicit trade in
narcotic drugs.

No agricultural commodities will
be procured with funds provided
under this loan.

This 1s nol a water or related
land resource construction
project or program,
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AID-DIC/¥-985/2/A Draft ANNEX 9

DEPARTMENT OF STATE

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON. D. C. 20523

A.oIoDo Loan NO- 277"""()93
Cap. Asst. Paper No. AID-DLC/P-985
Project No. 277-24-230-596

CAPITAL ASSISTANCE LOAN AUTHORIZATION
Provided from: Developucnt Loan Funds
(Turkey - Government ol Turkey, for
Eregli Iron and Stcel Works Incorporated
Ixpansion -~ Stage I)

Pursuant to the authority vested in the Administrator of the

Agency for Internationnl Development by the Foreign Assistance

Act of 1961, as umended, and delegations of authority issued
thercunder, I hercby amend the Capital Assistance Loan authorizalion
for A.I.D. Loan No. 277-1-093, signed July 1k, 1971, to read as
follows: :

"Pursuant to ‘the authority vested in the Administrator of the
Agency for International Development (hereinafter called "AJI.DGY)
by the Foreign Assistance Ach of 1961, as amended, and Iho ‘
delegations of authorily issued thereunder, I hereby aullhorize

the establishment of a loan pursnant to Part I, Chapter Jy Title T,
the Development Toan Tund, 1o the Government of Turkey (1:07) not
vo excecd Torty Million Pnllavs (40,000,000), such furdls: Lo be
made available by a reloan to bregli Demir ve Celik Fabrikalari
Turk Anonim Sirketi ('the Company'), a Turkish Corporation, to
assist in financing the foreign exchange costs of commoditics and
services for the Stage 1 oixpansion of its steel mill at Wiresli,
This loan is to be subjest Lo the following terms and conditions:

"l. Intercst and Tcrws of licpayment

The interest o Lhis loan shall be two percent (2%) per
annum on the distnrsed bdance of Lhe loan during the gracc period
referred to below, -nd Lhrec percent (34) on the disbursed balance
of the loan thercafler. The loan shall be repaid within forty (40)
years of the date of the first disbursement under the loan, including
@ grace period of not tn cxceed ten (10) years.

"2. Currency of Repayment

Provision shall be made for repayment of the loan and
payment of the intcrest in United States dollars.
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"3. Other Terms and Conditiong

(a) Commodilics and services financed under the Loan
shall have their sonrce and origin in countries inecluded in A.I.D.

Geographic Code 9L1.

(b) Conclusion of agreements with the, GOT and with Lhe
Company, satisfactory to A,I.D., relating to:

(1) a guaraniy by the GOT of Loan No. 277-A-020
(DLF No. 169) both "A" and np parte:

(i1)  modifications of amortization schedules for
- certain loans made to the Company by A.I.D.
and the GOT;

(iii) prices to be charged by the Company for its
products; and

(iv)  modificabions of the Company's depreciation
schedules.

(¢c) As a condilion precedent to disbursement, A.1.D. shall
require evidence satisfactory to A.I.D. that all financinal wrrange-
ments for costs not financed by this loan have been concludad. '

(d) This loan shall be subject to such other berms and
conditions as A.I.D. may deem advisable.

"y. Waiver is hercby made of the requirement of Section I, D,
2d of M.0. 1052.1 for joint, programming of local currency proceeds
which will accrue to the GOT under this loan." .

Administrator
Date
Concurrences:
Capital Assistance Committee:
Loan Officer: : Michael F. Speers
Engineer: Charles McNaron

Counsgel: ‘ (‘\\\1 Stephen Stein

BEST AVAILABLE copy


http:Conclut;:i.on



