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PROGR&~ ASSISTANCE APPFOVAL DOCUMENT (PAAD)
(Block 18 continudd)

All accruals of proceeds to the Coo?erating Country from the sale of grant­
financed commodities shall, in accordance with Section 609 of the Foreign
Assistance Act (FAA), be deposited in a Special Account to be utilized in
development activities in such areas as agriculture, rural development, water
resources, energy, population, education, health or any other use authorized
by the FAA and agreed to by both parties, and where appropriate, may also be
used to reduce opium poppy production and may be ~4de available to pay u.S.
administrative costs in Pakistan.

The Cooperating Country shall repay the loan to A.I.D. in u.S. dollars within
forty (40) years from the date of the first disbursement of the loan,
including a grace period of not to exceed ten (10) years. The Cooperating
Country shall pay to A.I.D. in u.s. dollars interest from the date of the
first disbursement of the loan at the rate of two percent (2%) per annum
during the grace period and three percent (3%) per annum thereafter, on the
outstanding disbursed balance of the loan and on any due and unpaid interest
accrued thereon.

Except as A.I.D. may otherwise agree in writing, goods and services financed
by A.I.D. under this program shall have their source and origin in the United
States or in the Cooperating Country. Ocean shipping eligible for financing
by A.I.D. under this program shall be on flag vessels of the United States or
the Cooperating Country only.
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GLOSSARY OF GOP MINISTRIES AND ORGANIZATIONS

Ministries

1. Ministry of Finance and Economic Affairs

The Ministry bas two divisioI13, Finance and Economic Affairs. The
Finance Division is responsible for overall financial policies and
regulation. The Economic Affairs Division is responsible for economic
coordination. Its main function is negotiation of multilateral and bilateral
economic assistance and concluding assistance agreements with respective donor
agencies and governments.

2. Ministry of Industries

Ministry of Industrias bas jurisdiction over the public and private
sector industries, except the nationalized units. Its functions include
industrial approvals, sanctions, regulation, oversight and administration of
industrial practices.

3. Ministry of Petroleum and Natural Resources

The Ministry bas official jurisdiction over the exploration, development,
distribution and marketing of oil, gas, coal and non-fuel mineral resources.
Functionally, the subject of energy policy and planning is also located in the
Ministry of Petroleum and Natural Resources, in addition to its implementation
responsibility for the development of commercial and non-commercial energy
resources and for energy conservation.

4. Ministry of Planning and Development

The Ministry has the overall responsibility for coordination,
development, planning and monitoring of development activities. Specifically
the Ministry is engaged in medium and long-term planning in the context of the
overall development of different sectors of the economy. Sectoral strategies
are developed and the investment plans are formulated by the Planning Division
in consultation with the ministries and organizations concerned. The Ministry
is responsible for preparation of the GOP's Five Year Plans.

5. Ministry of Production

The Ministry manages the nationalized industrial units. The State
Petro-Refinery and Petro-Chemical Corporation (PERAC) is located in the
Ministry of Production. Other affiliates of the PERAe are National Refinery
Limited, National Petroleum Corporation, Pak Hy Oil, Petroman and Enar
Petrotech Services.

6. Ministry of Science and Technology

The main function is planning and coordination of applied research in the
scientific and technological fields. Two research organizations under the
Ministry, namely, Pakistan Council for Scientific and Industrial Research
(PCSIR) and the Appropriate Technology Development Organization (AIDa), are
involved in research endeavours in the field of non-conventional energies.

I /';
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7. Ministry of Water and Power-

The Ministry has jurisdiction over matters relating to power and water
resources. Its functions include policy, planning and execution of all power
and water projects; generation and distribution of power; and, control of
electricity and electric utilities.

Organizatior,!!

1. App~opriate Technology Development Organization (AIDO)

AIDO is a scient1iic and technological research and demonstration
organization within the Ministry of Science and Technology. AIDO has ongoing
programs in biogas and is involved in the mini-hydro installation program in
the northern areas of the country.

2. Directorate General Energy Resources (DGER)

The Directorate General Energy Resources (DGER) is responsible for the
development, deployment and demonstration of renewable energy technologies

3. Karachi Electricity Supply Company (KESC)

A public limited company which generates and distributes electric power
in the Karachi area, USC also falls under ~he Ministry of Water and Power.

4. Oil and Gas Development Corporation (OGDC)

The Corporation is responsible for the exploration and development of oil
and gas resources botn independently and in joint ventures with foreign firms.

5. Pakistan Mineral Development Corporation (PMDC)

The Corporation was formed as a specialized public sector agency in 1974
to undertake mineral exploration and development on a national basis. The
PMDC operates four coal mines, a small coal briquetting plant and a coal
washing plant.

6. Water and Power Development Authority (WAPDA)

WAPDA is a semi-autonomous organization within the Ministry of Water and
Power. The Authority plans, executes, manages and operates all water and
power projects. WAFDA is also responsible for generation and distribution of
electric power throughout the country except in the Karachi area.

7. Geological Survey of Pakistan (GSP)

GSP is primarily responsible for collecting and providing geological
information and coordinating exploration and evaluation of mi~eral resources
with geo-scientific organizations. The organization is located in the
Ministry of Petroleum and Natural Resources.

I ,



I. SUMMARY ~~~D RECOMMENDATIONS

A. Recommendations

1. Funding

USAID/Pakistan recommends that the A.I.D. Administrator
authorize $100 million covering the period FY 1984 - FY 1986, for the
Energy Commodities and Equipment (ECE) Program (391-0466), consisting of
$80 million in loan funds and $20 million in grant funds, to finance the
importation of equipment and commodities in the energy sector. These
funds will be used to support balance of payments and energy sector
objectives of the U~S. Economic Assistance Program in Pakistan. These
objectives include the further rationalization of energy prices,
increased participation of the private sector in energy development, and
decreased imports of oil by means of energy conservation and iDcrease~

use of indigenous energy resources. The Mission proposes to obligate $20
million in FY 1984 and $40 million each in FY 1985 and FY 1986.

Loan Terms: Repayment period 40 years from the date of first
disbursement, including a ten-year grace period. Interest at 2 percent
annually during the grace period, 3 percent thereafter.

z. Geographic Code

Except as A.I.D. may otherwise agree in writing:

a. goods and services financed by A.I.D. under this
Program shall have their source and origin in
countries included in A.I.D. Geographic Code 000 or
Pakistan only; and,

b. ocean shipping for all commodities financed by A.I.D.
under this Program shall be on flag vessels of the
United States or Pakistdn only.

B. Summary Program Description

The ECE Program will prOVide fast-disbursing foreign
exchange resources for the importation of equipment and commodities into
Pakistan that will contribute to energy production from indigenous
resources or energy conservation in direct support of the GOP Sixth
Five-Year Energy Plan. Benefits of the program include:

mitigation of balance of payments problems by providing
foreign exchange for the importation of energy sector
equipment and by reducing oil imports resulting from the
use of this equipment;

supporting favorable policy objectives of the GOP in such
areas as energy conservation and the increased use of
indigenous coal and renewable energy resources;
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facilitating the transfer of energy-related technologies
for use ~ the private sector in Pakistan; aDd,

providing an additional basis for constructive policy
discussions with the GOP on such issues as energy pricing
and increasing. the role of the private sector in energy
development.

The ECE Program will, therefore, address many of the important financial
and technical issues associated with achieving the goals of the GOP's
Sixth Five-Year Energy Plan which, in turn, are major determinants of the
country's performance.

The ener.gy sector equipment likely to be financed under this program
falls into five categories: energy conservation and fuel conversions;
power sector; coal mining and processingj renewables; and oil and gas
exploration. The equipment will be provided to both public sector and
private sector entities. Eligible public sector entities include the
Ministries of Wat~r and Power, Petroleum and Natural Resources,and
Science and Technology. In the first year of the program, the $ 20
million will be allo~ated equally between the public and private sector
windows. The public/private sector split in subsequent years will depend
on actual implementation experience.

Preliminary demand estimates for each equipment category indicated demand
potential in excess of $200 million roughly split between the two
sectors. During ~he three-year period of this program,the major demand
in the private sector will be for energy conservation and fuel switching
equipment. The largest demand in the public sector will probably ~e for
power unit upgrading and line loss reduction equipment.

c. Statutory Criteria and Mission Director's Certifications

T~e program meets all applicable Dtatutory criteria.
appropriate statutory checklists are included in Annex C. The Mission
Director's FAA 6ll(e) certification, which certifies th~t Pakistan has
the capability to maintain and utilize the program effectively, is
contained in Annex B.

D. Program Issues

1. Policy Dialogue

Section III summarizes the broad USG and GOP policy goals
for the six-year ESF package and for Pakistan's Sixth Five-Year Plan.
These provide the cont~~t within which the ECE Program supports and
reinforces key elements of the Mission's macro and energy sector policy
objectives. The ECE Program does not operate in isolation as a policy
tool, but serves to amplify and strengthen a complex set of policy
discuss:~ons which the Mission will sustain with the GOP over the coming
several years. There is a ~ore set of policy issuee, however, which are
more explicitly built into the structure of the ECE Program. The
Mission's plans and objectives in these areas are outlined in Section III.
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As i 4 dicated in that Section, the Mission will be cooperating with and
actively supporting the World Bank initiatives to rationalize consumer
and producer energy pr:tces and will als? seek ways to pro·vide a more
favorable environment for p~ivate sector participation in tha energy
sector. ~imilarly, the ECE program reinforces USAlD policy obj~ctives in
the energy sectcr which are being pursued under other bilateral projects
in the portfolio.

Although the PAAD outlines how the Mission will pursue policy objectives
under the EeE Program, no specific rate of progress is p~ojected. The
Mission will continue to share policy performance reports with
Washiugton. Annual negotiations on tne ECE Prograu will provide
opportu~ties for both the Mission and AID/Washington to assess prog~css

towards objectives in light of the total policy scene in Pakistan. The
Mission believes that this is the most effective way to build the ECE
Program into our overall multi-year, multi-sector ~evelopment dialogue
with the GOP.

2. Pro.,g,ram Design Issues

The APAC cable of May J.O, 1984 expressed Al:::)/jJashington
concerns with respect to several design issues (See Annex A ). The body
of the PAAD addresses all the issues raised by the APAC review. Sever-al
are reviewed briefly below. .

a. Public Sector Disbursements

EeE Program resources will be made aV~ilab~e to those
Ministries which have a direct i~volvemcnt in energy s~pply and use,
including the Ministries of Water and Power l Petroleum and Natural
Resources and Science and Technology. Requests from these ~nistries

will be evaluated by an Equipment Selection Committee established within
the Energy Policy Board. The latter orgunization, which is based in the
Ministry of Planning and Development, has already been established to
coordinate activities under the A.I.D -financed Energy Planning and
Development Project (391-0478). Tnis will provide a direct link between
these programs and help ensure that appro..red equipment reqnests meet the
objectives of contributing to energy efficiency or increasing the ability
to utilize indigenous energy resources. All such requests ~-ll also be
subject to USAID approval.

b. T~rgeting of Subsectors

The EeE Program will emphasize energy conservation
and fuel switching equipment ~1nce preliminary demand projections
indicate that equipment in these categories will c03pris2 a major share
of purchase by both the private and public sectcrs. Experience in the
u.S. and elsewhere indicates that energy conservation is the most
effective short-run way for reducing bnth the demand for imported oil and
the financial impact of rising energy costs. The emphasis of the program
on these equipment categories is, therefore, consistent with A.I.D. and
GOP objectives.
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Private sector procurements will b~ screened by the banks using GOP
approved lista of eligible equipment as guidance. The public sector_
disbursements w111 be coordinated by tr-e aforementioned Equipment
Selection Committee which has the responsi.bility to ensure that equipment
meets the eligibility criteria.

In summary, the demand estimates indicate that ECE Program will emphasize
the financing of energy conse~~ation and fuel SWitching ~quipmeut, and
that the disbursement mechanics of-the program should ensure that all
equip~ent purchases meet mutual A.I.D./GOP objectives in all equipment
cat~gories with minimal oversight effort by A.I.D. staff. This
conclusion will be reviewed on an annual basis to determine if targeting
may be necessary in future years to both ensure au effective program and
to improve project administration.

• c • Mark~t Interest Rates

USAID shares Washington's concerns that the private
sector window of the EeE program ~oes not incorporate interest rate
subsidies. We seek to encourage energy investment and energy
conservation measures which reflect economically sound resource
allocation. We have determined that the interest rates reqUired under
GOP policies which govern donor-financed loan programs are effectively
"market rates". They are market rates in that they do not significantly
overprice or underprice capital. wnen combined with the relatively high
tariffs on some energy commodities and the considerable transaction costs
involved in private sector commodity importing, the net cost of capital
is, if anything t,)o high, not too low. Washington has agreed, in the
recently approveu Agricultural Commodlties and EqUipment (ACE) Project,
to these interest rates and to the rationale upon which they were
determined-to be equivalent to "market"rates. The appropriateness of the
interest rates will be reviewed periodically.

The PID guidance on ECE suggested that the Mission start with the
existing interest rate structure and let experience guide any changes in
future years. The issue has also been pursued at some length in an
exchange of cables which includes: ISLAMABAD 12104; STATE 160238; and
~TATE 136812. In this exchange, the Mission presented the basic
rationale for the proposed interest rate structure and the process by
which we established that these rates were non-distorting. USAID also
reiterated in this exchange that the first informal evaluation of the ACE
program would include a review of the appropriateness of interest rates
in the private sector window. USAID undertakes the same co~tment for
ECE.

d. Energy Program Linkages

The ECE Program both reinforces and is supplemented
by other USAID energy sector programs such as the En~rgy Planning and
Development (EP&D) Project and the Rural Ele~trificationProject (RE ).
FDr example, the technical assistance provided by the EP&D Project will
telp identify appropriate and cost-effective applications for energy
conservation equipment. The EeE program provides additional resources
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fo~purchas1ng line loss reduction equipment as identified by the RE •
The PAAD describes the linkages between the ECE frogram and other USAlD
energy activities.

e. Operations and Maintenance

Most of the entities purchasing equipment through the
ECE Program will have extensive te~hnical capabilities to operate and
maintain equipment. ThE! Water and Power Development Authority (WAPDA) and
Karachi Electric Supply Corpuration (KESC) will be purchasing equipment
to improve and upgrade systems which they are now successfully operating.
The private and public sector companies will have a clear incentive to
ensure that their equipment purchases are consistent with their Operation
and Maintenance (O&M) capabilities or chat appropriate vendor training is
provided. These O&M characteristics and issues are discussed in the PAAD.

3. Local Currency Generations

Section 609 of the Foreign Assistance Act (FAA) requires
that the recipient country establish a Special Account for the deposit of
rupee proceeds to the recipient country from the sale of commodities
furnished with ESF on a grant basis. No grant money will be ut.:ilized
during the FY 1984 ECE program so that this legislative requirement w11l
not apply the first year. In FY 1985, grant funds will be used to
finance only public sector purchases. No sale or accrual of proceeds, as
contemplated under FAA section 609)will occur under the public sector
portion of the program since the GOP does not "sell" this equipment to
the autonomous agencies and ministries involved.

USAID and AID/W have sustained a useful dialogue on this subject which
spans the pa~t 15 months. The results of the dialogue are summarized in
Islamabad 12085 which reviews the exchanges and states In part that AID's
~olicy Determination Number Five of February 1983 makes clear that the
Lmportant issue is not the fact of programming, but the assurance that
AID gains appropriate voice in the area of resource allocation policy in
the recipient country. Our overall approach to local currency
generations is built around this core principle in Policy Determination
Number Five. In lieu of a "programming" activity with a "special
account" which leads to meaningless attributions of expenditure on an
ex-post basis, USAlD melds its ~esource transfer programs into a broad
platform for regular budget and resource allocation discussions with the
Government of Pakistan. These discussions are conducted both by the
Director at appropriately high levels in the GOP and by the senior staff
of the Mission with their counterparts in the Economic Affairs Division
of the Ministry of Finance.

The combination of commodity import and Title I programs which touch
directly upon: (a) agribusiness; (b) the edible oil industry; (c) private
sector energy investors; (d) public sector energy utilities; and, the
public and private fertilizer industry gives the Mission a base for
meaningful policy dialogue on resource allocations. USAlD has a place at
the table on such questions as the large fertilizer subsidy element of
the GOP budget, shifting investment resources to agribusiness functions
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best undertaken by private firms, and protecting resource ~llocations fer
agricultural and.anergy sector. research priorities which may be__ __
threatened in time~ ~f fiscal squeeze. USAID finds that the access which
it enjoys on these important resource allocation topics as a result of
its approach to local currency generations is far more valuable than an
orchestrated role in an annual, ex-post allocation exercise with the
finance budgeters. This shift in programming approach has strengthened
our overall policy dialogue with the Government of Pakistan. The case
for an approach which is serious and actionable versus an approach which
is demonstrably without substance was understood and accepted by all the
agencies concerned with the $ 50 million per year Title I program. The
Mission considers that the arguments apply with the same force and
validity to local currency generations from loan-financed commodities in
ACE and ECE.

4. Private Sector CIP

The "private sector window" in the ECE program is an
important element of the Mission's overall program of support to. the
GOP's Sixth Five-Year Plan goal of enhanced private sector activity in
Pakistan. The effe-ctive demand for u.S. equipment will reflect a
balancing of three factors: (a) technological advantage of U.S. supplied
equipment; (b) quality advantages of U.S. equipment; and (c) price
competitiveness of U.s. equipment. If U.S. manufacturers had to compete
on price alone, there would be some doubt as to the total demand for U.S.
goods under the Program. However, U.S. energy sector equipment is
otherwise highly competitive on a worldwide basis due to a combina~ion of
proprietary technologies, adequate field support and availability, and
often, competitive prices. During preparation of the PAAD,over a dozen
private sector Pakistani firms were contacted. It is evident that U.S.
equipment has an excellent reputation in selected categories such as
controls and instrumentation, coal processing, high efficiency motors,
and advanced renewable technologies. The preliminary demand estimates
take into account the fact that U.S.-prOVided equipment must compete with
European, Japanese, and regional manufacturers. Until experience is
gained with the program, estimates are, howev~r, highly speculative and
only serve to indicate the areas of most probable demando The Mission
will, therefore, test the market with a phased approach to credit
aVailability. The FY 1984 ECE Program will make $10 million available
through banks to the full universe of private sector borrowers. Based on
the actual track record of this initial tranche, the pace of future
tranches will be determined. This tranche constitutes a pilot effort to
test market demand, pricing and interest rates for us energy equipment.
Since the project is to be incrementally funded, it is appropriate to
start with the existing pricing and credit system and consider possible
modifications in subsequent years if experience during the first tranche
period indicates that this would be desirable to achieve the objectives
of the private sector window.

The Mission has held numerous discussions with GOP officials on the
private s"ccor elP component but has not yet received official GOP
concurrence on all elements of the proposed program. Section lV.B.3
describes the likely characteristics of the program and reflects the

17
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pos~tion the Mission is taking ~n negotiations wit~ the GOP on these
matters. The major issues still under negotiation relate to
participating banks, eligible importers, proposed payback periods for
borrowers, procedures for making allocations to the banks, and the credit
ce~ings of participating banks. We anticipate reaching agreement with
the GOP on these outstanding questions by the time of Program Agreement
negotiations and will document the agreed upon particulars of the
program, in a countersigned PIL, prior to the disbursement of funds for
the private sector CIP component. (See Section VIII).

E. Contributors to the PAAD Amendment

See AnnexE for individuals who contributed to the development
of this PAAD Amendment.
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Ii.. BACKGROUND

. A. -Relationship to U.S. Economic Assistance Program

Like the U.S. Economic Assistance Program of which it is a part, the
ECE Program provides foreign exchange for balance of payments support and
promotes specific development activities by financing imports of critical
energy sector commodities and equipment. It serves as an important vehicle,
in conjunction with other elements of the assistance package, for carrying out
the energy sector policy dialogue. Local currency generations from the sale
of commodities imported under this Program will also assist the GOP in
carrying out important investment activities. Thus the ECE Program addresses
major objectives of the U.S./GOP collaborative assistance program in Pakistan.

B. USG-GOP Negotiations

In a. l6tter dated April 12, 1983 to AID Administrator Mr. M. Peter
McPherson (See Annex PI ), the Minister of Finance, Mr. Ghulam Ishaq Khan
stressea the overriding importance of the energy sector in meeting the
economic goals of the GOP's Sixth Five-Year Plan and requested a commodity and
equipment import program for the energy sector which would.parallel the
commodity import program already in place in the agricultural sector. The
11inister requestea that the program include oil drilling rigs to support the
exploration and development program of Pakistan's Oil and Gas Development
Corporation (OGDL).

On tne basis of this request, the Mission undertook preliminary feasibility
work to assess the prospects for such a program. The results of this work
were summarized in a letter from the A.I.D. Administrator dated April 17,
1984, which indicated that "AID shares with the World Bank and others a firm
commitment to defining public and private sector roles in petroleum
development in ways which assign operational tasks such as drilling to the
private sector and assign to the public sector those tasks which are
inappropriate for private undertaking. We cannot, therefore, include drilling
rigs for OGDC at this time." However, the letter further indicated that
prOVision of selected seismic and related equipment would be consistent with
OS~D goals of strengthening OGDe's capability to develop the data base for
attracting private capital in~o oil and gas exploration activities, and that
tae Mission was prepared to develop a program which would permit the purchases
of selected equipment for the OGDC and other equipment and commodities
direc~ly linked to the goals and priority activities of the Sixth Five-Year
Plan for the energy sector. This PAAD summarizes the agreed-upon program
which resulted from these negotiations.

C. The Pakistan Economy

1. General

The economic trends which characterize Pakistan were described
in the recent Agricultural Commodities EqUipment (ACE) PAAD Amendment (May
l~8~) and the l~84 CDSS document. Government policies still are oriented
toward fiscal and monetary restraint, incentive creating input/output
relationships in agriculture, improved efficiency in the public sector, and
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mobilization of the private sector. Until last year,these policies had
contributea to an annual rate of growth of gross domestic product (GDP) of

.. -- about six percent over the previous six years. In FY 1983/84, however, the
growth rate was only 4.5% as compared to a Sixth Plan target cf 6.4%. This
was largely because of poor cotton and wheat crops. In addition, there was a
slowdown in remittances, which directly affects gross national product (GNP).
The GOP plan now calls for an increase in GDP of 8.5 percent in FY 1984/85 in
order to bring the average economic growth over the last 2 years in line with
the 6.4 percent called for by the Sixth Plan. This projection assumes that
agriculture fully recovers from the previous yea~s negative growth and resumes
its recent growth pattern.

2.. The Balance of Payments

Pakistan suffers from a chronic balance of payments deficit
which worsened considerably in 1983/84 as compared to the previous year.
Exports for PFY 1983/84 were about 46 percent of imports and the trade deficit
was 10.~ percent of GNP. The current account deficit was Sl,006 million which
was 3.2 % of GNP as compared to $554 million or 1.9% of GNP the previous
year. Factors leading to this poor year to year comparison included lower
than expected exports and remittance flows, and poor harvests in key
commodities, such as cotton.

The above factors also led to a decline in foreign exchange reserves. In
1982/83,foreign exchange reserves actually increased by Sl,111 million due to
the relatively low current account deficit and substantial capital inflows.
By contrast, reserves fell by approximately $267 million in 19~3/84.

The outlook for the period covered by this PAAD is for a continuation of many
of the trends which negatively impacted on the 1983/84 results. These include
a sloWing in worker remittances and increases in edible oil imports. Recent
GOP estimates (June 1984) project that the balance of payments outlook for
198~/85 is for the current account deficit to remain relatively constant in
absolute terms but to decline to about 2.7% of GNP. Despite the prospects for
increased foreign assistance disbursements resulting in increased capital
inflows, the GOP projects that there will be additional drawdown on foreign
reserves in excess of S330 million.

The current level of foreign exchange reserves in Pakistan is equal to about
12 weeks of imports. This is a relatively high level for Pakistan but will
fall significantly over the next year based on the above projections. The
drawdown in foreign exchange reserves need not harm the Pakistan economy and
might help in the short-term by reducing inflationary pressures through a more
slowly growing money supply. If reserves are drawn down by the amounts
indicated above, there would also be additional leeway to allow for a more
rapid expansion in domestic credit, particularly to the private sector which
is key to achieVing the GOP's Sixth Plan goals.

D. Economic Impact of the ECE Program

The j 2u million in ECE Program resources supplements two other
commodity import programs, the Agricultural Commodity and Equipment (ACE)
Program and the PL-480 Title I Program. Together they will account for S140
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million in foreign exchange~ most of which will be disbursed within one year.
With a projected current account deficit of about $l~OOO million in FY
1984/85, these programs wi11 clearly represent a meaningful contribution to
the management ox Pakistan's foreign exchange problem.

Over its three-year life~ the EeE Program will help alleviate foreign exchange
constraints 1n two ways:

1. directly~ by contributing S 100 million in foreign exchange for
imports required to meet specific targets of the GOP's Sixth Five­
Year Plan; a.nd~

4. inairectly, by either saving energy or increasing domestic supplies,
thereby reducing oil imports. Much of the equipment, such as that
for use in energy conservation, will have payback periods of 1-3
years,based on the cost of imported oil. Ther~fore, depending on
the mix of equipment purchases, these indirect savings in foreign
exchange could be as much as $ 100 million in reduced oil imports
over three years.

The net foreign exchange impact of the program could, therefore, approach S
ZUO million in three years~ with obvious favorable impacts on the balance of
payments problem.

The importation of energy sector equipment under the EeE Program should not
exacerbate the inflationary situation in Pakistan. In fact, the program will
reduce inflationary pressures by reducing the size of the current account and
the Government budg~t deficits. Most of these commodities would have been or
should be imported even without this program. Government expenditures are not
likely to increase as a result of this program.

E. Energy Sector Review

1. Energy in the Economy

The energy sector of the Pakistan economy is critical to
continuea development. It is small but growing rapidly. Per capita
consumption of commercial forms of energy is only half of the average for
developing countries. Traditional energy resources such as firewood,
charcoal, animal and agricultural wastes meet about 35 percent of energy
demand. Energy scarcity has become a bottleneck to the rest of the economy.
Inadequate supplies of natural gas and electricity have led to substantial
load shedding. Tbis has created a pattern of factory stoppages and reduced
supplies of tubewell water for irrigation. It is very likely that uncertainty
about the availability of energy has restrained private sector industrial
investment, particularly in large-scale manufacturing. Petroleum imports are
growing rapidly~ amounting to roughly three-fourths of merchandise exports.
:onsumption expenditures are shifting toward energy intensive patterns such as
automobLles, air conditioners and other electric consumer goods. Energy
consumption has been growing about forty percent above the real output growth
of the economy, an energy growth to GDP growth ratio which cannot be sustained
ana suggests the need to sharply increase the efficiency of energy use.
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. The Sixth Five-Year Plan recognizes the critical role of energy availability.
in economic development and requires a 9.4 percent per annum increase in
commercial energy to support the planned for 6.4 percent per annum increase in
GDP. To support this rapid increase in energy deve10pment,about 40 percent of
all public expenditures in the plan are for the energy sector.

2. Energy Supply and Demand

Table 1 sets out the primary energy supply by fuel for 1983/84
which is the first year of the Sixth Five·Year Plan. The total primary energy
consumption is currently estimated at about 17.7 TOE per year for commercial
fuels and 9.3 TOE for traditional fuels such as firewood, charcoal and
cowdung. All of Pakistan's commercial energy resources are domestic except
for petroleum, 90 percent of which is imported. Pakistan's petroleum imports
amounted to 124,000 barrels per day in 1983/84,accounting for 25% of the total
import bill.

Figure 1 illustrates the primary energy consumption by economic sector. The
industry, transport, fertilizer, residential and power sectors are the most
energy-intensive, accounting for 87% of total primary energy consumption. It
is evident that future economic growth of these economic sectors will depend
heaVily on the availability of fossil fuel and hydel energy. The target
energy supply levels by 1987/88 as indicated in the Sixth Five-Year Plan are
also set out in Table 1. The Sixth Plan objective is to limit the growth of
petroleum imports to 11% per year. These targets can only be achieved,
however, by increasing indigenous oil and natural gas production, promoting
use of indigenous coal, and implementing energy conservation practices.

Pakistan has good prospects for increasing its energy supply. Total proven
reserves of natural gas are about 15.7 trillion cubic feet with 45 percent of
this at the large Sui gas fields. Assuming gas consumption increasesby 7%
p.a., these proven reserves are sufficient for 20-25 years. Tapping these
resources will require exploration and development efforts in addition to
reducing bottlenecks in the distribution system.

Petroleum reserves in Pakistan are modest and expensive to develop. The OGDC
estimates reserves at 80-9j million barrels which would only be sufficient for
3 years at present use rates in the absence of imports. Despite these modest
reserves, domestic petroleum development is essential to keep petroleum
imports within the target growth rates. The Sixth Plan projects an increase
in indigenous oil production from 13,600 to 21,000 barrels per day over the
Plan period. Recent finds by Occidental Petroleum and Union Texas have
increased this figure by 2000-3000 barrels per day. These finds may also
increase the estimates for petroleum reserves.

Pakistan currently produces around 2 million tons of coal per year. Most of
the coal is poor quality lignite or sub-bituminous coal with limited coking
potential. The Sixth Plan calls for an 8.8% average growth rate in supply.
Increased demand by the residential sector may develop if low-cost approaches
to upgrade domestic coal through briquetting are developed.

The Sixtn Plan calls for a 10% p.a. average increase in hydel power
production. A provision of Rs 200 ~llion has been made in the Sixth Plan to



TABLE 1

ENERGY SUPPLY IN PAKISTAN.

A

Energy Source

1983-1984

Energy Supply

4-tillion TOE)

1987-1988

Share of Energy Supply
Commercial
Energy
lPercen~ (Million TOE)

Average Annual
Growth Rate
Over Period of
Sixth Five­
Year Plan
(P~rcent)

Oil
of which domestic

Gas
of which feedstock

Coal
of which unreported

hydro
LlJG
Nuclear

lotal Commercial

Traditional fuels

Total Energy

6.13
(0.67)
0.85

(1. 0.5)
0.90

(0.14)
3.14
0.07
O.Ol

11.11

9.3

26.7

138,000 barrel/day
(13,700 barrel/day)!!
852 MMCFD
130 MMCFD
2.0 million tons
(O.~ million tons)
13200 GWh
0.13 willian tons
84 GWH

26 million tons

38.0 10.9 223,000 barrel/d~y , 11.3
(3.7) (1. 04) (21,000 barrel/day) (11.3)
38.5 9.51 1200 MNCFD ! 6.8
(5.9) (1.19) (147 MMCFD) (3.2)
5.0 1.31 3.04 million tons 8.8

(0.8) (0.21) 0.47 million tons (8.4) I
17.1 4.01 16800 GHW 10.0 ~

N

0.4 0.22 2.29 million tons 25.1 I
•0.1 0.02 84 GWH 0

100 26.03 -- 9.6

(35)Y 10.5 29 million tons 2.5

36.5 -- 1.2

~ kecent find by Occidental Petroleum in Potwar Basin has increased this figure by 2000-3000 barreY/day

;) Share of Total Energy.

3) Percentages have been adjusted to include feedstock gas and unreported coal production.

Source: Pakistan Economic Survey 1983-84, Pg99
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COAL~

Source: Pakistan Economic Survey p.97
(Percentages have been adjusted to account for feedstock gas)
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,

install small hydel stations. In addition, WAPDA is surveying the entire
irrigation system to identify sites which are suitable for hydel utilization.
A site (2000 MW capacity) has been located at Bosha near Chilas, and a
feasibility study is near completion.

Studies indicate that the supplies of traditional fuels will he difficult to
maintain, let alone to increase, in order to handle the effects of a
3 percent population growth and an increase in per capita income. This could
place even greater demands on comme~cial fuels. Thtring the Sixth Five-Year
Plan, efforts will be undertaken to increase the supply of biomass and improve
the efficiency of its use.

Currently, neither solar nor wind energy resources are used to any significant
extent in Pakistan. The availability of solar energy is high, especially in
such areas as Baluchistan, and there is a great deal of interest in using
solar energy to provide power in rural areas. The potential for wind energy
i~ limited to a few areas on the coast and in the mountains. While
small-scale wind pumping may be feasible in these areas, wind systems are not
likely to play a significant role in the future national development of
Pakistan's energy resources.

Energy conservation measures have begun to be implemented in a few of the
major industries. The Sixth Plan has specific goals to improve energy
utilization efficiency in the industrial, agricultural, power, transportation
and residential sectors that will reduce commercial energy demand by about 9%
by the end of the Plan period. Experience in the United States and elsewhere
indicates that this is an attainable goal if the needed equipment is available.

In summary, Pakistan will be relying heavily on expansion in domestic energy
resources and energy conservation to support economic growth. The Sixth Five­
Year Plan has limited the increase of imported oil from 124,000 to 202,000
barrels per day over the Plan period. This increase will be sufficient to
supplement incremental energy demand only if the following objectives are met
by PFY 1987/88:

a. a 40 percent increase in gas supply;
b. a 62 percent increase in production of crude oil;
c. a 53 percent increase in consumption of coal;
d. a 50 percent increase in non-commercial fuels for the agricultural

sector; and,
e. a 9 percent increase in efficiency of energy utilization.

Accomplishing these objectives will require the timely implementation of
numerous energy projects which will require substantial amounts of energy­
related equipment. The ECE Program will provide resources to import this
equipment which is not domestically available. If the Sixth Five-Year Plan
does not accomplish these above objectives, oil imports will rise or economic
growth targets will not be met or some combination of both ~~ll occur. For
example, if only one-half of the targets in gas production and energy
conservation is achieved by PFY 1987/88, oil imports would have to increase by
60,000 barrels per day in excess of Plan goals to meet economic growth
targets, which would have a devastating impact on the balance of payments.
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The ECE Program has been designed to complement and supplement both
other USAID projects and the extensive activities of other multilateral and
bilateral donor organizations such as the World Bank, Asian Development Bank
(ADB), and the Canadian Internation::ll Development Agency (CIDA). The World
Bank alone is planning to provide in. excess of $500 million over the next five
years to Pakistan for energy sector activities and is in the process of
preparing a $150 ~illion Energy Sector Loan (ESL) package. The activities of
these other donors in each of the equipment sectors covered by the ECE Program
are described briefly below.

1. Industrial Energy Conservation

Through the EP&D Project and this ECE Program, USAID will be
taki~g a leading role in supporting energy conservation initiatives in
Pakistan. Other donors will also be contributing to this important field.

The UNDP has allocated approximately $190,000 to assist in undertaking surveys
and energy audits on major industrial sectors. One mobile energy unit
equipped with flue gas analysis and energy flow monitoring equipment will be
purchased with these funds. The Directorate General of Energy Resources
(DGER) is currently seeking fnnding to augment this program by prOViding nine
additional mobile units for quantitative energy efficiency survey work. This
work would lead to a detailed characterization of energy use by each major
industry.

The World Bank is providing $1.2 million for an energy conservation program at
the National Refinery in Karachi. Under this program, the efficiency of
individual unit operations at the refinery are being characterized and process
modifications recommended. The recommended process improvements will include
modifications of existing equipment and replacement with energy efficient
equipment, some of which will be purchased with ECE Program funds.

2. Renewacle Energy

The use of renewable energy systems in Pakistan is modest, and
there has, therefore, been limited donor activity in this field. The major
donor funding has been in support of the photovoltaic demonstration projects
being directed by the DGER. Donor support for this program amounts to about
$ 6 million, with Japan, France, UNDP, and the EEC being the primary funding
sources.

Much of the assistance in this area has been provided bilaterally and has, as
its major objective, the promotion of commercial interests in this potentially
important technology.

3. Coal Mining

A.I.D. has been in the forefront of stimulating interest within
the GOP and other donor organizations in Pakistan's coal sector. Both the
World Bank and ADB have shown interest in supporting the proposed Lakhra
project. If studies being funded by USAID confirm the feasibility of coal for
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power, their financial contributions to the Lakhra project are-likely.

Other donor activities in the ~oal sector are limited to an $8 million World
Bank project to undertake exploratory drilling at the Dukhi coal field in
Baluchistan.

4. Power Sector

The power sector is the laxgest single beneficiary of donor
support in Pakistan. This is consistent with the large capital needs of this
sector and the critical role it plays in Pakistan's overall d2velopment. Most
major power and distribution projects in Pakistan have some donor support.
For example, the GOP-USAID Rural Electrification Project provides partial
funding for the GUDDU combined cycle power plant with co-funding of
approximately $140 million from the ADB. In addition, the World Bank, CIDA,
and the Kuwaiti Fund provide substantial support to the power sector. World
Bank funding alone is currently on the order of $100 million per year with
emphasis on improving the transmission systems. The World Bank program in
this ~ector will expand significantly if th~ proposed $ 2 to $ 4 billion
Kalabagh hyd~0-e1ectric project is implemented.

5. Oil and Gas Sector

The World Bank, CIDA, and the ADB are providing significant
funding in oil and gas exploration and development. The World Bank recently
approved two loans to the OGDC: (a) a $30 million loan for the Phase·II
development of the Toot oil field for the drilling of four wells plus
associated surface treatment facilities. Over its life, Phase II is expected
to result in an additional 1.4 ~11ion barrels of oil, 71 BCF of gas, and 3.5
million barrels of LPG; and, (b) a $51.4 million to improve Pakistan's
exploratory attractiveness in the eyes of foreign private sector companies.
In addition to regional seismic and export promotion elements, 70 percent of
the funds are allocated for drilling six exploratory wells. It i3 likely that
the World Bank will also provide an additional Sl.8 million for an exploration
promotion program requested by OGDC and $3 million worth of surface equipment
for the Toot oil field.

In approaching energy sector lending, the World Bank is encouraging the GOP to
develop a sound exploration and development strategy by increasing oil and gas
prices, clarifying the roles of the public and private sectors, and
strengthening the capabilities of the OGDC.

Since 1974, CIDA has been the largest individual country donor to Pakistan's
oil and gas industry. CIDA's focus is on training of OGDC staff although
about 65 percent of the $16 million CIDA intends to provide over the next two
to three years is expected to be used for well stimulation to improve the
productivity of existing OGDC wells.
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The ADB is funding or is planning to fund $168 Dillion worth of field
development projects as follows:

Project In US $ Million Period Covered

Mari Gas Development
Pir Koh Phase II (Gas)
Dakhni Development (Oil)
Sui Compression and Purification Project
General Purpose Loan (to develop several
small gas fields)

TOTAL

50
40
32
19
27

168

1984-86
1984-86
1985-88
1985
1984-87

The ADB has also provided about $40 mlilion for the OGDC's recently completed
Indus Right Bank Compression and Pir Koh Integration Project. The ADB is also
currently funding a program, 9tarted in 1982, to prepare a comprehensive
investment plan for the energy sector which will include resource equipment
for implementation of the plan.

In addition to the above, the OGDC is receiving support from Norway (offshore
seismic surveys), Russia (drilling rigs), and is in the process of entering
joint venture agreements with Kuwait and Iran.
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III. ENERGY SECTOR POLICY ANALYSIS AND DIALOGU1

A. Overview of the Policy Context of the ECE Pr~gram

This section presents the broad USG and GOP policy goals for
the six-year ESF package and for Pakistan's Sixth Five-Year Plan. These
provide the context within which the Mission will utilize the annual ECE
negotiations to support and reinforce key elements of both its macro and
energy sector policy objectives. .

In a June 1984 memorandum to the Assistant Administrator for Asia, the
Counselor for Development of the Agency stated the following:

"I suggest that you now request the Mission to include in the PAAD a
discussion of whether, or how the ECE will be used to support the
Mission's overall strategy. Can it be used to leverage specific
aspects of policy movement this FY? Will it provide a forum for
discussing energy issues with the GOP? Which issues would be
included on the agenda for such discussions?"

This section of the PAAD seeks to respond fully to the Counselor for
Development's request and to present the breadth of crSAlD/Government of
Pakistan/World Bank dialogue and cooperation on energy sector issues.
The ECE Program is one important part of an AID portfolio in energy which
frames our work in assisting Pakistan to achieve the structural reforms
and policy changes which are necessary to reach the goals of the Sixth
Five-Year Plan and to service the longer term energy requirements for
self-sustaining economic growth and social development.

Like all Commodity Import Programs (CIPs), the ECE program is first and
foremost a balance of payments (BOP) tool. As such, it proyides the
Mission an opportunity co link the ECE negotiations to other
USAID/Pakistan balance of payments negotiations (especially PL 480 Title
I and the on-going Agricultural Commodities and Equipment Program) in a
broad review of resource allocation priorities in Pakistan. The
foundation of the six-year ESF program in Pakistan is a bilateral
understanding that the economic assistance package will assist the GOP to
meet the BOP requirements associated with the costs of an enhanced
defense capability required to meet mutually important strategic and
geopolitical objectives in Southwest Asia. In this context, the ECE
program fits into a broader pattern of fast-disbursing US economic
assistance, and the Mission's policy discussions with the GOP are
inevitably interlinked with these other programs.

The ECE Program is targeted on two very important policy objectives which
go beyond the BOP rationale for the program: increased private sector
participation in the energy sector and improved energy pricing policies.
These are majo£ sub-themes of the Mission-wide policy concern for
supporting and facilitating the GOP's progress toward broad economic
liberalization and an enhanced role for the private sector in both
resource mobilization and productive investment.
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The ECE PAAD provides the Mission with additional tools with which to
-conduct the policy dialogue on these two major topics. _The emphasis of
the ECE program on energy conservation provides an opportunity to stress
the potential for rationalizing energy prices without the need to
increase per unit output energy costs. The private sector window of the
ECE Program provides an annual opportunity for the Mission to deal
directly with the GOP on issues related to banking, credit to the private
sector, loan terms for private investors, and the like. .These are
opportunities for meaningful policy dialogue, backed by resources, which
the Mission would not have without the ECE Program.

B. Energy Sector Policies: The GOP's Sixth Five-Year Plan

The overall goal of the GOP's Sixth Five-Year Plan (1983-88) is
the rapid and equitable development of the nation. The Plan also
reflects a shift of public sector priorities from industrial projects and
fertilize~ subsidies to rural development, energy infrastructure, and the
social sectors. Significant objectives of the Sixth Plan include the
deregulation of a significant proportion of existing government controls
on the nat~onal economy to more fully utilize the capabilities of the
private sector and the targeting of the poorest elements of society for
programs in nutrition, housing, water, sanitation, education and health.

The importance of the energy sector in the Sixth Five-Year Plan is
evidenced by itB being allocated 40 percent of all public sector
resources, the largest of any single sector. This large resource
allocation reflects the GOP's recognition of th~ critical link between
energy development and economic growth. The Plan's goal is to maintain
an average energy growth rate of 9.6 percent per annum in order to
support a 6.4 percent per annum growth rate in GDP.

The general policies stated in the Plan are to:

1. enforce efficient use of energy through education, legislative
measures and price mechanisms;

2. ensure adjustments for realizing growth targets of the Sixth
Plan in an energy-efficient manner;

3. arrange inter-fuel adjustments with the objectives of
minimizing import-dependence within the Plan period;

4. prepare for growing self-reliance in energy during the Seventh
Plan and beyond;

5. develop indigenous sources of energy such as coal, renewable
energy and nulcear energy, intensify the search for yet
undiscovered resources, and acquire full command of energy
substitution technology;

6. ensure coverage of the entire rural population residing in
compact villages by rural electrification;
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7. evolve mechanisms for greater participation of the private
- sector in meeting tha energy requirements of the nation;

8. ensure proper institutionalization of longer-term energy
planning, monitoring and evaluation; and,

9. rationalize energy prices.

USAID endorses these Plan objectives. The ECE Program will directly and
indirectly contribute to the achievement of most of them. Even if all
energy sector objectives of the Plan are met, the assumed growth in
economic development will require over a 50 per~ent increase in oil
imports during the Plan period. Achieving this goal, in turn, w1l1
require meeting three important Plan targets:

1. increasi~g oil production from 13,000 barrels/day to 21,000
barrels/day (a 60 percent increase);

2. increasing gas production from 856 MMCF/day to 1204 MMCp/day (a
40 percent increase); and,

~. improving the efficiency of energy utilization by 10 percent
through m('~~vigorous energy conservation measures.

The first two targets assume that the private sector will greatly expand
its role in this sector and w1l1 contribute about 40 percent of total
capital needs for exploration and field development during the Plan
period.

Without policy reforms, it is not assured that the anticipated
participation by the private sector will in fact take place. This is
due, in large measure, to low producer gas prices and overall not
entirely effective natural gas concession terms. Gas pricing issues
directly affect oil exploration levels by the private sector since
Pakistan is a gas prone country and any drilling activity is more likely
to discover gas than oil.

Achieving the third target will depend importantly on consumer pricing of
natural gas and electricity. The planned-for increase in gas prices to
66 percent of the border price of fuel oil by 1987 is critical in
achieving Plan objectives. However, no specific plan is currently in
place for increasing el~ctricity prices, which reduces the incentive to
implement needed energy conservation measures relative to electricity
consumption.

In summary, although the Plan's objectives are commendable, more vigorous
implementation of specific policiee relative to both producer and
consumer pricing is required if the goals of the Plan are to be achieved.

~I
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C. GOP Policy Performance in the Energy Sector

r. General

The ECE Program, when combined with other Mission energy
sector projects, gives the Mission a seat at the energy policy dialogue
table on a broad range of issues and will increase USAID's ability to
assist the GOP to meet its energy sector goals.

In general, the GOP has been moving in a positive direction on energy
policies as evidenced by its commitments in principle to expand the role
of the private sector and rationalize energy prices. The GOP's focus on
these issues is relatively recent, however, since before 1980 it was
perceived (incorrectly) that there were ample supplies of natural gas
which somewhat buffered Pakistan from the "energy crises" affecting most
other countries. The recent and current attention to pricing, fuel
substitution, energy conservation, and energy planning is in many ways
similar to that which occurred in the U.S. and other industrialized
countries in the mid to late 1970's, when rapid 011 price hikes led to an
appreciation of the need to conserve energy and foster policies to
stimulate the development of other energy sources.

USArD and other donor organizations are well positioned to support the ---­
GO? in its policy deliberations by drawing upon experience gained in the
u. S• and elsewhere. USArD and other donors can also provide technical
and analytical support and equipment needed to implement policy
objectives. The ECE Program provides resources for the latter thrust.

The following sections review GOP performance in recent years in specific
areas of energy sector policy. Not all of the areas described will be
centrally linked to ECE, but it is appropriate to present the wider
picture because of the highly integrated and interlinked nature of the
policy dialogue process. The following discussion therefore, should be
read and understood in the broader context of overall Mission goals for
energy sector policy reform.

2. Pricing Policy: Recent GOP Performance

'the rationalization of both consumer and producer energy
prices is critical to the achievement of Pakistan's energy goals. As
indicated below, the GOP has made substantial progress in this area but
much remains to be done. The following discusses general GOP policies
relative to energy pricing.

a. Consumer Prices

The general policy relative to the pricing of petroleum
products is overall cost recovery. There is, however, a significant
amount of cross subsidization between petroleum product prices which are
influenced by social and economic factors. For example, gasoline
subsidizes the prices of kerosene and diesel fuel. The costs of all
petroleum products have risen dramatically over the last two years
(50-100 percent) as a result of government policies to adjust petroleum



- 22 -

product prices to reflec~, on the average, the actual cost of importing
and refining crude ~il.

Natural gas' consumer prices have been maintained at artificially low
levels to encourage the substitution of gas for imported oil and to help
alleviate ocher inflationary pressures. Despite a substantial increase
in pri~es in January 1982, the weighted average price level for all
consumers was about 24 percent of the energy equivalent fuel oil exporc
price as of June 19~2. ~onsumer prices for natural gas were again raised
in January 1983 by 23 percent. The GOP plans to increase consumer prices
gradually to two-thirds of the fuel oil equivalent export price by FY
19ij]-ij8. These increases in natural gas prices will prOVide additional
incentives for implementing energy conservation measures in all sectors
and for increased participation of the private sector in exploration
programs.

No direct subsidies are provided to the electric sector as a whole.
There is a wide range in electricity prices both among consuming classes
and within a given class. A residential rate schedule was impleNented in
1981 to discourage large increases in residential demand. Very low rural
rates are intended to improve living standards and the productivity of
rural populations. The rates in the KESC (Karachi) service area
typically are twice as-high, on the average, as in the ~DA service
area. This is due to the fact that cheaper hydro power constitutes about
60 percent of the WAPDA supply while KESC depends exclusively o~ thermal
generation.

The cost of coal is not significantly below that of oil but is
significantly higher thaD. that of natural gas. This explains, in large
part, the declining role of coal in Pakistan since the introduction of
natural gas. The relatively high cost of coal, to some extent, is due to
the low demand and resultant small size of existing mines. Coal mines
using modern practices on a large scale should result in prices
competitive with oil and with gas once the gas pricing structure is
modified.

Wooa is commonly sold as a commercial fuel in urban areas to small
commercial establishments (such as restaurants) and for tobacco drying.
In some areas of Baluchistan and the NWFP, it must be trucked in, due to
local scarcities. The cost of wood has been increasing rapidly in recent
years and now approximates that of kerosene in some areas. In most
areas, the cos t of wood is considerably higher than that of coal. This
is one reason why coal briquettes are being considered as a means of
supplementing and substituting for wood use in household and small
commercial applications.

b. Producer Prices

Although the GOP has made aome progress, producer
prices are still not adequate to stimulate needed private sector
participation in the oil and gas sector. Details of specific concession
agreements are difficult to come by. However, industry representatives
in general feel that pricing policies for oil are now reasonable and

:)~}
-..,I ~j



- 23 -

sufficient to stimulate interest, assuming exploration tracts with good
oil potential are identified. This situation reflects a major advance in
producer p~;icing policy' over- the-lase- two- years.---- . --- -- - --------- ---

However, Pakistan is a gas prone country geologically, and any given
drilling operation is more likely to find gas than 011. Therefore, even
companies interested in exploring for oil have a deep rooted interest in
the value of any natural gas which may be discovered. The GOP position
is that the pricing of gas discoveries will be negotiated after the
discovery is made, using some form-of a rate of return formula. Such
uncertainty and imprecision with respect to rates of return and pricing
are not conducive to encouraging private sector exploration.

Pricing agreements on already discovered gas have been slowly improving.
For example, Sui gas prices have increased from $O.25/MCF to $O.66/MCF
over the last Z years. This represents useful progress in gas pricing
policy. -It is not clear, however, whether it is sufficient to attract
new foreign or domestic private sector capital. Attracting private
sector participation for 011 and gas exploration probably requires
further adjustments in producer gas pricing policy and associated
concession agreements. Industry observers estimate that producer prices
for gas of between $1 and $2 per MCF would provide the needed incentives.

3. Energy Planning

Energy sector analysis and planning is an important input
to policy reform. The GOP has made important progress in energy
planning. As part of preparing the Sixth Five-Year Plan, the GOP
acquired the services of the IEDC of Geneva, Switzerland, to assist in
developing an energy sector data base and energy supply - demand models.
The outputs of the energy planning exercise were important inputs in
formulating the constructive policies included in the Sixth Plan.

The GOP is committed to strengthening and institutionalizing its energy
sector analysis and planning capability by establishing an Energy
Planning Cell within the Ministry of Planning and Development. This will
be undertaken as part of the A.l.D.-financed Energy Planning &
Development Project and represents a substantial forward step toward
developing appropriate energy policies.

4. Coal Utilization

The GOP is now adopting policies which will accelerate the
use of domestic coal with favorable impacts on fuel oil and gas
consumption. These policies have already resulted in a commitment to
use coal in one or more power plants. Studies to convert selected heavy
industries to coal are also in progress. In large part, these activities
were stimulated by USAlD through its work on the Lakhra coal power
project and associated discussions with GOP officials concerned with
Pakistan's energy sector.
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5. Energy Conservation

Experience in the U.S. and elsewhere indicates the
overriding importance of energy conservation as an integral part of
rational energy sector policy. The GOP is aware of this favorable
experience and now considers energy conservation to be one of the
cornerstones of its energy policy. The GOP intends to implement this
policy with technical assistance programs, energy audits in both public
and private sector companies, and possibly regulations requiring specific
energy reduction steps. USAID will be supporting the first two
activities through its EP&D Project. Regulatory steps to require and
monitor energy conservation by energy users would be less needed if
appropriate pricing policies were vigorously pursued. The GOP's strong
interest in energy conservation provides a favorable enVironment for
rationalization of energy prices. The ECE Program directly supports
progress in this area by contributing t6 the implementation of energy
conservation measures.

D. USAlD/Pakistan and the Policy Dialogue

1. Background

The major multilateral donors, the GOP, and A.I.D. are
engaged in a multi-year approach to structural reforms and sectoral
policy reorientation. These parties share common long-term goals in the
policy dialogue including increased investment, more efficient resource
allocation and utilization, increased private sector participation, and
sustained high economic growth rates •

• The multilateral donors have set out a macro-policy reform agenda to move
the nation towards economic liberalization in which public and private
sectors will be increasingly focussed upon their areas of comparative
advantage, with the public sector concentrating on the provision of
public goods and infrastructure and the private sector increasingly
responsible for the production and distribution functions of the economy.

AID works in a number of different modes in pursuit of important
development goals which we and the GOP share. Elements of our policy
dialogue are pursued in concert with the multilaterals and the GOP in the
framework of the periodic donor- consortium meetings and other informal
working sessions whlch lead up to those meetings. Elements of the policy
dialogue make up part of the backdrop to our broad bilateral discussions
with the GOP on resource allocation, sectoral priorities and development
strategy. Perhaps the most active element of the dialogue is that which
is built directly into our project portfolio. We work with the GOP on a
broad range of economic and institutional objectives in the conduct of
project activities. The Energy Planning and Development and the Rural
Electrification projects are prime examples. There are important macro
themes which are woven into all three elements of our dialogue and which
are worth recounting. It is important, of course, to recognize that
these themes are pursued in different ways, with different tools, and
occupy different degrees of centrality to USAID's working agenda. They
need to be viewed as a collectivity, however, in order for AID and the
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GOP to understand the linkages and interdependencies between them. The
macro-policy themes in the USAID/GOP policy dialogue include:-

a. policies to curb new capital spending on public sector
production enterprises in sectors where the US is active;

b. policies to limit capacity increases in existing public sector
plants in sectors where the US is active;

c. policies which move Pakistan away from the "cost-plus" approach
to regulating returns to private investors, with particular
reference to sectors such as fertilizer where the AID program
is directly engaged;

d. policies which seek to provide a fair and competitive
environment, or in the words of a recent demand to the GOP by
local bankers, a "level playing field" for public, private and
international financial institutions in Pakistan;

e. policies to remove inequitable credit access favoring public
sector enterprises over private enterprises;

f. policies to properly price capital so as to reflect its
opportunity costs;

g. policies whicn remove administered prices to the maximum extent
possible and remove barriers to private entry into industrial
sectors;

h. progressive disinvestment of inappropriate public sector
assets, especially in the edible oil sector;

i. equitable investment rules and tax treatment for private sector
productive investmentsj

j. equitable pricing of inputs (e.g., electric power) to private
users;

k. policies designed to enhance private sector resource
mobilization; and,

1. policies designed to liberalize the financial system.

The policy core of the ECE Program is linked with the deregulation
agenda outlined above and private sector expansion. While
deregulation/liberalization issues form only a part of our overall policy
strategy, they represent a particularly vital element. For example, the
"private sector window" ties directly into the Mission's concerns for
enhanced private sector investment in all sectors, including energy
supply. Once again, it is important to recall that the ECE program does
not carry an isolated and discrete policy dialogue function. Rather, it
is one piece of an interrelated policy agenda which encompasses the
entire $1.625 billion six-year ESF program in Pakistan.
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2. The Approach at the Sector Level

The key element of the Mission's approach at the sector
level is to support the development of both consumer and producer energy
pricing which will:

encourage efficient use of scarce energy resources;

direct efficient allocation of new investment and resources
into ·energy sector development; and,

expand the role of the private sector in the development,
production and distribution of energy.

Ihis approach is being pursued by activities which:

strengthen the technical foundations for improving the
efficiency of the energy sub-sector;

support the development of an energy analysis and planning
capability which will support GOP efforts to accelerate policy
goal achievements;

assist in the development of indigenous energy resources, most
importantly coal, in order to reduce the BOP problems
associated with oLl imports; and,

encourage the increased participation of the private sector in
energy by means of producer price rationalization and
institutional reforms.

Major programs in support of the above objectives include the Energy
Planning & Development Project, the Rural Electrification Project, and
the Lakhra Coal Mining and Power Generation Project. In undertaking
these projects, GOP actions consonant With the policy fr~ework and
agenda mentioned above are identified to maximize the developmental
impact of A.I.D.'s resources. These objectives and the policies needed
to achieve them are grist for the energy policy dialogue.

3. Policy Content of Other Energy Sector Projects

All the USAID!Pakistan energy sector projects include
components which relate to the policy dialogue. An important input to
the Rural Electrification Project was the development of the "General
Policies and Implementation Guideline" report which has been incorporated
into WAPDA'S five-year plan for rural electrification. This document was
prepared by USAlD cooperatively with WAPDA and prOVides the basis for
consideration of such critical issues as tariff structures,
implementation of energy conservation measures, and the proper
assessment of the cost of the distribution system expansion program.

The 5 year Energy Planning and Development Project has several
components, each with policy implications. The core of the program is
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the establishment of an Energy Planning Cell within the Ministry of
Planning and Development. An Energy Policy Board consisting of high
level representation from all the energy supply and demand Ministries
will have oversight responsibilities for this cell. The formation of
this cell will greatly improve energy sector analytical capabilities
within the GOP so that the implications of policy options can be clearly
demonstrated to policy-makers. This analytical cell and Energy Policy
Board are key to policy development and structural reform activities in
the GOP. In addition, the EP&D program supports a number of sub-sector
policy objectives by:

emphasizing the increased use of energy conservation measures
as an economically viable aspect of needed increases in
consumer energy prices;

prOViding technical assistance to support better sub-sector
project planning and evaluation so that resources are most
effectively used and the role of private sector
commercialization clearly accounted for; and,

assessing the extent of indigenous coal resources for use in
power generation, industrial conversions, and coal briquetting,
by both the private and public sectors (including the Lakhra
Project described below).

The ongoing discussions for the Lakhra Coal Power Plant project emphasize
the role of the private sector in coal mining. A study will be
undertaken by August 19~4 to assess the capabilities of the private
sector coal mining industry and to identify technical, financial, and
institutional issues which should be addressed to e~ure a major role of
the private sector in providing coal for the Lakhra and other
facilities. This project, therefore, provides the GOP and USAID with a
valuable framework with which to consider how to expand the private
sector's role in the coal mining sector.

The 9-year Forestry Planning and Development (FPD) Project will assist
the GOP to reverse the deforest~tion process and expand the extremely
limiced forest resource base so it becomes an increasingly important
indigenous energy resource. This will be accomplished by strengthening
the capacity of indigenous institutions at the federal, provincial and
local levels to design, implement and evaluate policies and programs for
increasing fuelwood/timber production and demonstrate the economic,
technical and social feasibility of producing tree crops on privately
owned farms and range lands. The project will directly contribute to the
analysis of policy options and identification of dialogue opportunities
by assisting the GOP in the establishment of a senior level federal
policy adVisory committee; the development and implementation of federal
and provincial forestry development plans; and the training of forestry
planners and economists. Analysis of the importance of forestry in
agricultural and rural development and of fuelwood as an energy source is
expected to effect significant policy changes. These will include
changes in the relative emphasis that the GOP places on managing public
forests versus tree production on private lands and in the division of
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provincial and federal responsibilities in forestry planning and
management.

The ECE Program will reinforce and, in some cases, depend on policy
activities of the above USAID programs, as follows:

The ECE Program focuses on energy conservation to support
the development of cohesive energy conservation policies
and implementation plans which will be developed as part
of the EP&D Project.

The development of the Energy Policy Board and Energy
Planning Cell within the Planning Commission under the
EP&D Project will provide the institutional structure to
critically select equipment for the public sector under
the ECE Program.

The provision of renewable equipment for field testing and
commercial demonstrations will be done consistent with a
cohesive testing and private sector commercialization
strategy for renewables developed as part of the EP&D
project.

The ECE-Program will prOVide the resources to implement
recommendations identified by the Private Sector Coal
Mining Study.

4. The Policy Core of the ECE Program

This PAAD makes it quite clear that the ECE Program does
not operate in isolation as a policy tool, but serves to amplify and
reinforce a complex set of policy discussions which USAID will sustain
with the GOP over the coming several years. The sections which follow
outline plans and objectives in a number of ECE-specific policy areas and
suggest how the Mission will pursue those objectives. They do not,
however, promise a specific rate of progress. The Mission will continue
to share policy performance reports with Washington on a timely basis and
to insure that its annual negotiations on the ECE Program provide
opportunities for both the Mission and AID/Washington to assess progress
towards objectives in light of the total policy scene in Pakistan. The
Mission believes that this is the most effective way to maximize the ECE
Program's development, balance of payments, and policy impacts.

a. Energy Pricing Strategy: IBRD/USAID/GOP Collaboration

The ECE Program will provide an additional forum for
USAlD!Pakistan to carryon its policy dialogue with the GOP on the issue
of consumer and producer energy prices. The USAID has formulated an
overall strategic objective and specific strategic goals for the major
energy products in Pakistan, but we have determined that it makes sense
to follow the IBRD's lead in the development of specific tariff proposals
and in the establishment of interim benchmarks and targets relating to
achievement of the revised tariffs. This section recounts the basic
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_~c9~omic .object~ves which USAID seeks to achieve in the energy pricing
area and outlines the specifics of the joint USAID/World Bank positions
on electricity pricing, gas pricing and coal pricing.

Our core concern is, of course, to work with Pakistan on moving towards
an energy pricing regime which is optimal in terms of: (i) inducing
efficient use of scarce energy resources~ (ii) ~irecting efficient
allocation of new investmen~ and resources into energy sector
development; and, (iii) expanding the private sector's role in the energy
sector. It is difficult to imagine a setting in which these would not be
the cornerstones of an AID energy pricing strategy. Progress towards
this basic goal of an efficient energy price regime will be a complex and
multi-year process. It will involve a considerable range of detailed
technical analyses of the financial and. economic setting of each of
Pakistan's major energy sources: oil, natural gas, coal, and hydro power.

The World Bank has taken the lead in supporting this analytic work in the
context of its massive energy sector portfolio in Pakistan which will run
to some $500 million over the next four to five years. The Bank has the
sub-sectoral expertise in oil, gas, coal and hydro analysis as well as
the tariff expertise to pull this analysis together into a cohesive long
run sector pricing strategy for Pakistan. USAID participates in a
continuous and extensive dialogue with the Bank on energy pricing and all
other major energy sector issues. There is considerable complementarity
in our portfolios which underpins this dialogue. USAID's ability to
finance institutional developments in energy give it the lead in many
organizational and management questions in the sector, while the Bank's
superior priCE and tariff expertise position it for the lead role on
these issues. Our dialogue builds upon this complementarity, and we have
been able to develop a united front on a broad range of institutional and
price issues.

On pricing, we share a common set of objectives with the World Bank which
are described below.

i. Electricity Pricing

Our common. goal is to assist the GOP in moving
electricity tariffs to parity with Long Range Marginal Costs (LRMC). We
believe that LRMC is the only acceptable basis for a tariff regime which
can insure efficient use of electricity and can mobilize adequate
resour~es for the long run development of the power sector. We and the
Bank share the view that the level and structure of electricity tariffs
in 1984 are not consistent with LRMC. Capacity charges, in particular,
are inadequate. This gives rise to excessive peak demands and the
unfortunate corollary of load shedding. It also distorts the long run
power investment schedule away from base load development towards
excessive peak load generation capacity. We and the Bank shar~ che
strategic objective of having the GOP achieve LRMC parity by 1990. The
Bank intends to develop specific incremental tariff targets for 1985 and
1986. USAID and the Bank will also finance a load research and
management study which will provide the ~inancial and economic data base
for meaningful calculation of LRMC. This is a case where USAID has taken
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the lead, in close consultation with the Bank, in framing and negotiating
the broad terms of reference fo~ analytical work aimed at assisting the
GOP in improving controls on cost of service, refining service rates,
managing recurrent costs, improving the basis for capital plant valuation
and depreciation, and overall refinements in the system of financial
management in the electricity sub-sector. The Bank's financing of the
WAPDA IV electric power transmission line extension program to complete
the ~ational grid system and planned sector lending in energy is keyed to
GOP cooperation in these jointly fi~anced initiatives. 1he cross
consultations and complementary policy initiatives characterize the very
constructive USAID/Bank relations in this sector. This study is a sine
sua non for meaningful tariff reform, and A.I.D. 'Hill do what it can to
assi~the Bank in assuring that the study is completed on a timely
basis. Without this study, WAFDA and KESC will continue to use internal
financial ratios based upon dubious capital valuations to justify
understated generation costs. USAID fully concurs with the LRMC
principle and the 1990 target for 100 percent compliance. It will
support the Bank in all efforts to help Pakistan actieve that target. We
will not introduce alte~~tive pricing principles or covenants which
would muddy the waters on this issue. The Bank's principle is clear,
correct and feasible within the planned time frame. The World Bank
energy team which was recently in Pakistan has asked us to play the role
described above.

ii. Natural Gas Pricing

Gas pricing is intrinsically more complex than
electricity pricing because: (1) there are unique logistical constraints
to optimum distribution; and, (2) there are significant qualitative
differences between various gas products which influence end use
options. ~~C has not been found to be a ~ound guide to gas pricing in
other countries, and USAID does not believe that it will prove to be so
in Pakistan. Rather, we share with the World Bank and senior Pakistani
planners the view that the gas pricing regime needs to be pegged to
international petroleum, oil and lubricant (POL) prices. There is no
question but that the present price regime for gas is too low. Producer
prices for new gas fields have proven inadequate to provide the
incentives necessary to increas~ private sector activity in exploration
and development of gas fields. The indigenous private sector, in
cooperation with international firms, is demonstrably capable of
expanding Pakistan's supplies of natural gas. It can do so only when
prices are right and when the framework for pricing ensures that they
will continue to be right. USAID and the Bank have agreed that our
strategy for gas pricing is to encourage the GOP to adopt a pricing
formula which is pegged to the border price for fuel oil and is
calculated on the basis of BTU equivalency. In other words, a formula in
which a given amount of thermal energy from gas would be producer priced
at a known percentage of the border price for the amount of fuel oil
which would yield that quantum of thermal energy. The formula would have
to permit discounts from the base for location, geology and field size.
As we know from the u.s. experience, natural gas pricing is far tougher
to work out than oil or electricity pricing, but, difficulties
notwithstanding, USAID intends to fully support the Bank in its efforts
to lead the GOP into the producer price regime outlined above.

~(
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On the consumer side, the problems are particularly ~cute. The present
__ consumer pric.e_ tax1.fL so fa,ors gas over other fuel sources that it

distorts investment patterns and permits non-economic uses of gas in an
energy short national economy. The Bank has already reached agreement
with the GOP on a consumer price schedule which will move average prices
to 66 percent of the border price of fuel oil by 1988. It is clear,
however, that this salutary first step will still leave an unacceptable
level oi relative price distortion in the system. USAlD and the Bank
agree that the second step in the process is an agreement on a firm
schedule for moving from 66 percent of parity in 1988 to 100 percent
parity. USAlD recognizes the importance of both the principle of parity
based consumer prices for natural gas and the importance of realizing
full parity through adherence to a firm schedule of planned tariff
increases. Such a schedule can begin to influence industrial and
commercial users now by giving them a clear picture of the shape of the
price curve for gas over the next ten years. It is USAID policy, as in
the case of electricity, to look to the gas specialists and the tariff
experts in the Bank to play the lead role in implementing this strategy.

iii. Coal Pricing

USAID has a keen interest in coal pricing
because of its role in the Lakhra coal-fired generation activity in

_Pakistan and its leadership in the donor effort to bring private sector
coal mining interests into the forefront of the development and operation
of the Lakhra coal fields. The coal price situation in Pakistan is quite
differ~nt from th~ regimes which obtain in gas and electricity. There is
not, in fact, an official price schedule. The small private producers of
coal seem content to permit the public sector mining company to be a
price leader. The public sector firm has taken the lead in setti~g a
high price which the private sector follows. In an environment where
both gas and electricity are underpriced, relative price distortions
constrain growth in commercial coal utilization. This low growth in
utilization, in turn, constrains investment in new mining capacity. The
situation roughly approximates that of cartel pricing~and Pakistan is
consequently deprived of full access to an i~portant domestic energy
resource. USAID has developed extensive contacts with the private sector
coal mining concerns and believes that one important ingredient in a
strategy fqr coal price rationalization is the creation of a more stable
and more substantial framework for commercial coal demand. Virtually no
long_term supply contracts are let in the coal business in Pakistan, so
private investors are loathe to take on the capital costs of mine
improvements and expansion. The development of properly managed coal­
fired electricity generation plants, operating in a price environment of
LRMe electricity prices, will permit efficient contracting on a longer
term basis for coal at financially and economically viable prices. The
GOP and the World Bank are participating with USAID in a range of coal
sector activities designed to: (1) promote private sector investment;
(2) improve the efficiency of the sub-sector; (3) more effectively direct
the structure of demand:or coal; and, (4) improve relative pricing of
coal through the price initiatives on gas and electricity outlined above.
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To recap, ~ ..I.D.'s overall goal in energy pricing is to support the GOP
in moving toward sector-wide prices which are efficient and consistent
with international energy prices. We seek both aggregate shifts towards
economically efficient prices and changes in relative prices which will
reduce and eliminate distortions in energy use and in energy investment.
Recognizing the superior technical capacity of the World Bank to design
ann monitor energy price strategies, it is USAID's policy to use our
irJluence with the Bank to ensure that we and they are pursuing common
goals, and to leave the Bank in the leadership role in formulating
specific price programs and negotiating specific tariff adjustment
schedules. In the next ECE tranche, USAID intends to include specific
USAID endorsement of World Bank positions on energy prices, including
specific prices and timetables. For our part, we will continue to play
the lead role on issues of privatization in the energy sector and on
institutional and managerial reforms where USAID's ability to grant
finance permits us far wider leeway in packaging appropriate technical
assistance in the energy sector. Moreover, the Energy Planning and
Development Project is regarded by both the GOP and World Bank as the
centerpiece of institutional reform in the energy sector. This
perception and our prospective role will assist us to provide leadership
in the cited areas of the sector.

b. Private Sector Expansion

The rationalization of energy prices is the most
critical input to expanding the role of the private sector in developing
Pakistan's energy resources. The ECE Program in addition seeks to
reinforce the emphasis on the private sector through the following:

(1) A significant portion of ECE Program resources will be made
available to the Pakistani private sector.

(2) Support for OGDC relates to those functions (seismic equipment)
which are necessary to develop information to attract private
sector investments. (This policy was reinforced by a letter
from the AID Administrator, Mr. Peter M. McPherson to the
Minister of Finance, Mr. Ghulam Ishaq Khan, dated April 12,
1984.)

(3) Primary support for developing renewable energy technologies
will be for the private sector.
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IV. PROGRAM DESCRIPTION

A. Program Goal and Purpose

The ECE Program will provide fast disbursing foreign exchange for
the importation of equipment and commodities into Pakistan that will
contribute to energy production from indigenous resources and to energy
conservation to support the GOP's Sixth Five-Year Energy Plan. The proposed
level of funding is $100 million over a period of three years. Benefits of
the program include:

direct mitigation of balance of payment problems by providing
foreign exchange for the importation of energy sector equipment and
indirectly by the reduced oil imports resulting from the use of this
equipment;

supporting policy objectives of the GOP in such areas as energy
conservation and the increased use of indigenous coal and renewable
energy resources;

facilitating the transfer of energy-related technologies to
Pakistan; and,

providing an additional basis for constructive policy discussions
with the GOP on such issues as energy pricing and increasing the
role of the private sector in energy development.

The ECE Program will, therefore, address most of the important financial and
technical issues associated with achieving the goals of the Sixth Five Year
Energy Plan which, in turn, are key to achieving the country's overall
economic goals.

B. Program Composition

1. Categories of Equipment

Commodities which are likely to be imported under this Program
fall into five major categories: (a) energy conservation and fuel
conversions; (b) power sector; (c) coal mining and processing; (d) renewable
energy; and, (e) oil and gas exploration and development. The importance of
these equipment categories to Pakistan's energy sector is discussed in
this section. Detailed lists and descriptions of equipment sub-categories are
included in Annexes F.2 and F.3.

a. Energy Conservation and Fuel Conversions

A key assumption of the Sixth Plan is that energy
conservation measures will be implemented early in the Plan period and will be
effective in reducing growth in demand by 10 to 20 percent. Experience in the
United States and elsewhere indicates that this is an attainable goal if the
needea equipment is available. Energy conservation measures are among the
most effective ways to use financial resources, with payback periods of I to 3
years being common. Also, the Plan calls for implementing fuel conversions in
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selected industries, allowing them to use heavy oil and indigenous coal in
place of scarce natural gas supplies.

Commodities in this category eligible for importation under the ECE Program
include: (i) heat recovery equipment; (11) instrumentation and control
systems; (iii) insulation materials; (iv) coal handling equipment; (v) steam
generation equipment; (vi) furnaces/waste fuel boilers; (vii) high efficiency
motors and power factor correction equipment; (viii) cogeneration equipment;
(ix) high efficiency lighting; and, '(x) energy audit equipment. The goals of
the Sixth Plan require that over $200 million in,such conservation and fuel
conversion equipment be installed during the Plan period. Much of this
equipment will have to be imported. The demand analysis in Section V.
indicates that equipment valued on the order of $80- $ 90 million would be
procured under the ECE Program. The ECE Program will therefore provide a
sizeable portion of the needed foreign exchange for procurement of this
important equipment.

b. Power Sector Equipment

Expansion of the power sector is a major thrust of the
Sixth Plan, as evidenced by its being allocated approximately three-quarters
of the energy sector budget. This is due to the critical impact of
electricity on rural development, agricultural production, industrial
expansion, and the achievement of social objectives. An important aspec~ of
the power sector program is improving the energy efficiency of generation and
distribution since this directly leads to reduced 011 imports. The ECE
Program will assist in this effort by financing such equipment as: (i) shunt
capacitors for reducing the distribution losses associated with the operation
of larger motors in irrigation pumping and industry; (ii) replacement parts
for gas turbines and steam plants which wiil allow these facilities to operate
under high efficiency conditions; and, (iii) power distribution and tubewell
equipment.

The need for such equipment is urgent and has been specifically identified by
the Water and Power Development Authority (WAPDA) and the Karachi Electric
Supply Corporation (KESC). As indicated in section V., preliminary lists
prOVided by these organizations indicate requirements in excess of $50 million,
and this list could expand as the upgrading requirements of utility fac~lities

become better defined.

c. Coal Mining and Processing Equipment

The Sixth Plan calls for laying the groundwork for the
widespread use of coal in power generation, coal briquetting, and industrial
conversions, so that coal becomes a major energy resource during the Seventh
Plan period and beyond. To support this rapidly expanding use of coal, the
Sixth Plan calls for coal mining capacity to triple during the Plan period.
The ECE program will provide funding for selected equipment required to
implement the appropriate level of mechanization in the mining sector. Such
equipment, most of which would ha,;e to be imported, could include: (i)
pneumatic drills; (ii) ventilation systems; (iii) conveyor systems; and,
(iv) hard hats and safety lights. Any coal mining and processing equipment
financea by the ECE Program will be in addition to that which may be procured
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as part of t~e proposed Lakhra Coal Mine and Power Generation Project. As
indicated in Section ~, demand estimates for coal mining equipment indicate
requirements valued on the order of $8 million.

d. Renewable Energy Systems Equipment

The Sixth Plan recognizes that renewable energy resources,
such as solar, wind, and small scale hydro, will not make a major contribution
to energy balances during the Plan period. The cost and performance of these
technologies are, however, improving'as the result of large research and
development programs in the industrialized nations. Accordingly, the Plan
recognizes the importance of developing the technical capabilities to
commercialize these technologies in the private sector so that an important
role for renewables can be assured in the latter part of the decade. The ECE
Program will support Pakistan's growing interest in develo?ing the capability
to use and manufacture renewable technologies.

Equipment in this area could include that used in the GOP field test program
as well as components and materials for Pakistani private sector firms
manufacturing equipment and commercializing these technologies. This
equipment category includes: (i) photovo1taic panels, materials and
manufacturing equipment; (ii) specialized materials for solar water heater
fabrications; (i11) wind pumps and generators; and, (iv) specialized
generators and controls for small scale hydl~O. As indicated in Section 1.,
demand estimates for this type of equipment ~re in the range of 310-.-, $ 12
million. The use of ECE Program funds to accelerate the introduction of these
technologies into Pakistani industry could help Pakistan become a regional
leader in their manufacture and use.

e. Oil. and Gas Sector Equipment

The Sixth Plan requires a large expansion of private
sector participation in this sector if projected increases in oil and gas
production are to occur. The proposed ECE Program will support these
important objectives by prOViding seismic equipment, software, and associated
peripherals to the Oil. and Gas Development Corporation (OGDC) to improve its
capability to define geological potential and thereby improve the information
needed in tender documents to attract private sector capital for 011 and gas
exploration and development. Based on the demand analyses in Section v., the
requirements for this type of equipment are valued in the range of $16 - $17
million.

2. Public Sector Program

a. Participating Organizations

The government organizations which will be eligible to
participate in the ECE Program are those with direct responsibilities in the
aevelopment of energy resources. These include: (i) WAPDA and KESC in the
Ministry of Water and Power; (ii) OGDe, DGER, and PMDC in the ~inistry of
Petroleum and Natural Resources; and, (iii) AIDO in the Ministry of Science
and Technology. In addition, the approximately 70 public sector companies
operating within the Ministry of Production will have access to ECE Program
resources.
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b. Selection Procedure

The selection of equipment to be procured under the EeE
Program for government agenc~es and autonomous organizations will be made on
an annual basis by an Equipment Selection Committee functioning under the
Energy Policy Board. The latter has been established under the ~inistry of
Planning and Development to coordinate the EP&D Project. This arrangement
will provide a direct link between the ECE Program and EP&D Project and ~M1ll

ensure that the equipment selected is consistent ~M1th GOP and USAlD energy
sector objectives. Selection will be guided by the illustr~tive list of
eligible equipment shown in Annex F.Z. Equipment' which is not on the list may
be funded, provided it supports and is consistent with the objectives of the
GOP's Sixth Five-Year Plan (See Annex F.l.).

In FY 1984, the only targeting will be a private/public sector split of
$10 million each, with primary focus on energy conservation. Based upon
program experience and other considerations, decisions on whether targeting
should have a different priva~e/public sector split or be modified to include
specific energy sub-sectors and types of commodities will be made for FY 1985
and FY 1986.

3. Private Sector Program

a. Rationale

The GOP, in its S'xth Five-Year Plan, emphasizes the need
for an expanded role by the private sector to meet its development
objectives. To assist the GOP to implement this policy, the Mission proposes
to make some ECE Program loan funds available to the Pakistani private sector
for importation of energy sector commodities and equipment. An initial
tranche of tID million for this program component is considered adequate in
the FY 1984 Program to test demand and evaluate implementation arrangements.
Depending upon experience in the first year, decisions will be made as to
future public/private sector allocations and the procedures to be followed in
disbursing ECE Program funds.

b. Objectives

The primary objectives of the private sector ClP are to:

provide fast disbursing assistance for balance of payments
support;

increase participation by the Pakistani private sector in
activities important for the country's economic
development; and,

promote increased energy efficiency in private sector
industries and increased participation of the private
sector in the development and exploration of hydrocarbon
and renewable energy resources.
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C. Program Characteristics

The private sector component is likely to have the
following characteristics:

i. Eligible Commodities

It is anticipated that most of the equipment and
commodities under this Program w1l1 fall under Schedule 6 of the A.I.D.
Commoaity Eligibility List. Commodities prohibited for import by the GOP will
not be eligible. Participating banks will be required to assure that imports
under this elP can be justified as contributing to energy sector activities,
are listed as eligible items in Schedule 6 of the A.I.D Commodity Eligibility
List, and comply with GOP regulations regarding eligible commodities for
importation into Pakistan.

The imports likely to be financed under this Program fall within the following
general categories of commodities:

equipment or commodities required to increase the energy efficiency
of industrial plants or of products produced in Pakistan. Such
equipment includes heat recovery units, high efficiency boilers,
instrumentation and control systems, and high efficiency lighting
systems;

coal mining equipment such as diesel generators, ventilation
.systems, pneumatic drills, and safety bats;

power unit upgrading e~~ipment such as hot end rotor assemblies for
gas turbines, fuel processing equipment, and economizers;

line loss reduction and monitoring equipment such as shunt
capacitors and three phase meters;

equipment associated with the use or manufacture of photovoltaic,
solar water heating, biomass, wind, and small scale hydro
technologies; and,

seismic equipment and related software for use in defining oil and
gas prospects.

Annex F.2.provides an illustrative list of equipment in the above categories.
USAID/Pakistan will work with the GOP Equipment Selection Committee in
periodically updating this list based aD the changing needs of both the public
and private sectors.

ii. Eligible Importers

All Pakistani privately-owned companies will be
eligible to participate in this program. Specifically, the program will be
open to privately-owned firms in the following categories: ~ufacturers;

processors; distributors and transporters; importers; traders; and, licensed
agents and stockists. Distributors, traders, importers, licensed agents and
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stock.1sts will··be- treated on- aD.._ equal footing w1;~_t;..he__-",arious __categor.1.es_ oL_
end users. The issue of defining -private ownership" w1.ll be dealt with in
guidelines to be provided to the par~icipating ~s. Should questionable
cases arise,they will be considered by the appropria~e GOP agencies in
consultation with USAlD. The gu.1ding principles which will be used in
de~ermining eligibility will be that:

(1) all or most of the company equity is held by private
non-governmental persons or corporations; and,

(2) corporate control, both at the board level and at the operating
level, is completely or largely in private hands.

The reasons for not requiring 100 percent private equity and management lie in
the fact that the major public sector investment institutions (life insurance
compa~es, government mutual funds, and the like) often buy shares of private
firms on the capital marke~. Also, as a condition for receiving long-term
credit from the publ.1c sector financial intermediaries, firms are sometimes
requirea to accept on their boards a nominee of the lend.1ng agency. It is,
however, the objective of the program to provide these funds only to firms
which are, to all intents and purposes, private in. ownership and in
management. In no case will firms with less than majority private equity or
management be eligible to borrow funds. Previously private firms which were
nationalized will be ineligible as will firms which are organized as
"semi-autonomous organizations" with Government of Pakistan capitalization and
oversight.

11.1. Eligible Banks

Consideration is being given to participation by U.s.
banks. This matter is under negotiation '"ith the GOP. A.llocations of funds
made by the State Bank of Pakistan to partic.1pating banks should be additional
to their established c~edit ceilings and should be made to these banks on a
first-come, first-served basis.

iv. Suggested MaximUDl and Minimum Loan Transactions

(1) Maximum: '1,000,000

(2) Minimum S 25,000 (with the exception of spare
parts for on-hand equipment)

Loan transactions of ~re than $1,000,000 must be jointly approved by the
Equipment Selection Comm.1ttee and US~.

v. Interest Rates and Lending Conditions

The Government of Pakistan's Ministry of Finance
issueR regulations which govern the relending terms for "foreign loans and
credits". (See Annex ~.) The ~CE pr1vate sector "window" falls into a
category titled by the GOP as "Foreign Loan Relent to Financial Institutions",
for which the terms are specified as follows:
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at 8 percent plus a 3 percent
. charge for forei~ exchange risk cover.

at 11 percent plus 3 percent pass
through of foreign exchange risk cover
charge from GOP. "If as a result of a
higher spread demanded by the creditors,
the interest rate to the final borrower
exceeds 14 percent per annum, the excess
will be passed on to the final borrower".

Operating within this framework, which the GOP applies to all relending of
foreign assistance through financial intermediaries, the initial terms for ECE
loans will be as follows:

Amount:

Borrower:

On-Lenders:

Terms of A.I.D. Loan to GOP:

Terms of Reloan:

Repayment of Reloan to GOP:

$10 million in first year

Islamic Republic of Pakistan

Commercial Banks in Pakistan

Standard 40 year A.I.D. loan with 2
percent interest rate during 10 year grace
period and 3 percent interest rate for
remaining 30 years. Repayment in U.S.
dollars.

The Government of Pakistan would relend
the proceeds of the concessional loan to
the intermediate lenders on terms which
would provide a 3 percent to 4 percent
spread to the intermediate lenders within
the current foreign exchange lending rates
and local ~urrency lending rates
prevailing in Pakistan. Rupee loans where
borrowers assume the foreign exchange risk
in the transaction would be at 11 percent
and foreign exchange loans where the GOP
insures the foreign exchange risk at the
current 3 percent premium would be at 14
percent.

The participating commercial banks serving
as intermediaries would repay their loans
to the GOP on the basis of the actual
amortization schedule of each sub-loan.
Sub-loans would have a schedule of
eighteen months to three years, i.e., 18
months for intermediate goods and 36
months for capital goods and equipment.
The GOP would bear the foreign exchange
risk and interest rate risk, subject to
provisions for a 3 percent charge to
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borrowers for the foreign exchange cover.
Sub-loans would be at interest rates fixed
at the time of the loan.

The energy sector equipment sub-loans
would be for U.S. source and origin
commodities on a mutually agreed
schedule. U.S.-financed shipping would be
on U.S. or Pakistani bottoms. Non-U.S.
financed shipping would ba on bottoms of
the borrower's choice. Duties and excise
would be payable by the borrower in
accordance with GOP regulations in effect
at the time of the transaction, but would
not be financed by the U.S.-provided
sub-loan. U.S. banking charges would be
eligible for financing from the U.S.
sub-loan. Banking charges levied in
Pakistan would be the responsibility of
the sub-borrower and would not be eligible
for U.S. financing.

The participating banks in Pakistan would
be required to provide periodic reports of
loan transactions to USAlD/Pakistan and to
the GOP Energy Policy Board.
USAlD/Pakistan would retain the ~ight to
audit sub-lending operations and to
require repayment of loans made in
violation·of the terms of the Program
Agreement.
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v. TECHNICAL ANALYSES

A. Methodology

Figures on actual equipment imports are not sufficiently broken
down into specific categories to base demand projectors on past import
trends. Therefore, the general approach used to estimate equipment demand
was to:

review the probable equipment needs required to meet the
objectives of the GOP's Sixth Five-Year Energy Plan;

meet with key individuals in government organizations and
public and private sector companies to discuss their energy
equipment needs;

evaluate the competitive position of U.S. products in
various equipment categories;

review GOP import regulations to identify equipment
categories negatively affected; and,

quantify the economic performance of equipment types to
relate demand to existing and future energy costs.

The results of these reviews and analyses are discussed in detail in the
April 1984. Energy Commodity and Equipment Program For Pakistan report on
file in USAlD/Pakistan and are summarized below.

1. Public Sector Demand

The equipment needs of WAPDA, KESC, OGDC and DGER. are well
defined. These organizations provided lists of specific equipment they
would likely request under the ECE Program. They will undoubtedly expand
this list 1n subsequent years once the Program is established. Even the
preliminary lists prOVided by these public sector organizations exceeded
$100 million. Equipment demand from the public sector companies, which
fall under the Ministry of Production, was estimated by the procedure used
to estimate private sector demand.

2. Private Sector Demand

Estimating the potential demand for ECE Program resources
by the private sector is complicated by a number of factors including:

the large number of decision-makers involved;

the sensitivity of purchasing decisions to economic payback
which is dependent on internal energy prices, equipment costs,
and financing terms;

the uncertainty as to government policies and programs in such
areas as coal utilization and energy conservation; and,
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th~ cost, applicability, and brand name recognition of u.s.
equipment in the Pakistani market as compared with equipment
from several competitive countries.

The primary demand under the ECE program by the private sector will be for
energy conservation equipment to increase the efficiency of industrial and
commercial energy use. Demand for ECE Program resources could also
develop for renewable energy ~quipment, selected coal mining equipment and
oil/gas resource assessment p.quipment. The general approach used to
determine demand for ECE Program resources by the private se(~tor for all
equipment categories was to estimate:

the equipment import needs required to meet the objectives of
the Sixth Five-Year Energy Plan. It is recognized that in many
cases,the objectives of the Sixth Plan will probably not, in
practice, be fully achieved. However, particularly for the
ambitious energy conservation goals, the Sixth Plan provides a
useful benchmark with which to compare mor~ realistic equipment
purchase estimates;

the actual equipment imports which might realistically occur as
indicated by field interviews and discussions with local
expertise; and,

the percentage of energy sector equipment imports which might be
purchased from U.S. firms, particularly if a line of credit is
established via the ECE Program.

B. Demand Analyses

1. Demand for Energy Equipment in Pakistan

Based on meetings with the Ministries, public and private
sector companies, equipment demand was first qualitatively assessed. The
indigenous supply of energy equipment was reviewed to determine if
equipment demand would result in imports or simply stimulate the
manufacture of equipment in-country. In addition, equipment operation and
maintenance capability was analyzed as it affects overall equipment
demand. Even if certain energy conservation equipment had vast potential
for energy savings, a poor operation and maintenance track record in
Pakistan could limit demand. The following sections summarize these
assessments for the major equipment categories.

a. Energy Conservation Equipment

There is an immediate demand for instrumentation
systems, insulation materials, new steam generation equipment, high
efficiency motors and power factor correction equipment. There is also a
large latent demand for heat recovery equipment, coal handling equipment,
direct heating equipment, cogeneration systems and high efficiency
lighting whicn will materialize in the next three years as the majority of
Pakistan's industry becomes increasingly aware of energy conservation
practice. Both public and private sector industry have a rapidly growing
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interest in energy conservation and fuel subscitution equipment. Overall
demand for this e~uipment must gro~ rapidly for even a partial realization
of the energy conservation/fuel substitution ~oals of the Sixth Five-Year
Plan. The demand estimates for energy conservation equipment in this PAAD
are based on the estimated amounts of equipment expenditures required to
meet 60 percent of the target goals of the Sixth Five-Year Plan.

Manufacture of energy conservation/fuel substitution equipment is limited
in Pakistan because of the low demand for this equipment. One public
sector company, Heavy Mechanical Complex, manufactures burners and heat
exchangers but not to the specifications requtred for high efficiency
equipment. There are no high effectiveness insulation or instrumentation
and monitoring systems in Pakistan. Electric motors under 50 hp are
manufactured by Pakistani companies but do not meet energy efficient
standards. Electric motors above 50 hp are not made in Pakistan.
Unavailability of local materials such as high quality copper for
windings, special plastics and phenolics has prevented energy efficient
electric furnaces from being manufactured in Pakistan. Pakistan has the
ability to maintain mechanical and pneumatic equipment. There should be
no obstacles associated with maintenance of this equipment with the
exception of electronically based instrumentation and monitoring systems.
Indigenous expertise in the maintenance of electronic and microprocessor
based equipment needs to be developed.

b. Power Sector EqUipment

Due to the rapid expansion of the distribution system,
there are 'extensive problems associated with high line losses, poor power
factors on the motors, and inaccurate metering. For example, WAPDA
estimates a need for 50,000 three phase meters and 13,000 shunt capacitors
annually over the ne~t j years. Requirements for similar equipment in
this area are considerable in view of the well recognized efficiency
problems in electricity distribution. The upgrading and rehabilitation of
existing thermal power plants is assigned high priority within WAPDA and
KESC. This activity is complicated by the highly varied mix of equipment
from all over the world. The equipme~t under consideration is also high
in priority since equipment is now required to be maintained so it can
operate at design conditions. The demand for equipment may increase
greatly if actual system improvements are required, such as converting
some of the gas turbines to combined cycle operation.

The verification that equipment meets performance standards and the
rehabilitation of critical aged equipment are essential elements of a
program to improve the efficiency of the electricity generation and
distribution system. In recognition of this, both WAPDA and KESC are in
the process of upgrading their testing and repair facilities which will
necessitate importing specialized equipment in this category.

Some meters and capacitors are manufactured in Pakistan. However, the
ca~acities and types being considered under the ECE Program are not yet
manufactured indigenously and may not be in the near future due to
relatively limited demand (from a manufacturing economies of scale
viewpoint). Similarly, specialized line loss monitoring equipment and
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modern connectors are not available from Pakistani manufacturers.

The types of equipment required for power unit upgrading and maintenance,
equipment testing, and rehabilitation are highly specialized and made by
only a few companies in the world. No equipment of this type is made in
Pakistan.

Most of the equipment in this category is already in widespread use in
Pakistan and operated effectively by WAPDA and KESC staff. The fuel
upgrade equipment, in fact, is being considered to reduce operation and
maintenance problems associated with converting power units from natural
gas to high speed diesel or fuel oil.

c. Coal Mining Equipment

The current demand for coal mining equipment is
minimal since few of the mines have any significant degree of
mechanization or safety measures. This is due to several factors
including:

the low level of coal demand which provides no incentive to
utilize capital in order to mechanize;

the lack of grid supplied electric power which complicates
introducing even rudimentary mechanization as safety measures;
and,

a highly fragmented coal industry with most individual mines
being relatively small.

Discussions w~1th several mining companies indicated, however, a growing
interest in introducing modest levels of mechanization. Ibis interest
s~ems from the belief that coal demand will increase as a result of
increased use by selected industries, coal briquetting, and the Lakhra
coal fired power plant. Since there has been little demand, there is
minimal manufacture of coal mining mechanization or safety equipment in
Pakistan. Such equipment, therefore, will have to be imported.

Diesel generators, preventive equipment and ventilation systems are used
in Pakistan for non-coal mining applications. However, the effective
application of such equipment in the mines will require special training
for mine management and operating personnel. Such training could either
be prOVided by the suppliers or possibly under the EP&D Project.

d. Renewable Energy Equipment

The current demand for photovoltaic wind
pumps/generators and solar water heating systems is primarily the result
of DGER demonstration programs. The DGER segment of the Village
electrification program will represent a major portion of the demand for
photovoltaic systems (roughly 6000 KW). Annual demand could increase to
several megawatts if anticipated cost reductions occur. The demand for
wind pumps will be under several hundred units per year unless several
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regions of abnormally high wind regimes are identified. The present
demand for solar water heating systems is small; however, experience in
other developing countries indicates that the demand should be on the
order of ten thousand units per year. The present demand for mini-hydro
units results from the ATDO demonstration program. The AIDO has installed
40 mini-hydro units and has requests for an additional 40 units. It has
made preliminary demand estimates of approximately 750 mini-hydro systems
(5-l0MW) and 100 medium capacity hydro ,systems (lQ-100MW).

Photovoltatc panels and wind equipment are not currently manufactured in
Pakistan. The capability does exist to manufacture wind equipment and
several local firms may enter the business if sufficient demand is
developed as a result of the current demonstrations. Private sector firms
in Pakistan are presently having discussions with European firms for
assembling ana manufacturing pho~ovoltaic panels. The prospect of
manufacturing photovoltaic panels in Pakistan,however,is uncertain given
the risks associated with the dynamic nature of the technology.

There is some experience in manufacturing solar water heaters and
components of small hydro units. Small companies have supplied so~ar water
heaters to the DGER demonstration progr~but these units are not
commercially engineered and their reliability and performance are
questionable. Several of these companies are negotiating with foreign
companies to manufacture solar collecters in Pakistan as part of a joint
venture or lease agreement. Small pelton wheels for mini-hydro units are
manufactured locally using designs developed by .AIDO; however, no
generators are man.ufactured to match the c:apa~ity for either the
mini-hydro or larger capacity systems.

If Pakistan develops the capability to manufacture solar water heating and
hy~ro equipment, the industry would initially rely on imports of crucial
material components such as relative absorbing coatings, high performance
insulators, special gaskets for solar systems and generators, complete
turbines and controls ior the medium size hydro units.

Properly designed photovoltaic power units, solar water heaters, and
mini-hydro systems are highly reliable and require a minimum of
maintenance. Tradesmen with modest training have operated and maintained
these systems in Pakistan and other developing countries. Although wind
equipment and medium size hydro systems require more sophisticated
maintenance, acquiring these skills through proper training should present
no major obstacles in Pakistan.

e. Oil and Gas Equipment

Seismic work is highly important. It is common for
less developed cO'Ultries to acquire their own seismic information as a
means of promoting exploration. However, this work is often undertaken by
private companies as part of their exploratory efforts. OGDC's
requirement for equipment for 4500 km of seis~c shootings valued at
$l2 million woula supplement World Bank funded seismic efforts and would
help Pakistan complete a 15 x 15 km reconnaissance seismic grid of all
geologically interesting areas. To date, only about 30,000 km out of a
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potential tota~ of 65,000 km have been completed.

Pakistan's long-term energy strategy is dependent upon establishing
whether its economic reserves of natural gas approach their estimated
poten~ial of 15 TCF. The only way this can be determined is by the
drilling of exploratory wells. Given the low probability of attracting
private companies without some further successes, the OGDC is an
appropriate body to undertake exploratory drilling.

Seismic equipment is only manufactured by some half dozen com~anies world­
wide. Pakistan must therefore procure this equipment from one of these
companies. Exploratory drilling rigs are not manufactured in Pakistan,
and this situation will not change over the three years of the ECE Program.

The OGDC is capable of using this equipment. Their seismic work is judged
to be the most effective of all its functions. Moreover OGDC crews would
be best suited for operating in some of the more remote areas of
Pakistan. Since the World Bank is funding the acquisition of a computer
for processing the seismic data in the OGDC's headquarters in Islamabad,
the OGDC would be able to process seismic data efficiently.

2. Equipment Demand Estimates

Table 2 summarizes the estimated demand for the major
categories of energy sector equipment under the ECE Program. A more
detailed breakdown of the demand estimates of equipment subcategories is
included in Annex F.5. Total demand for U.S supplied equipment is
estimated at $170 million over three years. Overall demand for energy
sector equipL,~t, however, will probably be conSiderably in excess of this
magnitude. For example, the purchase of energy conservation equipment
alone could be in excess of $150 million. However, only about $87 million
is included as projected demand under the EeE Program, after taking into
account a variety of competitive and other considerations.

The single largest equipment category would support the energy
conservation program in both public and private sector industries. Energy
conservation equipment constitutes over 75 percent of the estimated
private sector demand under the three-year ECE Program. The relatively
modest demand for coal mining and renewable equipment reflects, in part,
the present stage of development and the time required before coal mining
programs and GOP policies are more specifically defined. It is expected,
however, that demand in these sectors could increase rapidly in subsequent
years as coal and renewable resources are given more emphasis and specific
policies and programs to encourage their use are implemented.

The oil ana gas sector is of great importance in Pakistan. The relatively
modest equipment demand indicated for this sector reflects the fact that
other donors such as the World Bank and GIDA already have substantial
programs in this sector.

The single largest demand for ECE program resources in the public sector
is likely to be in the electric power sector. This sector is critical to
the Pakistani economy,and its equipment needs are large. Equipment needs
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TABLE 2

EQUIPMENT DEMAND ESTIMATES UNDER THE ECE PROGRAM

(In $ 000)

YEAR 1 YEAR 2 YEAR 3 'fOTAL

EQUl~MENT CAT~GORY PUBLIC PRIVATE PUBLIC PRIVATE PUBLIC PRIVATE PUBLIC PRIVATE

~nergy Conservatiou and 8,500 12,500 11,500 17,000 16,000 20,000 36,000 49,500

Fu~l Substitution

POWl:r 18,000 - 17,000 - 16,000 - 51,000

Coal Mining - 500 - 2,700 - 4,900 - 8,100

Oil and Gas 4,500 - 4,500 1,000 4,500 2,000 13,500 3,000
I

2,600 400 1,900 1,400 1,900 2,900 6,400
~

Renewables 4,700 '"I

TOTAL: 33,600 13,400 34,900 22,100 38,400 29,800 106,9 00 65,300

(),
1''''-. 1\
","""". \

GRAND TOTALS 47,000 57,000 68,200 172,200
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in this area include those required to improve the efficiency of the
distribution system (such as shunt capacitors) and to upgrade existing
power generation units (such as turbine rotors and economizers). Such
equipment for existing facilities is usually not i~cluded in donor-funded
projects.

c. Equipment Suitability and Priority

The Sixth Five-Year Plan sets as one of its goals a reduction in
commercial fuel consumption of 9 percent as the r~sult of more efficient
energy utilization. This goal is one of Pakistan's top energy sector
priorities. Approximately one-half of the Plan's proposed conservation
measures will require the use of equipment that is not currently available
in Pakistan. By providing the resources to import this equipment, the ECE
Program will also stimulate private sector involvement since over one-half
of the equipment requirements is in the private sector. Energy
conservation has a direct impact on reducing Pakistan's balance of payment
burden (resulting from imported fuel oil) by enabling less energy
intensive economic growth. The inclusion of energy conservation/fuel
substitution equipment therefore supports both GOP objectives to stimulate
the private sector and to reduce Pakistan's dependence on imported oil.

The power distribution equipment will contribute directly to reduced
electric power consumption and losses. This will, in turn, directly
reduce primary energy consumption in thermal power plants which are
increasingly based on imported fuel oil. Previous analyses, such as
provided in the Rural Electrification Project Paper, indicate the
excellent economics of such measures. Similarly, the upgrading of the
power units will directly reduce the consumption of fuel oil, high speed
diesel, and natural gas per unit output. Such programs are an essential
element in an overall strategy to reduce fuel imports.

The Sixth Plan requires that coal mining output increase by three-fold
over the Plan period to satisfy the expected increase in use of coal in
industry, power, and briquetting. The introduction of coal mechanization
and safety equipment for private sector miners will also assist the GOP to
meet its energy sector targets.

Photovoltaic power units can be justified for use in Pakistan and for
support under the ECE Program on several grounds: (1) they would support
private sector expansion in the energy sector, reduce consumption of gas
and oil, and support development in rural areas; (2) technical and market
analyses indicate their use could become widespread-as their cost
declines; (3) there is a high level of interest by domestic manufacturers
in commercializing this technology; and, (4) there is an on-going effort
in Pakistan which could benefit from the ECE Program.

Small scale hydro units can serve basic power needs of the northern
mountains which may never be grid-connected. These regions are of
particular social and political importance to the development of Pakistan.

Solar water heaters can be used to displace gas and oil in many energy use
sectors. They can be readily manufactured in Pakistan and could form the
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basis of additional private sector participation in the economy.

Wind pumps could be used to substitute for small engine driven pumps,
thereby directly displacing oil. Wind generators could provide minimal
power needs for remote regions which could not be economically served by
the grid. Both types of systems contribute to rural development and could
be manufactured in Pakistan. An additional incentive is the potential for
a more significant role for wind power, should the existence of areas with
relatively high wind regimes be verified by wind monitoring programs.

The Sixth Plan requires that oil supplies increase by 62 percent over the
Plan period. The ECE Program funded equipment will assist in better
characterizing the geological prospects of Pakistani fields to support
development of indigenous energy sources. In addition, if the geological
prospects are favorable, further private sector involvement would be
stimulated. Both these accomplishments would help the GOP to achieve its
objectives of increasing the role of the private sector in oil and gas
development and in developing indigenous energy sources to reduce the
burden of foreign imports.

This section demonstrated that in terms of demand, the proposed program is
feasible and that the indicated equipment presents no technical,
management or maintenance obstacles. It is also evident that the
eqUipment would be directed at mitigating serious balance of payments
problems and would help the GOP to achieve high priority energy sector
goals.

D. Private Sector CIP

1. Background

The private sector "window" in the ECE Program would
strengthen USAlD's overall support to the Sixth Five-Year Plan goal of
enhanced private sector activity in Pakistan. The Pakistan private sector
is currently concentrated in secondary metal processing, brick and
ceramics, tex~iles, sugar, and food processing. Almost 50% of Pakistan's
energy consumption is for private sector industries; accordingly access of
the private sector to ECE Program resources is essential to achieving the
GOP's goals in the field of energy conservation.

The Sixth Five-Year Plan recognizes the importance of an expanding private
sector in achieving overall development goals. It gives particular
emphasis to the role of the private sector in prOViding capital for energy
resource development and the need to improve the energy efficiency of
private sector industry.

The private sector CIP will, therefore, be operating within a constructive
public policy environment which is likely to increase private sector
coniidence, investment and output.
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2. Demand for u.s. Energy Commodities

The privace sector "window" of the ECE Program will perm:1t
importation of a broad range of energy sector equipment. Almost all
industries in Pakistan would, in principle, have need for equipment
eligible for purchase under this program which ensures the program a broad
market base. Participating banks will review equipment financing requests
against three screens: (a) the GOP eligible list of imports, which is very
broad; (b) the A.I.D. eligible commodities list which is also very broad;
and, (c) the narrative justification"in the loan application which
explains how the equipment is consistent ·~th the eligibility criteria and
how it supports the objectives of the Sixth Plan.

Within this framework, it is likely that very substantial market demand
for commodities can be tapped by the private sector "~ndow" in the ECE
Program. The u.s. enjoys a reputation for technological supremacy in many
areas of energy sector equipment including process centrol equipment,
energy management systems, oil and gas sector exploration equipment, high
efficiency compressors, coal mining equipment, and advanced renewable
energy technologies such as photovo1taics. In other areas such as heat
recovery equipment and cogeneration systems, U.S. manufacturers are still
technolJgical1y competitive but often stufer from higher costs due, in
part, to high transportation costs.

The effective demand for U.S. equipment will reflect a balancing of three
factors: (a) technological advantage of U.S.-supplied equipment; (b)
quality advantages of U.S. equipment ; and, (c) price competitiveness of
U.S. equipment.

Demand estimates (see section V) are vulnerable to the vagdries of a
dynamic market place. Therefore, during the first year of the program,
the Mission will test the market with a phased approach to credit
availability. The FY 1984 ECE Program will make US $10 m.tllion available
through banks to the full universe of private sector borrowers. Based on
the actual track-record of this initial $10 millio~ tranche, decisions as
to the distribution of private and public sector tranches will be made.

3. R.elationship of Loan Terms to "11arket Interest Rates"

Any discussion of "prevailing market rates of lnterest" in
Pakistan must be prefaced by the statement that interest rates are not a
significant instrument for regulating the growth and distribution of
domestic credit. Direct and selective credit controls such as annual
credit plans are the GOP's preferred monetary tool. The State Bank of
Pakistan (i.e., the Central Bank) sets minimum rates for deposits and
maximum rates on advances. Although banks are theoretically free to pay
higher rates for deposits and charge lower rates for advances, the
crossing nature of the interest rate structure (interest rates for
deposits rise with maturity while those for advances decline) and the
relatively low rate of return available from Government securities used to
meet minimum reserve requirements combine to work against much deviation
from the prescribed rates and to encourage short-term quick-turnover
transactions.

f •bl
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In the private sector ··window·· of the ECE Program, the approach to the
interest rate issue is built upon four pillars:

a. t~e avoidance of misallocation of investment through
wrongly priced capital;

b. an approach to capital pricing which incorporates both the
explicit and implicit costs of capital to the borrower
(i.e., nominal interest rate, local and foreign banking
fees for documentary credits, cost of foreign exchange
cover, compensating balance and other side-requirements,
costs of U.S.-tied procurement, cost of A.I.D. shipping
regulations, and the like);

c. a desire to work within the existing credit system to the
maximum extent possible, recognizing that neither the
participating banks nor the GOP will revise the structure
of the credit markets simply to accommodate the private
sector commodity "window"; and,

d. a recognition that all the banks in the system (both the
Central Bank as recipient of the A.I.D. loan in the first
instance and the implementing commercial banks as
co-lenders in the ewo-step loan process) will have to
receive sufficient spread to cover the commercial and
business risks which they undertake as well as their
overheads in operating the program.

The foregoing approach parallels the handling of interest rates in the
FY 1984 Agricultural Commodities and Equipment PAAD Amendment, which was
approved by the APAC in June 1984. Moreover, it reflects and follows
guidelines proposed by the ECE PID review (See Annex A.) Finally, refer
to Annex A for the Mission's discussion of the compatabi1ity of the
proposed approach with ··market interest rates" in Pakistan.

.['\,
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VI. IMPL&~TATION PLAN

~he ECE Program will provide funds to both public and private sector
orga~zations. The Program will assist both sectors to improve the
efficiency of energy use and expand indigenous energy resources in
Pakistan. Despite the congruence of purposes, disbursement procedures
will differ between the public and private sectors.

A. Procurement Plan

1. Public Sector Commodities

a. Public Sector Agencies

i. Participating Organizations

The organizations which will be eligible to
participate in the ECE Program are those with direct responsibilities in
the development of energy resources. These include: (1) WAPDA and KESC
in the Ministry of Water and Power; (2) OGDC, DGER., GSP, and PMDC in the
Minis try of Petroleum and Natural Resources; and, ( 3 ) AIDO in the
Ministry of Science and Technology.

ii. Equipment Categories

The eligibility criteria for equipment to be
imported under the ECE Program are provided in Annex F.I, and an
illustrative list of eligible equipment is provided in Annex F.2.
Several public sector agencies such as WAPDA and OGDC have already
provided preliminary lists of equipment which are reflected in the
illustrative list of eligible equipment.·

iii. Selection Process

The equipment needs of the Government ministries
will probably exceed planned ECE Program resources over the next 3
years. As a practical matter, therefore, a procedure must be established
to enable the GOP .to select the equipment to be imported under the ECE
Program. This procedure is likely to be as follows:

Each year eligible government organizations will submit to
the Energy Policy Board lists of equipment they wish to
purchase under the ECE Program. These lists will include
the estimated dollar value of the equipment and the
rationale for its purchase under the ECE Program}i.e.)
consistency with the eligibility criteria indicated in
Annex: F.l.

The requests will be reviewed by an Equipment Selection
Committee established within the Energy Policy Board, in
consultation with US~D.
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Iv. Procurement Mechanism

Many of the Government organizations which will
utilize program resources have extensive experience in international
procurements. These organizations will be responsible for procuring the
equipment directly using A.I.D. procedures for host country contracting
and procurement. This will include preparing specifications, preparing
and issuing tenders, making awards, and handling all communications with
suppliers regarding shipping and insurance claims as well as clearance of
commodities at the Karachi port and inland transportation arrangements.

For those organizations with limited exposure to international tendering-,
awards will take place at the Pakistan Embassy in Washington, D.C. with
the assistance of SERiCOM, AID/Washington. Although not now
contemplated, Procurement SerVices Agents (PSA's) under host country
contracts may be used, depending on the nature and amount of items
involved. In addition, the services of equipment or specification
writing specialists may also be procured under this program.

b. Public Sector Companies

The public sector companies usually finance their
equipment purchases through the National Development Finance Corporation
(ND~C) or the development banks. However, they are increasingly making
use of the commercial banking sector for working capital loans or to
finance modest-size equipment purchases. This program will encourage
that trend. wnen the Energy Policy Board determines an allocation for
the public' sector companies, this allocation will be made available by
means of a line of credit established in commercial banks. Access to
these resources and associated terms will be the same as described for
the private sector in section d.below.

2. Private Sector Window

a. ClP Setting

Funds provided under the private sector ClP will be
made available to participating commercial banks in Pakistan. The
participating banks will be responsible for ensuring that their customers
purchase only eligible commodities which will contribute to energy
efficiency and the increased use of indigenous energy resources in
Pakistan. They will also be responsible for ensuring that the equipment
and commodities are purchased in accordance with AID and GOP regulations
and shall also comply with reporting requirements. The Energy Policy
Board and USAlD/Pakistan will monitor performance.

b. Past Experience

Loans to the private sector have been made for some
time by other donors. Large contributors have been the World Bank and
tne Asian Development Bank. In addition, many countries have provided
lines of credit, both general and sector-specific, to the private sector.
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The World Bank, over the past few years, has made available 14 loans and
creaits totalling US$ 454 million for project investment in the private
industrial (manufacturing) sector. Of this, US$ 274 million has gone to
the Pakistan Industrial Credit and Investment Corporation (PICIC) and US$
80 million to the Industrial Development Bank of Pakist~ (IDBP) for term
loans. In February 1984, the Wor1~ Bank extended an additional US$ 100
million loan to finance activities in the private industrial sector.

The Asian Development Bank has provided US$ 198 million in loan funds to
the private sector via public sector lending agencies. Currently, the
ADB is interested in expanding its level of activity in this area and is
investigating ways to make funds directly available to private firms.

As a result of these efforts, precerlents have been established which
provide the general basis for foreign loans and a useful framework for
the proposed ECE Program private sector elF. While each donor loan has
specific implementation procedures, most follow the general pattern
described below. Donor funds are loaned to the GOP on negotiated terms
and conditions; these loans are transferred directly by the GOP or State
Bank of Pakistan (SBP) to Designated Financial Institutions (DFls) or
Nationalized Commercial Banks (NCBs).

The DFls and NCBs act as the implementing agents of the loans, conducting
project appraisals, reviewing borrower credit worthiness and are
responsible for placing the funds and for repaying the loans to the GOP.
Therefore, it is from the DFls and NCBs that the private sector investor
obtains bis funds and to whom he is responsible for repa~ent of his loan.

In addition to providing funding, World Bank and Asian Development Bank
loans are also used to assist in strengthening the financial system.
For example, the recently signed World Bank loan has the following
objectives:

improve credit delivery for industrial finance by focusing on
the system as well as the individual;

reduce the possibility of jeopardizing industry's access to
term finance as a result of a participating institution's
non-compliance with conditionality/eligibility criteria by
expanding the sources of financing;

remove operating anomalies which hamper competition among DFls;

encourage competition among Participating Financing
Institutions (PFls) by expanding and improving the services
offered by them;

strengthen individual institutions through technical assistance
programs; and,

develop a more consistent and continuous ~ethod of prOViding
foreign exchange financing for industry in Pakistan.
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Each donor loan has specific terms and conditions regarding the use of
the lOan; lendinglnterest rates and repayment terms; foreign exchange
risk responsibility; and, loan limits and criteria which must be met
before loan funds can be used.

c. Procurement Plan

The DFI' s will be allowed to make loans for the
purchase of eligible equipment. If a borrower desires to purchase
equipment not on this listJthe request will have to he evaluated in light
of the criteria indicated in Annex F.l. The DFI's may request assistance
from the Energy Policy Board or USAlD in assessing the eligibility of
such requests.

Announcements in local papers will advise the Pakistani private sector of
the availability of AID funds for procurement of energy sector equipment
from U.S. sources. USAiD/Pakistan will also request SER/COM,
AID/Washington to announce the availability of this credit program to
U.S. suppliers through publication of a notice in the PRE/OBR A.I.D.
Procurement Information Bulletin. Depending on the response from U.S.
suppliers, the Mission may also advertise this program in other
publications.

A.I~ll. Regulation I will apply, specifically Paragraph 201.23, Informal
or Negotiated Procurement Procedures. Negotiated procurement shall be in
accordance with good commercial practice with the solicitation of offers
from a reasonable number of suppliers. Participating banks will be
responsible for e~quring compliance with this reqUirement.

When Pakistan licensed distributors of U.S. manufacturers purchase
commodities from their principals, as authorized under Paragraph
20l.23(a)(i), the distributor does not have to solicit offers from other
than his principals. Compliance with Regulation I Pricing Regulation
will be monitored by SERICOM, AID/Washington.

Participating banks will be prOVided with copies of A.I.D. Regulation I,
A.I.D. Commodity Eligibility Listing, and A.I.D. Commodity Procurement.
Instructions (CPI). & seminar will be arranged by USAlD/Pakistan for
participating bank officials to explain the responsibilities of the Banks
in regard to the CPI ana reporting requirements.

There will be a maximum of $ 1,000,000 per transaction
$25,000 except for spare parts for existing equipment.
Board can approve exceptions on a case-by-case basis.

and a minimum of
The Energy Policy

Procurement of commodities and commodity-related services will be
restricted to U.S. source and origin as defined in A.I.D. Regulation I.
The 50/50 shipping requirements will only apply to the aggregate of
shipping under the entire ECE Program. Only U.S. and Pakistani flag
shipping will be authorized for A.I.D. financing under this private
sector GlF program.
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d. Procedures

__ _ __ _ _After consulting with and being advised by
appropriate GOP agencies, the Economic Affairs Division of the Ministry
of Finance and Economic Affairs will designate by name those
participating banks in Pakistan which will be authorized applicants for
ECE Program funds. Consideration is being given to designating the five
U.S. commercial banks in Pakistan. It is proposed that each of the
participating banks will be able to apply to the State Bank of Pakistan
for the funds on a first-come, first-served basis. USAID/Pakistan will
then issue a countersigned Project Implementation Letter (PIL) to the
Economic Affairs Division, which will elaborate on all pertinent A.I.D.
requirements covered in the Program Agreement Amendment and the agreed
upon particulars of the private sector CIP. Attached to this PIL will be
the Commodity Procurement Instruction; a copy of A.I.D. Regulation No.1;
and, Schedule 6, A.I.D. Commodity Eligibility Listing.

The Economic Affairs Division will sign and submit to USAlD/Pakistan
Financing Requests, naming each of the participating banks as designated
applicants. Based on these Financing Requests, PM/AID/Washington will
establish a Letter of Commitment(s) at the corresponding banks designated
by the participating banks in Pakistan.

When the participati~g bank in Pakistan opens a Letter of Credit to a
supplier, the corresponding bank in the U.S. will confirm this Letter of
Credit and pay the u.S. supplier at sight against presentation of the
requirea documentation. The bank in the U.S. will then submit a voucher
to FM/AID/Washington for reimbursement out of program funds reserved for
the Letter of Commitment.

.
A typical import transaction will proceed as follows:

The importer will solicit offers from a reasonable number of U.S.
suppliers. He will select the offer best suited for his needs.
his bank will then file an application with the Chief Controller
Imports and Exports for an import permit under this Program. He
submit all offers he received together with his permit to the
participating bank in Pakistan with a request for the bank to open a
Letter of Credit in favor of the selected supplier. The margin of
deposit in local currency at the time of opening the Letter of Credit
will be the same as required by the State Bank of Pakistan. At present,
for capital goods and equipment, no margin is required. The participating
bank will open a Letter of Credit to the selected supplier and will have
it confirmed by its corresponding bank in the U.S. The U.S. bank will
pay the supplier and request reimbursement from A.I.D. Documents will be
sent to the Pakistani bank by the U.S. bank with copies to the
USAID/Pakistan Controller. The importer will receive the documents from
the participating bank in Pakistan and clear the goods through customs by
paying any necessary import duties. The importer will pay the local bank
counterpart funds at predetermined intervals.

The participating banks will be responsible for determining the amount of
local currencies equivalent to the dollar purchase price of ordered

(--;
\", ;
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machinery and equipment at the time of opening of Letters of Credit.
- Local currencies paid by the borrower will be deposited by the

participating banks in the State Bank of Pakistan. Such collections and
deposits will be made at predetermined intervals over a period of 18
months to three years, depending on the type of goods or equipment
financed, i.e. intermediate goods or capital equipment.

B. Implementation Schedule

1. Public Sector

It is anticipated that the Equipment Selection Committee
will be formed by August 1, 1984. By November 1, 1984, the eligible
organizations will submit their equipment requests for review with
required justifications. The selection of equipment for importation
under the FY 1984 Program will be made by the Committee by January 1,
1985, and reviewed by USAID within a month thereafter. This timetable
will allow for the issuance of tenders, the associated selection process,
and the Shipment of Commodities to occur by the end of u.S. FY 1985.
Several of the eligible organizations have already prepared preliminary
lists of equipment with a value in excess of that available which ensures
that these funds will be disbursed fairly rapidly.

2. Private Sector

It is anticipated that by January 1, 1985, participating
banks in Pakistan will have been identified, particulars of the program
agreed to and documented in a countersigned Project Implementation Letter
(PIt), Commodity Procurement Instructions (CPI) issued, a seminar for
participating bank officials held, advertisements placed in the local
newspaper and in the A.I.D. Export Opportunities Bulletin regarding the
availability of this credit program. L/COMs in corresponding banks in
the u.S. should have been issued by February 1985. If demand meets
expectations, it is anticipated that all of the $ 10 million allocated
for this program should be fully disbursed by December 1985.

C. Administrative and Monitoring Arrangements

1. A.I.D. Responsibilities

For USAID/Pakistan, overall project monitoring
responsibility resides in its Office of Energy and Environment (E&E).
The Office of Project Development and Monitoring ~~ll have primary
responsibility for the procurement of all commodities, and the Executive
Office, through its Commodity Control Unit (CCU), will be responsibl~ for
commodity arrival accounting, in cooperation with the Mission's Regional
Affairs Office in Karachi. The Office of Financial Management will be
responsible for undertaking end use checks on a periodic basis, and the
Office of the Director and the Office of Program will assist E&E with
policy and macro-economic considerations related to the ECE Program. The
Office of Program will also provide assistance to E&E in the area of
evaluation.
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It is anticipa~ed that SER/COM, AID/Washington will playa role in assisting
the ~issiOQ implement the ECE Program. Representatives of SER/COM will be
called upon to work with the Pakistan Embassy in Washington, D.C. to prepare
tender documents and make awards, to develop and/or review specifications for
certain commodities, to review tender documents, and to participate as
necessary in program evaluations. USAID/Pakistan will also continue to seek
SER/COM advice and assistance in the implementation of the private sector
CIP.

USAID/Pakistan's responsibilities with respect to the implemen~ation of the
private sector CIP will be as follows:

a. provide all participating banks with copies of A.I.D. Regulation I,
A.I.D Commodity Eligibility List, and A.I.D. Commodity Procurement
Instructions (CPI);

b. arrange a seminar for participating bank officials to explain the
responsibilities of the banks in regard to the CPI and the reporting
requirements;

c. place advert1sements in newspapers to publicize the program;

d. provide necessary information to SER/COM, AID/Washington for
publication in the A.I.D. Export Opportunities Bulletin;

e. spot-check individual transactions except where USAID/Pakistan
approvals are required as indicated previously. The burden of
compliance with A.I.D. and GOP regulations will be left to the
participating banks;

f. arrange for Financing Requests (FRs) to be sent to AID/Washington;
and,

g. in conjunction with the GOP's Equipment Selection Committee, provide
lists of eligible equipment and overall guidance to banks to enable
them to screen private sector requests.

2. GOP Responsibilities

The Lead GOP agency for the project will be the Ministry of
Planning and Development. Under the Ministry of Planning and Development, the
Equipment Selection Committee within the Energy Policy Board will be
responsible for evaluating requests from those Ministries which have a direct
involvement in energy supply and use. The Committ~e w~ll make equipment
selections based on the eligibility criteria and have the responsibility for
coordinating and monitoring public sector disbursements. The Equipnent
Selection Committee and the Energy Policy Board, in conjunction with aSAID,
will also provide lists of eligible equipme_t and overall guidance to banks to
enable them to screen private sector requests.

The Energy Policy Board has the responsibility for monitoring and coordination
under the EP&D Project. The Energy Policy Board will have adequate resources
under the EP&D Project to expand its responsibility to cover the ECE Program.
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D. Evaluation Plan

There will be two levels of program evaluation: internal
evaluations of program effectiveness (particularly as related to the
private sector window) and formal external evaluations designed to assess
overall effectiveness and assist in the design of subsequent funding
tranches.

1. Internal Evaluations

The ~ission plans to annually assess specific elements of
the Program during the life of the PAAD. Prior to the obligation of each
annual increment of funding, the ~ission will cable to AID/Washington,
for its review, an assessment of progress to date in implementation
performance and USAID's proposals for the next year's program. Also,
prior to the obligation of funds in FY 1985, the Mission will undertake
an evaluation of the private sector window of the Program, with the
assistance of either a SER/eOM representative or an appropriate US Direct
Hire from USAID/Cairo who is involved in the implementation of the
private sector elP in Egypt. This evaluation will be designed to assist
the Mission to determine, in consultation ~r.lth the GOP, whether to
continue funding the private sector elP program and at wr~t levels, and
to identify the need for changes, if any, in eligibility criteria,
lending terms, iuterest rates, and/or other characteristics of the
program. In order to make these decisions prior to the obligation of FY
1985 funds, this evaluation will have to take place no later than the
sprin[ of 1985. The evaluation will focus on the following factors:

a. rapidity of disbursements;

b. assessment of the nature of commodities imported and the likely
overall impact on the energy sector;

c. examination of those loan applications which were turned down,
including an analysis of the nature of the commodities
requested, the loan applicant, and the reasons for the loans
being refused;

d. analysis of program beneficiaries;

e. adequacy of administrative and financial procedures;

f. end-use of commodities; and,

g. performance of banks in terms of complia~ce with GOP and A.I.D.
requirements.

2. Formal Evaluation

A formal external evaluation is tentatively scheduled for
the summer of 1986. The major objective of this evaluation will be to
identify lessons learned and areas for continued funding, including
specific procurement arrangements and financial mechanisms. The
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evaluation will serve as the basis for the preparation of a possible ECE
PAA» Amenament, covering the period FY 1987 - FY 1989. By July/August,
198ti,there will be almost two years of experience in implementing the
program, much of the equipment will be in the field, the GOP will be
embarking on the fourth year of its Sixth Five-Year Energy Plan, and
implementation of other major A.I.D.-financed energy sector projects will
be well along. The proposed evaluation will include a critical review of
the following:

a. progress made toward achievement of the purposes of -the
activity (actual compared with planned performance);

b. end use of imported commodities;

c. role of the Program as an instrument of policy dialogue with
the GOP;

d. use of generated rupees;

e. USAID/Pakistan's monitoring of arrival accounting and end use
of the imported commodities;

f. rapidity of disbursements;

g. A.I.D. and GOP collaboration and the ro1e(s) of various
organizations;

h. potential areas for improving Program implementation schedules,
funding arrangements, and procureme~t procedures;

i. role of the program in the technology transfer process~

j. extent to which the program supports energy goals and other
GOP-USAID energy sector projects; and,

k. unanticipated problems.

This proposed evaluation should be completed in six weeks by a
three-person team consisting of an energy planning specialist, energy
equipment specialist, and an evaluation expert, working closely with both
Mission and GOP officials. The total estimated cost of the evaluation 1s
$50,000 and will be financed under the Project Design Fund (391-0470).
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~II. FL~ANCIAL CONSIDERATIONS

A. Program Allocations

The FY84 tranche amounts to $20 million. In each of the next
two years, a $4U million tranche is planned. The loan/grant split over
the life of the project is provisionally planned to be 80/20. The FY84
tranche will be equally divided between the public and private sectors.
Later tranche allocations will be guided by the first year's experience.

B. Obligation and Disbursement Schedules

As indicated, the Mission proposes to obligate $20 million, $40
million, and $40 milion for the ECE Program in FY 1984, FY 1985 and FY
lS80, respectively. The equipment for the first year in the public sector
will be selected from lists already provided by WAPDA, OGDC, and KESC,
which should facilitate the rapid disbursement of these funds.

If demand meets expectations, disbursement of the entire $10 million
programmed for the private sector CIP should be completed by the end of
1985.

The disbursement schedule in FY 1985 and FY 1986 will depend on the
commodity mix and the implementation approach. Funds for equipment
purchases by public sector agencies are likely to be disbursed within six
to nine months. Total disbursement of funds through the private sector
"window" ° will probably require 12 to 18 months.

C. Local Cost Financing

A minimal amount of program funding will be used to finance the
local costs of commodity-related services such as writing specifications
or other programmatic needs such as advertising in newspapers or training
seminars.

D. ~eneration of Counterpart Funds

Section 609 of the Foreign Assistance Act (FAA) requires that
the recipient country establish a Special Account for the deposit of
rupee proceeds to the recipient country from the sale of commodities
furnished with ESF on a grant basis. No grant money will be utilized
during the FY 1984 ECE program so that this legislative requirement will
not apply the first year. In FY 1985, grant funds will be used to
finance only public sector purchases. No sale or accrual of proceeds, as
contemplated under FAA section 609,will occur under the public sector
portion of the program since the GOP does not MsellM this equipment to
the autonomous agencies and ministries involved.

E. Methods of Implementation and Financing

The use of direct L/co~s to suppliers (and direct reimbursement
for local cost financing) is contemplated for most financial transactions
under this Program, which is consistent with the preferred methods of
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financing as' contained in ArDra Payment Verification Policy
Implementation Guidance dated December 30, 1983. Bank L/COMs and LICs
will be utilized for the private sector CIP and commodities imported by
the public sector companies because of the anticipated large volume of
individual transactions. This is consistent with Policy Statement No.4
on page 3 of the Guidance which reads:

••As part of the assessments under 1. above, a justification is to be
prOVided whenever the ~1ission proposes use of the bank letter of
commitment rather than the direct letter of commitment-except for
CIP and project commodity financing for which the Mission
anticipates a proliferation of invoices.'·

In accordance with Policy Statement No.15 of the Guidance, a commodity
arrival accounting system has been developed at USAlD/Pakistan and was
published in the form of<a Mission Manual Order in October 1983. A
Commodity Control Unit (CCU) bas been established in the Mission's Office
of Management (O/EXO) to implement this system. Based on experience over
the last nine months, the Mission is satisfied that the procedures being
employed are adequate to ensure that A.I.D.-financed commodities are
properly accounted for. In addition, the Mission's Office of Financial
Management (O/FM), with the assistance of the Mission's Regional Affairs
Officers and Liaison Officers in all four provinces, has instituted a
program of end-use checks, which will be undertaken on a periodic basis
throughout the life of the Program.

,'2
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VIII.CONDITIONS, COVENANTS, AND ~mGOTIATING STATUS

A. Conditions Precedent

1. Conditions Precedent to First Disbursement

Prior to the first disbursement under this Loan and Grant
Agreement, or to the issuance by A.I.D. of documentation pursuant to
which such disbursement will be mad~, the Borrower/Grantee shall, except
as the parties may otherwise agree in writing, furnish or have furnished
to A.I.D., in form and substance satisfactory to A.I.D, T~thin thirty
(30) days after the signing of the Program Agreement:

a. a written opinion of Counsel acceptable to A.I.D.
that the Agreement has been duly authorized and/or ratified by, and
executed on behalf of the Borrower/Grantee and that it constitutes a
valid and legally binding obligation of the Borrower/Grantee in
accordance with all of its terms; and,

b. a statement of the names and titles of the additional
representatives acting for the Borrower/Grantee who are authorized to
sign procurement documents together with a specimen signature of each
such person certified as to its authenticity.

2. Condition Precedent to Disbursement for Commodities for
Public Sector Agencies

Prior to any disbursement of funds under this Agreement
for commodities for public sector agencies or to the issuance by A.I.D.
of documentation pursuant to which such disbursement will be made, the
Borrower/Grantee shall, except as the Parties may otherwise agree in
writing, furnish or have furnished to A.I.D., in form and substance
satisfactory to A.I.D., within ninety (90) days after the date of signing
of the Program Agreement, evidence that an Equipment Selection Committee,
operating under the auspices of the Energy Policy Board in the Borrower/
Grantee's Ministry of Planning and Development, has been established.

3. Conditions Precedent to Disbursement for the Private
Sector Commodity Import Program (CIP) and Commodities for
Public Sector Comoanies

Prior to any disbursement of funds under this Agreement
for the private sector CIP component and for commodities to be imported
by public sector companies or to the issuance by A.I.D. of documentation
pursuant to which such disbursement will be made, the Borrower/Grantee
shall, except as the parties may otherwise agree in writing, furnish or
have furnished to A.I.D., in form and substance satisfactory to A.I.D.,
within ninety (90) days after the date of signing of the Program
Agreement, the names of participating banks in Pakistan. Prior to
disbursement, the Borrower/Grantee and A.I.D. shall also agree in writing
to the interest rates and lending terms, credit ceilings (if applicable),
eligible commodities and importers, payback periods, and procedures to be
followed by the Borrower/Grantee in making allocations to participating
banks.
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Covenant as to Reoorting

The Borrower/Grantee agrees to provide A.I.D. with written
reports covering the implementation of this Program, the requirements of
which shall be provided in a Project Implementation Letter (PIL).

c. Ne30tiating Status

The Mission has held numerous discussions with GOP officials on
the particulars of the private sector elP component but final agreement
has not yet been reached on all of the characteristics of the proposed
program. For example, the GOP has not yet provided the Mission with its
decision on participating banks, eligible importers, the proposed payback
periods for borrowers, the likelihood of increasing the credit ceilings
9~~rticiQat!~g ba~s, ana the procedures for making allocations~he
banks. All other particulars of the program have been approved in
principle by the GOP. Agreement is anticipated on these outstanding
issues by the time of Program Agreement negotiations. This agreement
will be documented in a countersigned PIL, prior to the disbursement of
funds fo~ the program.
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STRATEGY

, RE! : (A) S'lATE 147849 (B) ISLAMABAD 12453

·1. AID/~ COMM~NDS THE MISSION ON ITS PRESENrArIO~ IN
dEF B AND ITS EIT!HSIVE DIALOGUE UNPERWAI ~ITa TaE WORLD
EAN~ eN PRICING AND INVESTMENT ISSUES.

~ 2. ~EIOU WE OFFER SEVERAL POINTS THAT MAY BE USEFUL TO
tOUR CONSIDE~!TION OF HOW TH! ECE PROJECT CAN BE USED TO
SUfFOP.T TaE MIS~ION'S STRATEGY.

j. RURAL ELECTRIFICATION: THE MISSION BAS A MAJOR
INVESTMENT IN THIS S~CTOR ~HICH IS CRITICAL TO
ILECIHICITY PRICIHG ISSUES, SINcr 25-3~ PERCENT
IUCLUDI~G L05S!S; OF PA1ISTAN'S ELECTRICITY IS CONSUMED
ET 1U~EwELLS AND KURAL CONSUMERS. AS AN INPUT TO

:, ~APDA'S DEVELUPMENT OF AN kg MASTER PLAN, AID FI~ANCED A
COMPREEENSIvr ~TUDI EY ARTHUR D. LITTLE ON GENERAL

POLICIES AND IMPLEMENTATION GUIDELINES. TaE STUDY
~ CONC1UtED· TEAT" THE ECO~OMICS OF ~LECTRIFIED TUBE~ELL

IRRIG!!IO~ ~OULD REMAIN HIGHtf YAVOqAELE IN MOST CASES
" EVEN IF ELECTRICITY COSTS ARE RAlstD SIGNIFICANTLY FROM

PnESENT HIGgLI SUPSIDIZED LEVELS." THE CABLE fAILS TO
I ;1 r· I GA1'! ".' EAT 1"8 E MIS SION I S D0 If:G \II I TIlTBISS TUDr A~ D

~ ~EETgER THl~ WILL p~ AN AREA IN ~HICH THE BANK ~ITH AID
SUPPORT ~OULD SEE! SP~ClfIC INCREM~NTAL TARIfF TAa~ETS

FOE 19~5 A~D 1936. SUCH A POLICY TOGETHER ~ITH

_ paOVISION UNDER iCE FOR IMPORTAtION OF ~ORE EFFICIENT
PUMPS ~UULD APPEAR TO BE A I·OGICAL AREA FOR AID
CONCE~1~ATION. THE SIXTH rIV~ J~AR PLAN SPECIFICALLf
5UGG!.STS TEAT THE "SOLHTIGN OF TFF PR013LFM LIES IN
MAINTAINING ~~F RORAL POW~R TARIFFS ABOV~ THE COST OF .
ELtCTRICITI SUPPLf SO THAT TaER~ IS SUfFICIENT INCENTIVE
FOR SUPPLY ORGANIZATION."

4. COST OF POWER GFI1ERA1IOr~ -- rARIF~' IMPLICATIONS
....

iHE MISSION N&EDS 10 BE CONCERNED WITH 90TH THE SHORT

Aa.'lNEX A
Page 1 of 33
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.. ANl: l' HE LUt~ :; - RUN COS TS 0 ~ PO ',n: n GENE aA1 ION • Ccd TIC AL TO

THE SHORT-RUN ISSUE rs TA~ FR[C~ or NATuaAL 1A5 TO
'IIAPOA, CURREtJ'l'L! HI,1lftY ~\Ul'SIDIZf,D. 'l'1Ij.~ AID/ADP.

I COI~PINE1) CYCLE PROJFC1' lJROVrCES Ml ENTIn n .. 'ro THIS
AllENA. LONG RUN MAHGINAL COST IS A PROPER A.PPROACH IN
LOOlI~G AT CA~!GITY F1PA~SlCN AND IT IS CLEAR THAT TITE

~N£'N~OIL,_CUltL.-~ ~WCL~~AH·-CAPACITY PLA.rJN.F.J:l II/ILL INcnEAS!' .
'lEE COS '1' OF- GEugR1TION IN THg sr~T~M Itl THE' FUTURE. AID
weRl ON LA!HHA WILL EE A GKITICAL I~PUT INTO THIS

I •

. CALCULATION AND POLICY DIALOGU~. AN E~UALLY DI~FICULT

T!Si IS TdAUSYOaMI~3 LRMC INTO. AN ACCEPTAPL~ ~ARIFF

.STRUCTURE. UTILITIES COMMONLY USE THHwE A~PROACHFS TO
I' AlLCCATIN.} COSTS CTJS1'UMP.R, D~'MAND, AND ~:NI!:RGr, Ar-10rJ~

CLASSES Of COi-lSUMER3: (1) PEAK. RESPONSIB'ILI'fY M~:THOD -­
~AC~ CLASS HAS 1LLOCAT~D TO rr TeAT PORTION OF TB~ PLANT
THAt IS IN ~aOPORTION TO TEg CLASS D~MAND AT THE TIME OF
SISl'EM PEAK;

, (2) MAXIMUM Nur~COI"CID~NT METHOD -- PLANT COSTS ARF.
ALLOCATED ON THE BASI~ OF THE RATIO Uf 1 CLASS' MAXIMUM
DEM~ND REGAHUL~SS or TIME OF nCCURENCE TO TBE SUM OF
ALL TH~ CLASSES' MAXIMUM DEMANDS;

(~) !VER1GE-LOAD METUUD -- ALLOCATION IS ~ADE fASSD ON
tHE PROPORTION EACH CLASS' AVEaAGE LOAD REPRESENTS IN

OVtHALL SYSTEM AVERAGE LOAD. IN G~NF.HAL, FOR EACH CLASS
OF S!HVIC1, THE UNIT COST OF FUHNISHI~G SERVICE
DECREASES ~ITR INCREASED VOLUMl AND ~ITH INCREASED LOAD
FACTOR. TaE MISSION'S ENERGY PLANNING AND DEVELOPMENT
FROJECT OFFERS A VEHICLE fOR EX1MIMI~G IN COORDINATION
~ITH THE ~ORLD EANi THESE !SSU~S IN DEPT~. IN TBE
SELEC1ION OF THE PSC LONG-TERM ~ENFR~L ENFkGY ADVISOR,
THE MISSI0~ MIGHT £Et IF SO~~ON~ WITri PRICI~G EXPERIENCE
MIGHT B£ AVAILABLS.

5. A CO~SUMER GAS PBIC~ ESCALATION SCHEDULE AND
. COHSZHVAtlOH POLICY

. AID/~ EELIEVES fP.AT THE GOP AND WORLD EAN~ Nrro TO
~CONSID!R A MOR! RAPID SCHErULE OF GAS PRICE INCREASFS

THAN CURRENTLY IH PLAC~. TR& SERIOUS CURRENT SHORTAGES,
T!! MCVEME~T OF I~DUST~r BACI TO OIL, THE LAGGING
PETRoLEU~ EXPLORATION, THE HIGRER ~ARGINAL cosr OF NEW
I}AS E.G. iEM~DtOT, PLUS '1'~1i' CUJ:UU;NT Lm" PRICES, CALL
J:~OR A l~:;:E.{Al"iH.A·rION OJ!' \~ffETUEH ~'t;LL PAHIl'Y IS POSSIBLE
MUGH ~~ONfR. D~LAYING SUCH A MOVE TO 1393 oors NOT
At¥lAR wELL ADVISE£ FaUM A~ ~CONOMIC $TANn~oINT.

MIS~ION WIL1 K~CALL J~DC R~COM~~ND~TION rOR FurL IMPORT
PAgrTY ~AT5!R TUA" T~O-TRI~DS SINCE "IT AVOIDS
ENCOURAGING TSE US! OF GAS I~ PREYERENC~ TO FU~L OIL AND

.J!ECJ..USg IT P1EPARES THE WhY fOR A t\~XT PHASE Cl~ PRICE

ANNEX A
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~ . - - -. I~Cl{EAS~S FOR GAS 'MEICB' 'NGULD HOVE PRICES UP -Iv LEVELS

,. COMPETITIVE ~IITH MlrrLE DISTILLA'l'ES SItICE GAS BAS BEEN
, PHASED OUT OF FUEL OIL USES." FURTHERMORE IT WILL

PROVIDE AN ADDED STIMULUS TO I~DIGENOUS COAL
DEVELOP~ENT. ONI AP~RUAca MIGH~BE TO SEE~ AN AGREEMENT

----t;ITH-c;OP. TO DEVELOP A NATIONAL SN.\!;R"GY CONSERVA"TION
STRaT~GY UNDER wEICH 4 DETAILED EXAMINATION OF TaE
IMPACi OF AN ACCELERATED PRICE INCREASE SCENARIO ON

~ INDUSTRIAL ERorUCTION ~OULD BE CARRIED OUT AS iELL AS
DETAILED ST~DIES OF THE POTENTIAL Foa ENERGY
CONSERVATION. TBE NATIONAL tNERGT CONSERVATION STRATEGY

, SUPPOKTED BY ENERGY PLAN~ING AND IrVELOPMENT AND ECE
RlSOUiCES, AS WELL AS OTHER DONOR FINANCING, ~OULD IN
fINAL FORM INCLUDE A RATIONAL PRICE INCREASE SCHEDULE
T3AT TA!ES I~TO ACCOUNT'THE POTENTIAL FOR CONSERVATION
MEASURES.

,c. lRODUCEd PRICB Foa GAS

THE DI~CU5SION OF THE PRODUCER PRICE FOR GAS POINfS ro A
, fORMULA ~ASED ON A ~NOWN PERCENTAGE OF THE BoaDER PRICE

FOR E~UIVALENT FUEL OIL, ~ITH DISCOUNTS FOR LOCATION,
GEOLOGY AND FlELt SIZE. THE STRATEGY OUG~T TO BE MORE
EXPLlrrIT APOUT THE MAGNITUDE OF THE PtRCENTA3E THAT THE
MISSION ENVISIOHS. SECOND, T~r. RATIONALE AND .OR[INGS

, OF AN ILLUSTRATIVE FORMULA FOR DISCOUNTS OUGHT TO EE
DISCUSSED IN MORl DETAIL. THIRD, IN THE EVE~T THAT SUCH
! FORMULA LEADS TO UNDULY LOW INCE~TIVES FOR SFECIFIG

, FIELDS, IS THERE A P~OVISION IN TH€ MISSION'S STRATEGY
FOR ~DEQUATE FLEXIBILITY FOR PRIVATE S~CTOR PRODUCERS TO
NEGOrIATE HIGHER PRICES?

7. COAL pRole ING

, THE STRATEGY ~OTES TRAT THE PRICIN; MECHANISM RO"~HTLI

APPROXIMATE! THAT 01 CARTEL PRICING AND ARGUES THAT A
MOR~ STABLE AND MORE SUBSTANTIAL FRAME~~R{ FOR
COMM3RCIAL COAL DEMAND WOULD LEAD TO MORE RATIONAL COAL,
PRICING. TEt STRATEGY OUGHT TO PE MORE EXPLICIT ABOUT
TB.! CONDI'l'IONS UNDER ''''!iICE THIS }o'RAMEWORIC ~OULD LEAD TO
MORE COMPETITIVE MARKETING or COAL, RA1HER THAN MERELI..
STRENGTHENING THE CARTEL. SECO~D, TO ~HAT EXTENT DOES
THIS STRATEGY DEPEND REALISTIC GAS PRICING?

'8. ~E LOO~ rORW~RD TO THE MISSION'S DISCUSSION or THESE
ISSUES I~ TEE ECE SUfMISSION. SHULTZ

.... bT
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,1. FOLLOWING MEMO R~CEIVED FROM COUNSELOR {IMBALL:

QUOTE:

wE HAVE REVIEWED THF SUBJECr CABLE ISLA1APAD 124~~,

~ITH GREAT INTEREST. Tar ~ISSION HAS OBVIOUSLY DO~i A
~ LOT OF ~HIN'ING ON ITS ENERGY STRArEGY AND S~UULD p~

COMMENDED.

, I SUGGEST THAT YOU NOW R£QUF.ST THE MISSION TO INr.LUln~ IN
THE PAAD A DISCUSSION OF WHETHFR, OR ROW THE ~CE ~ILL EF
USED TO SUPPORT THE MISSION'S OV~RALL SrRATe~r. CAr 11'
FE USEr TO LF.VERAGE SPECIFIC ASPECTS OF POI,fCY :'10Vr~rNT

THIS FY? WILL IT PROVIDE A FORUH FOR DISCUSSI~G FN~RGr

Issues WITH THE GO~? WHICH ISSU~S ~OULD FE INCLUPEO ON.
l~ tHE AGENDA FOR SUCH tISCUSSIONS? END QUOTE.

~. SEP TEL FOLLOWS WITH IUREAU COMMENTS ON RF.F TEL. 5PULl
." ET
!

• I
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E.O. 12:)56 N/A
SUBJ~Cr; PdlCING O~ CAPITAL

iiElEHENCE: HUTCHLER/BLACKrON TELECON, SAHf, SUBJECT

1. ItJ"~:lEST HAS tEEN EXP'iU,SSED IN THE REASONIN:; "
!EllIND 1H~ MISSION'S FINDIN~ THAT 14% I~T~REST ON ACE
lUI~DS (I~ICLUDING THE COST 0.' FX IiISl) IS A
NON-IISTOdTI~G PRICE FOR CAPITAL.

~. IN TUE DAPPIEST OF SITUATIONS WE WOULD BE ABLE TO
lt~rOH/11 THAT THE MAR~f,T HAS ~'OUND '1'8IS PRICE TO
~fi[CTIV!LY ~ALANC~ 1HE SUPPLY AND DEMAND Ot CAPITAL
IN pn~ISIAN. UNHAPPILY. THE CREDIT MAR~~T IS AN
ADMlkrST!~ED ONE AND ~E CANNOT RELf UPON THIS SIMPLF
ANt 01EER~ISE INFALLIBLE TEST.

3. U~D[R CONDITIONS OF MAR~ET IMPERfrCTION. SUCH AS
ArMI~ISTEJED PRICES, WHAT ARE T~E PKOXI~S roR MAR(E~

E~UIllfRIUM~ WHAT ArtE THE TELtThLE SIGNS 0,
HISPhICING1 RATIONING ANP ~UEUfING ARE THE HALLMARKS
OF AN ARTIFICIALLY LO~ PHIC~ U~D[R AN AUMINtsr~a~D

palCE HE~IMl!:. IDLE I1IVENTORY MID EXC):SS CAPACITY ARE
THE COkHISPOHDING SIGNALS or OVEapaICING IN
ADMIKISTEdEt PRICE REGIMES.

~. WIlE TEES~ SIMPLE !ULES Of THUMB IN ~IND. ~r SET
CUT TO FInD EVID!~CE Of RATIONING AND QUEU£IN~ OR,
ALTEHNArIVELf. SURPlUS INVENTOkf AND UNUSED CAPACITY
IN TH~ CREDIT MA£~ETS. ~~EH INT£REST RAT~S AHE TOO
LO~. ~HIce WAS OUR REAL fEAR, THEN ONE CAN EIP~CT THE
)OL10wlNO, '

1) A LARGE BAC~LOG OF UNSERVICED LOAN APPLICATIONS

~) ~IDfSPHEAD REPORTS OF "SIDE PAYMENTS" FROM
BOHaO~ERS 10 LENDERS TO GAIN ACCESS TO LOAN FUNDS

3) AN ACTI,i "CUR! MARKET" oprRATING IN PARALlEL TO
TH£ l!OHMAL MAH~ETS '~IIICH PICKS UP \iNME1' CREDI l' DEMAND
AT SUPSTA~TIALLI HIG"~H PHICES

4.) HI rHE CASE OF FX LEtlrING, A~ .\C'rI'IE ··PA.RALLEL
MAR6.ET" IN- l'X INSTRUl1ENTS 't/HIca ENTAILS SIGNIFICANrLT

•
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5) AN ACTIVE SECONDARY MAR4ET IN LOAN fU~DS fROM
UFFICE SOURCES WHICB AllE SOLD I~ TaI CURB MARKETS BY
SELLERS WITH GOUD CREDIT ACCESS TO BUYERS ~ITa BiTTER
~ROJECTS BUT LESS CREDIT ACCESS

A. LO~NS TO BORROWERS ~HO CANNOT M£tT THE COLLATERAL.
R!Qu~aIMINTS or TH~ FORMAL BAN1IMG Slsr'M. "CURB"
LINDEftS aELY UPON A MIXTURE OF BUSINESS SAVVY AND
STRONG fNFORCEMENT AND COLLECTIO~ M~ASURrs TO MA{E
GNSICURED OR PARTIALLY SECURED LOANS AT RATES BIGRER
THAN THOSE IN THI EAH!ING SYSTEM.

/' BIGHER LCI:! RATIOS 'rBAN THOSE IN raE OJFICIAL CREDIT ".
MAR I( ::;'rs

, '. " "1:/2

,~c

t., ".:-

, 5. liE COULD fIND LITTt! SIGNII'ICANT EVIDENCE or THESE
fEATURES IN TaE CREDIT MARKETS IN P&~ISTAN. NEITHER
THE ~!N~~ NOR THE CHAMFE~S OY COMMERCE REPORT MAJOR
PROELEMS IN ACCESSIN~ THl OfFICIAL caXDIT MAR1ETS AND
TliEHE IS NO EVIDENCF OF A BAC!LOG or UNS~RVICiC SOUMp
LOAN APPLICATIONS IN TB~ MAJO[ ~ANKS. WHILE rUSR!I. .•
ARE SOME UNVE!IrIED REPoaTS OF SIDE PAYM~NTS

ASSOCIATED ~!TH ACCESS TO LONG TER~ (8-14 YEAR LOANS)
4 FROM THE PUELIC SECTOR INDUS~RIAL FINANCE COMPANIES,
: ~ WE LNCOVERED NO SIGNS rgAT SUCH PAYMENTS ~ERE

NECESSARY TO ACCESS TRADE FINANCIN~ AND WORKING
CAPITAL LOANS OF THE TIrES REfRE~~NTED BY THE ACE AND
ECl PROGRAM. THERE IS MOST CERTAINLY A "CURB~ CREDIt

~'MAR!ET IN PAKISTAN. IT EXISTS TO SERVIC& THRtr.
CATEGQRIES OF TRANSACTIONS:

.. \

:~, B. LOANS FOR UNSANCTIONED PROJECTS. LARGE
~ INVESTMENTS aEQUIR~ A VARIETY OF GOVgRN~ENT APPROVALS
~ AUD SOME P~OFITABLE INVEST~RNTS IN SUCH AREAS AS
;.~ HOTELS, Clt\L~lAS AAID CER'fAIN INDUSTRIAL UNDERTAKIN~S
~:~ AUt MORE OR LESS CLOS ED TO NEW E~TRANTS. TH C FORMAL
~~ CitZ:LIT SYSTU1 CA~NOT; LEND fOR SUCH PROJFCTS IN THE
~~~ AP~~~C£.UF SANCTIONS AND fEHMITS. PUT TBE "CUiS-
,~ •. MAR~ET CAN AN D DOES.,

I .

~;j C. 'fR/:.NS:EP.S OF "BLACK" MO~IET WITHIN THE INFORMAL
f' ECONOMY. SUBSTANTIAL QUANTITIES OF CAPITAL r.XIST
.~ OUTSIDE THE OFFICIALLY RECOGNIZED ECONOI1Y. FOR

1 EIAl'lPLE, PRO)'ITS FROM UPISANCTIONED ENTERPRISES. SUCR

r
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•,.1' ,f: Fl\t~:<ING SYSTfM. "I'H£ "Ct'HB" MARl<£T PIlOVrnFS "."
e:CHAlIISMS suft !CE!:PING B1ACi MO~P:Y A'! '.'i:)Rl{ IN THE
Nl·OUM.\L ECONOMY.

3I~CE AID FINANCING UNDER THE PRIVATE SECTOR ~INDO~S

-'JF -A.CE.\ND-::CZ'\iILL HE FOR THE IMl"ORT OF COMMODITIES
AKO EQUIFME~T OFFICIALLT ~!NCTIONED FoT TUE
GOVERNMENT, TH~ CURD HAR~ET IS NOT q~ALLY A VALID
TEST OF CAPITAL PRICING ¥OR T~R CATEGORI£S OF L~~DIN:

WE P~UPOSE TO UNDERTAKE. AGRIFUSINESS EQUIPMF.NT,
ESraCY CONSERVATION EQUIPMENT AND TRg LIKE ARf

. NORMALLY fINANCED T~UOUGH OffICIAL CREDIT CHANNELS.

b. TEE FINAL T~O TESTS fOH SIGNliICANT rISTO~TrONS IN
CREDIT ~ARitTS ARE ~r6E GAPS BET~EEN OFFICIAL AND

'PARALIEL iX MARiETS A~D THE RESALE OF OFFICIALLY
PROVIDED CREDIT IN T~! SECONDARY MARIET. IN TnE
FIRST CASE, THE SPR~AD ~ETWgEN OFFICIAL AND PARALLF.L
RATES I~ 1HE DOLLAR/RUPEE MAR~ET ARE USUALLf PKTWEEN
I~O ~£RCI~T ANn FIVE PEKCENT. THESE LEV~LS DO NOT

. SU~GEST SIG~IFICANT DISTORTIO~S. IN TH~'Sr.CONO CASE,
~HILE LISINTEaM£rIATIUN AND ARBITRAGE EFT~EE~

OFfICIAL ANP "CURB" C~~DIT MARKETS ARE rNTRI~SICALLI
IfAHD TO MEASUrtE, TR!; CONSE':SUS 01" !NOWJ.r.D~~·ABLF.

OPI~ICN IS THAT THE VALUE Of "WHIrF" MON~r FRO~ THE
OffICI!L sovaCES IS SUfFICIENTLY Ga~ATER THAN "BLAC!"

\ fU~DS I~ TEE CU~B MAR~gTS ThAT IT WOULD Bi A LOSING
PRUPOSITION TO S~LL CL£AN LOAN FUNDS INTO THE
SECO~D~RY MAR~ET.

7. SU~MA;iY. I~ TeE-ABSENCE OF A FRtE MAR:<f,T (OR A
ROUG~ APPkoxrM~TION THE~EOF) IT IS DIFfICU~T ro PROVE
THE RIGB'lr\ESS OF FACTOR PRICES. It IS ONL'i THROUGH
ANiLTSIS AND OPSERVATION O~ THE EVID~NC~ OF MAa~ET

DISToaTIONS. OR tll~ PREVALENCE OF AR~ITRAGE, tPAT ONE
CAli IN.fEli THE D!.GREE 01' DEVIATION ~El'WEEN AN
ADMINISTERED iACTOR PRICE AND AN R~UILIBRIUM PkICE.
IT IS Te£ J~DGEM£NT OF USAID/PAKISTAN, BASED UPON
OliSEhV.I.:l'ION OF THE z'ORMAL AUD INfORMAL CREDIT, .
MAhl£TS, THAT THE CUR~1NT GOP INTEREST RATES FOR THg
TYPES OF TRADE AND ~OR~ING CAPITAL FINANCINC TO FE
UHDEhTAKEN IN TliE ACE AND reE PROJFCTS ARE RFASONABLl
CLOSE TO THE "KIGHT" PRICE FOR CAPITAL JF THIS tTP~.

AN EFFECTIVE RATE OF 14 PE3C!NT COMPAiES WITH THE
fOLLOWING INTERNATIONAL RATXS IN ra~ PAST MONTR:

- -- liS COMMERCIAL' PAPER PLACED DIRECTLY fOU 19fd DAlS:
CIRCA 12 PERCENT .

-- LOf1nON Ir!T}~RBANK OFfERED RATE fUR 6 '10NTtIS I CIRC!
12.5 PERCEN'!

-- US PRIME RATE: CIRCA 12.5 PERCE~T. .,

-- MOODY'S AVERAGE FOR LONG TERM CORPORATE NOTES:
CIRCA 14 PERCENT

.
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// LLAllS (le~ DAYS TO THRE~ YEARS) tOES NOT S~E~

// jTH~OHDINARY. ~~ HOPE T~Ar T~IS ~KCESSARILr
.- NF~!lENTIAL AND I'1P:{~:CIS!: APPROACH TO !IESPO!IOING TO

.\.:i HI ~;GTOil'S C() NCE~ il S AlJ0UTe API l'ALPHIe HIGIS
---~~lPl'UL-. 'NE LOOI\ - ff)H'iARD TO- THE DA. r ';H~~N _ _ _

~~~~GULATION OF THE FINANCIAL SYST~M IN PAlISTAN 1ILL
:!.~VE PROC::FD£D TO 'l'HE Porr~T Wf.!ERE Wi' CAN RELl UPON
ru~ I~1ISI~!E RA~D TO SPARE US ALL T9~ ACONT 0'
r~\ING TO MA!E THESE JUDG~~ENTS. SINTON
~T
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E•o. 12356 r. / A
SUBJECT: ENERGY PRICING AND SECTOR DEREGULATION:
USAID STRATEGY

REF: STATE 147849,
1. THIS CABLE REVI~WS USAID STRA~EGY ON ENER~Y

PRICP:G ISSUES. r~rTR ~ORF THAN THIRTY PERCENT OF OUR
J ~LA~N,r PORTiOLIO IN ENERGY PROJ!GTS AND WITH A ~[~

INITIATIV~ I~ ENERGY COMMODITY FINANCIN; SCR~rULED

FOR FY 84 AUTHORIZATION, W! EELIEVE THAT A R'C~P ON
fHESE IMPO~TA~T ISSUFS COULD BE USEFUL TO TROSE IN
ASIA rU~EAU A~D ~tSEWHERE IN ~AS~INGTON 11TH A~
INTlrlFST I~ flAKI STAN'S EN~RGr Sr.CTOR. Tt!IS CAELf

) ora~CTLT aESPONDS TU T~E INSTRUCTION IN TAP.
9~r~R~NC!D CDSS a~PO~TING CA~LF rOR THE MISSION TO
AtVIS~ AID/~ OF IrS ~NER~r PRICING STRATEGY.

"
~. ~N~kGY PRICr~G STRATEGY. OUR CJRE CONCERN IS, OF
GOUHSF, TO A~SI~T rA~ISTAN TO ~OVE TOWARDS AN ENERGY
PRICING RfGIMR ~nICH IS OPTI~AL IN TERMS OF (A)
INDUCH!G FF}'I~IEr\jT USE OF SCARCE ENERGY RESOUqCES,
(b) DIq'CTING F?fICIfNT ALtOCATro~ OF NEW INVESTMENT

, AND R~SOURCf.S INTO ENERGY SECTO~ DEVELOP~ENT, ~ND (C)
EXPA~DING TR~ PRIVATF SECTOR'S ROL~ IN THE SECTOR.
IT IS DIFfICULT 10 IMAGINE A SirTING IN W~ICH TgESE

, ~OULD ~OT tE THE CORH~RsrONES OF A~ AID ENp.R~r

~RICI~G STRAT~GY. PROGRESS TOW'RDS THIS PASIC GO~L

OF AN ~FFICIENT ENERGY PRICE REGIME WILL fg A COMPLEX
\ AND MULTI YEAR PROCFSS. IT WILL INVOLVE A
CONSID~'RABLE HANG~ O~' DETAII.ED TJt:CH~rICAL ANALYSES OF
TBi fINAUGIAL ANC ECONUMIC S~TTIMG OF E~CR OF

, PA~rSTAN'S MAJOR gNFRGY SOURCfS: OIL, NATURAL ~AS,

GOAL, HYDRO PO\\'F.I{, ETC. TfTF WORLD ~ANK' HAS TA~FN T!!E
LEAD IN SUFFORTING THIS ANALYTIC WORr r~ THE CO~TEXT

, OF THFIR MASSIVE ENtRGY SECTOq PORTFOLIO I~ PAlIST~N

wRICH WILL RUN TO SOME DOLS 50~ MILLION OVER THr. NEXT
FOUR TO ~IVE YEAHS. THF. FANK HAS T1E SUtSECrORAL
EX~ERTISE IN OIL, :GAS, COAL AnD HYDRO ANALYSIS AS
~~LL ~s TP.F. TARIFF EJPERTISF. TO PULL Tnrs ANALTSIS
TOGETHER I~TO A COHESIVE LONG RUN SECToa PRICING

, STRATEGY FOR PAKISTAN. USAID PARTICIPAT~S IN A
CO~TINUUUS ~HD 81TENSIVE DI~LOGU~ lITH THE E'Nr ON
li;NERGt PH ICU!G :\ND Al,L 01HFR MA.JOR UIFR~T SF.CTOR

,ISSUES. TH~RE IS GONSIDFHAPLF COMPLFMENTARITY IN OUR
PORTFOLIOS '~HICH 'JNLJERPVlS 'rRIS DIALOGUE •. USAID'S



· 11 . !j ~ CLAS S1 [ r LAMAEAD 124:=5

APILITf TO ¥I~ANC~ INSTITUTIONAL·D~VELOP~ENTS IN
ENERGY GIVE US THE LEAD IN MAN! ORGA~IZATIONAL ANn

) MAN~G!MENT QUESTIONS I~ THE 5~CTOR. WRILF THE PA~w'5

SUPERIOR PRICE ~ND TARIYF FtPERTISR POSIT!O~ If FOR
THE Ll',\D kOLE ON TH~SE ISSU~S ...- OUR-- DIALOGUE FUII0S

, UPON THIs -COI'1PtFMF.NTARITY AND 'IiF HA IfE BF.EN ABLE to
DEVELOP A U~ITED FRONT ON A pqOAD RANGE OF
INSTITUTIONAL AND PRICE ISSU~S.

'\
, J. ON PRICING, WE S?ARE A COMMON SET OF OEJECT!1fS
~ITH THE WO~LD FAN~ ~HICH ARE WORTH REVIE~ING REar:

) -- A. ELECTRICITY PRICING. oua CO~MON ~OAL IS TO
MOVE GOP ~LFCTRICITT TARIFFS TO PARITY wITH LONG
RANGE MAHGINAL COSTS. w~ PELI~VE TRAT LRMC IS Tft=.
ONLY ACCFPTAPLF EASIS FOR A TAR)FF ~EGI~E ~HICR CAN
INSuRE ErFICIr~T USE OF wLgCT~ICITf A~D CAN MOEIL!Z!

~ ADE~U~Tr. RESoURCES FoR THE LONG RUN DEVELOPMENT OF
• THE POwER SBcrOR. WE AN~ THE B'~~ SHARZ THE VIEW

THAT TFE LEVFL AND STRUCTURE OF FLFCTRICITY TARIFFS
) IN 19S~ ARg HOT CONSISTENT ~ITH tR~C. CAPACITY

CHAHGES. IN PARTICULAR, AR~ INADE~UATE. THIS ~IVES

RISE TO f,XCESSIVE ~EA\ nrMANDS ~Hr. THE UNFORTUNATE
CO~OLLARY or tOAD SHEDDING. IT ALSO DISTORTS THE
LONG ~UN POWFR INVESTMENT SCHEDULE A~Ar FROM BASE
LUAD DEVELOPM~NT TOWARDS EXCESSIVE PEA{ LOAD

) GENERATION CAP~CrTY. ~E AND THE PAN{ SHARF TH~

STRAT~GIC OBJECTIVE OF MOVI~G THE GOP TO LRMe PARITY
2Y 1990. TH~ PAN{ INTENDS TO NEGOTIATE SPECIFIC

~ INCRRMENTAL T~HIFf TARG'TS FOR 1985 AND 1986. USAID
AND TCJF. BANl<.NfT.L ALSO FINANCE A RESEARCH AND
MANAGEMENT STunf WHICH WILL FROVID~ THE FINA~CIAL AND·
ECONOMIC DATA EASE FOR MEANING'UL CALCULATION OF
tRMC. THIS IS A CASg WHERE aSAID R~S TA~EH THE LRAD,
IN CLOSE CONSULTATION ~ITR THE ~ANK, IN FRAMIN~ AND

) NEGOTIATIMG THE BROAC TERM~ OF RFFERENCE FOR
ANALfTICAL ~OR~ AIMED AT IMPRovI~G CONTROLS ON COST
0]' SF:TlvrCE. ~F.FINING SFRlJICF, qAT~S, MANAGIN~

~ HFCURkENT CUSTS, IMPROVING THF BASIS FOR CAPITAL
PLANT llALUATIUN MID DgPRECIATION. I\'.JD OV~RALL

aEFINfME~TS IN THE SYSTEM or FINA~CIAL ~AMAG~MENT IN
, tHE ELECTRICITY SUESECTOR. THE BANK'S FINANCING OF

,
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. WAPDA IV AND PLANNED SECTOR LENDING IN EHERGY IS

~EY!L 'ra GOP PERF'ORMANCE ON T!H'5E JOINTLY FI~ANCF.V

,INITIATIVES. THIS TYPE OF CRUSS CONSULfArION AND
COMPIEMENTAkf POLICY INITIATIV! GHARACTERIZE T~E VERY
CONSTRUCTrv~ ~SAID/Eft~~ RELATIO~S IN THIS SECTOR.
THIS ~TUDY IS A SINE QUA NON FOR MgANINGFUL TARIFF
HEFORM AND AIr ~ItL DO WHAT IT CAN TO ASSIST THE BANK
IN AS~URING THAT THF. STUD! IS COMPLETED ON A TIMEL!

) BASIS. WITHOUT THIS STUDY ~APDA AND ~ESC ~ILL

CONTlnu~ TO US! INTERNAL FINANCIAL RATIOS B~SEr UPON
~PuaIOUS GAPIT4.L VALUA1'IONS TO .]TTSTI FY UNDERSTATED

) GENERATION COSTS. SUMMA~Y. USAID FULLY CONCU~S iITH
T9~ LfiMC PRINCIPLg AND THF. 199~ TAaGET FOR 100
~ERGE~T COMPLTANCE. NF. WILL SUPPORT TR~ FAN~ IN AtL
EFFURTS TO ACHIKV! THAT TARGET. ~E VILL NOT
INTRODUCE ALTERNATIVE PRICING PRINGIPLES OR COV~NANTS

wHIca WOULD MUDDY THE WATERS ON THIS ISSUE. THE
) ~ANr.'S PRINCI~LE IS CLEAR, CORRECT ~ND FEASIBLE

WITHIN tHE PLANNFD TIMEFRAM~. THE ~ORLD BAN{ EN~R~Y

TEAM NO~ I~ ~A~I~TAN hAS ASlED us TO PLAY THg ROLE
) DESCRIBED AEOVE FOR USAID. ~E BELIEVE THEIR REQUEST

IS SOUND.

--B. NATUR!L GAS PRICING. GAS PRICING IS
INTRI~SICALLY ~ORE COMPLEX TfrAN ELECTRICITY PRICING
BECAUSg (A) THEa~ A~E UNIQUE LOGISTICAL CONSTRAINTS

) TO OPTIMUM DISTRIBUTION ~ND (B) THERE ARE SIGNIFICANT
QUALITATIVE DIfFE~~NC~S ~ETWF.EN VARIOUS ~AS PRODUCTS
~HICH INiLUENCE ~ND U~E OPTIONS. LaMC HAS ~OT BEEN

) FOUND TO EE A SOUND GUiDE TO ~AS PRICIN~ IN OTHER
COUNTRIES AND AID DOE5 NOT EfLIEVE THAT IT ~ILL p~ovr

10 BE SO HEkF. I~ PA~ISTAN. RATRFR, ~E SHARr .ITff THE­
~ORLD EANK TH~ vrgw THAT TH~ 3AS PRICIN3 REGr~~ NEEDS
TO BF. ~BG~tD TO INTERNATIC~AL POL PRICES. THERE IS
NO ~UESTION EUT THAT THE PRESENT PRICE RE3IME FOR GAS

) IS TOO LOW. PRODUCER PRICES FOR NEW GAS FIELDS ARE
INADf,~U~T1 ~O PROVIDF THE INCENTIVfS NECESSARY TO
INCREASB PRIVATE SECTOR ACTIVITY I~ EXPLORATION A~D

) DF.VELOPMENT OF GAS FIELDS. THE INDIGENOUS PRIVATF.
SICTOR, 1M COOP~~ATION ~ITH I~TFRNATIONAt FIRMS, IS
DEMUNS~RAELY CAPABLE OF ~~P!NDING PA{ISTAN'S SUPPLIES

) OF NATURAL GAS. IT CAN DO SO ONLY ~H~N PRICES ARE
RIGHT AND ~H!N THE F~AMEWOR~ FOR PRICIN~ INSURES T~AT

THEY \\'ILL CONTINU~ TO pe; RIGR'}'. USAID AND THF BM''{
} RAV~ AG~EEr THAT OUR STRAT~GY FO~ ~AS PRICING IS TO

PRESS TH~ GOP TO ADOPT A PRICING FJRMULA ~aICH IS
PE~GED TO THE EORDF.R PRICE fOR FUEL OIL AND IS

, CALCULATED ON THE BASIS OF ETU EQUIVALE~CY. I~ OTHE~

~ORDS, A fORMULA IN NHIGH A GIV~N !MOUNT OF 1RERMAL
ENERGY FauM ~AS WOULD BE PRODUCER PQICED AT A ~NO~N

PERC1NTAGE Of THE 'BORD~R PRICE FOR THE AMOUNT OF FUEL
OIL ~"HICH ':lOUJ.D YIELD THAr QUANTTTM OF TH~Rt"'AL

ENERGY. tH~ lORMULA ~OUID HAVE TO PERMIT DISCOU~TS

} FROM "HE BASE FOR I,OCATION, GEOLOGY .~ND FIELD srzp.
AS ~E (NOW fROM THE !XPE~IENCg or rH~ U~ITED STATES,
NATURAL GAS PRICING IS FAR TOUG~~a TO llO~K OUT THAN

l OIt OR ELICTqrCITT PRICING, PUT, Dri~ICULTI?S

NOT~ITgST1NDIN~, USAID INTE~DS TO FULLY SUPPORT THE

ANNEX A
Page 11 of :



l'AN~ rr~ ITS EFFORTS TO LFAD rHE GOP INT) rITE p:iOnUCER ANNEX A -
~RICE REGIME OUTLINED AEOVE. ON "'i'HE CONSU"1F.R SIDE, Page 12 of 33:
THE PROILF.MS ARE tJARrICULARLT ACUT~. T~E P£U'SENT
CONSU~~R ?RICF TAqIFF SO FAVORS GAS OVER OTHER FUEL
SOURCE~ THAT IT [rSTORTS I~VFSTMENT PATTERNS AND
FFRMITS· NON·-rCO~OM"rc··ijs·gS-OF (;AS I~ AN ENERGY SHORT --_ __._-- -_.. -
NATIONAL ~CONOMf. TEF BAN~'5 STRATEGY IS A T~O STEP
ONE IN THIS AMEA. THEY RAVE ALlEADY REACRED
AGRF.F.MENT WITH THE GOP ON A CONSU~ER PRICE SCgEDULE
~HICH ~ILL MOV! AVERAGE PRICES TO SIXTY SIX PERCENT
OF ThE PORDER PRICE OF FUEL OTL ~y 199~. IT IS
CLEAR, HO~EVER. THAT THIS SALUTARY FIRST STEP IILL
STILL LEAVE AN UNACCFPTABLE LEV€L OF RtLATIV~ PRICE
DISTURTION r~ rH~ SYSTEM. USAIO A~D THE BAN~ AGREE
THAT T~~ SECOND STEP IN THE PROCESS IS AN AGREFME~T

ON A FIRM SCHEDULE fOR MOVING FROM SIXTY SIX PERCENT
PARITY IN 1988 TO 10e PERCENT p~RITr. THE EANK HAS
NOT REACHED AGREEMENT ~ITH TEE GOP ON THIS SECOND
STEP, BUT THEY ARE PRESSING FOR FULL PARITY BY 1~~3.

USAID CONCURS ON THE IMPORTANCF. OF BOTH TF.~ PRINCIPLE
OF PARITY BASED CONSUMER PRICES FOR NATrrRAL ~AS AND
ON THE IMPORTANCE OF REALIZING FULL PARITY THROU~H

ADHERENCE TO ! FIRM SCHEDULE OF PLANNED TARIFF
INCREASES. SUCH ~ SCREDULE CAN 8EGIN TO INFLUENCE
INDUSTRIAL AND COMMERCIAL USERS NOW BY ~rVING THEM A

2/ UNCLASSIFIED ISLAMABAD 1245=
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CLEAR PICTURE OF rH~ SHAPE OF Tffl PRICE CURqE FOR GAS
UVER TRg NEXT TEN TEARS. rr IS rrSAID PO~rCY. AS IN

, THE CA~F OF fLFCTRICITY, TO LOO{ TO THf 3AS
SPECIALISTS AND T~E TARIFF EYPfRT5 IN TH~ EANK TO
PLA ~ 1'liP. -LEAU- -ROL~--I-N-TMPtEfI1ENTING-THIS STRAl'E~Y.

~ ~ITH AID BEING A FORCEFUL ADVOCATE IN SUPPORT OF THE
BANlt AGENDA.

) -- C. COAL PRICING. USAID RAS A KEEN I~TF~EST IN
COAL PRICING BF.CAUSE OF OUR ROLE r~ THE L!{HRA COAL
FIRID GENPqATION ACTIVITY IN PAKISTAN AND OUR
LEAD~HSHIP IN THE tONOR EFFORT TO BaING PRIVATE

) S~CTOR CuAL ~rNING INTERESTS I~TO raE FOREFRONT OF
THE D~VELOPMRNT AND OPERATION OF TH! LA~HRA COAL
• FIELDS. THE COAL PRICS IN PA~ISTAN IS QUITE
DIFFERENT FROM THE PRICES WHICH 08rAIM IN ~AS AND
ELECTRICITI. TBlRE IS NOT, IN FACT, AN OFFICIAL
PRICE SCHEDULE. THE SMALL ~RIV~TE PRODUCERS OF COAL

) SEEM CONT~NT TO PER~rT THE PUPtIC SECTOR ~ININ1
COMPANY TO £g A PRIcr LEAD~R. T~E PUBLIC SECTOR FIRM
IS EOTff INRFFICIENT AND UND~RMOTIVATED ~ITH THE

) RESULT THAT IT TA~ES THE LEAD IN SETTING A HIGH PRICE
~HICH THE PRIVATE SECTOR FOLLOWS. IN AN ENVIRONMENT
WHERR FOTH GAS AND ELECTPICITT ARE-UNDERPRICED,
R~LATfvE PRICE DISTORTIONS CONSTRAIN GROWTH IN
COMMERCIAL COAL UTILIZATION. THIS LO~ ~ROWTg IN

) UTILIlATION, I~ TURN. CONSTRAINS INvEST~ENT IN NFn
MINING CAPACITY. THF. SITUATION ROUGHLY APPROXIMATES
THAT <)l' CARTEr. J?RICI~!G HJI' l'At< ISTAN IS CONSFQUFNTLY

) DEPRIVED OF FULL ACCESS TO AN IMPORTANT DOMESTIC
ENERGY RESOURCE. USAID HAS DEVELOPED ~XTENSIVE

CON TAc'rs '1/ ITH 'rH E PRI VATF. SECTOR COA L MINI NG CONCERNS-­
AND PELIEVF.S ThAT ONE IMPORTANT INGREDIENT IN A
STRATEGY FOR COAL PRICE RATIONALIZATION IS THF
CREATION UF ~ MORE STAEL~ AND MORE SUBSTANTIAL

) FRAMEWOR~ FOR COMMFRCIAL COAL DEMAND. VIRTUALLf NO
LONG TERM srpplY CONTRACTS ARE LET IN TRE COAL
BUSINESS HERE, SO PRIVATE INVESTORS ARF. LOATHE TO

) TA~E ON THE CAPITAL COSTS OF MIN~ IMPROVEM~NTS A~o

EXPANSION. THE DEVFLOEMENT OF PROPERLY MANAGED COAL
FIRED ELECTRICITY ~ENERATION PLA~TS. OPERATI~G IN l

) PRICr. ENVIRONMFNT OF LRMC ELECTRfCIT1 PRICES. ~ILL

PERMIT EFfICIENT CONTRACTING ON A LONGER TERM BASIS
FOR COAL AT fINANCIALLY AND ECOHOMICALLT VI\BLE

,PRICES. tn~ ~oqLD EAN~ IS PARTICIP~TIN~ WITH USAID
IN A RANGF CF COAL SECTOR ACTIVITIES DESIGNFD TO (A)
PROMOTE PRIVATE SECTOR INV~STMENT (E) I~PROVE fHE

~ EFFICIENCY OF·THF. SU~ SECTOR (C) MORE EFFECTIVEL1
DIRECT THE STRUCTURE OF DEMAND FOR COAL AND (D)
IMPROVF. RELATIVE PRICING OF COAL THROUGH THE PRICE
INITIATIVES ON GA~ AND ELECTRICITY OUTLINEr ABOVF..

3. TO RECAP. AID'S OVERALL P~ICING STRATIGY IN ENERGY
, IS TO SU~PORT MOVES TO~~HD SECTORWIDE PRICES ~HICH

ARE EffICIENT AND CONSISTENT ~ITR INT!R~ATIO~AL

&NERGY PRICES. Wg SEEK BOfR A~G~E~ATE S~IFTS TOwARDS
, ECONOMICALLY !FFrCI!NT PRICES ANr CH~NGES IN RELATIVE

PRICES ~HICa ~ILL REoUC! AND ELIMINATE DISTORTIONS I~

Al"INEX A
Page 13 of J



FNERGY US!" MID I~J ENERGY rrIV~STM!rlT. jH'COG~HZO:G THE
~UFEdrOR TECHNICAL CAPACITY OF Tff~ ~ORLD FAn< TO

~ rESI~~ ANr ~ONITOR F~~RGY PRIcr STRATEGIES, IT IS
USAID'S PULICY TO US, uUR INFLUE~C~ ~I!R THE p~~~ TO

---- INSuRi" THA'f-Ifr.- AND-fREY - ARE-PUR<3U-nrr; CO'1t"'ON"1}OALS, -- ----
-, AND TO Lf.A~E T~F. ~AN~ IN THE ~FADERSgIP ROLE IN

FOR.MULATING SPECIFIC PRICE PROGRAMS AND NE:;OTJATH!:;
SPECIFIC TARIFF ADJUSTM~NT SCHEDULES. FOR OUR PART,
wE ~ILL CONTINUE TO PLAY THE LF~D ROLE ON ISSUES OF

~ PRIVA"IZATIOH IN THE ENER~Y SECTOR, WHERE Tar. FAN~'S
MULTIhATION~L CON~TrTUENCY SEEMS TO PRECLUDE A HARD
LINE OM PHIVATE SECTOR ISSUES, AND ON INSTITUTIONAL

) AND MANACERIAL a~FORMS WREP[ USAID'S ABILITY TO GRANT
FINANCE p~aMITS US FAR WID~R LFE~Ar IN PACKA~ING

APPROPkIATE TECHNICAL AS~ISTANCE IN THE ENERGY
SECTOH. MOR~OVER. TH~ EN~RGY PtANNING AND
DEVELOPMENT PROJ~CT IS REGARD~D BY BOTH TaE GOP AND

) WORLD BANK AS THE CENTER-PIECE OF INS~ITUTIONAL

REFORM IN THE RNFRGY SECTOR. THIS PERCEPTION AND OUR
PROS~ECTIVE ROL~ WILL ASSIST US TO PROVIDE LEADERSHIP

) IN THE CITED AREAS OF THP. SECTOR.

4. THE APPROACH OUTLINED A~OVF. PROVIDES A BASIS FOR A
POWERFUL AND CONCERTED EFFORT PY THE KEY ENERGY
SECTOQ DO~ORS TO WOR~ ON A PRO AD AGENDA OF SECTOR
REfORMS IN ENBRGY AND TO GUARD ~GAINST TffF ffOST

} COUNTRY TAKING "DIVIDE ANr CONQUrR" TACTICS TO WE~~EN
THE OVERALL POLIcr DIALOGUE. TECHNICAL DIFFERENCES

)

,

,
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ON GAS FRICI~G BETWEE~ THF. ~ORLD·E~~{ A~D Tq~ ASI~N

D'VELOPM~NT PAM~ IN EARLIFR Y~A1~ PROVIDFD SUCR A
, WErG! FOR "DIVIDE ANr CON~UER" TACTICS ~Nr DELATZD

PROGRESS TOwARDS Te~ MEDIUM TERM GAS PARlry PRICr.
- --TARGETS-. - I-T- IS-IMPERATI-lJ-E TRI\T Tff-E- DONORS--Do- NOT

, STEP ON EACP Of HER'S TOiS I~ OUR ZEAL TO ~AKE 8EADNAr
ON TH~S~ ISSUES. A SOLID FRONT SUPPORTED PY FIRST
CLA 55 TEClIN I CAL AND ECONOM IC ANALYS I SAND E'ULL AND

~ FRA~l DONOR COORDINATION IS Tije KEY TO PROGR~SS ON
THIS fRONT. TrE MISSION'S APPROVED CDSS CALLS FOR AN
~NERGY SECTOR AS~ESSMENT IN CY 198b. WE ANTICIPATE

~ THAT THIS ~ILL B1 D~SIGNED TO INCORPORAT~ BROAD IrRD
AND ADB PAR'rICIPA'fION IN A REVIEW OF PROGRESS ACROSS
THE FULL SPECTRUM OF THE FRICE AND POLICY FRONT I~

ENERGY. THE GOP'S PFRFORMANC~ I\GAINST ]AN~ DEVELOPED
PRICf EENCHMAa~5 WILL ~E AN IMPORT!NT ELEMENT OF THE
ASSESSMENT. THE POLICY SECTIONS OF OUR UPCOMIN~ rCE

) PROGRAM WILL REFt!CT THE POSITIONS OUTLINED IN THIS
CABLE AND ~ILL PRESENT THE FULL RANG! OF SECTOR
POLICY IS$U~S R~LATING TO P&ICING, ~ANAJEMENT, POLIcr

~ ANALYSIS CAPAFILITY, INVESTMENT STRATEGY AND rNHANCED
PRIVATi SECTOR PARTICIPATION.BUREAU COM~ENTS AND
REACTIONS TO THIS CAPLE ~HIC[ COULD GUIDE OUR ECE
DRAFTING AR~ ~FLCOME. COMMfNTS SHOULD BE SLU~~ED FOR
BLAC~tON ANn RECEIVED IN PAKISTAN NO LATER T!AN
JUNE 22, 1984 TO INSUR~ fRAT THEY CAN BE FULLr TA~EN

, INTO ACCOUNT IN THE ~AAD. HINTON
.. BT

#2'%55
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FOR ASIA/PD MATHESON AND ACE PROJE:T CO~MITTEE

E.O. 12356 til A·
SUEJiCT: ACE INTEREST RATES

~ REIS: (A) STATE 160238 . (E) STATE 136812

1~ THE MARCH MEMO FROM FLACKTOH TO SMUC~ER uAS
a-. IWfENDED TO FRAMF. THE ISSUBS ~f.TJATIN,; TO I ~'rErt~ST

RATES IN THE ~CE PROGRAM IN ADYANCE OF DETAIlED
DISCUSSIONS WITH ~OP POLICT MA~IRS 1M THIS AREA. THl
BACKGROUND INFO IN THE MEMO STAr~rs AS A DESCRIPTleJr!
or THE FASIC STRUCTURE OF TPE CREDIT 5rrUATION a~Rg.

AS PROJECT ~EGOTIATIONS PROGRESSED Wg CONCLUDED THAT
• THE PRESENT STRUCTURE OF rNT!R~ST RATES, WIT~ ~~ 11

PERCENT BASE AND A 3 PERCENT SURCP.~RGE FOR FX Rr~~

WAS ROTH CONSISTf.~iT ','ITIT AII' POLICT AND ~. Rf,ASO~I~FIF.

~ STARTING peINT FOR. OtT!! P~"IVATE ~F:CrOR il:NDa\fSIJ~i liCE
AfJD ECE. Af,·L DONOli FIN,I.:.CED cn~.. OIT PRO\ZR.\MS AOR;<
THROUGH THIS INTEREST RATE SCHP.DULE. UNTIL ~~ HAVB
AN EMPIRICAL TRAC~ RECORD, WE HAVE NO BASIS FOR
SEEKING AN EXCEPTION TO THE RATES. HAPPILr, THE
RATES ARE HIGH ENOUGH AS TO AVOID TaE PROELEMS OF

~. FACTOR PRICr. DISTORTION WHICH ARi AT THE ROOT OF AID
.. POLICY IN TaT::; AREA. THE APPROA.CR OUTiJINED IN TnF

ACE PAAD IS TEX S~ME ONE ~F. PLA~ TO TAKE IN 1ar. r.eE
.' PUD.

2. PARA FOUR OF REFTEL GOITRECTLT PIC~S UP A TYPO rN
.. THE MARCH MEMO. YES, THIS SHOULD R~AD "~r~rMUM" 7ICS

. "MAXIMUM". RRQURST THAT YOU ~A~E CORRZCTION ON P~~E
63 or PAAD DOCUMENT.

~ 3. REF F ASlED lOR EARLY ~ARNIN~ IF US~ID ANTICIPhTED
~. RECOURSE TO SUBSIDIZED INTFREST RATES IN ACE.
~ ADHERENCE TO.· TtI~ COMME9.CIAL CREDIT RI\Ti';S P~OPO::iEn IN

ACE PAAD ~ILL AVOID RIS( OF FACTOR PRI~F

DISTORTIONS. WE ~ANT TO n~ASSURE YOU TH!T ~~ ~R~ AS
AVERSE TO UNDERP~IGIN~ OF GAPIT~L AS IS iAsnT~~TaN.
AFTER THE FIRST Y~AR 01 TH? AGE PROGRAM ~F ~!Lt r~ I~

~'BETTER POSI'fIOr-.: TO COi"'r-IF.:~r or: fUr REi:.:l.TrONSFiI?
C' BET'iEE"; Il'fT}~RfST :lATf.S -'-'1D nIs:rUR$f,Mt:NT ~A.TES it; THP:

PROGRAt-l, Bur liE PO t.lOT !:-:TF~~t TO I·ET DI3"EUESrhFt!T
CONSIDERATIC~S UNDERHUn: SOTJNU POLICr COtJSI.cr:!U,rTO~!J"

.?
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~ PRO';F.CT COMMITT".::Z f,XPLAlliING 'liHY THE fo'r:-:ST T;'~A1 0F A
PILOT FRIVAT3 SECTOR WINDO~ S~OU[D STAKZ iITIT TITF
EXISTING PRICING .~tiD ~REDIT STST~~. ?f!I3 I.A~IGUA~r

(f\ REFLf.CTS T!i~ r'l1';;:~ITIOI'! OF OUR. FAAD .~~JI~ '.J:F: HA'I1" ~IO

PROBLEM IN ADDING THE LA~GUAGE YOU PRCFOSE.- - - ---- .- - - - --- - - - -- ---- --- ------------ - - ------

, 5. LASTLY. THE PROJECT COMMITTEE A~r APAC SilOULD
REMiM]ER THAT THERE ~ILL EE AN EVALaATI~~ 0; THE
PRIVATE SECTOR ~INDO~ IN CY 1985 PRIOR TO

f' FI~ALIZA.TIOrl OF TtlE SP.COND TRA~:C;n~. H:TFaESr :tAT~S

AND LOAN PROCEDU1ES WILL EE A {BY PART JF T~rS

EVALUATION AND 1,\'£ '..IILL INVTTF AIr/i'i PA:lTICT?ATlor·:.
~ THIS IS DISCUSSED IN PAAD BEGI~NIN~ OK PAGE?;.

RATTRAY
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... l\IDAC

(1\ .F'OR ASIA/PC P.~'!' ~1\T!!fSuN {LrJl) AGE: pR.UJLCr CO~1ro1rrrF;;:

F.O, 1235t: ~i/A ".
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(G) ~~t7'l (~4) (B) LION/FISCHER LgTT~R DAT~D r~c 21.
198~

~ 1. !l~-1" ~ .1S" S FOP. RA'fIor'JALF. BF:HTt:D MISSION'5 r/FCISIO~~
NOT TO PRU~IDE ~on P~OGRA~MING OF LOCAL CU~Rf~CY

\~Er~fRA,'rONS FROM ~St' LI)A)! FINA~r;~D COMM()DITI?S ;.riO
GUF~ C~ TO AS~ SP!CIFIC~LLY wHY wE AR~ NOT ~~CVlrING

FOR SPECI-"L ACCO(T~I'I' -r~{FA'rMP'T Op' E>qOCi-:~DS FRO~
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IS 'I ~Alr Dl~;FURS l£""I.~~l'l'S ~iH~ i""ft.DE O~~ ~ '!ON-EA~r·L4,.~\ ED

~ BASIS. lHH'~H A SITUA1'ION OF PF'l~NNI:\1 L'~fICT'f

FINAnCING TEns i"'E.-H~S 1'EA'f GUR Cumfr'~RPAR1' IS
~lfrC'l'IVE:L~ SP~N'l' f.VF:t~ f,~~Oin~ Ilr IS :;F.r.~~RP.'rFD.

(\. .,L T:i F MIS 5 I ~ N fl AS}' RE5 ~ r-; TF [l T~ !.; SE ISS U~ S TO
. '",ASHP'GTON H~ A Sl':RIF.S OF cO!"!MUr~rCATIONS OATrr.:; Ii~C>.

fA TO 1:-l=0. :{F~' D ~';{OM ll('r~OR ~IO'I TO F:t'"::D FI5Crr.FR ·i/AS
TH~ iPSIS O¥ AN r~r!RAG~MGY AIn/USDA/O~P D!T~1~I~~mION·

TH AT \\ r 1'; I t L r~ 0 ION Go f. R ? a0G:u. "1 ,. rT[~ aI"':~; GPI ~!-! Al' r 0 Us.
4. AID'S PllLICY DF.'f~:tMr·'ATTCN PJI--1EFR ~'Il/E 01i FEP?LTA:lI

• 19E j ~~ Al\, E: S CL... P.::? 'f PAT 1" H£ I ~ Pa:1 ~ A,tH [S S~ f. I 3 NOT T~ '?
fAGT O~ PROG~AMMING. B~r T~' ASSURANCE tHAI 4IP G'I~S

l- A~ P it CFRI tiT fJ !l 0 I G1< Ui l' t; ~~ /H EA 0 F RES 0 UR~? Ar. L0: A"!1 I 0 ~,

POLICY IN irE ~~CIPI~~T COUNTQY. cu~ ov~aALL A?P~OAC~

TO LeGAL CURRENcr G~~f~ArICNS IS EUILT i\~OUND THIS
cak~ P~TNCI~t~ r~ pr NUM~tR ~IV~. I~ LIFU Of ~

.• f t1 UG ~ A~1MI /IJ ~.. J\ G'rr 'n :' '( ':l[ T ~f It .• 3 PE' ~ r 1\:. A. GC(Jf! ~l T" ,Iln ~ n
WE ~~o~ LFArs TC ~FA~r~~lY:~ AT~·~rrUTIC~~ OF

e F.l!'E':".IlI'ir.;r{~: ()~J Ai,: y;o:-pcsr PAJI~, )i~ ';ovl:::n:;' orq
;O:Sll!.'RCf. T~UJ:SF!.:H PiU~\'{h"""S r~:'I'()i ['dO. u Fi .~1'~-()O~ fa~

JE'·;lJ[;.R PUP~f,T Md) f{:-SOUr,C~' A.U.olf:r\TIO;·1 f'!S~U:·i;'IJ;··~
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7HE FIIFIE CIL I~CS3~HY

p it r if A1':. s ~ eTC ~ E\~ ~~ R. G'{ r 'n: ES'I' 0 it 3
PUFIIG 5ECT03 E~Fa}y UT[LITI~S

1iE p{;bLI~ A~lr, PRIVP.TE f~:i1'IIIZ~q I~:[ll"3TR,{

~IVES uS ! POw~i~UL PAS~ ~CR ~F~~I~GFUL POLICY
1'1 A LOGC}: O~: RF.See'{c~ AI,L0C!\I'IOt·'S. '!lft'..?~ \/~ ~. F!.JI.C'" ,\T
Ta! ~;FLE U~ ~U~S7IUNS SUCH AS ~~OSrNG Jur TRr ~~SSIV~

t.~ ~'E!i.frrLIZ!-it SUn~)IrY ,:£I.ZME'n' OF 'l'fi~ J'JE' i1lJr~E:T, SdIF'rC'G
U~I:~·:::TrE~i'r iif,SOI]:-iC8S ii.:·/~'( ~'~0~1 4.GtiIPIJSI\,liSS f;T~·IG1·IO~"'3

rFS T U~~ Df.';'. TA" n: ; '[ p'{ rVA. 'i' Ji: FIR i"S, aq PRO '0 I~ '\' Oi;
"~ ::U;30c~~CF. AI.L0Cft·rI'J~:S FO'-{ A.GRIceIJI"GRAL Ar:n YNFft:;1
~ SfCTG~ ~~S~~RGR rRIO~ITI~s ~~rc~ ~AY f~ TRR[ArEN~D r~

rIM~S OF ~I~C~L ~~C~iZ? USAID FI~DS TqAT Tq! A~C?5S

','r'lllCq I,-:.~; nL]o'( O~I T~~'SE IMFOR~M!T ;tZSO{!~G8 AL['OCl\l'!C'~~

TU~IC~ AS A 1~~U!T OF OU1 ~~?dC~CH TO LOCAL CURRFNC!
i;PdL;.~,rHJi;S 15 t!:'.i{ ~O'{L V·\lUI\FI.~ 'f~AI~ >\N OllCfi'STR4..TEf

f' IiOl.~: u; A.r. ':Pi~:IJ~_L. ::<-f'(JS7, ~LT.(,~;lrION F:,F:RCIsr lr~::!

tEE Mll-,fI.'n\',CE PU[lG-~'[It;~·rlS. TEIS SHIFT Ir: P:lO;1AMMI~;}

:~PFHlJl~G:! !:;~.S ~T;ilo'NGl'cF~ED ~H)'r '.H·.3.~~Er!~r JUR. O'/t'HALL
~ iJOI..r~Y DJ:l.~('.}U;' l:'~T,{ '~?:;' GO'.fiR~III1~Nr IJ~ PA:\ISTA'I.

fj. 'i"~,~~ SA:)? l!"<JR .0.>1 APP1:JACA 'IJ~IG!-f IS SF~IOUS Ai~f'

AGT Il.\~:Arl,~ lTEP~rrs A~.r .~PFRUA~~Q' 'JHIC~ IS DE>'O\l~TP.AEL'[
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~ ArrLl ',;r'l'f 1'.t~Gr.UT?LY TSF. SAME FORCtt: At':i) V~LID!TY TO
. L(/Cii.[ GUHllFr--CY :;l:'i~F.:~U.'J'JO'.JS t'i1.0~ [.\JL\..M F!~:~:JC~D

C~i;,"'r.:::I1"I:·:~ [" A.C~ .1.r:D :!:CE. '.~"F .aRE CO~'JFrDfNT Tg;\_'I'
~. },HO.J~:t;·1 GOi-;i"r,[TE~ t\tH .\P~C 't'ILI. CO:1F: TO Tin; Sr\~~

Ct'n CCIT:,j I O~~ . .i ~:rT::!;\ y
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May 22, 1984

,. -.... '. l' / !" JV. ~. r .-. n"~ R. f\ i lilt •.] I (

-
·AA:ASlA, Chdrl~R W. G~@~nl~<~

SUHJ t-;CT: F'-I ~ i~:, r ,1n P! D - l~nE! cgy Con,moo it i es .11nT Equipment r r ~'J cam

_---'=>-::::~Q? 9 1 -0 '1136''1.;» ( ECE )

u~tetenC9: YoUr Memorandum of May 14, 1984

Poli:'Y dlaloque is indeed at the heart. at our proposed t-:CE
pro~ram. The Mission 3nd Asia Bureau are In tull agr~em~nt on
t.he cr.'ltic.~l link between GOP entrqy p')licias ..Hid .)chit"!'JP'l1\ent at
our objectIves. Cur staff has provided. conti.n1)ous assi:::q.clnc::,~

and qlJidance to th~ Mission in d~v~laping ita approdch to pol ~cy

i.n r.:CE. We have worked cloaely with GOP otficials dud with the'
other major donors to assure that ~e reinforce the GOP's own
efforts to carry out policy reforms.

In deui~ninq the ~CE project, the Mission. ~itb the a5sistanc~

of Ar.~hnr O. Little, is actively exploring policy lsRues in 0\1
Jn~ qas, coal, conBerva~ion. and renewable energy fields. Th~

prn cabl~ liGts many of th~ m~jor areas of aon~ern ill par~q~dph

[[I C. The AFAC cable reqU&st3 a comparative dn~ly~iG in th~

F'J\AD ot potential polil~Y .lnd '{l[lvata 6~ctor t.aI:IJp.ts .jnd ot
im~dctG at commodity assistance in each area.

The .)tta,~hp.d 1.Ja[H~r on "Policy 'Hld fn:H.it.uti(".nal Curt:ii:tc-f .• r.ions
foe the Energy commodity Program" provid~s 30me of th~ M1S5inn's
parlY thin~ing on policy obj~ctiv~8. Pa~~s 19-20 ll~[ 30mp nL
rh~ major sectoral i~su~s from which specific program obj~:·riv~~

~ill be d~velQped. Of course ou~ ~ftorts to influene~ this
bro.=:td ran']t"' at conCHrn6 are not. I~onf in~d til dl~;;C~l~.;io,u; Dr ~:C£;

\.Iur onlJoinq Rural El~ctrificdt.ion and EnecJY Plannirnl fir()·IE'~'T.~

.HHi rh~ propo:H:d [...lkhr.1 project to£J?ther giv~ U:.,.1 p:J~lti,.HJ fC"RI

W hie tI t n .'\ d.t r ~ ~ " t h t! S e {~ t. I) r .1 s a -;,;h c l e .

On these sectoral as well as cross cutting issues like energy
product pricing (electricity, gas, oil) Pakistan and the Mission
staff are working closely with the World Bank, which at the
direction of Ernie stern is completing a detailed policy review
of the entire energy sector. Bank officials are presently
preparing a list of policy reforms that will be the SUbject of
negotiation with the GOP during a visit b~is month on a proposal
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energy ~ector loan. Indicdtions ar~ lhey will pU~h tor pri~e

increases beyond those included in the previuu~ fMF a~reemen~.

The EeF: prcit-!ct ~""ill t.hus be in a position tv :;uppGrt
appropriate elements of the Bank's policy approach. The APAC
cable requests that the PAAD include the implications of
discussions with the World Bank teams f~r. the Mls5ion'~

n~gotiating positions on the ECE projec~.

ASIA Bureau, S&T/EY and PPC staff have worked closely with th~

Mission on identification of issues, selection of consultdnts,
development of scopes of work, and coordination with the World
Bank. and will continue to do so. gO that AID/W concerns are
fully brought to bear in the design process. We would welcome
any specific suggestions or guidance you may want to add.

Attachment: policy and Institutional Considerations for the
Enerqy Commodity program

Dra!ted:ASIA/PD/SA:p~~eson/ASIA/TR:~~W:S/2l/84:29000
Clearance:

1730

ASIA/PNS:DMutchler
ASIA/PD/SA:HSharlach
A/ASIA/PD:RPrat~

DAA/ASIA:EStaples
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MEMORANDUM

TO:

FROM:

SUBJECT:

May 4, 1984

AA/ASIA, Charles W. Greenleaf
\

CIAIO, Frank Kimball i-
Asia Bureau Review of Pakistan PIO-Energy
Commodities and Equipment Program (391-0486)

I have reviewed the PIO and discussed its policy implications
with Peter. Given the size of the pt'oposed obligation and the
apparent policy issues which e~ist in the energy sector (for
example, the underpricing of dnerqy products), we start with the
assumption that the ECE program can be used to influence GOP
policies in the oil and gas sub-sector. Part of the design work
for the proposed program should be spent determining which
specific policies we want to infiuence and how best to proceed.
Will the Asia Bureau be providing the Mission any guidance in
this area?

ASIA BUREAU

A.eTlON A.;2L#/.J?..L2 ----_.
Cil :- ~J(_-------..... '-_~_-- :r:L.
eft E -----------Il~ ~---~--- 1-0 I ,"",i/! ,I -r' ~liC:
!~I. J}.1jJJd;r~j!'Tf.i~--
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r .0" 12~=o: N/ A

SU2JECT: E~::aGY G::iMMODITIFS ANr FQUIPMENT (3;1-~436)--------
"RYF: ISLAMABAD 3550.

APAC ~EvrEN1D ANf APPRUVf.D RE~ prD G~EL~ ~Ar 2.
, FOLtO'ftING "A" LEV~L lSSUES r~ERE rrSCUSSED:

1) r~OGRA~ VS. PROJECT FOCUS: ~E UNDiRSfAND FROM PIO
;ABLE, Dlt:;.f"T MATERIALS O~, ACE PRI1A.l"E SECToa ell'
MECRA;:rSM !~'D VO~ SPI£Gif.F'ELD TD! f!!AT "1ISSIO~1 rr~rE:NDS A
-RADITIONAt PRIVAI~ SECTOR CIP 1INDO~ IN ~PICH

'PART!:;IPA'rIN~ :EA:-,~S SELBCT BORRO'IlE:lS ANr ...·rJSUR~
~OMPLIA~C~ ~IT~ ~EGS. AID NEgD ~or !E ASCOUNT~E~~ ~oa

_ND U~E, ~!dNTEf.;\NCE, INSTITUTIO~:AL AND FIN.\NC!i\L .
• Cl~AC!rY OF ~ORR0~ERS, ETC., 8ECAUSf MAR~FT MfCHANISMS

.ND EA~~S' lOLE CFFER lLTFRNATIVR PROTECTION.

E ARE LESi CLE~~ ON ffow T6~ PU~LIC SECTOR ~rNPOi ~CCtr

OPE}U.'i'~ AN) INFER THAT MISSION MAY BE PL.H'!\H~:; TO '!'Al{G~T

\T LEAST P;RT OF suCH FU~DS ON S?ICIFIC ENTITIES (~.~.,

.. ~APDA: OR PnOJECTS 'AJITH CLEAftLY IDfNTIFI fI> ~~:r-USFRS ANT!
~EEDS. TO EXTENT THAT PAAD OEJECTIVES ARE DEfINEnAS

'~EETIr~ THESE SPiCIFIC PROFL2MS, WITa USAID ~1VIN~

~UTHORITY TO DIR8CT RESOURCES fO NA~ED END US~RS.

A~TIVlfY WOULD A?PIAR 10 B~ ~ASFD MORE UPON PROJFST
~ ~ATHER THAN CIP PURPOSES. IN SUM, TH~ ~ORg OUR FU~D5

ARE USED LIKE TPCSE rOft A PROJECT TH~ M~~E ~R wILL ijAVE
:0 MEET THE PLANNING AND ACCOUNTAEILITI GRIff-RIA THAT i~

, NORMi.ILY USE HI ?:lOJECT DSSIGN, IMPLEMENTATION, /\:TDIrING
AND EVALUATION.

if ARr. NOT N~GESSARILY IMPLYr~; TE~T ~:. SHOULD Avoro
~UCH TARGETTING AS LONG AS SOME PRUDENT LfVEL OF
~ONITORING, WRIG9 10U CONSIDgR A?PROPRIATE, IS
UTILIlED. TO TH~ EXTRMT ONE WISHRS TO ~V0rD Tn~

:ROBLE~, LI~!TATION OF [OLLAR 'ALUF OF rRA~SACTIO~ TJ
DOLS ~w0,~0e, ~S IS PLAMMED IN PRIVATE SECTOR iINUOW
:AI. IF A??~OP~IATE, LESSF:N TEr: EU1DE1L LIl\.ii'td~~, IF
PUBLIC ENTITIES '':OTJLD EE: OfTAHJING REQUIREII CO'1MOOITIJ:)
:HROUGH PRIVATE IMPORTERS OR NATIONAL DE1ELOP~~~~ P~~iS



. .
. ~rT:r~UT A.I.D. DI:tEC'!'ION '1'0 SPECIFIC ~:·;D-rrSES, ifF', I!O~Ln

NO~ ~~V~ T~IS PROBLFM. IN SHORT, WE SI~PLY WA~T TO EF
SURE MISSIC~ A~AR~ OF T~!S ASPE~T JF DESIGN AND

:: LMPLIt'.EtlTATION IN ?REPA.RING- PAAU.

2} MARx.E.T INTE~FST RAT~S: !lE.E''!"£L~_S nES I:}N !SSUE- (C)
~ AND MAqCa 4, 1984 BLAC~TON-SMUCi~R ~EMO RAIS7

POSSI]ILITI OF SUESIDIES I~ INTEREST RATES. Wf. FULLY
CONCUR WItH THE OEJECTIVES DEgCRIEED IN THE BLAC\TO~

.... MEMO, NAMET.Y, TO INCORPORATE FULL COSTS OF CA.PIT,'\L ;\~:e

. AVOID MISALLOCATION OF IUVEST~ENr reROU;R WRON~LY PRICiD
CAPITAL. UNDERSTAND ANATYSIS-DONE TO OATS INDIc~rES

~ LIKELY STRONGER DEMAND FOR US P~ODUCTS' IN Tq! E~FaGY

~ SECTOR THAN APPEARS TO BE TEE CASE IN TqE ACE paO;RA~ SO
THAT IT SHorLD BE LESS OF A PROELE~ TO DISBURSE FUNDS IN

'ECE. WE WELCOME ANALYSIS op·rHE CJ~PLEXITIES OF Tg~

~AlISTAN DOMESTIC CREDIT SYSTEM AHD DRSCRIPTIO~ OF
EXTENT TO WEICF THIS PROGRAM WOULD CONC!RN ITSELf WIrE

~ THAT SYSTEM, IF AT ALL. SINCE TRIS PRO~RAM IS TO ~E

INCREMENTALLY FINANCED, IT WOULD SEEM APPROPRIATE TO
START WITH THE Ptt~VAILING CREDIT SYSTEM IN THE FIRST

) YEAR, TEST THE MAaKET, AND ONLY CONSIDER ~oorFICATIONS

IF EArLY EXPERI~~CE INDICATES THIS IS NECF.SS~RY. IF
YOUR ANALYSIS IS NO~ CLE~RLY LE\DING TOnARCS SUPSIDIZED

'~ATES, walCH IS PLAINLl CONTRARY TO AGF.NCY POLICY, ~E

~EQUEST AN tARLY CABLE EXPLAINING THE RATION\LE PRIOR TO
SUE~ISSION OF PAAD •....

~) 1ARGETI~G ON ENERGY Sr~SECTORS: IN B7CIDING THF
DHGRiE TO ~~IC? TH~ ?RO~RAM VILL SEE{ T~ BIRRCr

rI~ANCI~G INTO ONE OR ANOTHER OF T~E FIVE IDSNrIFIED
~Uf.S~C~Cas, MIS~ION S~OULD TA~F. INTO ACCOUNT TH~

\ fOLLC'!ING fACTORS: A} 'iFIAT IS THE ~NERG'{ IMPACT OF
~OM~OrITIES FROVIJFD I~ THIS ARR~? B) IS FORfI3~

XXCHA~GE AN IMPORTANT CONSTH~INT TO COM~ODITY IMPORTS IN
~ THIS AREA1 C). W0CLD fINANCING In TEIS ARFA RFINFORCF

?OLICY OFJECTIVES1 D) iOULD IT PROMOTE DEVEfOPMFNT ~F

THE ~RIVArF SECTOl~ IT MAY PROVR n~SIREAELf INIfIALIY
.: ~o FOC US O~~ SUR-S ~G TORS 'II I TE GR~ATE5 T I"'P ACT

(CONSiRVAiIO~' ~PILB RETAINING FIEXI!ILITf TO ~ovr INTO
0THEk~ IF rEMAND pgOVFS I~Ar~QrATJ. THESE fACTOR~ MAY

) ALSO ~E nsFFUL ~5 s~t~CTIO~ ~RITERIA FUR EAN{S IN
GON~IrERI~G Sup-~O~aOWglS. R~QU~ST THAT PAAO INCLUDE

~ ~UMPAnATIv~ ANALYSIS O~ TUE SUB-~E~TORS WITH RE3AR~ TO
~ THES~ fACTO~S TO ~STAH1ISH PRIORITIES F~R PURPOSES OF

ALLOC A'f IONS .

.i) :-i£QU~S'!.' 'fE~T P.AAD ELo\PORAr~ ON LH!~A:;F.S ·,YITH OT!:ER
~N!R~Y-REIATED PROJECTS TO £HOW COMPLEMErTARITY OF

)
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E) R l.· D ~''''T'lOL DL·I..·rG~1 rs"rr L' ~ A' I" • TI! 1" :;"',1 r"" '"U.''r OI~...'•• ~ ... t _ .' 1'.";. .) Jr .• , :t 11 1 :t:; l.. • I _ ,/ .) ..... _
:) A~D G~S D1ILLING IS, NOT A:,,?qO?:tIAT.E .~R:€AfOR AID _
---~ONCESSTONAL ~'IN;VJCIN'} A~iC T!:IS PHCGRAM SHOULl: ~'JOT P.F

USBD TO FINANCE DRILLIN~ EQUIPME~T EITHER DIRECTLY OR
\ INDIH.~CTLY.

C) R~QUEST PAAD rNCLUDE ANALYSIS OF OPERATIO~ AND
DMAINTE~ANCF (0 A~D M) HISTORY OF SIMILAR EQUIP~SNT I~

PA~I~~A~i. P~OE1P.~S THAT COULD AR!SE ~!Tff AID-FUNDED
!~rI~~~NT AND MEA~S FOR ~~DR!SSING SUCH PROPLE~S, IF

) SIGNIFIGANT, I~CtuDrN3 T~caNICAL ASSISTANCE. LIMITED
AMOU~T OF 1ENUOH fRAINING FOR I~ST!LLATION ANt OPERATION
C¥ i~UI~M~NT CAN ~E ~ROVIU~D UND~R GIP. SOM!

• REQUIRErENTS COULD PROBABLf EE P~OVIDE~ TffROUGff FXISTI~G

~N~KGY fRUJFCT~ va BY UTHER DONORS.

} D) MISSION SHUULD CONTINUE CLOSE CONSULTATION WI~E

~ORLD BAN~ OFFICIALS ON ENERGY POLICY R!VIEW CURRFNTIY
IN pRO~RESS. P.AN{ IS PtANNr~G MISSIO~ r~ LATE MAr ro

} INITr~T~ ~I3CUSSIONS ON ~EY POLICY REFORM ISSU!S. PAAD
SHOULD It ~OS~I'L~ INCLUDE RESULTS AND IMPLICATIONS OF
rHESX DISCUSSIONS.

-, S~U L'1'Z
~T

#6512

.': 2/2....

.,..-

.~
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12 APR 1984

Dc a!' ?·Jr. l an 1~ t ~r :

I uould like to tdke thls opportunity to rev lew with you the
py0r.res5 ~e h~vc a~de in respondin3 to your r~qu~st fo~ AI~

fln~nclal ~~5l9t~nce tn the oLl ~nd g~$ sector. qe~T~t~ry

(;er.el",11 EJ-t2: lililk3sked for lin upri:1t~ on thls issue (il.lrlr;pr Illg
recent vislt to U;J~ht.ngtof1.

In the ~onths since I received your request for U.3. finincin[
of oLl dnd [;-49 drllllng rl£~. th\.. st;lff of the Ar;cncy tor
Intern~tlonal Oevelop~e~t ~nd our USAID ~lsslon Ln 151~~~h~~

h:tve coll..lbor<\ted wtth the ~aJor concerned -I~~eHcit:'s of the
Covern~ent of P1klst4n tn ~ b~oad revle~ of t~~ possltlllttes
for AID fln~nclng of co~~odltles ~nd equlpoent rc~Ulr~ae"t~

"Issocl'Jtcd ~lth the ener~y 5cctor rro~r-ims i.n ?akt5t,tr;'s ~[}:t!i

F'lvc '(car' Pt.~n. This eiiert, 1jn(iert~K.e.n in cloge C01i5t:lt:llil);.

with S~cret~ry ?i-itk c1nd the ECt)nor.!t.c .\ifalrs iHvl$lon, has l~d

to a prell.,ln:1ry "eco~J:'Iendatton for -i ~l!ttf-y~;lr ~;?"o~r.tt~ of.'
en€.'rr.:r ~~cccr cC.:'lIrlodlty fln3ncin~. In the oil ~nd g~CJ ~~ctc".

the recom~end~tlons center upon support to P~k15tJntg stron;' ~~w

lnltl.itlvcs to expAr.d prtv-lte ~t!<:tor lnvfJl ..... p-~!t:nt tn cxplr.,rlI1J:
for ~nd d~velcrlng ~ddltlonal p~troleu~ reserves lnt; fc'"
aS51~tlng P4klst~nt5 Oil dod CdS Development Ccrporlticn (C~UC)

to C?I TTy o\.tt the gels~tC :lnd dn'11yt 1e .11 ~ork ~h lcn t 5 c: rue (11 t n
~tl~utatln~ bro~dened private sector p~rt-lc{r~tio" In
Gxplor4tlon ~nu develop~ant.

The Pr'cpo~dl dtffers tn SOI:lC l:Jf!;Jsure iron the Lr-ttl.11 reqt:e~.t,

p~lo.~rtly to th.1t AIU shares wlth the World fL-lr.k ~nd {!t!H'~S ;l

flr~ ccmm{tm~nt to definlnz public and prtvatc sector "oles In
petrole\.t~ d~velopF1ent In ~ays 'rih(c=a ilsslgn op!;r.-it Lon'!l (;lsL:J
5uch <IS drlttir.g to the ~rtv"tt1 sector dnd jS51~tl tc th~ p I2i/1l,_'
sector thos~ task! which ~rc lnarFroprl~tc for prlv~t~

undert-lklng. \i4! c;jnnot, thcref()r~, include drtllt!1~~ !"i.!-~~ Eo"
OG~C at thl~ tt~e. If ~"d whan ~n appropriate priv~tQ ~ect0r

drllilng pro~r~~ ls developed by the OGDC we cDulrl r~o~cn

Th c Pone r of b 1e G~'HJ 1.,,, Ish J<1 t:.h·m
: j t n { s t c r 0 [ ? 1" '! nc ('
lsl~~1h~d, P1klst~n
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cc,')n31dr.!"·Jtloll cf thLs "C(.;t~c5t til t~'(' <,l\ntc;{t r< L:-" :.l".';'j

COJ;:mof"lltlc~ 'H~:..! E'1u1pt"cnC r,ro£r;l~. ;.;(' (~O Si!e St"1I1C ·ir'e,,~ fo!'"
[lnYncl~l suppo~t to cene th15 ye1r. Our tcc~nicAl ,cleE,
\oIorl~lng ''lith the! OG~C i.n ?~klst.ln. h:.45 (level(;T't:-~! .t ~!"c~l!'ln~r1

11~t of ~clsMlc :tnd other c!')t!lpt!ent tct.,lllrw ~~!r;c ~;7 tel ~lO

nllllOil tt..~hlch tFculd !4upport 'the :.1C~K:t'i ii:;Jort;lr.t !"olt' i!~
~,~ ....!!lc~ lr:.~ Lisle d~t<1 to gutd~ 011 :lP{: !".,~ c:<;·lC~·lt i r::n
ActIvlties.

~;y stdff has pr~p~red d project propos~l for ~ £Lltl-yc~r

pr()~!";Ul of u.s. fino1nclog for ~ncr.gy sector f:(p:.ll'::'C"~t \::hlcit
w'ould run fr-or. 1934 thTOa.,.gh 1987 or 198B. Tp-c object of the
prcgr~~ woclrl ~e to pernlt the purchdse of equlp~(nt ~nJ

eom~odltle~ dlrectly linked to t~c ~ogls ~"d pr10rlty 1ctlvities
of the Sixth Five Ye~r Plan ~or the enerZy ~ect0r. ~he fro~r3n

\.;roule:..t I?nCCCp19S flnancing for both publlc .,nG p!"tVJtc se-ctor
entitles ·1ntJ :.Jould be built .. round", gtr-uctu!"c;!.! -tn~ oil2oln;;
I1SG/COP dtscusslon of sectoTlit policy and 5cctc ....tl =.tr.ttcgy. r
3D plc3sed clut the Sixth Flve Year Pl~n c!"ph.1s1zCS thp.
lmport~nce of nobl1izlng private sector r~5curce~ a"~ prlv~te

sect01" tp.chntc~l know-how to 5uppcrt P~klstan's l,,!bltlolJ5 c:r.cr~y

obJectlves. Whlle the AID fln~nclng progr,~ Is not yet In fln~l

form ~nd h~s not yqt been formally ~pprcve(~. I bellc~c that it
Cdn 5erve as a very lmpo~t~nt flndncl~l tool to asslstln~

Paklstdn to neet prlorlty objectives 1n this ~ector. Donor Lien
wtll be r~vte\Jlng th(! propc~11 .1r:1in \;1C:;i yc.;t;. 'inc! othc"s In t!-~-:~

Gov':?rnt:!ent of Pi4!dst;ln In the c:o~lng \:ceks. I tuc\~ to!'w.-trd to
continuing our person~l di~lcguc on en~rgy lssue~ ~hen you 'Ire
r.ext 1n ~~9hlngton.

SIncerely.

ft. Peter HcPhel"!!on

cc:Hlnl~ter of Pl~nnlng dod Develcr~ent

Dr. H.:lhbub ul Hdq
Secretary Gener~l ~conomic Aff~lrs Divl5ion

~ir. r! Ja~ Ahmed _~I a 0;.

Clearances:
ASIA/PNS:FCFischer
ASIA/PUS :DEHutchle-r----
USAID/I:DLion (draft>
ASIA/DP:LCrandall------ASIA/TR: RI chord (IAJt:-O)
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ACTIO":

Info:

Due 513/83
AA/ASrA for McPherson si~

r·lcPherson!1-10rri s/K imba 11 ;01 j 1<;:":
0aaano/ES 1005(0)
AA;PPC. AA/S&T ".-_
_1t:~f(:;Ie·!- /~ .Y.~n("u:~
u...... _./ /';, ,/ ,/
Z;e'v~lnn'~N(' 7' .,;I'''/'I.",U•

._£~m'2t'~"..

Dear Mr. McPherson,

As you know, the

=. •• ;:~ •• high priority to the energ:r sector. Investment in

ene~~:: i~ the Sixth Five Year Plan will account for 3S to

40 percent of planned investment over the plan period.

2. This priority reflects the difficult situation

Pakistan is facing, with energy shortages and load shedding

likely to be with us for some time. The energy gap must

be closed if growth and development are to proceed

satisfactorily, if our social sector objectives are :0 be

attained, and if economic stability is to be assured.

) . We are hopi~g that, within the bilateral

programme we negotiated, A.I.D. can work with us as a

major partner in the energy sector. A.I.D. is alre~dy

makirrg an important contribution by part~cipation in our

Rural Electrification Project. I am also aware of two

other proposed A.I.D. projects, Energy Planning and

Develo~ment and Forestry Develop~ent, which ~ill represent

very welcome additional assistance to the energy sector.

:0 ~rge your favo~raole consideraticn of :~c ct~er

and C:quipment.

s. To date, A.I.D. has been instr~men~al ~n

assisting the Government of Pakistan in developing the

:-.--..: ­_\.,.. 0.. __ .
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Lakhra project. The economic and technical analysis

which A.I.D. has financed has significantly helped

us in project development and ~e expect to be seeking

funds from public and private sources during the

next financial year to cover ~~e costs of this major

coal/power project. Lakhra promises to exploit

indigenous coal resources, ?rovide employment as well

as opportunities for the priva~e sector, contribute

(in its first stag~) to a 300 r:teg:=.'.:att reduction in our

power gap and save at least $ 50 to S c0 ~illion

anually in oil imports beginning in 198;;88. The

Government of Pakistan requests that A.I.D. continue

to finance the engineering costs of this project and

also to finance a portion of the capital costs. We

are also examining, as I mentioned above,·the possibilities

of financing from other public as well as private

sources. I am hoping that USAID will continue co lend

its support to Lakhra Coal/Power Projgce along with

other urgent energy projects in our Sixth Five Year Plan.

6. The Government of Pakistan, hopefully with

an increasing role of the private sector, domestic

and foreign, needs to accelerate the pace of exploration

and development of domestic sources of natural gas

~nd oil. In addition to' equipment needed to develop

our coal resources, we urgently require equipment ~o

implement a programme of deep drilling for oil and gas.

U.S. Government. This programme would fiuance :~e

importation of deep drilling rigs. spare parts, coal

111_.__ .1 n.._,., , Concd .. . pi}

_..~.

~ ~~ .'~~

\(\ .'
'-..-) --
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equipment and relaced commodities. The Agricultural

Commodities and Equipment Programme is working very

well and a similar activity in the energy sector

would represent an invaluable concribution Co our

energy and balance of payments r.equirements as well

as'co other goals, for example, the growth of the

private sector and overall national development.

7 . I shall be graceful to know.if A.I.D. will

support us in these efforts.

With kind regards,

Yours sincerely,

( I..7HUUJ.'1 ISHAQ KHAN )

Mr.M.Peter McPherson,
Administrator,
Office of the Administrator,
Agency for International Development,
Room No. 5942,.

,Washington D.C. 20523,
U.S.A.
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MAY 201913

Dear Mr. Minister:

Thank you for your letter of April 12, 1983 with respect
to potential support from the Agency for International
Development for two proposed projects: (1) Lakhra
Coal/Power, and (2) Energy Commodities and Equipment.

I can assure you that each of these proposed projects will
receive a timely and thorough review from Agency staff,
after which we will be able to advise you on the prospects
for AID support.

With respect to the Lakhra Coal/Power project, we are in
receipt of the recent Stone and Webster report which gives
an appraisal of its technical, economic and financial
feasibility. At your Government's request, copies of the
report have been passed to World Bank staff who indica.te
that they will conduct an expeditious revi~ .,

With kind regards.

Sincerely,

M~
M. Peter McPherson

Ris Excellency Ghulam Ishaq Khan
Minister of Finance
Government of Pakistan
Islamabad

\(1...)
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(;0v~l·JIInCn t ot' J:' iJki:: t::ll1
Minif: tl'" f) r Fin.«Jnce & Economic .\ffai~s

(iko'JI.:'ri,: A~~';)lJ'~. ~,i v i::illn)
.~.*. .

NO.l(4)SO(DRi!02.." .

IsliJm:Jh:Ju, the 2nd Soptember,82 •

SUb,iQct:-

QEE.ll'&.JJ1~MOI1M1DlJl.t

MODrFI~..,TIOi! OF iU~L.~IJIHW} IU'l'EHI';ST H:lTl~S

oTFi5iiJrf ~:r-Lo:;iiSAiiifcjf;~DI'i':J.

'.

, ThH undor:Ji~nod is diroct.oJd to invite

attention ~o thi~ Division's O.M.· notod in the mnbgin

on tho subjoct n~tfHJ ohaye and· t9 statE;· that the relend-
. ,I' .

ing in-t'JE"ost E"rJtOlJ of foreign· lOMs· iUld credits have been

modified GO under :-

?) Foreiun lOBn3 rolent
to thu Departments of
Fodoral or Provincibl
Govl3rnUionta for which
commercial accounts aro
maintained.

3)Foroign lOlma relent to
Autonomous Bodies/Corpor­
ations of tho ~oder~l
ond Provincial Governments:

~~ -z t-t
00<11
• • c+
.... (.,)l+
........ IV
011- t~
......... ~, til

i!3~ ~.:
........ 0
t::I t::1 •
:U:U............
"~.,
'!---:.o.
f.l")'~

I 1 t::I
I-lHQI
I-lHc+
• <D

.0. 0. •
[l'lQJ
c+c+
<II ID
0.0.

.... N.... ~
I 1

.... <0

.... I
I ....

.... 10
to'!
:nUl
O·
• !'

1) Foroi~n' lorms'relent
to tho DapOl',tments of
F~dorol or Provincial
Govornmont~ for which
no qommOrCiB~ accounta
ure muin tainud •

a)Projucts of public
utilitiqa.

h)Projncta other thnn
public utilitio9.

4) Foreign lonns relont
to FinE~ciol InRtitu~

tions (IDBP,PICIC,
NDFC ;md Bonkor~ EClUi ty ,
Limi tnd).

Foroign loans obtAined
hy the FedorAl·Govern­
mont and relent to tho
Provincial GovornmfJnt3
would continuo to he
passod on the Sbmo tormi
at Which thasa havo houa
borrowod.,

11~ p.a. inclusive o~

oxchange risk charge '.

11$ p. a. inclolsive of
foreign exchango risk
chlU"ge ...
14% p.a. inclusive of
oJCchnnl;e risk chargo _

11% p.o. inclusive or
ooxchonae risk chnrga .•
Th~ rQl~ndin~ rnto to
the finol borrowar will
~o 14% p.n· inclusivo
o~ uxchangll risk ch',r[':.:l.
If os 0 rosul t 01" hil~hur

apr,';)I) (]ornundud hy t.ho
creditors, the intJl'u:lt
"'.ito to tho final borr­
ower OXCOOd3 14% p_u_,
the excess will btl pn~:1(;d

on to th\l finnl borr,1w,r-

..... /;---
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from 16th Moy, 1982

5) ViI' '-Ie l:. hOi 1'0 wing:J I

inclusivo of Suppliers
Cl'ndi t~/Gullr:.mteod
Lo01l3.

2.

,.

'I'ho revised

',\n option would be givon
to tho borrower oithor to
hoar exchp.ogo risk or pay
3~'6 conunieoion to tho Govom­
rnl:n t. 1'("[' toking ovutf oxchunglJ
,I.'isk. 'rhCl gl.JOrnntou commission
of ~~~ of 1% would continulj to
ho ch~rgod hy thu Foderal
Govornmont as nt proQont.

I '

rulonding'tiJrms would he.'effedtivQ
I ..

on nQW s~lctions(allocat~ons) ~Qd tho

loans rolont enrlior or old' sanctions would continua to ,bo

r,)~ulatud, hy ord\lI':l' nlrlJody in i'Qrcd .', ThtJ concernod provisi on:3
I '

emhodied in O.Ms., noted in tho margin WQuld bo doemod to havo
• .: .

, hean amonded accordingly.
I

3. Tha roouo~t~ for exemptio~ would he put up to

E.C.C. o~ thu Cahinut.

: l~~I~~ .
" ( Makhaoom H. Chaudhri )
, , Doputy Socrotory

I,' . ' Tol; 26459
1.Financo Division{Me.MohliunrilOd Iqh'll Hussllin,

DU9uty SacI' 'tl.lrv)l~ic.tornlll Finanea Wing",IfJlomobr:ld.
2.}'in:mce Divi ~Iion (Mr • Ahmad Hu~noin Quro shi,

D~puty Socrutary) Budget .~ing, I3lamahad.
0.Jo'in3l1co Divinion{Mr. KhizQr Ahmad Jon, .

Doputy Socrotary), Invostmont \'Iinp" Islamabad.

4.Plunning Division, 'Islomahoa.
5.Industries Diviai(tn, Islamabad.

6.Product1nn DivisL)n, Isll1D1al)ncl,

7. Auditor Gonoral of Pel';ist~n, Lahoro.
. . .. ' ..

a.Chairman, A. D.B.P. ,o, Islamoha<;l,

9.JJhairman" P:ICIC, Kara~hi.__ " "
I. - ", ~ .

lO.Chairman; IDBP, Kiu'achi..'".~,'

l1.Chairman, NDFC, Karachi •.
12.Financial Advi:1ors of' th13 Ministrios & Di..visions of'

FodlJral Government and FinOnco Mamhor of :,utonomous
Bodies/Cqrpor (jtinn~. "

13.~G.P.R. Islumabod.,
14. I,ll Divi:,Jions of t ho ~v"Qrnmont of Pokistflll.

(not mantinnad nhovo). .

15.St:lto Bank ot: P:lkistnn, Cont,z:nl Diroctorllto,
(Foroign E~tchango Dopnrtmont), 'K.~R;~CIII.

16.Cllhinut Division, Rawnlpindi.
1? .Joint Socrotnr:v(DK) ,Economic t\.ff Airs Divi sion, Islomubod.
18.Joint 30cl'otary (c;M) ,Economic l~ft:l\ir:3 Divi Dion, Islnmabnd.

19.Joint Socrotary(IC &,NC) E.A.D., Islaroob~~.

20. OS(CM), FAO, IsJaunabo.d 21. Dl5(BK), TAD, lulemeblltl

22. DS(NO), EAD, I5b.mooari 23.DS(IC), FAD, Islamabad

24. All Sections conclT'neri of Economic Affolrs Division.
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Annex 8
DEVELOPMENT __

Cabl.: USAIDPAK

THE DIRECTOR

HIADQUARTeRS OfFice

ISLAMABAD

ENERGY COMMODITIES AND EQUIPMENT PROGRAM (391-0486)

FAA SECTION 6ll{e) CERTIFICATION-

I, Donor M. Lion, the principal officer of the Agency for International
Development in the Islamic Republic of Pakistan, having taken into
account, amo~g other things, the maintenance and utilization of projects
in the Islamic Republic of Pakistan previously financed or assisted by
the United States, do hereby certify, pursuant to Section 611(e) of the
Foreign Assistance Act of 1961, as amended, that, in my judgment, the
Islamic Republic of Pakistan has both the financial capability and the
human resources capability to effectively implement, utilize, and
maintain the proposed Energy Commodities and EqUipment Program (391-0486).

This judgment is based upon the project analyses as detailed in the
Energy Commodities and Equipment Program Assistance Approval Document
(PAAD) and is subject to the conditions imposed therein.

,X>-",z..·£-.
Donor M. Lion
Mission Director
USAID/Pakistan

3~/U'f
Date
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PROJECT CHECKLIST
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,.
Listed below are statutory cr1teria
applicable generally to projects with
FAA funds and project criteria appli­
cable to individual funding sources:
Develo~ent Assistance {with a sub­
category for criteria applicable oUly
to loans); and Economic Support Fund.

CROSS REPERENCE: IS COUNTRY CHECKLIST
UP. TO DATE?

HAS STANDAIlll ITEK
CHECKLIST B~ZH

REVIEWED POR THIS
mOJECT1 -

A. GENERAL CRITERIA POR PROJECT

1. Continuing Resolution
Unnumbered; FAA Sec.6J4Aj
Sec.b,)J{b)

{a) Describe how authorizing
and appropriations Committee.
of Senate 6nd Hou8~ have been
or will be notified concerning
the project; {b) 1s assistance
within lOperational Year
Budget} country or inter­
national organization alloca­
tion reported to Congress {or
not ~or~ than 11 aillion over
that allount)?

Yes

Yes

(a) Congressional Notification and
and Congressional Presentation.

(b) Yes, assistance is within the
FY 1984 operational year budget.

2. FAA Sec.6ll {a) (l)r Prior to
obligation in exceas of
SIUO,UUO, will there be {a)
engineering. financial other
plans necemsary to carry out
~he aS8istance, and (b) a
reasonably firm Gstimate of
the cost to the U.S. of the
assistance?

(a) Yes

. (b) Yes



,.

5.

6.

----------- --------

(2)

FAA Scc.611 (a) (2)c If
further legls1ativo action i.
requlred wtth~~ recipient
country, what is blsis for
reasoQoble expectation that
l,,:ch act1011 will be cOllpleted
In tIme to per~it orderly
accomplishment of p"rpoae of
the IUB18tancel

PAA Sec.6ll (b) : Continui~a

Resolution Sec.50l. If f~r
w&ter or w~ter-re18tad land
resource construction, has
project Qet the standards aed
criteria &8 set forth in t.he
Principles and Standard. for
Planning WAter and RelAt.ed
Land R~sourcea, dated October
25, 19737

FAA 5ec.511 (e). If Project
18 capital Si8Istance (e.g.,
~onscruction), snd all U~S.

aos18tsnce for it w1~-1 exceed
Sl ~illion, has Hission
Director certifi~d and
Regional Assistant
Administrator taken into
con8ider~tion che country'.
capability effectively to
maintain and utilize the
proje~t1

FAA 5ec.209. Ie project
8u~ceptib16 ot execu:ion .a
part of regional or multi­
lateral project? If-.o
why is project not 80

executed1 Information and
conclusion wbeth~r a88is~ance

will encourage regional
development prograaa.

ANNEX C
Page 2

No further legi31ative action is
required.

N.A.

Yes, Mission Director's 611(e)
certification is included in the
Project Paper.

No. This project is highly Pakistan-specific
and hence is not susceptible to execution as
a part of a regional project, nor will it
likely encourage regional developmelit ­
-programs. Neverthel~ss, the IBRD and ADB
will be implementing energy sector programs
during the life of t!le AID p~ogram, and
the latter has been designed to complement
and reinforce the activities of these ~MO

donors.
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--- ----7. ---YAk See-. 601- (a-}r--In-fot'lI4tloo- This program will::------- --,
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8.

9.

10.

YAA Sec.601 (b). Information
and conclu.ion on how project
will encoursRe U.S. private
trade 3nd Inve.t.ent abroad
and encourage private U.S.
parti~tpatlon In fOlel~l

assistance progr~ms (i~~ludin8

use at private trade channels
and the services of U.S.
privat~ ent.erprise).

PAA Sec. 612 (b), 636 (h) r
ContInuing Re.olut!on Sec.
503. Describe atep. takp-n to
rnure that. to the aaIJ.I:IUlIl

extent pos.lble. the country
is contributing loc31
currencie. to maet the cost of
contractual and other services.
And foreign curr~ncie~ owned by
the U.S. Are utilized in lieu
at dollars.

PAA Sec.612 Cd). Do.s the U.9.
own eXce•• [orelgn currency of
the country and, if so. what
arrangement. haTe been made for
it. relaa8el

(a) have a moderate increase on the flow of
international trade in energy-related
equipment;

(b) increase the country's efforts co foster
private initiatives among the public and
_private sector end users of the commodities;

(c) have no-impact on the use of couperatives and
savings- and loan associations;

(d) have positive impact on the market practices
of Pakistan;

- (e) significantly improve the technical efficienc:
of the energy sector of the economy; and.

(f) w~~l not strengthen free labor unions.

u.S. private enterprises will participate as
suppliers of both goods and services under
this project.

This is an ESF-funded commodity import program
which is designed to favorably impact on Pakistan'
balance of payments. Other than possibly local
costs of inland transportation for imported
commodities and'related commodity procurement
costs~ no local costs are -involved in this prograD
Rupees may be generated from the sale of commoditj
and will accrue to the GOP through paybacks of the
loans to the private sector~ and these rupees will
be used by the GOP to support development activitj

Yes~ but U.S. owned excess Pakistani rupees
have been fully programmed in support of
other projects.



,.

11.

12.

13.

(4)

FAA Sec.601 (e). Will the
project utilir.~ competitive
selection procedures for the
awarding of contract., e~cept

wh~r~ applicable procurement
rules allow otherwise?

Continuing R~s~lution Sec.S22.
If dssistance i. for the
production of ~ny commodity
for export, 1s the commod1ty
likely to b~ 1n surplus on
world markets at the time the
resulting productive- capacity
become. operative, and is such
aS8istance likftly to cause
BubAtant1al injury to U.9.
producers of the same, similar
or competing commodity1

FAIApp~r~ tion Sec.525:
Wi 1 'the~funrtH for thIs project
be use1 to lobbY for aborti~nl

ANNEX C
Page 4

Yes

N.A.

No

s. FUNDING CRITERIA FOR PROJECT

Development Assistance Project
Criteri4

This is an ESF-financed project.

. ~'-
__ I

~ -~ ~ ..-

s. P~\ Sec.102 Cb), Ill, 113,
28l(a). Extent to which
activity wl1l Ca) effectively
involve the poor in develop­
ment, by extending access to
economy at local level,
increasing labor-intensive
production and the use of
appropriate technolog, spread­
ing investment out fro. cities
to small towns and rural areas,
8~d insuring wide participation
of the poor in the benefits of
development on a wuatained
basis, u.1nS the appropriate
U.S. institutious; (b) help
develop cooper~tivp-., especially
by technical 8ssistance. to
aS8iat rural and urban poor to
help thp.moelves toward bett~r

N.A.
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life. and otherwise encourage
democratic private and lo~al

governmental inscitutions, (c)
aupport ene self-help efforcs
of developing countriesi (d)
promote the p8rti~ipation of
women 1n the aational economics
of developing ~ountrle. and the
improvement of women'. statusi
and. (e) ucilize and en~ourage

regional ~ooperatioD by
developing countr1el.

b. FAA Sec.103, l03A, 104.
105, 106, 10~. Is assisCance
bein& made available I

(includinl ooly applicable
paragraph which corre.ponds to
source of funds used. If sore
than one fund ·source 1s used
for proj~cc, include relevant
paragraph for each fund source).

(1) [103] for agriculture,
rura.1. dftvelopaaent of
nucrition; 1f so (a) extent to
which accivity i8 specificslly
designed to !ncrea8~ produc­
tivity and inco~e of rural
poor; l03A if for agriculture
research, full account shall b.
tak~n of the needs of saall
farmers, and extensive U8e of
field testing to adapt basic
research to local conditions
shall be made; (b) extent to
which assiatance i. used in
coordination with programs
carried out under Sec.104 to
help improve nutrition of
the people of developing
countries through encourage­
ment of increased produccion
of crops with greater
nutritional value, improvem.nl
of planninl, research, and
education with respect to
nutrition, partl~ular1y with
reference to improvement and

N.A.

N.A.

N.A.

\\c:.. J



•

------------~_.----.__.- -------_.-------

(6)
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Page 6

,.

expanded use of indigenoualy
produced f(')"dstuff;s.nd theundertaking of pilot or
demouatr.eioQ of programs
explicitly addres.ing the
problem of aslnutrltion of
poor &nd vulnerable pp.ople;and (c) eJ:tent to whi(~h
activity increase. nationalfood security by improving
food polieied and ~an~gr.mentand by strengthening l1ationalfood reserves, with pdrticu­
lar concern for the ~!eda ofthe poor, through aeauure.
encour~&in8 domestic produc­tion, building and Dational
food r~8erve9, expandinRavailable storage facilities,t'nduclng poat harvest footl
108o~~_ ~nd improving fooddi8tribUi:lon.

(2) [104] for pl)~ulationplanning under Sec.l04(bJor health under S~c.104(c);if so, (1) extent to tmich
activity emphaalr;e. lo.....co.t,integrated delivery system.for health, Qutrlti~Q and
falll11' planniQg for the­
poorest people, with parti­cular attention to the need.of mothera and YOUDg children,uains paramedical and auxiliarymedical personnel, clinics andhealth posta, co~ercial
distribution ayate.s and other
~mode. of community research.

(3) [105] tor education,
publ~ sdmin1atration, or
human raaources development~it 80\ extent to which
&ctivity atr@ngthena non­formal education, makes
formal education more
relevant, especially tor
rural fmmillea and urban

M.A.

M.A.



•

,.

------------------- . \7r

poor, or strengthens
man4~ement capability of
institution. ~oabljng the
poor to perticipate in
development; and (11)
extent to which a.Hi.tance
provides advanced education
and training of people in
developing countries in such
disciplines aa are required
tor'planning and implementa­
tion of public and private
development activities.

(4) [106; ISDCA of 1980,
Sec.J04) for energy, private
voluntary orgauizationa, and
selected development
activities; if 80, extent to
which activity la. (i) (a)
concerned with dat8 collection
and analysla, the training ot
skilled peraonnel, rasearch on
and development of au1table
energy sources, and pllot
projects to test new methods
of energy production; (b)
facilitative of geological and
geophysical survey work to
locate potential oil, natural
gas, and coal reserves and to
encourage exploration for
potential oil, natural gaa,
and coal reservesJ and (c) a
cooperative program in enerlY
production and. conservation
through research and
development and use of small
scale, decentralized. renew­
able energy sources for rural

'. areas;

(11) technIcal cooperation
and ~evelopment. e.pe~lally

with U.S. private and volun­
tary-or regional and
international development,
organizlltlona;
(111) research into, snd

N.A.

N.A.

ANNEX C
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(8)

eV5luat1~n ot, economic
development proce•• and
techniqu2s:

(lv) reconstruction atter
natural or manmade di••ster;

(v) for special development
problems, and to enable proper
utilization of earlier U.S •.
infrastructure, etc•• a.sis­
tancel

(vi) for programs of urban
development. especially .mall
labor intensive enterprises,
marketing systems, and tinancial
or other institutions to help'
urban poor part.icipate in
ec~a ..,ic and lIocial development.

c. [1071 1a appropriate
effort placed o~ use ot
ap~ropriate techcology7
(relatively ...ller. coat­
savins, labor using
technologies that are
generally most appropriate
for the amall farm., amall
businesses, and aaall
incomes of the poor.)

d. FAA Sec.IIO (a). Will
the recipient country prOVide
at least 2S% of the costs of
the program, project, or
actIvity with respect to which
the as.Istance.is to be
furnished (or haa the better
cost-sharing requirement been
valved for a -relatively least
d~~"loped· country)1

e. FAA Sec.110 (b). Will
grant capit.l a•• i.tance be

disbursed for project over
1I0r'~ than 3 yeara1 If 80, has

-~-- - - ·-julS~l.ftcat1on-- .-a-t1a-fac tory to

Con~re8. been m4de, and
@ffo:,ts for other financing,
or l~ the recipldQt country
-r~lBtlvely least riev~loped"7

N.A.

N.A.

N.A.

N.A.

M"NEX C
Page 8
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f. FAA S~c.281 (b). Deacr1be
extent to which proora~

recognizes the particular
needs. deaires, ~nd ~apacities

of th~ people of the country;
utilizes the country'.
intellectual resources to
encourage institutional
d~v~loplDent: and supports
civil education and training
in skills r~~ujr~d for
effective participation 1n
go~ernm~utal proceaaes
essential to self-government.

g. FAA S~c.122 (b). Does
the acti~1ty givp. rp.ft8on.ble
promise of contributing to
the dev"loplDent .of econnllltr.
rft.ourcn_. or to thft lncreafte
ot productive r-apacit1es snd
.elf-austaiaiu; economic grovthl

2. Dev~lopment Assistance Project
Criteria (Loans Only).

a. FAA Sec.122 (b).
Information and conclua10n on
capacity of the count~y to
repay the 104n, at ~ reason­
able"rate of interest.

b. PAA Sec.620 (d). If
Bssistance 18 ·for any
productive enterpr1se which
will compete with U.S. enter­
prise_, 1. there an agrep'IDp.nt
by the reC'lplent clnntry to
prevent export to the U.S. of
more than 20.'t of the enter­
prine's annual production
dU~ing the life of the loanl

3. P~o1ect Criteria Sol~ly for
Economic Support~~

N.A.

N.A.

N.A.

ANNEX C
Page 9
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a. FAA Sec.53l (a). Will
this aS8istance promote
econoaic or political
8tability7 To the extent
possible, doe. !t reflect the
policy directions of FAA
Sect1'lo 1027

b. FAA Sec.53l (c). Will
assistance under this chapter
be used for military, or
paramilitary activities?

---- --- - ~ - -"-- --- -----

ANNEX C
Page 10

Yes. This project has as its. prime goal to
improve the efficiency of epergy use and to
help develop indigenous sources of energy in
Pakistan which will clearly promote both
economic and political stability. The project
also reflects the policy directions of FAA
Section 102.

No.

_f
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GOVERNMENT REQUEST FOR DOLLAR ASSISTANCE
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CONTRIBUTORS TO THE PM»

Agency for Int~rnational Development

USAlD Mission to Pakistan

Backus, Russel
Bever, James A.

Blacltton, John S.
Lion, Donor M.
Lion, Linda N.

Lue Phang. Kenneth P.

Mahmood. Qaiser
Mosel.ey, M. Charles
Mulligan, Paul
Politte. JiDl
Rattray. Ann

Samson, David

Siddiqui. Masud A.

Stone, Jimmie
White. Bill

AIDIWashington

~ Assistant Agriculture Development Officer
- Energy Advisor, Office of Energy &

Environment
- Chief. Office of Program
- Mission Director
- Chief. Office of Project Devel.opillent and

Monitoring
Deputy Chief, Office of Energy &
Environment
Secretary, Offic~ of Energy & Environment

- Chief, Office ot Energy ~ Environment
- Economist

Contract and Procurement Officer
- Supervisor, Program Support Unit, Office

of Energy & Environment
- Program Assistant. Office of Energy &

Environment
- Program Specialist, Office of Energy &

Environment
- Deputy Mission Director
- Regional Affairs Officer (USAID Karachi)

Ichord, Robert F. - Chief. Energy, Forestry & Environment.
Asa/n

Klein, Stephen - Energy Pollcy Advisor. Policy Development
& Program Review, PPC

Spiegelfel.d, Wolfgang Von - Chief, Near East Division, Office of
Commodity Management, MISER.

Consultants

Caron, Richard

Lee, Robert
Sexsmith, Fred

Sullivan, James B.
Teagan, W. Peter

- Energy Conservation Specialist, Arthur Do.
Little, Inc.

- Economist, Arthur D. Little, Inc.
- Oil 'and Gas Specialist, Arthur D. Little,

Inc.
- Energy Sppcialist (PSC)
- Technology Assessment Specialist, Arthur

D. Little, Inc.

Government of Pakistan Organizations

\
Motor Ltd. \
Industries

Abdullah, M.Mumtaz
Ahmed, Mahmood

Ahmed, S.P.
Akhtar, Majid,

- Joint Secretary, Ministry of Commerce
- Manager Technical Services, National

Refinery Limited
- Managing Director, Naya Daur
- Joint Secretary, Ministry- of



Toor, K.R.

Qureshi, A.D.
Ilizvi, M.H.
Saddozai, Ayub
Sheikh, Asif All

Khan, Rafi M.
Malik, A.
Massihuddin, M.
Mir, Sadaqat Hasan
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Asifullah, K. H. - Pakistan Mineral Development Corporation
Beg-,--ll-rU-r--- - _Secretary .. Ministry- of--ll-inance
Butt, Pervez Ahmed - Karachi Electric Supply Corporation (KESC)
Chaudri, Salahuddin - Chief Controller, Imports & Exports
Hak, Shahid K. - Director, ENAR Petrotech
Idris, K.· - Additional Secretary, Ministry of Production
Khan, A. Majid - Member Exec. Board, United Bank Limited
Khan, Abdul Jabbar - President, Habib Bank ~imited

Khan, Akram - Additional. Secretary, Ministry of Water & Power
Khan, M. Asad - Minister of State, Ministry of Petroleum &

Natural Resources
- Manager, Small Business Fin. Corp.
- Managing Director, Heavy Mechanical Complex
- Secretary, Ministry of Science & Technology
- Senior Chief (Infrastructure), Planning

Co1llDl.1.ssion
- Managing Director, Itehad Chemicals
- Chairman, 011 & Gas Development Corporation
- Member for Power, WAPDA
- Chairman, Appropriate Technology Development

Organization
- Managing Director, Paki~tan Engineering Company

Private Sector

Ahmed, S.
Ali, S.Baber
Brady, Thomas J.
Cumby, Paul
Dawood, Ahmed
Dawood, Razzak
Fikri, z.
Haq, Manzurul
Hashmi, Saeed
Haynes, Ernest F.
Hussain, Brig. Ghulam
Hussain, S.
Istifa, M.
Jaffer, Abdul Qader
Kayani, Khaleeq
Keith, D.M.
Khan, M. Afzal
Khan, S. B.
Kreyenberg, Detlef
Malik, K.
Mufti, Tariq
Parachi, Saifullah Khan
Sohail, H. Masood
Soomro, Iftikhar
Sumar, Farooq
Swaar, M.
Taul, Franklin L.

Thaplawala, A. R.

- Director, Khawaja Glass Ind.
- Director, Packages Ltd.
- Resident Manager,· OXY Pakistan
- Area Manager, KCA Drilling Limited
- Dawood Corporation Limited
- Managing Director, Descon Eng. Limited
- Director, Fikri Associates
- Managing Director, KSB
- Baluchistan Coal Mines
- Operations Manager, Pool Australia Inc.
- Director (P&D), Fauji Foundation
- Director, Nuricon Union
- Managing Director, Mineral & Eng. Services
- Director, Ahmed Jaffer & Co. Ltd.
- Vice President, Bank of America
- Burmah 011
- Chairman, Pakistan Oilfields Ltd.
- Manager, English Biscuit Manufacturer
- Managing Director, SIEMENS
- Directo~, United Iron & Stee1
- Exec. Director, ZELIN Limited
- Managing Director, Habibullah Mines Ltd
~ Pakistan Petroleum Ltd.
- Director, Karachi Electric Supply Corp.
- Farooq Textile M:1lls

Director, Crescent Sugar
- General Manager & Vice President, Union Texas

Pakistan Inc.
Plant Director, Dawood Cotton Textile
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ELIGIBILITY CRITERIA/GOP ENERGY SECTOR OBJECTIVES

The primary criteria uaed to assess the eligibility of equipment under the ECE
Program are that it serves to promote GOP objectives and policies in the
energy sector articulated in its Sixth Five-Year Plan. These can be divided
into general objectives, which apply to the energy sector in general, and its
impact on economic development, and sectoral objectives, wbd~h quantitatively
define goals in major energy use and production sectors.

A. General Objectives

The general policy objectives stated in the Plan are to:

1. Enforce efficient use of energy through ~ducation, legislative
measures and price mechanisms;

2. Ensure energy use adjustments for realiZing economic growth targets
of the Sixth Plan in an energy-efficient manner.

3. Arrange inter-fuel adjustments with the objective of minimizing
import-dependence within the Plan period.

4. Prepare the ground for growing self reliance in energy during the
Seventh Plan and beyond.

5. Develop indigenous resources of energy, such as coal, renewable
energy, and nuclear energy; intensify the search for yet
undiscovered resources; and acquire full command of technology
relating to energy substitutes.

6. Ensure coverage of the entire rural population residing in compact
villages by rural electrification.

7. Evolve mechanisms for greater participation of the private sector in
meeting the energy requirements of the nation.

8. Ensure proper institutionalization of longer-term energy planning,
monitoring, and evaluation.

9. Rationalize energy prices.

B. Sectoral Objectives

Key sectoral objectives identified in the Plan are:

1. Energy Conservation

To implement energy conservation measures in all sectors, reducing
ener&y consumption by 10-20% by a combination of increasing energy costs,
energy audit and analysis project5, public education programs, and government
mandated measures and standards.

\ L\
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2. Coal Use and Mining

(a) To lay the groundwork for greatly increased use of coal in the
Seventh Plan period and beyond by constructing coal fired
electric power plants, implementing coal conversion in heavy
industries, and initiating the use of coal briquettes.

(b) To increase coa1 mining capacity from 1.7 million tons to 5.4
million tons to serve these new applications.

3. Renewable Energy Systems

(a) To provide the technical basis for the widespread use of
renewable e~ergy systems (photovoltaics, wind power, solar
water heating, small scale hydro) in the Seventh Plan period
and beyond by: field testing promisin~ technologies and
encouragement of private sector commercialization efforts.

(b) To initiate a large sca1e program of tree plantations to ensure
an adeq~te supply of ftrewood.

4. Power Sector

(a) To improve the efficiency of power distribution and generation
to ensure lowest possible use of fuel sources.

(b) To maximize the use of hydropower resources consistent with
economic constraints•

•
(c) To electrify 20,000 additional villages thereby extending the

benefits of electrification to 81% of the -r.lllages.

(d) To encourage the private sector to set up electricity
generation fac1l1ties for bulk supply to WAPDA and KESC at
predetermined ~erms and rates.

(e) To increase installed capacity from 4,809 MW to 8,604 MW or an
increase of 3,795 MW. Over 2,200 MW of the planned increased
capacity will be thermally generated, including 300 MW of
coal-fired capacity at T.akbra.

5. Oil & Gas Exploration and Development

(a) To increase the production of oil from 13,000 barrels/day to
21,000 barrels/day (a 60% increase) and natural gas from 856
MMCFD to 1204 MMCFD (a 4U increase).

(b) To significantly increase the level of private sector
participation in exploration and field development, in part, by
means of improved concesaion terms. The specific goal for the
level of private sector activity is about Rs.850 million or 40%
of the total expenditures.
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ILLUSTRATIVE LIST OF ELIGIBLE EQUIPMENT
AND COMMODITIES

1. ENERGY CONSERVATION AND FUEL ~ONVERSION EQUIPMENT

Heat Recovery Technology
Condensing heat exchangers
Metallic recuperators
Economizers
Air heaters
Heat wheels •
Waste heat boilers

Instrumentation and Control Systems
Automatic actuated valves
Stack gas characterization equipment
Data acquisition equipment

Insulation Material8
High temperature relractory brick
Furnace/boiler outside walls
Steam pipe insulation
Fiberglass

Coal Handling Equipment
Conveyance/feeding
Storage
Grinding

Steam Gener5tion Equipment
Upgrade equipment (de-aerators water treatment)
High efficiency package boilers (oil and gas)
Coal fired package boiler (stoker & fluidized bed and

gasification systems).
High efficiency and multifuel burners
Steam distribution equipment

Furnaces/waste fuel boilers
Oil/pulve~ized coal melting furnaces
Fuel processing equipment
High efficiency and multifuel furnaces

Motor Power Factor Correction Equipment
Upgrade equipment (capacitors and test apparatus)
High ~fficiency motors

Cogeneration Equipm£~t

Packaged cogeneration systems
Waste fuel fired systems



______--H-lgh--Sff±ciency-h1ghting-- Equipment

Energy Audit Equipment
Stack gas monitoring instrumentation
Thermal imaging systems
Temperature monitoring equipment
Flow meters & e~ectric power meters
Data acquisition equipment' and computers
Energy audit vehicles

2. POWER SECTOR EQUIPMENT

Distribution &Rural Electrification
Shunt capacitors
Three phase meters
Line loss monitoring equipmenc
Testing equipment & instruments

Annex F.2
Page 2 of J pages
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Generation
Replacement and upgrade parts for gas turbines
Replacement an~ upgrade parts for steam power units
Parts for combined cycle units
Fuel processing units
Instrumentation &control systems

J. ~L MINING EQUIPMENT

Diesel generators
Ventilation systems with associated ducts and fans
Belt and chain conveyers
Electric hoists
Groundwater control pumps
Pneumatic picks, rock drills, and loaders
Respirators and dust filters
Hard hats and electric safety lamps
Gas detectors and alarms
Hydraulic ~nd mechanical jacks

I.. • RENEWABLE ENERGY EQUIPMENT

Photovoltaic Technology
Photovolta1c panels
Photovoltaic materials
Photovolta1c processing equipment
Inverters and controllers
Testing equipment

Solar Water Heaters
Solar Collectors
Absor~er plates, gaskets, insulation, and transparent cover
plate materials used for collector manufacture
Special processing equipment (selective coatings, etc.)
Special pumps and controllers
Testing equipment
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Wind P_ow~~_S~stems. . . __. . --- ----------------;W"ind pump and generator sys tems
Blades, generators, and controls for use in wind units
Testing equipment.

Small scale Hydro
Turbine generator package
Special generators and controls
Testing equipment

Biomass systems
Low BTU gas engines
Gasifier equipmedt
Testing equipment
Special boilers (bio-mass fired)

5. OIL AND GAS EXPLORATION AND DEVELOPMENT EQUIPMENT

Seismic systems including ancillary vehicles
Seismic processing computer, software, and peripherals
Well logging equipment
Wireline equipment
Steel consumables (bits and casings)
Other consumables (drilling fluids, cement, chemicals, mud, etc.)Compressor systems
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A. Energy Conservation Fuel Substitution Equipment

Equipment and commodities for energy conservation and fuel
substitution will play a major role in achieving the target levels of
energy consumption in Pakistan's Sixth Five-Year Plan. Presently there
is limited use of energy conservation/fuel substitution equipment in
Pakistan. Prior to the Sixth Five-Year Plan, energy conservation was not
emphasized in Pakistan, which has resulted in limited demand for this
type of equipment. Energy conservation equipment manufactured in
Pakistan is scarce, primarily due to this limited demand and lack of
manufacturing economies of scale due to the modest size of Pakistan's
industrial base. Therefore, as a practical matter, achieving the goals
of the Sixth Five-Year Plan will require importing a substantial quantity
of energy conservation equipment including the following categories: (i)
heat recovery systems; (ii) instrumentation and control systems; (iii)
insulation materials; (iv) steam generation equipment; (v) furnaces and
direct fuel equipment;(vi) high efficiency motors; (vii) coel handling
equipment; (viii) cogeneration equipment; and, (ix) high efficiency
lighting.

1. Waste Heat Recovery EqUipment

Approximately 3.2 MTOE/year of waste heat is discharged
from furnaces and boilers in Pakistan's industrial sector. Heat recovery
technology allows cost effective recovery and utilization of this heat.
Heat exchangers are the primary component of a heat recovery system. The
heat exchanger enables heat to be transferred from the reject stock gas
to useful circulation streams. These heat sinks may consist of boiler
makeup water, domestic water, combustion air, or ventilation air.

2. Instrumentation and Monitoring Systems

Instrumentation and control systems in this stu~y refer to
automatic actuated valves, stack gas characterization and burner control
equipment, physical measurement instrumentation and data acquisition
systems. Automatic actuated valves are controlled by temperature and
pressure transmitters either mechanically or electrically actuated.
Automatic actuation enables more accurate and uniform control enabling
higher production capacities per unit of energy consumption. Stack gas
characterization equipment consists of C02 or 02 analyzers and
temperature indicators. Continuous monitoring of the stack gas enables
burner control at maximum efficiency. Advanced versions compute
efficiency based on stack temperature and 02 concentration. The
systems are also available with feedback mechanisms to control combustion
air changes in the burner. Physical measurement and data acquisition
systems enable parameters to be measured and stored. Examples of these
parameters are pressure and energy consumption and production rates.
This information can lead to optimum energy use for a given plant.



Annex F.3
Page 2 of 8 pages

3. Insulation Materials

Insulation materials consist of low thermal conductivity
materials to cover the outside of pipes, ducts, vessels, furnace and
boiler walls to minimize heat conduction losses. High temperature
materials also need to be fire resistant. The materials are available
on rolls, sheets or brick form. Materials include fiberglass, mineral
wool, magnisite, zirconia, and othe~ refractory brick.

4. Steam Generation Equipment

Ste£~ generation equipment includes upgrade equipment such
as dearators, water treatment systems, steam traps; high efficiency oil,
gas or coal fired boilers; waste fuel boilers including pith, bagasse,
paper waste; and high efficiency and multifuel burners.

Upgrade equipment focusses on improving boiler water quality and
effective steam distribution. Existing boilers with efficiencies below
70% that are over 25-30 years should be replaced with new package boilers
which can fire on multiple fuels with fuel to steam efficiencies of
82-84%.

Inefficient boilers that are too young to retire can be retrofitted with
new gas and oil fired high efficiency burners. The high efficiency
burners are forced draft and are made for gas, or liquid fuels. Liqu-td
fuel burners can be pressure or steam atomized. Coal fired boilers
consist of stoker, pulverized fuel, or fluidized bed. In stoker fired
boilers, solid fuel burns on a grate. Pulverize fuel fired boilers use a
forced draft burner to burn pulverized coal. Fluidized bed boilers burn
solid fuels. in a churning bed of hot sand/limestone set in motion by
upward flowing air through the bed.

5. Furnaces and Direct Heating Equipment

Furnaces and direct fired heating equipment include all
fuel fired operations that are not related to steam generation. The
generic type of equipment for Pakistan includes electric arc furnaces,
fuel fired melting operations, fuel processing equipment, high efficiency
furnaces and multiple fuel furnaces. Melting furnaces are designed to
heat metal scrap to 2200-3000 OF and pour the molten metal into
ingots. Other furnace operations include direct heating of metal for
annealing and cooling in the 600-15000F range, indirect heat of oil in
the refinery (250-6000F); and direct or indirect drying of solids
(100-3000F).

6. High Efficiency ~otors and Power Factor Connection
Equipment

Recent developments in electric motor technology have
allowed higher efficiencies to be achieved. Improvements in motor
efficiency are achieved by reducing losses from friction and windage,
core, static, rotor and stray load. High efficiency motors optimize the
reduction in each of these losses to improve the efficiency by 5-10%.
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7. Coal Handling Equipment

Coal handling equipment refers to all equipment us~d to
transport, grind and store coal during the time between delivery and
plant utilization. Pakistani coal requires special care j~ transport and
storage. The coal can lose a significant portion of its volatile matter
content and there is a constant danger of spontaneous oxidation during
transportation and storage. Coal handling equipment must be blanketed in
an inert environment to minimize particle breakage and attrition during
transport.

8. Cogeneration Systems

Cogneration systems produce electricity expanding hot high
pressure gas either in an engine cylinder, gas or steam turbine to
produce shaft power. Only about one-third of the energy consumed by the
system is converted to electricity. The exhausts from these electrical
production systems contain substantial amounts of heat. The system uses
this reject heat to raise steam.

9. High Efficiency Lighting

. Relamping with more efficient lamps can increase lighting
efficiency without the need to modify lighting fixtures or ballasts.
Changes in fixtures and ballasts· can provide further energy savings at
substantially higher capital costs. Electricity savings of 15-25 percent
for high efficiency bulbs in the 40-100 watt range are common. Although
the high efficiency bulb reduces operating cos~ the bulb life is only
about half that for the standard bulb.

B. Power Sector EqUipment

The power sector is particularly important in the economic
development strategy of Pakistan. About 75 % of all public sector
resources are devoted to energy development. The sector is dominated by
WAPDA and KESC. These organizations have both indicated the critical
need to purchase equipment requiring foreign exchange to reduce line
losses, upgrade the performance of existing power units, and improve
their equipment rehabilitation facilities. Such equipment includes: (i)
shunt capacitors; (ii) three phase meters (iii) new hot end rotor
assemblies for the gas turbines; (iv) nozzle assemblies and controls
specifically designed for HSD and fuel oil (existing equipment was
designed for sectoral gas); (v) HSD fuel processing equipment (to remove
vanadium and sodium which is harmful in the gas turbine); (vi)
replacement of corroded cold end assemblies in steam plants with more
acid resistant assemblies (chimney liners, air preheaters, etc.); (vii)
transformers rewinding equipment; (viii) dynamometers (to measure
efficiency of motors); and, (x) specialized equipment.

1. Distribution System Equipment

The disbribution equipment prOVided by the ReE Program
will be primarily that which directly or indirectly reduces energy

\/J) \



Annex F.J
Page 4 of 8 pages

._---------------
consumption. Specific needs identified to date include three phase
meters for larger consumers and shunt capacitors for the motors of the
irrigation pumps. Future requests could include improved connections and
equipment to identify line losses (infrared detectors, etc).

2. Power Upgrade Equi~men!

There are over 200 MW of gas turbines and several small MW
of steam power units using equipment manufactured in the United States.
Many of these power units require upgrading and preventive maintenance
for two reasons:

-The lack of foreign exchange when purchasing spare parts
for normal maintenance is seriously compromising the
reliability and efficiency of sybtem operatio~.

- The increased use of HSD in the turbines and fuel oil in
the steam plants has caused serious erosion and corrosion
problems compromising system efficiency and reliability.

The equipment being cODsidered in this category would help alleviate
these problems. Failure to implement these and other measures will
require further derating of these systems and substantial reductions in
ope.rating efficiency.

J. Testing and Repair Equipment

Both WAPDA and KESC operate equipment testing and repair
characteristics, capacitance, and breakdown voltages, as well as more
complex dynamometers for measuring efficiency and torque characteristics
of motors and other electrodynamic equipment. The latter category
includes rewinding equipment for transformers and special welding
equipment.

C. Coal Mining Equipment

Coal mining is now done in Pakistan primarily by manual methods
in underground mines. Most dislodging of the coal is by pick and shovel
and coal is moved within the mines by human efforts or donkeys. Motor or
hand operated hoists are typically used to lift the coal out of the
shafts. This approach to mining with minimal capital investments is
considered to be the most economical given the present level of coal
demand and price. Introducing some level of mechanization and safety
improvements will probably require greater use of equipment in categories
such as: (i) diesel generators (w1.th accessories); (ii) ventilation
systems with associated ducts and fans; (iii) belt and chain conveyors to
move coal through and out of the ntnes; (iv) electric hoists; (v) ground
water control pumps; (vi) pneumatic picks, rock drills, and loaders;
(Vii) safety equipment such as dust filters, respirators, electric safety
lamps, gas alarms, gas detectors, and hard hats; and, (viii) hydraulic
ana mechanical jacks for roof control and support.
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The Import Policy Order of 1984 lists 76 specific categories of
mining eqUipment which can be imported duty free to improve coal mining
operations. Most equipment for mechanization and safety would fall under
this list.

1. Mine Di2sel Generators

An essential requirement to introducing mechanization and
safety measures into the mines is a r~liable source of electric power.
Most of the mining areas do not have access to utility power and will
need diesel generators having a capacity ranging from 50 to 500 KW to
supply much needed power.

2. Ventilation Systems With Associated Parts

Increased production in most. of the coal mines. within
acceptable safety bounds will often require installing or improving
ventilation within the mines. Few mines currently have mechanical draft
ventilation. The implementation of such systems in the mines requires
some combination of ventilation fans and ducts or tubes to carry the air
through the mine shafts. Typical fan cdpacities would be 20,000-40,000
CFM in the relatively modest size mines of Pakistan and duct sizes of one
to four square feet would usually be required. Such equipaent is
standard practice in countries with well developed mining.

3. Mechanization

The core of the mechanization process would include
introducing the use of pneumatic picks, rock drills, and loaders so that
more coal can be mined without significantly increasing the labor force.
Seams of thicknesses often found in Pakistan (two-six ft.) are commonly
mined with such equipment. Equipment appropriate for use in Pakistan is
readily available.

4. Safety Equipment

Present mining methods pay little attention to safety
issues or the conditions in which the miners work. Increased production
will require the purchasing of equipment such as respirators, electronic
safety lamps, gas alarms and hard hats. The use of this equipment is
standard practice in countries with well developed mining industries.

D. Renewable Energy Equipment

The renewable energy systems considered in this report include
photovoltaics, solar water heating, small-scale hydro, and small wind
pumps and generators. The equipment needs of these technologies fall
into four categories: (1) complete units for installation in Pakistan for
both the GOP demonstration programs and to support private sector
initiatives; (2) parts and components for manufacture of systems in
Pakistan by private sector firms; (3) specialized manufacturing equipment
to allow for local manufacture of high technology components and

_____ materi.als;. and,.--'4-}--testing and monitoring equipment for use by both-
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public and private sector entities in evaluating the performance
characteristics of test systems.

1. Photovoltaic Power Systems

Total world production of photovoltaics power was about
13,000 kW in 1983. United States 'manufacturers account for about 60
percent of this total and are the technological leaders. Photovoltaics
were used primarily to serve remote power needs in communications and
cathodic protection. There has also been an increasing activity in
demonstrating their potential for rural village power and water pumping.
Pakistan has been a leader in this latter activity.

The present cost of photovoltaic panels is between i6 and SlO per peak
watt. Due to technological impr.ovements and increased production levels,
these costs are expected to drop significantly over the next 3 years
(probably to $2-$5 per peak watt). At these lower costs, photovoltaic
power should be economically viable for a wide range of rural power needs
in Pakistan.

2. Small Scale Hydro Equipment

Several forms of small scale hydro power are being
developed in Pakistan.

- High Head/Low Flow (5 kW-50 kW)- These '"mini-hydro"
systems take advantage of the high vertical drops in small.
streams to generate electricity for v1l1age use.

-High Head/Medium Flow (50-200 KW) - These systems utilize
the high vertical drops in medium size streams to generate
power for a several villages via a mini grid system.

-Low Head/High Flow (50-l00 KW) - Numerous water falls
exist on the irrigation canal with low vertical drops
(6-20 feet) and very high flow rates. These water falls
can be utilized to generate power for regional
applications.

A wide range of technologies are required for each class of
applications. The mini hydro systems use simple, locally manufactured,
pelton wheels. The larger systems w1l1 require more sophisticated
turbines and associated controls for reliable, safe operation. The
demand for equipment under the ECE Program is likely to include
generators, turbine/generator units s and monitoring systems.

3. Solar Water Heating Systems

Solar water heaters use solar collectors to heat water
wh:f.ch is then stored in insulated tanks for use on demand. They can be
used to supplement energy prOVided by gas or oil fired heaters in homes,
institutional buildings, and industry. Well designed systems can readily

..._- attain water- temperatures 'of-200oF particularly in- sunny- countrie&' such- ...
as Pakistan.
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Production of solar panels in the United States is approximately 12
million square feet annually; worldwide production is in excess of 100
million square feet. Solar water heating is already an accepted
commercial business in many countries such as the United States, Japan,
and Cyprus.

4. Small Scale Wind Pumps and Generators

The wind resources in Pakistan ar~, in general, not
sufficient to justify the large scale use of wind power. It is assumed
that any demand for wind equipment during the duration of the ECE Program
will be for wind pumps and small electric generators for use in rural
areas.

Multibladed wind pumps similar to those once commonly used in the midwest
United States would be well suited for pumping potable water and water
for cattle in rural areas. Their widespread use and assembly in such
countries as the United States, Argentina, and Australia attest to their
ganeral applicability in a~eas with even modest wind regimes.

Small (100-1,000 watt) wind generators are commonly available in the
United States and Europe. Such units can be easily assembled for rural
areas to prOVide basic electricity for operating radios, lights, and
battery recharging functions.

E. 011 and Gas

OGDC is currently seeking a full range of equipment to support
its on-going and planned drilling programs. This equipment list includes
diesel electri~ drilling rigs,oworkover rigs, well logging equipment,
computer software and peripherals and portable telemetric seismic
systems. Other donors are providing substantial support to meet these
equipment needs. Drilling rigs for OGDC areOnot included in this first
tranche of the program. If and when an appropriate private sector
drilling program is developed by the OGDC, oil rigs may be considered.
ECE Program funds for the oil and gas sector will be used to support the
seismic work and exploratory drilling. This equipment would allow
further characterization of Pakistan's geological prospects which is a
major requirement to attracting the private sector.

1. Seismic Equipment

Portable telemetric seismic equipment accoustically
examines geological strata to provide data enabling the prospects of oil
and gas reserves to be quantitatively estimated. A typical package
consists of the seismic detector, ancillary vehicles, computer software
and peripherals to signal condition and process the data.
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2. Exploratory Drilling Rigs and Consumables

Exploratory drilling rigs required in the program consist
of one 200 H.P. diesel electric drilling rig rated to 20,000 ft and one
1500 H.P. rig rated to 16,000 ft. Additional equipment such as spare
parts for two years, steel consumables and bits, and drilling fluids
would support the operation of these exploratory rigs.
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D&~ ESTIMATES FOR EQUIPMENT SUBCATEGORIES

A. Energy Conservation Equipment

The Sixth Plan implies a 5 percent reduction in energy
consumption from investments offer1pg a 0.5 year payback and an
additional 5 percent from investments with a 3 year payback. Achieving
these goals would require the substantial implementation of energy
cons~rvation and fuel switching equipment. For example, this reduction
in energy use due to conservation equipment roughly corresponds to the
following market penetrations: (i) 30 percent for retrofit equipmentj
(ii) 10 percent for new capital equipment; (iii) 20 percent for high
efficiency motorsj and, (iv) 20 percent for instrumentation and controls.

In order to estimate the equipment demand implications of these
penetrations, the industrial energy use was characterized by energy
source for Pakistan's major industries. The energy ~e per unit product
produced was determined from interviews and compared to that for other­
countries. The numbeISof furnaces and boilers were estimated for the
major industries which enablelquantification of the potential number of
retrofit equipment. The split between public and private was based on
tue production capacity of the plants in the public and private sectors
and the fact that the private sector is outpacing the public sector
energy conservation projects. The demanci was allocated by year based on
the level of present activity and required future activity to meet the
national energy targets. If the goals of the Sixth Plan are to be
achieved, the above process indicated a total equipment demand in this
sector of about $250 million over the next three years. However,
discussions with the industry and data provided by one of the energy
audit firms (Zelin Corporation) indicated that the goals of the Sixth
Plan are not likely to be achieved in practice. In order to provide more
realistic estimates of equipment demand,it was assumed that only 60
percent of the energy reduction goals would be achieved during the time
period.

The total resulting demand estimates for this equipment sector is shown
in Table 1. The private sector demand is $26 to $32 million/year
totalling about $87 million for cbree years. The public sector demand is
estimated to be $17 to 25 million/year totalling $ 60 million for the next
three years. As a practical matter, U.S. manufacturers will only supply
a portion of the equipment, even if a line of credit is available via the
EeE Program.

The U.S. has stiff competition in all energy equipment categories with
France, U.K., Germany, China, and Japan. U.S. manufacturers and
Pakistani industry indicate that the foreign competition often offers
vendor credits reaulting in subsidized financing with concessional
interest rates over long terms. Many companies in these countries are
selling equipment at cost to gain foothold in Pakistan. U.s. legislation
prohibits these incentives. U.S. equipment is generally more expensive
than otner sources although higher in quality. The quality premiums are
often not recognized by Pakistani users. Strength of the U.S. dollar has



TABLE 1
ESTIMATE OF PROBABLE EXPENDITURES OF IMPORTED ENERGY CONSERVATION/FUEL

SUBSTITUtION EQUIPMENT IN THE INDUSTRIAL AND AGRO SECTORS FOR 1984-87 ($ 000)

EQUIPMENT
CATEGORY

(84-85)
YEAR 1

PUBLIC PRIVATE

(li5-86)
YEAR 2

PUBLIC PRIVATE

(86-87)
YEAR 3

PUBLIC PRIVATE
TOTAL

PUBLIC l'RIVATE

Heat Recovery
Heat Exchanger 4,300 7,500 5,000 9,000 6,500 9,500 15,800 26,000

Instrumentation
and Controls 2,800 3,200 3,200 3,200 3,300 3,300 9,300 9,700

Insulation Materials 1,500 3,300 1,600 3,400 1,600 3,400 4,700 10,100

Coal Handling
I , Equipment - -- -- -- 2,000 1,000 2,000 1,000

Steam Generation 5,500 7.000 5,500 8,000 5,500' 9,000 16,500 24,000
- Burnera
- Upgrade
- Package Boiler

FU1"naCe 2,000 4,200 2,800 4,500 3,000 5,000 7,800 13,700
- Burners
- Upgrade Equip.

Motors 600 700 700 700 700 700 2,000 2,100
- Power Factor

Correction ~ -0
Ql

- High Efficiency
c.Q
CD

N

Cogeneration -- -- -- -- 1,500 -- 1,500 -- 0
'"1l

100 100 100
-0.

Lighting 100 200 200 400 400 N

- High Efficiency "C, Ql
Bulbs ~

CD

~
til

'l'OTALS 16,800 2«) 000 18,900 29,900 24,300 32,100 60,000 87,000,
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widened ~he price differential in the last three years. The Export
Control Act controls exports by U.S Department of Defense in selected
instrumentation and computer systems. In addition, some equipment
categories, such as boilers, may be prohibited for import due to their
local manufacture in Pakistan.

All the above factors will tend to limit the amount and categories of
~quipment which are likely to be imported from U.S. manufacturers. The
competitive position of U.S. energy equipment was evaluated ryased on the
above factors (price, competition, etc.), discussions with U.S.
manufacturers, and field interviews in Pakistan. In selected high
technology categories such as "instrumentation and controls", U.S.
manufacturers are very competitive. In other categories, such as small
industrial boilers, the competitive position of U.S. manufacturers is low
due to extensive local manufacturer and government import restrictions.
The demand projections for U.S. energy equipment, taking into
consideration the competitive environment are summarized in Table 2. The
private sector demand is estimated to be $12-20 million per year for
three years totalling about $50 million. The public sector demand for
U.S. equipment is estimated to be $7-16 million/year totalling SJ6
million for the next three years.

B. Power Sector Equil'll1ent

Both WAPDA and KESC have provided preliminary lists of
equipment for purchase under the ECE Program. The equipment lists are by
no means complete. They do, however, indicate some of the more urgent
equipment needs requiring foreign exchange and for which no other donor
support is available. The upgrading of existing power plants was given
special priority in the first year~ of the ECE Program. Otherwise,
demand was assumed to be constant during the program.

Table J sets out the potential demand for equipment in this sector. The
annual demand is estimated at about $18 million in the first year of the
program decreasing to about $16 million for the other two years. It
should be emphasized, however, that additional demands for ECE Program
funds will probably emerge as the upgrading and maintenance plans of
WAPDA and KESC are further c!p.veloped over the next few years. For

.example, over SJO million in equipment would be required to add a
combined cycle capability to gas turbines having a capacity of 100 MW
(combined cycle capacity a 50 MW).

C. Coal Mining Equipment

There is little experience in Pakistan on which to base demand
estimates for mechanization and safety equipment in the private sector



TABLE 2
ESTIMATE OF DEMAND FOR U.S. ENERGY CONSERVATION/FUEL SUBSTITUTION

EQUIP~ffiNT BY PAKISTAN'S INDUSTRIAL AND AGRO SECTORS ($ 000)

•

~QUIFMENT

CA'l'JWOlfi

(84-85)
YEAH. 1

PUBLIC PRIVATE

(85-80)
YEAR 2

PUBLIC PRIVA'l'E

(86-87)
YEAR 3

PUBLIC PRIVATE
fOTAL

PUBLIC PRIVATE

Heat Recovery
Heat Exchanger 1,000 1,000 2,400 4,500 3,000 5.700 6.400 11,200

Inatrumentation
:Uld Controls 2,000 2, tWO 2,800 2,800 3,200 3.200 8,000 8,800

Insulation Materia1a 1,300 2,600 1,400 2,600 1,400 2.600 4,100 7,800

Goal Handling
EquiplDerlt -- -- - -- 2,000 500 2,000 500

Steam Generation 2,700 3,500 2,700 4,000 2,700 4.500 8,100 12,000
- Burners
- Upgrade
- Package boiler

Fur1l8ce 1,000 2,100 1,400 2,200 1,500 2,500 3,900 6,800
- Jiurnera
- Upgrade Equip.

Motors 500 700 600 700 700 700 1,800 2,100
- Power l"actor

Correction
- High efficiency I

-0
QI
~
(1)

Cog~neration - -- -- -- 1,200 - 1,200 -- ~

0
Lighting 70 50 70 50 180 SO 320 150 ):a

- High efficiency ~

~

bulbs • "C ~
QI
~Q ."

l'OTALS * 8,500 12,500 11,500 17,000 16,000 20,000 36,000 49,1)00 (1) •

'.. tA .~
,~.K

-
*Round~d off to th~ n~ar~At 500~
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TABffE 3

POWER SECTOR - DEMAND ESTIMATES

Value ($ Thousands)

EQUIPM&'IT CATEGORY YEAR 1 YEAR 2 YEAR 3 TOTAL

DistributiC\u

Meters 2,500 2,500 2,500 7,500

Capacitors 300 300 300 900

Tranformers, 3,000 3,000 3,000 9,000
Switchgears*

Minicomputer and 3,000 3,000 2,000 8,000
Load Shedding*

Sec~ionalizer

Auto RecJ.osures

Other 500 500 500 1,500

9,300 9,300 8,300 26,900

Power Plant Upgrades

Gas Turbine Plants 4,000 3,000 3,000 10,000

Steam Plants 2,000 2,000 2,000 6,000

Hydro** 2,000 2,000 2,000 6,000

8,000 7,000 7,000 22,000

Testing and Repair Equipment 700 700 700 2,100

TOTALS 18,000 17,000 16,000 51,000

-- -* KEse reques~s.

** For special equipment to support upgrades and extension projects at
Mang1a, Tarbela, and Warsak: Accounts for small portion of foreign
exchange gap associated with these projects.
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mines. The estimates of this section are based on information contained
in the coal study done in support of the Energy Planning and Development
Project~ USAID sponsored coal mining alternatives studies; and
preliminary mechanization plan provided by one of the private sector
mines. This latter source estimates that about $1.5 million worth of
pneumatic, conveyor, and safety eq~ipment would be required to increase
production from 300 to 1000 tons/day in their existing mine (2,600 acre
lease in Lakhra). This estimate has been reviewed and modified somewhat
for this report to include on-site diesel power and additional safety
equipment.

The demand for coal depends critically on government policies relative to
the Lakhra coal power plant, industrial conversions, coal briquetting,
and privately owned power plants. Since these issues are only now being
addressed, it was assumed that demand for coal mec~zation and safety
equipment would develop quite slowly over the 3 year duration of the ECE
Program. The following assumptions were made:

Year 1:
Year 2:
Year 3:

Miscellaneous Demand
1 Mine Conversion + Miscellaneous Demand
2 Mine Conversions + Miscellaneous Demand

In the above, "miscellaneous demand" refers to equipment purchases which.
are not associated with complete mine conversions, but are rather
associated with incremental improvements of existing operations. These
are estimated to be $5UO,000 in the first year1increasing to $1.5 million
by the third year. This equipment could include that indicated for mine
conversions- and drilling equipment for defining coal reserves.

The resultant potential demand for coal mining equipment is set out in
Table 4. The demand for equipment is estimated at about $2.7 million in
the second yea~ of the program and $4.~ million by the third year.

If the coal utilization programs accelerate over subsequent years, the
potential demand for such equipment should increase greatly over that
indicated in Table 4.

o. Renewable Energy Equipment

It was assumed that the ECE Program would support both private
and public sector activities. The primary support for the GOP
demonstration program would be during the early years of the ECE Program
so that United States manufacturers would gain useful information from
the field test program and equally important visibility within Pakistan.
The latter benefit would facilitate the process of encouraging U.S. and
Pakistani firms to cooperate in commercializing the technology for
widespread use in the latter 1980's.

The DGER has a program calling for the installation of a photovoltaic
village which will require $30-40 million in photovoltaic panels over the
next: three years. I t is assumed that the ECE Program will support this
up to a limit of $5 million for panels and monitoring equipment.
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TABI.E 4

COAL MINING SECTOR - EQUIPMENT DEMAND ESTL'fATES

Value ($ Thousands)

EQUIPMENT TYPE FOR
MINE CONVERSIONS

YEAR 1 YEAR 2 Year 3

Ventilation 100 200

Pneumatic Mining Equipment 100 200

Conveyer Equipment 550 1,100

Hydraulic Shaft 450 900
Support Equipment

Safety Equipment 50 100

Dri1ling Equipment 200 400

Power System 250 500

TOTALS (Mine Conversions)

MISCELLANEOUS

TOTAL

500

500

1,700

1,000

2,700

3,400

1,500

4,900

L\.3\ .
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The private sector will ~ho~~y be forming joint ventures with foreign
-----------ffrms--[including U.S. companies) to assemble and manufacture photovoltaic

panels. By the 2 nd and 3rd years of the ECE Program,it is assumed that
these firms will be importing panels, photovoltaic materials, and
manufacturing equipment which could be potentially financed under the ReE
Program. For purposes of this document, the demand for such equipment
under the EeE Program was estimated at $3 million over the three year
period. This level of demand is consistent with one firm initiating
manufacturing with U.S. purchased equipment, plus the direct import of
50-100 kW of panels and associated parts.

During the next three years, AIDO will be installing about 50 mini-hydro
units and five medium size units having a total capacity of about 1000
kW. The ECE Program could provide the generators for the mini-hydro
units and the turbine generator control systems for the larger units. In
addition, two monitoring system packages were assumed to allow better
evaluation of the systems once they are installed.

The private sector will almost certainly be increasing their
participation in the production of solar water heating equipment,
particularly if gas rates continue to increase as planned. It was
assumed that the potential demand for imported panels, materials, and
manufacturing would be about $0.6 million during the ECE Program period.
This modest demand reflects, in part, the fact that aolar collectors for
hot water heaters will be for the most part manufactured 1ri Pakistan with
only special materials or components imported to improve their
performanc.e.

The OOER plans to install up to 200 wind pumps and 200 small wind
generators over the next three years. U.S. companies are strong
contenders in both fields. The DGER program focusses on relatively small
units having equipment costs which typically range from $2,000 to
$3,000. It was assumed that the ECE Program will provide up to 50 units
for selected applications.

In addition, several private sector firms are showing interest in local
manufacturing of wind turbine units if the DGER program is successful.
It was assumed that by the latter half of the ECE Program,this would
result in limited demand fo~ special wind foils, generators, controls,
etc. haVing a value of about $400, 000.

Table 5 sets out the estimated equipment demand for renewable energy
technologies. The demand is divided between the public and private
sectors and totals about $3 million in the first year, growing to about
$5 million by the third year. The growth in demand is due to increasing
participation by the private sector as the technologies become better
established and the markets expand.

It should be noted that the actual private sector demand will depend
critically on the vigor with which the GOP promotes these technologies
through demonstration programs, public education programs, and policies
relating to their use in housing, industry, and rural electrification.
The actual demand could be considerably higher if the GOP program is
undertaken in a timely and effective manner.
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TABLl: ~

RENEWABLE EQUIPMENT
DEMAND ESTIMATES

( . 000 )

J::QUIPMl::Jfl' YEAR 1 YEAR 2 YEAR 3 TOTAL
CATEGORY PUBLIC PRIVATE PUBLIC PRIVATE PUBLIC PRIVATE PUBLIC PRIVATE

Photovo1taic8 2,UOO 200 1,500 1,000 1,500 2,000 5,000 3,200

Small Scale 100 - 100 - 100 - 300
Hydro

Solar Water - 100 - 200 - 300 - 600
lIeat~r (Components)

Wind Power 200 - 200 100 200 300 600 400

B10ll1a88 and 100 100 :'uu 200 100 300 300- 600
t1iscellaneous

TOTAL 2,400 400 l,~OO 1,500 1,900 2,900 6,200 4,800

-0
QI
~
~

\.0

o

-0,1
QI

IQ
~I'
VI
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£. Oil and Gas Equipment

Table. 6 sets out the specific equipment and training programs
for which the OGDC is seeking funding. Based on discussions with them,
these have been divided into high and low priority items. The former
amount to $38 million in foreign exchange over 3 years and the latter
amount to $16 million. Excluded from this list are items or projects
requested by OGDC but which are almost certain to be funded by other
donor agencies.

OGDC's role in the ECE program w111 be limited to include only those
items which support its role as a vehicle to promote further private
sector exploration which are set out in Table 6. The resulting list,
shown in Table 7, only indicates reconnaissance seismic and exploratory
drilling. The OGDC has the option of either carrying out seismic and
exploratory drilling with its own donor-funded equipment or contracting
for these services from specialized geophysical and drilling
contractors. Therefore Table 7 is in two parts. The first assumes USAID
funds the foreign exchange component of contracting for services while
the second assumes USAID loans the money to the GOP for the purchase of
seismic equipment and drilling rigs. In both cases,the total is
$31.5 million dollars over three years, because the potential funding
level for contractor services has been set equal to the cost of
purchasing seismic equipment and drilling rigs. The quantity of
contractor services which the OGne could obtain, expressed in terms of
kilometers of seismic shot and number of exploratory wells drilled, has
been derived from the estimated foreign exchange component of each.
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TABLE 6

SUMMARY OF OGnC t s DESIRED EQUIPMENT AND TRAINING ASSISTANg

OGDC High Priority

Two portable telemetric seismic systems
including ancilliary vehicles, spares for
one year and vendor support in Pakistan.

Computer software and peripherals to update
World Bank funded seismic processing computer at
$300,000 per year, for second and third years.

One 200 H.P. diesel electric drilling·rig
rated to 20,000 ft plus two years spares

One 1500 H.P. diesel electric drilling rig
rated to 16,000 ft plus two years spares

Two workover rigs plus two years spares

Sub-total

OGnc Low Priority

Wireline equipment to support two
drilling programs

Well logging equipment to support
two drilling programs

Training program for production department

Training program for corporate planning department
including two personal computers

Materials bank for six wells and inventory
control system

Sub-total

TOTAL High and Low Priorities

Source: Equipment :OGDC ;Prices =ADL estimates and OGDC.

Foreign EXC~
Million

u.o

0.6

10.0

9.0

6.0

37.6

2.0

3.0

0.5

0.2

10.4

16.1

53.7



Annex F.4
Page 12 of 12 pages

TABLE 7

POTENTIAL USAlD FUNDING FOR OGDC EXPLORATORY WORK

Contractor Provided Services
Foreign

Priority Exchnge Component
-=OG~DC~'~U~S="'Al-==-D S Million

4.50U km of reconaissance seismic
over 3 years

Seven exploratory wells

Sub-toal

Computer software and peripherals
to update World Bank funded seismic
processing computer at $300,UOO per
year. for second and third years.

Total

Equipment Provided to OGDC

High High

High Medium

High High

12.0

19.0

31.0

0.6

31.6

Two portable telemetric seismic High Medium
systems including ancilliary vehicles,
spares for one year and vendor support.

One 20U R.P. diesel electric drilling High Low
rig rated to 20,UOU ft plus two years
spares

One 1500 H.P. diesel electric drilling
rig rated to lb.OOU it plus two years
spares

Computer software and peripherals to High High
update World Bank funded seismic processing
computer at $300.000 per year. for
second and third years.

TOTAL

Source ADL estimates

12.0

10.0

0.6

31.6


