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PROGRAM ASSISTANCE APPROVAL DOCUMENT (PAAD)

(Block 18 continued)

All accruals of proceeds to the Cooperating 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 made 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 (27) per annum
during the grace period and three percent (37) 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 has two divisiona, Finance and Economic Affairs. The
Finance Division is responsible for overall financial policies and
reguiation. 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
ageucies and governments.

2. Ministry of Industries

Ministry of Industries has 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 has 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 emergy comnservationm.

4. Ministry of Planning and Development

The Ministry has the overall responsibility for coordinatiom,
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 nationmalized industrial units. The State
Petro-Refinery and Petro—-Chemical Corporation (PERAC) is located in the
Ministry of Production. Other affiliates of the PERAC are Natiomal Refinery
Limited, National Petroleum Corporation, Pak Hy 0il, Petroman and Emar
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 Organizatiom (ATDO), are
involved in research endeavours in the field of non—-conventional energies.



7. Ministry of Water and Power-

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

Organizations

1. Appropriate Technology Development Organization (ATDO)

ATDO is a scientiric and techmological research and demonstration
organization within the Ministry of Science and Technology. ATDO 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 (KESCSV

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

4. 0il and Gas Development Corporation (0OGDC)

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 nationmal basis. The
PMDC operates four coal mines, a small coal briquetting plant and a coal
washing plant.

. Water and Power DNevelopment 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. WAPDA 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 1s primarily responsible for collecting and providing geological
information and coordinating ezploration and evaluation of mireral resources
with geo—scientific organizations. The organization is located in the

Ministry of Petroleum and Natural Resources.

||



I. SUMMARY AND RECOMMENDATIONS

A. Recommendatiouns

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 (391-0486), 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 increasea
use of indigenous emergy 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.

2. 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 Pakistuan 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 emergy production from indigenous
resources or energy comservation 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 in the private sector in Pakistan; ard, :

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

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

The energy sector equipment likely to be financed under this program
falls into five categories: energy comservation and fuel conversions;

power sector; coal mining and processing; remewables; 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 Water and Power, Petroleum and Natural Resources,and
Science and Technology. In the first year of the program,the § 20
million will be allocated equally between the public and private sector
windows. The public/private sector split in subsequent years will depend
cn actual implementation experience.

Preliminary demand estimates for each equipment category indicated demand
potential in excess of $20U0 million roughly split between the two
sectors. During the three-year period of this program,the major demand
in the private sector will be for enmergy comservation and fuel switching
equipment. The largest demand in the public sector will probably be for
power unit upgrading and line loss reduction equipment.

C. Statutory Criteria and Mission Director's Certifications

The program meets all applicable statutory criteria.
Appropriate statutory checklists are included in Annex C. The Mission
Director's FAA 6l1l(e) certification, which certifies that Pakistan hag
the capability to maintain and utilize the program effectively, is
contained in Annex B.

D. Program Issues

1. Poiicy Dialogue

Section III summarizes the broad USG and GOP pcslicy goals
for the six—year ESF package and for Pakistan's Sixth Five-Year Planp.
These provide the context 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 wikich the Missioa will sustain with the GOP over the coming
several years. There is a core set of policy issues, 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.

14
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As indicated in that Section, the Mission will be cooperating wiich and
actively supporting the World Bauk initiatives toc raticnalize consumer
and producer energy prices and will als» seek ways to provide a more
favorable aenviroument for private sector participation in tha energy
sector. Similarly, the ECE program reinforces USAID policy objectives in
the energy sectcr wihich are being pursued under other bilateral proiects
in the portiolio.

Although the PAAD outlines how the Mission will pursue policy objectives
under the ECE Program, no specific rate of progress is prccjected. The
Mission will continuve to share policy performance reports with
Washington. Annual negotiations on the ECE Prograu will provide
opportunities for both the Mission and AID/Washingtor 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 build the ECE
Program into our overall multi-year, multi-sector development dialogue
with the GOP.

2. Program Design Issues

The APAC cable of May 10, 1984 expressed AID/Washington
concerns with respect to several design issues (See Annex A ). The tody
of the PAAD addresses all the issues raised by the APAC review. Several
are reviewed briefly below.

a. Public Sector Disbursements

ECE Program resources will be made availabie to those
Ministries which have a direct involvement in energy supply and use,
including the Ministries of Water and Power, Petroleum and Natural
Resources and Science and Technology. Requests from these Ministries
will be evaluatea by an Equipment Selection Committee established within
the Energy Policy Board. The latter orgunization, which is based in the
Ministry of Placning and Development, has already been established to
coordinate activities under the A.I.D -financed Energy Plaaning and
Development Froject (391-0478). This will provide a direct link between
these programs and help ensure that approved equipment requests meet the
objectives of contributing to emergy efficiency or increasing the ability
to utilize indigenous energy resources. All such requests will also be
subject to USAID approval.

b. Targeting of Subsectors

The ECE Program will emphasize energy corservation
and fuel switching equipment since preliminary demand projections
indicate that equipment in chese categories will comprise a major share
of purchase by both the private and public sectcrs. Experience in the
U.S. and elsewhere indicates that emergy conservation is the most
effective short-rum way for reducimg brth the demand for imported oil and
the financial impact of rising emergy 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 be screened by the banks using GOF
approved lists of eligible equipment as guidance. The public sector.
disbursements will be coordinated by the aforemeuntioned Equipment
Selection Committee which has the responsibility to ensure that equipment
meets the eligibility criteria.

In summary, the demand estimates indicate that ECE Program will emphasize
the fipancing of energy conservation and fuel switching equipment, and
that the disbursement mechanics of-the program should emsure that all
equipuent purchases meet mutual A.I.D./GOP objectives in all equipment
catrgories 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 an effective program and
to improve project administrationm.

. c. Marknt Interest Rates

USAID shares Washington's concerns that the private
sector window of the ECE program Zoes not iacorporate interest rate
subsidies. We seek to encourage energy investment and emergy
conservation measures which reflect economically sound resource
allocation. We have determined that the interest rates required under
GOP policies which govern domor-financed loan programs are effectively
"market rates”. They are market rates in that they do not significantly
overprice or underprice capital. When 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 too high, not too low. Washington has agreed, in the
recently approveu Agricultural Commodities 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
STATE 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 commitment for
ECE.

d. Energy Frogram Linkages

The ECE Program both reinforces and is supplemented
by other USAID energy sector programs such as the Energy Planning and
Development (EP&D) Project and the Rural Electrificatiom Project (RE ).
For example, the techmical assistance provided by the EP&D Project will
Lelp ideuntify appropriate and cost-effective applications for energy
conservation equipment. The ECE program provides additional resources
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for purchasing line loss reduction equipment as identified by the RE .
The PAAD describes the linkages between the ECE frogram and other USAID
energy activities.

e. Operations and Maintenance

Most of the entities purchasing equipment through the
ECE Program will have extensive technical capabilities to operate and
maintain equipment. The Water and Power Development Authority (WAPDA) and
Karachi Electric Supply Corporation (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 0&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 urilized
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 "sell” this equipment to
the autonomous agencies and ministries involved.

USAID ard AID/W have sustained a useful dialogue on this subject which
spans the past 15 months. The results of the dialogue are summarized in
Islamabad 12085 which reviews the exchanges and states in part that AID's
Policy Determination Number Five of February 1983 makes clear that the
important 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, USAID melds its resource tramnsfer 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 amd Title I programs which touch
directly upon: (a) agribusiness; (b) the edible oil industry; (c) private
sector emergy investors; (d) public sector emergy utilities; and, the
public and private fertilizer industry gives the Mission a base for
meaningful policy dialogue omn resource allocations. USAID 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 allocations fecr
agricultural and cpergy sector research priorities wihich may be )
threatened in times of fiscal squeeze. USAID finds that the access which
it enjoys on these important resource allocation topics as a result of
its approachk to local currency generations is far more valuable than an
orcheatrated role in an annual, ex—post ailocation 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 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. 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 equipmeat is
otherwise highly competitive on a worldwide basis due to a combination of
proprietary techiologles, 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 instrumentatiom, coal processing, high efficiency motors,
and advanced remewable 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, however, highly speculative and
only serve to indicate the areas of most probable demand. 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 sictor CIP component but has not yet received official GOP

concurrence on all elements of the proposed program. Section IV.B.3
describes the likely characteristics of the program and reflects the

| 7
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position the Mission is taking in negotiations with the GOP on these
matters. The major issues still under negotiatiom relate to
participating banks, eligible importers, proposed payback periods for
borrowers, procedures for making allocations to the banks, and the credit
cellings of participating bamks. 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 Annex E for individuals who contributed to the development
of this PAAD Amendment.

)

.



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 letter dated April 12, 1583 to AID Administrator Mr. M. Peter
McPherson (See Annex X ), 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
Minister requestea that the program include oil drilling rigs to support the
exploration and development program of Pakistan's Oil and Gas Development
Corporation (OGDU).

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
USALD goals of strengthening OGDC's capability to develop the data base for
attracting private capital into oil and gas exploration activities, and that
the Mission was prepared to develop a program which would permit the purchases
of selected equipment for the OGDC and other equipment and commodities
directrly 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 negotiatioms.

c. The Pakistan Economy

1. General

The ecomomic trends which characterize Pakistan were described
in the recent Agricultural Commodities Equipment (ACE) PAAD Amendment (May
1984) and the 1984 CDSS document. Government policies still are oriented
toward fiscal and monetary restraint, incentive creating input/output
reiationships in agriculture, improved efficiency in the public sector, and
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mobilization of the private sector. Until last year,these policies had
contributed to an annual rate of growti 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 aifects gross natiomal 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 Planm. TQis projection assumes that
agriculture fully recovers from the previous years negative growth and resumes
its recent growth patterm.

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 10.4 percent of GNP. The current account deficit was $1,006 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
1982/834foreign exchange reserves actually increased by $1,111 million due to
the relatively low current account deficit and substantial capital inflows.
By contrast, reserves fell by approximately $267 million in 19C3/84.

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 o0il imports. Recent
GOP estimates (June 1984) project that the balance of payments outlook for
1984/85 1is for the current account deficit to remain relatively comstant 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 $330 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 $ 20 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 $140
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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 $1,000 miliion in FY
1984/85, these programs will clearly represent a meaningful contribution to
the management or Pakistan's foreign exchange problem.

Over its three-year life, the ECE Program will help alleviate foreign exchange
constraints 1in two ways:

1. directly, by contributing ¢ 100 million in foreign exchange for
imports required to meet specific targets of the GOP's Sixth Five=
Year Plan; and,

2. 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. Therefore, 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 $
200 million in three years, with obvious favorable impacts on the balance of
payments problem.

The importation of emergy sector equipment under the ECE 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 budget 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
continued development. It i1s small but growing rapidly. Per capita
consumption of commercial forms of energy is only half of the average for
developing countries. Iraditional energy resources such as firewood,
cnarcoal, animal and agricultural wastes meet about 35 percent of energy
demand. Energy scarcity has become a bottlemeck to the rest of the economy.
Inadequate supplies of natural gas and electricity have led to substantial
load shedding. This bhas created a pattern of factory stoppages and reduced
supplies of tubewell water for irrigation. It 1s 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.
sonsumption expenditures are shifting toward energy intensive patterms such as
automobiles, air conditioners and other electric comsumer goods. Emergy
cousumption has been growing about forty percent above the real output groﬁth
of the econmomy, an energy growth to GDP growth ratio which cannot be sustained

ana suggests the need to sharply increase the efficiency of emergy use.
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. The Sixth Five=Year Plan recognizes the critical role of emergy availability-
in economic development and requires a 9.4 percent per annum increase inm
commercial enmergy to support the planned for 6.4 percent per annum increase in
GDP. To support this rapid increase in energy development,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 emergy supply by fuel for 1983/84
which is the first year of the Sixth Five-Year Plan. The total primary emergy
consumption is currently estimated at about 17.7 TOE per year for commercial
fuels and 9.3 TOE for traditiomal fuels such as firewood, charcoal amd
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 barrelsper 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 emergy. 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 cam only be achieved,
however, by increasing indigenous oil and natural gas production, promoting
use of indigenous coal, and implementing energy comservation practices.

Pakistan has good prospects for increasing its energy supply. Total proven
reserves of natural gas are about 15.7 trilliom 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 additiom to
reducing bottlenecks in the distribution system.

Petroleum reserves in Pakistan are modest and expensive to develop. The OGDC
estimates reserves at 80-95 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 toms 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 Sixth Plam calls for a 10% p.a. average increase in hydel power
production. A provision of Rs 200 million has been made in the Sixth Plan to



TABLE 1

ENERGY SUPPLY IN PAKISTAN

I

i

1

1983-1984 1987-1988 Average Annual
Growth Rate
Energy Source Energy Supply Share of Energy Supply Over Period of
Commercial Sixth Five-
Lnergy Year Plan
Qﬂillion TOE\ Percengé/ (ﬁillion Toﬁ) (Percent)
0il 6.73 138,000 barrel/day 38.0 10.9 223,000 barrel/day ~ 11.3
of which domestic (0.67) (13,700 barrel/day)_/ (3.7) (1.04) (21,000 barrel/day) (11.3)
Gas 6.85 852 MMCFD 38.5 9.51 1206 MMCFD i 6.8
of which feedstock (1.05) 130 MMCFD (5.9) (1.19) (147 MMCFD) (3.2)
Coal 0.90 2,0 million tomns 5.0 1.37 3.04 million tons 8.8
of which unreported (0.14) (0.3 million tons) (0.8) (0.21) 0.47 million tomns (8.4) .
Hydro 3.14 13200 Gwh 17.7 4.01 16800 GHW 10.0 ~
LPG 0.07 0.73 million tons 0.4 0.22 2.29 million tons 25.7 !
Nuclear 0.0z 84 GwH 0.1 0.02 84 GwH 0
Total Commercial 17.71 - 100 26.03 - 9.6
Traditional Fuels 9.3 26 million tons (35)3/ 10.5 29 million tons 2.5
Total Energy 26.7 - - 36.5 - 7.2

5} Recent find by Occidental Petroleum in Potwar Basin has increased this figure by 2000-3000 barrelf/day

5] Share of lotal Energy.

%} Percentages have been adjusted to include feedstock gas and unreported coal production.

Source:

Pakistan Economic Survey 1983-84, Pg99
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Figure 1: Commercial Energy Consumption by Economic Sector(1983-84)

INDUSTRIAL
25.6%

coa—" o
= \ RESIDENTIAL TRANSPORT
14.9% 17.2%
()
% &
FERTILIZER
o 16.3%
N
FDF
“64s | eeep sTOCK
GAS

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

918



- 14 -

install small hydel stations. In addition, WAPDA 1is surveying the entire
irrigation system to identify sites which are suitable for hydel utilizationm.
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 be 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 commercial fuels. During 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 rescurces 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 emergy
is 1imited 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

ma jor 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 i1f 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,

a. a 9 percent Increase in efficiency of enmergy 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 will 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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"F. Other Donor Activities

The ECE Program has been designed to complement and supplement both
other USAID projects and the extensive activities of other multilateral and
bilateral domor organizations such as the World Bank, Asian Development Bank
(ADB), and the Canadian International Development Agency (CIDA). The World
Bank alone is plamning 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 million 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
taking 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) i3 currently seeking funding 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. Renewatle Energy

The use of renewable energy systems in Pakistan 1s modest, and
there has, therefore, been limited donmor 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 forefroant 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 coal 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 domor
support in Pakistan. This is consistent with the large capital needs of this
sector and the critical role it plays in Pakistan's overall development. Most
ma jor power and distribution projects in Pakistan have some donor support.
For example, the GOP-USAID Rurai 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 Ruwaiti Fund provide substantial support to the power sector. World
Bank funding alome is currently on the order of $100 million per year with
emphasis on improving the transmission systems. The World Bank program in
this sector will expand significantly if the proposed $ 2 to $ 4 bdbillion
Kalabagh hyd_o—-electric project is implemented.

5. 01l 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 0GDC: (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 additiomal 1.4 million 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 zddition to regional seismic and export promotion elements, 77 percent of
the funds are allocated for drilling six exploratory wells. It i3 likely that
the World Bank will also provide an additional $1.8 million for an exploration
promotion program requested by OGDC and $3 million worth of surface equipment
for the Toot o0il 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 domor to Pakistan's
01l 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.

a .
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The ADB is funding or is planning to fund $168 nillion worth of field
development projects as follows:

Project In US § Million Period Covered
Mari Gas Development : 50 1984-86
Pir Koh Phase II (Gas) 40 1984-86
Dakhni Development (0il) 32 1985-88
Sui Compression and Purification Project 19 1985
General Purpose Loan (to develop several 27 1984-87

small gas fieids)
TOTAL 168

The ADB has also provided about $40 million for the OGDC's recently completed
Indus Right Bank Compression and Pir Koh Integration Project. The ADB 1s also
currently funding a program, started 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

jolnt venture agreements with Kuwait and Iran.
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III. ENERGY SECTOR POLICY ANALYSIS AND DIALOGUZ

A. Overview of the Policy Context of the ECE Program

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 USAID/Government of
Pakistan/World Bank dialogue and cooperation on energy sector issues.

The ECE Program is ome important part of an AID portfolio in energy which
frames our work in assisting Pakistan to achleve 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 emergy 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 pavments (BOP) tool. As such, it provides the
Mission an opportunity to link the ECE negotiatiomns to other
USAID/Pakistan balance of payments negotiations (especially PL 480 Title
L and the on-going Agricultural Commodities and Equipment Program) in a
bread 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 asscciated 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
asgistance, 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 major 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 gsector 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 enmergy 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 Plamn also
reflects a shift of public sector priorities from industrial projects and
fertilizex 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 its 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 emnergy 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 Plam 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. devalop indigenous sources of energy such as coal, remewable
energy and nulcear energy, intensify the search for yet
undiscovered resources, and acquire full command of energy
substitution technology;

o. ensure coverage of the entire rural population residing in
compact villages by rural electrificatiom;

lﬂnw}"h.}‘
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7. evolve mechanisms for greater participation of the private
- gector in meeting the 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 percent increase in oil
imports during the Plan period. Achieving this goal, in turm, will
require meeting three important Plan targets:

1. increasing 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 MMCF/day (a
40 percent increase); and,

Je improving the efficiency of euergy utilization by 10 percent
through mcre vigorous energy conservation measures.

The first two targets assume that the private sector will greatly expand
its role in this sector and will 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
tc 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 imn
achieving Plan objectives. However, no specific plan is currently in
place for increasing electricity 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 policies relative to both producer and
consumer pricing is required if the goals of the Plan are to be achieved.
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C. GOP Policy Performance in the Energy Sector

1. 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 emergy 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 comservation, 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 oil price hikes led to an
appreciation of the need to comserve energy and foster policies to
stimulate the development of other energy sources.

USAID and other donor organizations are well positioned to support the -
GOP in its policy deliberations by drawing upon experience gained in the
U.S. and elsewhere. USAID 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 emergy 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 rationalizatiom 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 emergy 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 ecomomic 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
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product prices to reflect, on the average, the actual cost of importing
and refining crude oil.

Natural gas consumer prices have been maintained at artificially low
levels to encourage the substitution of gas for imported oil and to help
alleviate other inflatiomary pressures. Despite a substantial increase
in prices in January 1982, the weighted average price level for all
consumers was about 24 percent of the energy equivalent fuel oil export
Price as of June 198Z. Consumer 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
1987-88. These increases in natural gas prices will provide additional
incentives for implementing emnergy comservation measures in all sectors
and for increased participation of the private sector in exploration
programs.

No direct gubsidies 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 implemented 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 WAPDA service
area. This is due to the fact that cheaper hydro power comstitutes about

60 percent of the WAPDA supply while KESC depends exclusively on thermal
generation.

The cost of coal is not significantly below that of oil but is )
significantly higher than that cf 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.

Wood 1s 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 cost of wood is considerably higher than that of ccal. 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 some 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 reasonmable and
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sufficient to stimulate interest, assuming exploration tracts with good
oil potential are identified. This situation reflects a major advance in

- producer pricing policy over the-last two years.” "~~~ T T T

However, Pakistan is a gas prome country geologically, and any given
drilling operation is more likely to find gas than oil. 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 anda imprecision with respect to rates of return and pricing
are not conducive to encouraging private sector exploratiom.

Pricing agreements on already discovered gas have been slowly improving.
For example, Sui gas prices have increased from $0.25/MCF to $0.66/MCF
over the last 2 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 oil 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 amalysis 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 Gemeva, Switzerland, to assist in
developing an energy sector data base and energy supply - demand models.
The outputs of the emergy 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.I.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 USAID through its work on the Lakhra coal power
project and associated discussions with GOP officials concermed 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 comservation as an integral part of
rational energy sector policy. The GOP is aware of this favorable
experience and now considers energy comnservation to be one of the
cornerstones of its emergy 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 comnservation provides a favorable environment for
rationalization of energy prices. The ECE Program directly supports

progress in this area by contributing té the implementation of emergy
conservation measures.

D. USAID/Pakistan and the Policy Dialogue

1. Background

The major multilateral domors, the GOP, and A.I.D. are
engaged in a multi-year appruach 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 domor- consortium meetings and other informal
working sessions which 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 proiject portfolio. We work with the GOP omn 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 importamnt, 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 includet

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 which remove administered prices to the maximum extent
posaible 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 investments;

i equitzble 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 expansicn. 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
ennanced 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 prcgram 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.

This 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
assoclated with oil imports; and,

- encourage the increased participation of the private sector in
energy by means of producer price ratiomalization 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 framework 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 USAID cooperatively with WAPDA and provides the basis for
consideration of such critical issues as tariff structures,
implementation of energy conservation measures, and the proper
agsessment of the cost of the distribution system expansion program.

The 5 year Enmergy Planning and Development Project has several
components, each with policy implicatiocms. 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 comsisting 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 emergy sector analytical capabilities
within the GOP so that the implicatiouns 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 economlcally 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 conversioms, 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 1984 to assess the capabilities of the private
sector coal mining industry and to identify technical, financial, and
institutional issues which should be addressed to ensure 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 comsider 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 deforestation process and expand the extremely
limited 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 trairing 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 om managing public
forests versus tree production on private lands and in the division of
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provincial and federal respomsibilities 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 comservation 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 institutiomal 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 additiomal forum for
USAID/Pakistan to carry on 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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~economic objectives 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: (1) inducing
efficient use of scarce energy resources; (ii) directing efficient
allocation of new investmen® and resources into energy sector
development; and, (1ii) 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 anmalytic 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 enmergy 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 uunited front on a broad range of institutional and
price issues.

On pricing, we share a common set of objectives with the World Bamk 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 (ILRMC). We
believe that LRMC is the only acceptable basis for a tariff regime which
can insure efficient use of electricity and can mobilize adequate
resources 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 conmsistent with LRMC. Capacity charges, ia 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 for amalytical work aimed at assisting the
GOP in iwproving 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 aational grid system and planned sector lending in energy is keyed to
GOP cooperation in these jointly financed initiatives. The cross
consultations and complementary policy initiatives characterize the very
constructive USAID/Bank relations in this sector. This study is a sine

ua non for meaningful tariff reform, and A.I.D. will do what it can to
assist the Bank in assuring that the study is completed on a timely

basis. Without this study, WAPDA 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 alternative 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 wiich influence end use
options. LRMC has not been found to be a sound 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 i1s too low. Producer
prices for new gas fields have proven inadequate to provide the

incentives necessary to increase 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 acute. The present
consumer price tariff 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 cousumer 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 ol relative price distortion in the system. USAID and the Bank
agree that the second step in the prccess is an agreement on a firm
schedule for moving from 66 percent of parity in 1988 to 100 percent
parity. USAID 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
commerclal 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.

1i1. 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
different from the regimes which obtain in gas and electricity. There is
not, 1n 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 settirg a
high price which the private sector follows. In an environment where
both gas and electricity are underpriced, relative price distortions
coustrain 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 important domestic energy
resource. USAID has developed extensive contacts with the private sector
coal mining concerns and believes that one important ingredient in a
strategy for 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 gemeration plants, operating in a price environment of
LRMC electricity prices, will permit efficient contracting on a longer
term basls 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 Zor coal; and, (4) improve relative pricing of
coal through the price initiatives on gas and electricity outlined above.
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To recap, A 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 superilor technical capacity of the World Bank to design
and monitor enmergy price strategies, it is USAID's policy to use our
irfluence 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
assigstance in the energy sector. Moreover, the Energy Planning and
Development Project is regarded by both the GOP and World Bamk 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
relnforce the emphasis on the private sector through the following:

(1) A significant portion of ECE Program resources will be made
availlable 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

Minisger of Finance, Mr. Ghulam Ishaq Khan, dated April 12,
1984,

(3) Primary support for developing renewable energy technologies
willl 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 enmergy 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 4 period of three years. Benefits of
the program include:

- direct mitigation of balance of payment problems by providing
foreign exchange for the importation of emergy 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 remewable
energy resources;

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

- providing an additional basis for comstructive 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 comservation and fuel
conversions; (b) power sector; (c) coal mining and processing; (d) remewable
energy; and, (e) oill 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
congservation 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
needed equipment is available. Energy coanservation measures are among the
most effective ways to use financial resources, with payback periods of 1 to 3
years being common. Also, the Plan calls for implementing fuel conversious in
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selected industries, allowing them to use heavy oil and indigenous coal in
place of scarce natural gas supplies. ’ c

Commodities in this category eligible for importation under the ECE Program
include: (i) heat recovery equipment; (ii) instrumentation and control
systems; (1iii) 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) cogemeration 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 amalysis in Sectiomn 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 aspect of
the power sector program is improving the energy efficiency of genmeration and
distribution since this directly leads to reduced oil imports. The ECE
Program will assist in this effort by financing such equipment as: (i) shunt
capacitors for reducing the distribution losses associated witk the operatiom
of larger motors in irrigation pumping and industry; (ii) replacement parts
for gas turbines and steam plants which will allow these facilities to operate
under high efficiency conditioms; and, (1ii) 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 facilities
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 have to be imported, could include: (1)
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 additiom to that which may be procured

us
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as part of the proposed Lakhra Coal Mine and Power Generation Project. As
indicated in Section V., demand estimates for coal mining equipment indicate
requirements valued on the order of $8 millionm.

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 natioms. 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 remewables can be assured in the latter part of the decade. The ECE
Program will support Pakistan's growing interest in developing the capability
to use and manufacture remewable 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 techmnologies. This
equipment category includes: (1) photovoltaic panels, materials and
manufacturing equipment; (ii) specialized materials for solar water heater
fabrications; (iii) wind pumps and generators; and, (iv) specialized
generators and controls for small scale hydro. As indicated in Section V,,
demand estimates for this type of equipment are in the range of $10-~§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. 0il and Gas Sector Equipment

The Sixth Plan requires a large expansion of private
sector participation in this sector 1f projected increases in o0il 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 0il and Gas Development Corporation (OGDC) to improve its
capability to define geological potential and thereby improve the informatiom
needed in tender documents to attract private sector capital for oil and gas
exploration and development. Based on the demand analyses in Sectiomn 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 organizatiomns 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 XESC in the
Ministry of Water and Power; (ii) OGDC, DGER, and PMDC in the Ministry of
Petroleum and Natural Resources; and, (iii) ATDO in the Ministry of Science

and Technology. In additiomn, the approximately 70 public sector companies
operating within the Ministry of Production will have access to ECE Program

resources.
Ul
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b. Selection Procedure

The selection of equipment to be procured under the ECE
Frogram for government agencies and autonomous organizations will be made omn
an annual basis by an Equipment Selection Committee functioning under the
Energy Policy Board. The latter has been established under the Ministry 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 will
ensure that the equipment selected is consistent with GOP and USAID energy
sector objectives. Selection will be guided by the illustrative list of
eligible equipment shown in Annex F.2. 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 Anmex F.l.).

In FY 1984, the only targeting will be a private/public sector split of

$10 million each, with primary focus on energy comservation. Based upon
program experience and other considerations, decisions on whether targeting
should have a different private/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. Ratiounale

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 $10 million for this program compoument 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 CIP 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 will 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 CIP can be justified as contributing to energy sector activitiles,
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 boillers,
instrumentation and control systems, and high efficiency lighting
systems;

- coal mining equipment such as diesel generators, ventilatiom
.8ystems, pneumatic drills, and safety hats;

- power unit upgrading equipment 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 om 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: manufacturers;
processors; distributors and transporters; importers; traders; and, licensed
agents and stcckists. Distributors, traders, importers, licensed agents and

Y%
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_ gtockists will be- treated om an.equal footing with the various categories of . __ .
end users. The issue of defining ~private ownership” will be dealt with in
guidelines to be provided to the participating banks. Should questiomable

cases arise,they will be considered by the appropriate GOP agencies in

consultation with USAID. The guiding principles which will be used in
determining 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
companies, government mutual funds, and the like) often buy shares of private
firms on the capital market. Also, as a condition for receiving long—term
credit from the public sector financial intermediaries, firms are sometimes
required to accept on their boards a nominee of the lending 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.

14i. Eligible Banks

Consideration is being given to participatiomn by U.S.
banks. This matter is under negotiation with the GOP. Allocations of funds
made by the State Bank of Pakistan to participating banks should be additional
to their established credit ceilings and should be made to these banks on a
first-come, first-served basis.

iv. Suggested Maximum and Minimum Loan Transactions

(1) Maximum : $1,000,000

(2) Minimum : $ 25,000 (with the exception of spare
parts for on—hand equipment)

Loan transactions of more tham $1,000,000 must be jointly approved by the
Equipment Selection Committee and USAID.

v. Interest Rates and Lending Conditions

The Government of Pakistan's Ministry of Finance
issues regulations wnich govern the relending terms for "foreign loams and
credits”. (See Annex A.) The ECE private 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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(1) GOP relends ro Fimancial at 8 percent plus a 3 percent
Intermediary: - charge for foreign exchange risk cover.

(2) Financial Intermediary at 11 percent plus 3 percent pass
lends to Final Borrower: 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: $10 million in first year
Borrower: Islamic Republic of Pakistan
On—-Lenders: Commercial Banks in Pakistan

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

Terms of Reloan: 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 currency 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.

Repayment of Relocan to GOP: 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 be 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 USAID/Pakistan and to
the GOP Energy Policy Board.
USAID/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.

AN



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 genmeral 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 Emergy Plan;

- meet with key individuals in government organizations and
public and private sector companies to discuss their emergy
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 USAID/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 in 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 ecomomic 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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- the 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 couservation equipment to increase the efficiency of industrial and
commercial energy use. Demand for ECE Program resources could also
develop for renewable energy equipment, selected coal mining equipment and
oil/gas resource assessment equipment:. The general approach used to
determine demand for ECE Program resources by the private sector 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 comservation goals, the Sixth Plan provides a
useful benchmark with which to compare more realistic equipment
purchase estimates;

- the actual equipment imports which might realistically occur as

indicated by field interviews and discussioms with local
expertise; and,

- the percentage of enmergy 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
gsector 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 1f certain emergy comservation equipment had vast potential
for energy savings, a poor operation and maintemance track record in
Pakistan could limit demand. The following sections summarize these
asgessments 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 comservatiom
practice. Both public and private sector industry have a rapidly growing

53
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interest in energy comservation and fuel subscitution equipment. Overall
demand for this equipment must grow rapidly for even a partial realization
of the energy comservation/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 comservation/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 required 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 Pakigtan.
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 instrumentatiom 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 next > years. Requirements for similar equipment in
this area are comsiderable 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 equipment 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 manufactursd in Pakistan. However, the
capacities and types being considered under the ECE Program are not yet
manufactured indigenously and may not be in the near future due to
Telatively 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 maintepnance,
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 1is 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 EZquipment

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 with several mining companies indicated, however, a growing
interest in introducing modest levels of mechanization. This interest
stems 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 demaznd for
photovoltaic systems (roughly 6000 XW). Annual demand could increase to
several megawatts 1f 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 ATDO has installed

40 mini-bnydro units and has requests for am additiomal 40 units. It has
made preliminary demand estimates of approximately 750 mini-hydro systems
(5-10MW) and 100 medium capacity hydro systems (10-100MW).

Photovoltaic 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 photovoltaic 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 solar water
heaters to the DGER demomstration program,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 ATDO; however, no
generators are manufactured to match the capa:ity for either the
mini-hydro or larger capacity systems.

1f Pakistan develops the capability to manufacture solar water heating and
hydiro equipment, the industry would initially rely omn imports of crucial
material components such as relative absorbing coatings, high performance
insulators, special gaskets for solar systems and generators, complete
turbines and controls rfor the medium size hydro units.

roperly 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. 011l and Gas Equipment

Seismic work is highly important. It is common for
1less developed countries 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 seismic shootings valued at

312 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 kXm out of a

wouy
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potential total 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
potential 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 gome further successes, the OGDC is an
appropriate body to undertake exzploratory drilling.

Seismic equipment is only manufactured by some half dozen companies 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 0GDC 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 equipront, however, will probably be considerably in excess of this
magnitude. For example, the purchase of energy comservation equipment
alone could be in excess of $150 million. However, only about $87 million
is included as projected demand under the ECE Program, after taking into
account a variety of competitive and other comsiderationms.

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 remewable 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 remewable resources are given more emphasis and specific
policies and programs to encourage their use are implemented.

The oil and 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 Bamk and CIDA 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

(M



EQU1PMENT CATEGORY

Energy Conservation and
Fuel Substitution

Power

Coal Mining

011 and Gas

Renewables

TOTAL:

GRAND TOTALS

RN

TABLE 2

EQUIPMENT DEMAND ESTIMATES UNDER THE ECE PROGRAM

(1a § 000)

YEAR 1 YEAR 2
PUBLIC PRIVATE  PUBLIC  PRIVATE
8,500 12,500 11,500 17,000

18,000 - 17,000 -

- 500 - 2,700
4,500 - 4,500 1,000
2,600 400 1,900 1,400

33,600 13,400 34,900 22,100
47,000 57,000

YEAR 3
PUBLIC PRIVATE
16,000 20,000
16,000 -

- 4,900
4,500 2,000
1,900 2,900

38,400 29,800
68,200

TOTAL

PUBLIC  PRIVATE
36,000 49,500
51,000

- 8,100
13,500 3,000

6,400 4,700
106,900 65,300

172,200

_LV-



- 48 -

in this area include those required to improve the efficiency of the
distribution system (such as shunt capacitors) and to upgrade existing
power genmeration units (such as turbine rotors and ecomomizers). Such
equipment for existing facilities is usually not included in donor-funded
projects.

C. Equipment Suitability and Priority

The Sixth Five—~Year Plan sets as one of its goals a reductiom in
commercial fuel consumption of 9 percent as the result of more efficient
energy utilization. This goal is one of Pakistan's top energy sector
priorities. Approximately one-half of the Plan's proposed comservation
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 ecomomic growth. The inclusion of energy comservation/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 1n 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 1n 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 techmology; 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-connmected. These regiomns are of
particular social and political importamce to the development of Pakistan.

Solar water heaters can be used to displace gas and oil in many energy use
gectors. 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 lncrease 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 techmical,
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 USAID'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, texiiles, 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 comstructive
public policy environment which is likely to increase private sector
conridence, investment and output.
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2. Demand for U.S. Energy Commodities

' The private sector "window” of the ECE Program will permit
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 with the eligibility criteria amnd
how it supports the objectives of the Sixth Planm.

Within this framework, it is likely that very substantial market demand
for commodities can be tapped by the private sector "window™ in the ECE
Program. The U.S. enjoys a reputation for technological supremacy in many
areas of energy sector equipment including process ccontrol equipment,
energy management systems, oil and gas sector exploration equipment, high
efficiency compressors, coal mining equipment, and advanced renewable
energy technologies such as photovoltaics. In other areas such as heat
recovery equipment and cogeneration systems, U.S. manufacturers are still
technolrgically competitive but often suffer from higher costs due, ia
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 tc the vagaries 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 million available
through banks to the full universe of private sector borrowers. Based on
the actual track-record of this initial $10 milliou tranche, decisions as
to the distribution of private anmd public sector tranches will be made.

3. Relationship of Loan Terms to "Market Interest Rates”

Any discussion of "prevailing market rates of .interest” 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 mometary 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.

O""‘*‘s
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In the private sector "window” of the ECE Program, the approach to the
interest rate issue 1is built upon four pillars:

Qe

b.

the avoidance of misallocation of investment through
wrongly priced capital;

an approach to capital pricing which incorporates both the
explicit and implicit costs of capital to the borrower
({.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);

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 gtructure
of the credit markets simply to accommodate the private
sector commodity “"window™; and,

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 two—-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 compatability of the
proposed approach with "market interest rates” in Pakistan.

b
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VI. IMPLEMENTATION PLAN

The ECE Program will provide funds to both public and private sector
orgauizations. The Program will assist both sectors to improve the
efficiency of energy use and expand indigenous caergy 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 respomsibilities in
the development of energy resources. These include: (1) WAPDA and KESC
in the Ministry of Water and Power; (2) 0GDC, DGER, GSP, and PMDC in the
Ministry of Petroleum and Natural Resources; and, (3) ATDO 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.l, and an
1llustrative 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
iillustrative 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 USAID.

Far']
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iv. Procurement Mechanism

"7 Many of the Government organizations which will
utilize program resources have extensive experience in internatiomal
procurements. These organizations will be responsible for procuring the
equipment directly using A.I.D. procedures for host country comtracting
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 intermatioual tendering,
awards will take place at the Pakistan Embassy in Washington, D.C. with
the assistance of SER/COM, AID/Washingtom. Although not now
contemplated, Procurement ServicesAgents (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
(NDFC) 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. When the Energy Policy Board determines am 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. CIP Setting

Funds provided under the private sector CIP 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
efficlency and the increased use of indigenous energy resources i
Pakistan. They will also be responsible for emsuring 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 USAID/Pakistan will monitor performance.

b. Past Experience

Loans to the private sector have been made for some
time by other domors. Large contributors have been the World Bank and
tne Asian Development Bamk. In addition, many countries have provided

lines of credit, both general and sector—specific, to the private sector.

64
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The World Bank, over the past few years, has made available 14 loans and
creaits totalling US$ 454 milliom for project investment in the private
industrial (manufacturing) sector. Of this, US$ 274 million has gome to
the Pakistan Industrial Credit and Investment Corporation (PICIC) and Us$
80 million to the Industrial Development Bank of Pakista: (IDBP) for term
loans. In February 1984, the Worla Bank extended an additiomal 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 agenciles. Currently, the
ADB 1is 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, precedents have been established which
provide the general basis for foreign loans and a useful framework for
the proposed ECE Program private sector CIP. While each domor loan has
specific implementation procedures, most follow the general patterm
described below. Donor funds are loaned to the GOP on negotilated terms
and conditions; these loans are transferred directly by the GOP or State
Bank of Pakistan (SBP) to Designated Financial Institutions (DFIs) or
Nationalized Commercial Bamks (NCBs).

The DFIs 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 DFIs and NCBs that the private sector imvestor
obtains his funds and to whom he is responsible for repayment 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 gystem 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 fimancing;
- remove operating anomalies which hamper competition among DFIs;
- encourage competition among Participating Financing
Institutions (PFIs) by expanding and improving the services
offered by them;

- strengthen individual institutions through techmical assistance
programs; and,

- develop a more consistent and continuous method 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; lending interest 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 list,the 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 USAID 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.D. Regulation I will apply, specifically Paragraph 201.23, Informal
or Negotiated Procurement Procedures. Negotiated procurement shall be in
accordance with good commercizl practice with the solicitation of offers
from a reasonable number of suppliers. Participating banks will be
responsible for ensuring compliance with this requirement.

When Pakistan licensed distributors of U.S. manufacturers purchase
commodities from their primcipals, as authorized under Paragraph
201.23(a)(1), the distributor does not have to solicit offers from other
than his principals. Compliance with Regulation I Pricing Regulation
will be monitored by SER/COM, 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). A seminar will be arranged by USAID/Pakistanm for
participating bank officials to explain the responsibilities of the Banks
in regard to the CPI and reporting requirements.

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

Procurement of commodities and commodity—related services will be
restricted to U.S. source and origin as defined in A.I.D. Regulatiom 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 CIP program.



d. Procedures

S _ .. _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 1s 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 om 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.I;
and, Schedule 6, A.I.D. Commodity Eligibility Listing.

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

When the participating 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
required documentation. The bapnk 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 tramsaction 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. He or
his bank will then file an application with the Chief Controller of
Imports and Exports for an import permit under this Program. He will
submit all offers he received together with his permit to the
participating bank in Pakistan with a request for the bamk 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 willi 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. 7The 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 respounsible 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 G.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
(PIL), 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 will have primary
responsibility for the procurement of all commodities, and the Executive
Office, through its Commodity Control Unit (CCU), will be respomsible 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 anticipated that SER/COM, AID/Washington will play a role in assisting
the Mission implement the ECE Program. Representatives of SER/COM w#will he

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 implementation of the
private sector CIP will be as follows:

a. provide all participating banks with copies of A.L.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 advertisements 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. 1in 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 Emergy Policy Board will be
responsible for evaluating requests from those Ministries which have a direct
involvement in energy supply and use. The Committ=e will 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 USAID,
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. Evéiuation 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 Mission 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 Mission will cable to AID/Washingtoz,

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 obligatiom 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/COM representative or an appropriate US Direct

Hire from USAID/Cairo who is involved in the implementation of the
private sector CIP in Egypt. This evaluation will be designed to assist
the Mission to determine, in consultation with the GOP, whether to
continue funding the private sector CIP program and at what levels, and
to identify the need for changes, if any, in eligibility criteria,
lending terms, interest rates, and/or other characteristics of the
program. In order to make these decisions prior to the obligatiom of FY
1985 funds, this evaluation will have to take place no later than the

spring of 1985. The evaluation will focus on the following factors:
a. rapldity 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 dowm,
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;

£. end-use of commodities; and,

g. performance of banks in terms of compliauce 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
PAAD Amendment, covering the period FY 1987 - FY 1989. By July/August,
1980, there will be almost two years of ezperience 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.-finaunced 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;

£. rapidity of disbursements;

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

h. potential areas for improving Program implementation schedules,
funding arrangements, and procurement procedures;

i. role of the program in the techmology transfer process)

i 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—-persoun team consisting of an emergy planning specialist, energy
equipment specialist, and an evaluation expert, working closely with both
Mission and GOP officials. The total estimated cost of the evaluation is
$50,000 and will be financed under the Project Design Fund (391-0470).

son
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VII. FINANCIAL 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 milliom, $40
million, and $40 milion for the ECE Program in FY 1984, FY 1985 and FY
1980, respectively. The equipment for the first year in the public sector
will be selected from lists already provided by WAPDA, 0OGDC, 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 wix 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. Locai Cost Financing

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

D. Generation 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 momey 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 “"sell”™ this equipment to
the autonomous agencies and ministries involved.

™

E. Methods of Implementation and Financing

The use of direct L/COMs to suppliers (and direct reimbursement
for local cost financing) is contemplated for most financial tramsactions
under tihis Program, which is consistent with the preferred methods of

Y
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. ... . fipnancing as contained in AID's Payment Verification Policy

Implementation Guidance dated December 30, 1983. Bank L/COMs and L/Cs
will be utilized for the private sector CIP and commodities imported by
the public sector companies because of the anticipated large volume of
ipdividual 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 justificatiom is to be
provided whenever the Mission 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.l5 of the Guidance, a commodity
arrival accounting system has been developed at USAID/Pakistan and was
published in the form of,a Mission Manual Order in October 1983. A
Commodity Control Unit (CCU) has been established in the Mission's Office
of Management (0Q/EX0) to implement this system. Based on experiemnce over
the last nine months, the Mission is satisfied that the procedures being
employed are adequate to ensure that A.L.D.~financed commodities are
properly accounted for. In addition, the Mission's Office of Financial
Management (O/FM), with the asaistance of the Mission's Reglonal Affairs
Officers and Liaison Officers im 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.

LAY
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VIII.CONDITIONS, COVENANTS, AND NEGOTIATING STATUS

"A. ~ Conditions Precedent

1. Conditions Precedent to First Disbursement

Prior to the first disbursement under this Loan and Graat
Agreement, 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 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 comstitutes 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 Companies

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 otherwilse 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 bhe
followed by the Borrower/Grantee in making allocations to participating
banks.

Y
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B. _Covenant as to Reporting

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. Negotiating Status

The Mission has held numerous discussions with GOP officials on
the particulars of the private sector CIP 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
of participating banks, and the procedutres for making allocations to the
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 negotiatioms. This agreement
will be documented in a countersigned PIL, prior to the disbursement of
funds foc¢ the program.
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E.0. 12356: N/A
TAGS

« SUBJECT: ENERGY PRICING AND SECTOR DEREGULATION: USAID

STRATEGY
REF: (A) STATE 147849 (B) ISLAMABAD 12453

.1. AID/W COMMENDS THE MISSION ON ITS PRESENTATION IN
REF B AND ITS EZXYTEZNSIVE DIALOGUE UNDERWAY WITH THE WORLD
EANE ON PRICING AND INVESTMENT ISSUES.

2. EELOU WE OFFER SEVERAL POINTS THAT MAY BE USEFUL TO
YOUR CONSIDERATION OF HOw THE ECE PROJECT CAN BE USED TO
SUFEBORT THE MISSION’S STRATEGY.

S. RURAL ELECTRIFICATION: THE MISSION HAS A MAJOR
INVESTMENT IN THIS SSCTOR WHICH IS CRITICAL TO
ELECTRICITY PRICING ISSUES, SINCF 28-3¢ PERCENT
[NCLUDIMG LOSSES; OF PAXISTAN’S ELECTRICITY IS CONSUMED
EY TUBFWELLS AND RURAL CONSUMERS. AS AN INPUT TO

« JAPDA'S DEVELOFMENT OF AN HE MASTER PLAN, AID FINANCED A

COMPREEENSIVE STUDY BY ARTHUR D. LITTLE ON GENERAL

« POLICIES AND IMPLEMENTATION GUIDELINES. THE® STUDY

, FOR SUPPLY ORGANIZATION.™

CONCLUTED. TEAT ~ THE ECONOMICS OF FELECTRIFIED TUBEWELL
IHRIGATIOM %OULD REMAIN HIGHLY FAVORARBLE IN MOST CASES
EVEN IF ELECTAICITY COSTS ARE RAISKD SIGNIFICANTLY FROM
PRESENT HIGHLY SUBSIDIZED LEVELS. THE CABLE FAILS TO
INDICATE WBAT THE MISSION IS TOING WITH THIS STUDY AND
WHETHER THIS WILL PE AN AREA IN wHICH THE BANE «#ITH AID
SUPPORT WOULD SEE{ SPECIFIC I[NCREMENTAL TARIFF TAAGETS
FOPR 1995 AND 1936. SUCH A POLICY TOGETHER WITH

. PROVISION UKDER ECE FOR IMPORTATION OF MORE EFFICIENT

PUMPS wOULD APPEAR TO BE A IOGICAL ARZA FOR AID
CONCENTRATION. THE SIXTH FIVE YRAR PLAN SPECIFICALLI
SUGGSSTS TRAT THE SOLITICN OF THF PROBLFM LIES IN
MAINTAINING THF RURAL POWER TARIFFS ABOVE THYE COST OF
ELECTRICITY SUPPLY SO THAT THERE IS SUFFICIENT INCENTIVE

4, COST OF POWER GFMSRATION =— TARIFF IMPLICATIONS

© THE MISSION NEEDS TO BE CONCERNED WITH BOTH THE SHORT



*ANL THE LONG-KRUN COSTS O: POWFR GENZRATION. CHITICaL TO
THE SHORT~RUN ISSUE IS THE FRICE OF MATURAL 345 TO
WAPDA, CURREMTLY AIGHLY SUPSIDIZSD. THH® AID/ADE
COMRINED CICLE PROJECT PROVILCZES AM ENTHY INTO THIS
ARENA. LONG RUN MARGINAL COST IS A PRCUFER APPROACH IN
LCOKING AT CAPACITY FLPANSICN AND IT IS CLEAR THAT TPE

_NEW QIL, CUAL, NUCL®AR-CAPACITY PLAMNED WILL INCREASE .

1EE COSY OF SENERATION LN THE SYST®M IN TAF FUTURE. ALD

WCRL ON LA<HRA WILL EE A CRITICAL INPUT INTO THIS
"CALCULATION AND POLICY DIALOGUK. AN EQUALLY DIFFICULT
TAS{ IS TRANSFORMIKNG LRMC INTO. AM ACCEPTAPRLR TARIEFF
STRUCTURE. UTILITIES COMMONLY USE THH¥E APPHROACHFS TO
ALLCCATING COSTS CUSTUMFR, DFMAND, AND ENERGY, AMONS
CLASSES QF COWSUMERS: (1) PEAK RESPONSIRILITY METHOD --
EACS CLASS HAS ALLOCATSD TO IT THAT PORTION OF THE PLANT

THEAT IS IN YR0PORTION TO TER CLASS DEMAND AT TBE TIME OF
SISTEM PEAK;

(2) MAXIMUM MOUNCUINCIDENT METHOD =~ PLANT COSTS ARFE
ALLOCATED ON THE BASIS OF 'THE RATIO OF A CLASS” MAXIMUM
DEMAND REGARDLESS OF TIME OF OCCURENCE TO THE SUM OF
ALL THE CLASSES® MAXIMUM DEMANDS;

(3) AVERAGE-LOAD METHOD -- ALLOCATION IS MADE PASED ON
THE PROPORTION EACH CLASS® AVERAGE LOAD REPRESENTS IN

OVERALL SYSTEM AVERAGE LOAD. 1IN GENFRAL, FOR EACH CLASS
OF SERVICE, THE UNIT COST OF FURNISHING SERVICE
DECREASES WITE INCREASFD VOLUMF AND WITH INCREASED LOAD
FACTCR. THE MISSION’S ENERGY PLANNING AND DEVELOPMENT
FROJECT OFFERS A VEHICLE FOR EXAMIMING IN COORDINATION
WITH TBE WORLD EAN{ THESE TSSUES IN DEPTH. 1IN TEE
SELECTION OF THE PSC LONG-TERM GENFRAL ENFRGY ADVISOR,
THE MISSION MIGHT SEF IF SOMEONS WITH PRICING EXPERIENCE
MIGHT ES AVAILABLE.

5. A COMSUMER GAS PRICE ESCALATION SCHEDULE AND
. CONSZHVATION POLICY

. AID/4W EBELIEVES TEAT THE GOP AND WORLD PAMNK NEED TO
"CCHNSIDSR A MORE RAPID SCHELULE OF GAS PRICE TNCREASFES

- THAN CURRENTLY IM PLACE. THE SERIOUS CURRENT SHORTASGES,

THE MCVEMENT OF INDUSTRY BACK TO OIL, THE LAGGING
PETROLZUM EXPLORATION, THE HIGRER vARGINAL COST OF NEW

- GAS E.G. <BANDEOT, PLUS TRR CURRENT LOY PRICES, CALL

FOR A RZELAMNINATION OF WHETHER FULL PARITY IS POSSIBLE
MUCH SOONEFR. DRLAYING SUCH A MOVE TO 1393 DOFS MOT
APPEAR WELL ADVISEL FAOM AN ECONOMIC STANDFOINT.

MISSIUN WILL R&CALL IEDC RECOMMENDATION ¥OR FUEL IMPORT
PARITY RATEFR THAN TwO-THIADS SINCE IT AVOIDS
eNCGOURAGING THE USE OF GAS IN PREFERENCE TO FUSL OIL AND
BEC2USE IT PREPARES THE WAY FOR A NYXT PHASE CF PRICE

1/2 UNCLASSI®ISD ° STATE 13847193

ANNEX A
Page 2 of 33
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: rNCHEASVS FOR GAS WFICH WOULD MOVE PRICES UP TV LEVELS Page 3 of 3

- COMPETITIVE WITH MICLCLE DISTILLATES SINCE GAS HAS BEEN
~ PBASED QUT OF FUEL OIL USES.' FURTHERMORE IT WILL
PROVIDE AN ADDED STIMULUS TO INDIGENOUS COAL -
DEVELOPMENT., ONE APYROACH MIGHT BE TO SEEK AN AGREEMENT cem s T
"WITBE GOP TO DEVELOP A NATIOMAL SHERGY CONSERVATION ,
STRATEIGY UNDER WEICE 4 DFTAILED EXAMINATION OF THE
IMPACT OF AN ACCELERATED PRICXZ INCREASE SCENARIO ON
INDUSTRIAL PROLUCTION wQULD BE CARRIED OUT AS #ELL AS
DETAILED STUDIES OF THE POTENTIAL FOR ENERGY
CONSERVATION. THY NATIONAL ®NERGY CONSERVATION STRATEGY
SUPPOHTED BY EZNERGY PLANNING AND LEVZLOPMENT AND ECE
RESOURCES, AS WELL AS OTHER DONOR FINANCING, 4OULD IN
FINAL FOHM IMCLUDT A RATIONAL PRICE INCREASE SCHREDULE
TAAT TAXES INTO ACCOUNT THE POTENTIAL FOR CONSERVATION
MEASURES.

< 6. IRODUCEA PRICE FOR GAS

THE DISCUSSIOM OF THE PRODDCER PRICE FOR GAS POINTS IO A
« FORMULA EASED ON A KMOWN PERCENTAGE OF THE BORDER PRICE

FOR EQUIVALENT FUEL OIL, ¥WITH DISCOUNTS FOR LOCATION,
GEQOLOGY AND FIELL SIZE. THE STRATEGY OUGET TO BE MORE
EXFLICIT APOUT THE MAGNITUDE OF THE PERCENTAGE THAT THE
MISSION ENVISIONS. SECOND, TYF RATIONALE AND #ORKINGS

« OF AN ILLUSTRATIVE FORMULA FOR DISCOUNTS OUGHT TO RBE
DISCUSSED IN MORE DETAIL. THIRD, IN TBE EVENT THAT SUCH
L FOHMULA LEADS TO UNDULY LOW INCENTIVES FOR SFECIFIC

. FIELDS, IS THEZRE A PRGVISION IN THE MISSION'S STRATEGY
FOR &DEQUATL FLEXIBILITY FOR PRIVATE SECTOR PRODUCERS TO
NEGOTIATE BHIGHER PRICES?

7. COAL PRICING

. THE STRATEGY MOTES TEBAT THE PRICING MECHANISM ROUSHTLY
APPROXIMATES THAT OF CARTEL PRICING AND ARGUES THAT A
MORE STABLE AND MORE SUBSTANTIAL FRAMEWORK FOR

. COMMZRCIAL COAL DEMAND WCULD LFAD 70 MORE RATIONAL COAL
PRICING. THE STRATEGY OUGHT TO FPE MORF EXPLICIT ABOUT
THY CONDITIONS UNDER WHICE THIS FRAMEWORK wOULD LEAD TO

. MGRE COMPETITIVZ MARKETING OF COAL, RATHER THAN MERELY
STHENGTEENING THE CARTEL. SECOND, TO WHAT EXTENT DOES
PHEIS STRATEGY DEPENT REALISTIC GAS PRICING?

Y 8. WE LOO. FORWARD TO THE MISSION’S DISCUSSION OF THESE

ISSUES 1IN THE ECE SUIMISSION. SBULTZ
BT .

-

2/2 UNCLASSIFIED : ) STATE 184713
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UNCLAS STATE 183649

AITAC

E.O. 12356: N/A
TAGS: .
SUBJECT: ENERGY POLICY DIALOGUE

REF: ISLAMAPAD 12455
1. FOLLOWING MEMO RECEIVED FROM COUNSELOR <IMBALL:
QUOTE: '

WE HAVE REVIEWED THEF SUBJECT CABLE TISLAYAPAD 124&F,
#ITH GREAT INTEREST. THF MISSION HAS OBVIUUSLY DONg A
LOT OF THINCKING ON ITS ENERGY STRATEGY AND SFOULD PE
COMMENDEL.

[ SUGGEST THAT YOU NOW REQUFST THE MISSION TO INCLUDE IN
THE PAAD A DISCUSSION OF WHETEFR, OR ROW TiE RCE AILL EF
USED TO SUPPORT THE MISSTON’S OVERALL STRATESY. CAM IT-
FE USEr TO LEVERAGE SPECIFIC ASPECTS OF POLICY MOVEMFNT

THIS FY? WILL IT PROVIDE A FORUM FOR DISCUSSING FNERGY

ISSUES WITH THE GOP? WHICH ISSUFS WOULD FE INCLUDED ON.

TBE AGENDA FOR SUCH LISCUSSIONS? END QUOTE.

<. SEP TEL FOLLOWS WITH EUREAU COMMENTS ON REF TEL. SPUL1T
BT

UNCLASSIFIED STATE 195647
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AITAC
FOR ASIA/PHS MUTCHLER

E.0. 123556 N/A
SUBJECT; PRICING OF CAPITAL

RE#ERENCE: MUTCHELER/BLACKTON TELECON, SAME SUBJECT

1. INTEREST BAS FEEN EXPRESSED IN THE REASONIN:
PEHIND THE MISSION’S FINDING THAT 14% IVTEREST ON ACE
FUNDS (IMNCLUDING THE COST OF FX RISK) IS A
NON=-LISTORTING PRICE FOR CAPITAL.

. IN TRE UAPPIEST OF SITUATIONS WE WOULD BE ABLE TO
HEFORT THAT THE MARKET HAS FOUND THIS PRICE TO
E¥FECTIVYLY BALANCE THE SUPPLY AND DEMAND OF CAPITAL
IN PaXIS1AN. UNHAPPILY, THE CREDIT MARKET I[S§ AN
ADMINISTERED OKE AND WE CANNOT RELY UPON THIS SIMPLFE

ANC O1EERWISE INFALLIBLE TEST.

3. UNDER CONDITIONS OF MARAET IMPERFECTION, SUCH AS
ACMINISTEIED PRICES, WHAT ARE THE PHOXIES FOR MARKET .
EQUILIERIUMY WHAT ARE THE TELLTALE SICGNS OF
MISPRICING? RATIONIMG AND QUEUFING ARE THE HALLMARKS
OF AN ARTIFICIALLY LOW PHICE UNDER AN ADMINISTFERED
PRICE HEGIME. IDLE I[UVENTCRY AMD EXCESS CAPACITY AHE
THE COHRESPOMNDING SIGNALS OF OVERPRICING IN
ADMINISTEAEL PRICE REGIMES.

&, WITE TEESI SIMPLE RULES OF THUMB IN MIND, #E SET
CUT TG FIND EVIDSNCE OF RATIONING AND QUEUEINZ OR,
ALTEHNATPIVELY, SURPEUS INVENTORY AND UNUSED CAPACITY
IN THE CREDI™ MAR{ETS. WuEM INTEREST RATES AHE TOO
LOW, WHICE WAS QUR REAL FEAR, THBEN ONE CAN EIPECT THE
JOLLOWING :

1) A LARGCE BACKLOG OF UNSERVICED LJAN APPLICATIONS

<) WIDESYREAD REPORTS OF "SIDE PATMENTS” FROM
BORRO#ERS TO LENDERS TO GAIN ACCESS TO LOAN FUNDS

3) AN ACTIVE "CURE MARXET" OPFRATING IN PARALLEL TO
THE FORMAL MARXETS WMICH PICKS UP YNMET CREDIT DEMAND
AT SUBSTANTIALLY HIGUEHR PHICES

4) I THE CASE OF FX LENLING, AN ACTIVE "PARALLEL
MARAET" IN ¥X INSTRUMENTS WHICH ENTAILS SIGNIFICANTLY

= TQY-SECSTATE WASHDC PRIORITY --7¢19 S me e e o

e
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BIGHER LC/F1 RATIOS CHAN THOSZ IN THE OFFICIAL CREDIT ... - "ANNEX A

5) AN ACTIVE SECONDARY MARZET IN LOAN YXUMNDS FROH'
OFFICE SOURCES WHICH ARE SOLD IN THE CURB MARKETS BY
" SELLERS WITH GOUD CREDIT ACCESS TO BUYERS WITH BRTTER

PROJECTS BUT LESS CREDIT ACCESS T i

5. WE COULD FIND LITTLE SIGNIFICANT EVIDENCE OF THESE
FEATURES IN TEE CREDIT MARKETS IN PALISTAN. NEITHER

THE BANKS NOR THE CAAMBERS OF COMMERCE REPORT MAJOR

PROELEMS IN ACCESSING THE OFFICIAL CREDIT MARLETS AND -
TSERE IS NO EVIDENCF OF A BACLLOG OF UNSFRVICEL SOUND S
LOAN APPLICATIONS IN THE MAJOR BANKS. WHILE THERE - ;
ARE SOME UNVERIFIED REPOATS OF "SIDE PAIMENTS L

- ASSUCIATED WITE ACCESS TO LONG TERM (8-14 YEAR LOANS) .
FROM THF PUELIC SECTOR INDUSTRIAL FINANCE COMPANIES, B
#E UNCOVERED MO SIGNS I'SAT SUCH PAYMENTS JERE LT
- MECESSARY TU ACCESS TRADE FINANCINS AND WORKING I
- CAPITAL LOANS OF THE TYPES REPRESENTED BY THE_ACE AND n
ECL PROGRAM. THERE IS MOST CERTAINLY A "CURB™ CREDIT K .
"MAR4ET IN PAKISTAN. IT EXISTS TO SERVICE THRER L
CATEGUALES CF TRANSACTIONS: LR

A. LOANS TO BORRUWERS WHO CANNOT MEET THE COLLATERAL.
REQUIIEMENTS OF THF FORMAL BANKIMG SYSTEM. ~CURB"
LENDERS HAELY UPON A MIXTURE OF BUSINESS SAVVY AND
STRONG ENFORCYMENT AND COLLECTION MRASURES TO MAKE
UNSECURED OR PARTIALLY SECURED LOANS AT RATES HIGHER
THAN THOSE IN THE EAMKING SYSTEM.

B. LOANS FOR UNSANCTIONED PROJECTS. LARGE :
INVESTMENTS REQUIRE 4 VARIETY OF GOVERNMENT APPROVALS
AND SOME FROFITABLE INVESTMENTS IN SUCH AREAS AS
BOTELS, CINEMAS AMD CERTAIN INDUSTRIAL UNDERTAKINGS
ARE MORE OR LESS CLOSED TO NEW ENTRANTS. THE FORMAL
CeDIT SYSTEM CANNOT LEND FOR SUCH PROJFCTS IN THE

¥ APSENCE OF SANCTIONS AND FERMITS, PUT THE "CURB”

o L ‘MARLET CAN AND DOES.

W C. TRENSEERS OF "BLACX™ MONEY WITHIN THE INFORMAL
SCONOMY. SUBSTANTIAL QUANTITIES OF CAPITAL RXIST
OQUTSIDE THE GFFICIALLY RFCOGNIZED ECONOMY. FOR
EXAMPLE, PROFITS FROM UMSANCTIONKD ENTERPRISKES, SUCH

’

1/2 ‘ UNCLASSIFIED ISLAMABAD 13278
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»4S THOLX DISCUSSED I &Lov,, _CANKOT VASILY FNT ¥
. 1y

— -

Y

£ PANKING SYSTEM. “THS "CURB" MARKST PROVIDFS “-
ECAANISMS SUR XEZPING BLACS MOMYY AT WORX IN THE
NFORMAL ECONOMY.

3INCE AID FINANCING UNDER THE PRIVATE SECTOR #«INDO¥WS

"Uf TACE AND "ECE WILL BE FOR THE IMPORT OF COMMODITIES
“AND EQUIFMENT OFFICIALLY SANCTIONED EY THE

GOVERNMENT, TUE CURB MARKET IS NOT REALLY A VALID
TEST OF CAPITAL PRICING ¥OR THFE CATEGORIES OF LENDING
WE P¥OPOSE TO UNDERTAKE. AfGRIPUSINESS EQUIPMENT,
ENERCY CCONSERVATION EQUIPMENT AND THE LIKE ARE
NORMALLY ¥INANCED THWOUGH OFFICIAL CREDIT CHANNELS.

6. TEE FINAL TWO TESTS FOR SIGNIFICANT DPISTORTIONS IN
CREDIT MAR{LTS ARE wIDE GAPS BETWEEN OFFICIAL AMND

"PARALIEL X MAR4ETS AND THE RESALE OF OFFICIALLY v

PROVIDED CREDPIT IN TES SECONDARY MARXET. IN THE
FIRST CASE, THE SPREAD BETWEEN OFFICIAL AND PARALLEL
RATES IN THE DOLLAR/RUPEE MARKET ARE USUALLY PETWEEN
I¥O PERCENT AMD FIVE PEHCENT. THESE LEVFLS DO NOT -
SUGGEIST SICGNIFICANT DISTORTIONS. N THY SECOND CASE,
WAILE LISINTEAMELIATION AND ARBITRAGE EFTWEEN
OFFICIAL AMD "CURB" CukDIT MARKETS ARE INTRINSICALLY
HARD TO MEASUAE, THE CONSENSUS OF (NOWLEDIFABLE
OPINICGN IS TEAT THE VALUE OF "WHITE" MONEY FROM THE B
QFFICILL SOURCES IS SUFFICIENTLY GRYATER THAN “BLACY
FUELS IN TEE CURPR MARXETS ThAT IT WOULD BE A LOSING
PRUPOSITION TO SELL CLIAN LOAN FUNDS INTO THE

SECONDARY MARAET.

7. SUMMARY. IN TBE ‘ABSENCE OF A FREE MARLFT (0R A
ROUGH APPROXIMATION THEWEQF) IT IS DIFFICULT TO PROVE
THE RIGEINESS OF FACTOR PRICES. IT IS ONLY THROUGH
ANALTSIS AND ORSERVATION OF THYE EVIDKENCE OF MARXET
DISTOATIONS, OR THE PREVALENCE OF ARRITRAGE, THAT ONE
CAl INFER THE DEGREE OF DEVIATION KETWEEN AN
ECMINISTERED FACTOR PRICE AND AN FRQUILIBRIUM PKICE.
IT IS TEE JUDGEMENT OF USAID/PAKISTAN, BASED UPON

ObS ERVATION OF THE FORMAL AND INFORMAL CREDIT
MARKETS, THAT THE CURRENT GUP INTEREST RATES FOR THE
TYPES OF TRADE AND WORAING CAPITAL FINANCING TO PE
UNDERTAXEMN IN THE ACE AND FTCE PROJECTS ARFE RFASONABLY
CLCSE TO THZ "RIGHT™ PRICE FOR CAPITAL JF THIS TYPZ.
AN EFFECTIVE RATE OF 14 PERCENT COMPARES WITH THE -
FOLLUWING INTERNATIONAL RATKS IN THE PAST MONTH:

- == LS COMMERCIAL® PAPER PLACED DIRECTLY FOR 180 DAYS:

CIRCA 12 PBRCEHT
== LONDON INTFRBAUK OFFERED RATE FUR 6 “ONTHS: CIRCA

12,5 PERCENT

== US PRIME RATE: CIRCA 12. RCEWT
-- MOODY’S AVERAGE FOR LONG TERM CORPORAT? NOTES:

- CIRCA 14 PERCENT

Page 7 of
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F“A3AINS? THIS AHRAY UMNRATES, FQURTEEN FERCENT Fu_ ) )
LLARS (18w DAYS TO THHEE YEARS) POES HOT SHEM

NE HOPE TSAT THIS NECESSARILY
NFIRENTIAL AND IMPAXCISE APPROACH TO WESPONDING TO
ASBINGTON’S CONCERNS ABOUT CAPITAL PHICIMG IS

{THAORKDINARY.

-—tZLPFUL., ~WwZ LOUK- FORWARD TO- THE DAY WHEN .

"ERESULATION OF THYE FINANCIAL SYSTEM IN PAKISTAN wILL
JYAVE PKOCEFDSD TO THE POINT WIERE WE CAN RELY UPON
Fds IMVISIELE HANMD TO SPARE US ALL T92 ACONY OF

TRYING TO MAXE THESE JUDGEMENTS.

kT
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AIDAC

E.0. 12356 N/A .
SUBJECT: ENERGY PRICING AND SECTOR DEREGULATION:
USAID STRATECGY

REF: STATE 147849

1. THIS CABLE REVIFYWS USAID STRA™EGY ON ENERGY
PRICI"G ISSUES. WITH MORF THAN THIRTY PERCENT OF OUR
PLAMNFT PORTFOLIC IN ENERGY PROJECTS AND WITH A NEW
INITIATIVE IM ENERGY CUMMODITY FINANCIN3I SCHEDPULED
FOR FY 24 AUTHORIZATION, W% RELIEVE THAT A RFCAP ON
TEESE IMPORTANT ISSUFS COULD BE® USEFUL TO THOSE IN
ASIA [UUREAU AND SLSEWHERE IN WASHINGTON #ITE AY
INTERFST IN PAXISTAN’S ENRRGY SACTOR. TFIS CAPLFE
OIRECTLY RESPONDS TU TEE INSTRUCTION IN THF
QUFERENCED CDSS REPORTING CARLF FOR THE MISSION TO
ALVISE AID/W OF ITS ENFRGY PRICING STRATEGY.

<. ENYHGY PRICINC STRATEGY. OUR CORE CONCERN IS, OF

COURSF, TO ASSIST FARISTAM TO MOVE TOWARDS AN ENERGY -

PRICING REGIMF WOICH IS OPTIMAL IN TERMS OF (A)
INDUCIMG FFFIGCIENT USE OF SCARCE ENERGY RESOURCES,
(B) DIRFCTING FEVICIFNT ALLOCATION OF NEW INVESTMENMT
AND RESCOURCFES INTO EMERGY SECTOR DEVELOPMENT, anND (cC)
EXPANDING THE PRIVATF SECTOR’S ROLE IN THE SECTOR.
IT IS DIFFICULT 10 IMAGINE A SETTING IN WFICH THESE
wOULD MOT FE THE CORMFRSTONES OF AV AID ENERIY
PRICING STRATEGY. PROGRESS TOWARDS THIS PASIC GOAL
OF AN EFFICIENT ENERGY PRICE RFGIME WILL FE A COMPLEX
AND MULTI YFAR PROCESS. IT WILL INVOLVE A
- COMSIDFRABLE HANG® OF DETAILED TXCHMICAL ANALYSES OF
THE FINANCIAL AMC ECONUMIC SRETTING OF EiCP OF
PARISTAN’S MAJOR ENFRGY SOURCES: OIL, NATURAL 3AS,
COAL, HYDRO POWFX, ETC. THF WORID RANK HAS TAXFN THE
LEAD IN SUFFORTING THIS ANALYPIC WORK IV THE CONTEXT
OF THFIR MASSIVE ENFRGY SECTOR PORTFOLIO IN PAKISTAN
WAICA WILL RUN TO SOME DOLS 542 MILLION OVER THFR NEXT
FOUR TO ¢IVE YEARS. THER FANK HAS T4E SUFSECTORAL
EXPERTISE IN OIL,.GAS, COAL AMD HYDRO ANALYSIS AS
WELL AS TEE TARIFF EXPERTISE TO PULL TRIS ANALYSIS
TOGETHER INTO A COHESIVE LONG RUN SECTOR PRICING
STRATEGY FOR PAKISTAN. USAID PARTICIPAT®S IN A
CONTINUOUS AMD EZTENSIVE DIALOGHU® JITH THE EANT ON
SNERGY PRICING AND ALL OTHFR MAJOR SMFRZIY SECTOR
ISSUES. THERF IS CONSIDFRARLF COMPLFMENTARITY IN 0UR

PORTFOLIOS WHICH "TNOERPINS THIS DIALOGUE. USAID’S

ANNEX A
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‘[”'”\
(o



o

7

UNCLASSIFI

ARILITY 1O ¥INANCE® INSTITUTIONAL DRVZILOPMENTS IN
ENFRGY GIVE US THE LEAD IN MAMY ORGANIZATIONAL AKD
MANAGEMENT QUESTIONS IN THE 57CTGR, WHILF THE BANv S
SUPERIQOR PRICE AND TARI¥F FYPEZRTISE POSITIOM IT fOR
TEE LFAD HOLE ON THESE ISSURS. OUR-DIALOGUE FULLDS
UPON THIS COMPULFMENTARITY AND WF HAVE BEEN ABLEZ TO
DEVELOF 4 UNITED FROMT O¥ A4 PROAD RANGE OF
INSTITUTIONAL AND PRICE ISSURS.

S. ON PRICING, WE SFARE A COMMON SET OF OBJECTIVFS
WITE THE WORLD FAN& WHICH ARE WORTH REVIEWING HERE:

-- A. ELECTRICITY PRICING. OQUR COvMON 3O0AL IS TO
MOVE GOP ELPCTRICITY TARIFFS TO PARITY «ITH LONG
RANGE MAHGINAL COSTS. W@ PELIRVE THAT LRMC IS THZT
ONLY ACCFPTAPLE BASIS FOR A TARIFF REGIME WwHICH CAM
INSURE ZFFICIENT USE OF RLECTRICITY AMD CAN MOPILIZE®
ADEQUATE RESOURCES FOR THE LONG RUN DEVELOPMENT OF
THE POwER SECTOR. WFE AND THF BAMR SHARFP THE VIEW
THAT TEE LEVFL AND STRUCTURE OF FLECTRICITY TARIFFS
IM 1954 ARF MOT CONSISTENT WITH LRMC. CAPACITY
CHARGES, IM PARTICULAR, ARY INADFQUATE. THIS GIVES
RISE TO RXCESSIVE rPEAK DFMANDS AND THE UNFORTUNATF
COROLLARY CF¥F ULOAD SHFDDING. IT ALSO DISTORTS THE
LONG HUN POWFR INVESTMENT SCHEDULE AWAY FROM BASE
LOAD DPEVEILOPMENT TOWARDS EXCSSSIVE PEAY LOAD
GENERATION CAPACITY. WE AND THE PANY SHARF TH®
STRATKEGIC OBJECTIVE OF MOVING THE GOP TO LRMC PARITY
BY 152¢. THE BANK INTEMDS TO MEGOTIATE SPECIFIC
[NCREMENTAL TARIFF TARGFTS FOR 1985 AND 1986. USAID
AND TCFF BANX W#ITL ALSO FINANCE A RZSEARCH AND

MANAGEMENT STUDY WHICH WILL FROVIDF THE FINANCIAL AND-

ECCNOMIC TCATA BASE FOR MEANINGYUL CALCULATION OF
IRMC. THIS IS A CASE WHERE USAID HAS TAKEM THE L7AD,
IN CLTOSE CONSULTATIONM WITE THE TANK, IMN FRAMING AND
NEGOTIATING THE BROAL TERMS OF RFFERENCE FOR
ANALYTICAL WORX AIMED AT IMPROVIMG COMTROLS ON COST
OF SEUVICE, RFFINING SFRVICE RATTS, MANAGING
RFCURRENT COSTS, IMPROVING THF BASIS FOR CAPITAL
PLANT VALUATION AMD DEPRECIATION, AMD OVERALL
REFINEMENTS TN THE SYSTEM OF FINANCIAL VMAMAGTMENT IN
PTHE ELECTRICITY SURSECTOR. THE BANK'S FINANCING OF

1/ UNCLASSIFIFD
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WAPDA IV AND PLANMED SEZCTOR LENDING [N ESMERGY IS
KEYIL TO GOP PEZRFORMANCE ON THFSE JOINTLY FINANCED
INITIATIVES. THIS TYPE OF CROSS CONSULTATION AHND
COMPIEMENTARY POLICY INITIATIVE CHARACTERIZE TRE VERY
CONSTRUCTIVE USAID/EANX RELATIONS IN THIS SECTOR.
THIS STUDY IS A SINE QUA NON FOR MEANINGFUL TARIFF
REFORM AND AIT WILL DO WFAT IT CAN TO ASSIST THE BANK
IN ASSURING THAT THE STUDY IS COMPLETED ON A TIMELY
BASIS. WITHOUT THIS STUDY WAPDA AND KESC WILL
CONTIMNU® TO USTE INTERNAL FINANCIAL RATIOS BASED UPON
SPURIOUS CAFITAL VALUATIONS TO JUSTIFY UNDERSTATED
GENERATION COSTS. SUMMARY. USAID FULLY CONCURS WITH
THE LRMC PRINCIPLE AND THE 1990 TARGET FOR 199
PERCENT COMPLTANCE. W& WILL SUPPORT THZ FANK IN ALL

. EFFURTS TO ACHIERVY THAT TARGET. WE WILL NOT

)

)

)

INTRODUCE ALTERNATIVE PRICING PRINCIPLES OR COYENANTS
WHICHB WOULD MUDDY THE WATERS ON THIS ISSUE. THE
BANKS PRINCIPLE IS CLEAR, CORRECT AND FEASIBLE
WITHIN THE PLANNSD TIMEFRAME. THE WORLD BAN{ ENERSGY
TEAM NOw IN PASISTAN BAS ASKED 0US TO PLAY THS ROLE
DESCKRIBED AFOVE FOR USAID. WE BELIEVE THEIR REQUEST
IS SOUND.

-—B. NATURAL GAS PRICING. GAS PRICING IS
INTRINSICALLY MORE COMPLEX THAN ELECTRICITY PRICING
EECAUSZ (A) THERF ARE UNIQUE LOGISTICAL CONSTRAINTS
TO OPTIMUM DISTRIBUTION AND (B) TEERE ARE SIGNIFICANT
QUALITATIVE DIFFERENCZS RETWEEN VARIOUS 5AS PRODUCTS
wHICH INYLUENCE END USE OPTIOMS. LAMC HAS NOT BEEN
FOUND TO EE A SOUND GUIDE TO GAS PRICIMNS IN OTHER
COUNTRIES AND AID DOES NOT BFLIWYE THAT IT WILL PROVF

IO BE SO HERE IN PARISTAN. RATHFR, WE SHARFY ~#ITH TEE-

WORLD BANX THE VIEW THAT THE GAS PRICING REGIMF NEEDS
TO BE PEGGED TO INTERNATICNAL POL PRICES. THERE IS
NO QUESTION BUT THAT THE PRESENT PRICE REGIME FOR GAS
IS TOO LOW. PRODUCER PRICES FOR NEW GAS FIRLDS ARE
INADEQUATE 70 PROVIDF THE INCENTIVES NMECESSARY TO
INCREASE PRIVATE SECTOR ACTIVITY IN EXPLORATION AMD
DEVELCPMENT OF GAS FIELDS. THF INDIGENOUS PRIVATE
SECTOR, IM COOPFRRATION WITH INTFRNATIONAL FIRMS, IS
DEMUNSTRAELY CAPABLE OF IYPANDING PACISTAN'S SUPPLIES
OF NATURAL GAS. [T CAN DC SO ONLY WHEN PRICES ARE

" RIGHT AND aHEN THE FRAMEWORA FOR PRICINS INSURES THAT

}

\

THEY WILL CONTINUX TO E& RIGHT. USAID AND THF PRAMY
HAVE AGREEL THAT OUR STRATEGY FOR 3AS PRICING IS TO
PRESS THE GOP TO ADOPT A PRICING FIRMULA WHICH IS
PEGGED TO THE EORDER PRICE FOR FUEL OIL AND IS
CALCULATED ON THE BASIS OF ETU EQUIVALENCY. 1IN OTHER
WORDS, A FORMULA IN WHICH A GIVEN AMOUNT OF THERMAL
ENERGY FROM GAS WOULD BE PRODUCER PRICED AT A ANCWN

, PERCLNTAGE OF THE BORDTR PRICE FOR THE AMOUNT OF FUEL

OIL WHICH WOULD YIELD THAT QUANT'" OF THYERMAL
SNERGY. TH® rORMULA WOULD HAVE TO PERMIT DISCOUNTS

y YROM THE BASEZ FOR LOCATION, GEOLOGY AND FIELD SIZF.

\J

AS WE {NOW FROM THE EXPERIENCE OF THE UNITED STATES,
NATURAL GAS PRICING IS FAR TOUGEXR TO WwORK OUT THAN
OIL OR EL=CTRICITY PRICINS, PUT, DIFTICULTITS

NGTWITHSTANDING, USAID INTENDS TO FULLY SUPPORT THFT

[

ANNEX A
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PANY IN ITS EFFORTS TO LFAD THE GOP INTD TH® PRODNUCER ANNEX A
PRICE REGIME QUTLIMED AEOVE. ON THE COMSUMER SIDE, Page 12 of 33°
THE PROEILEMS ARE PARTICULARLYT ACUTZ. THE PARFSENT
CONSUMKR PRICF TARIFF SO FAVORS GAS OVER OTHER FUEL
SOURCES TBAT IT CISTORTS IMVFSTMENT PATTERNS AND
FFRMITS™ NON ECONOMIC USES OF GAS IV AN ENERGY SHORT
NATIONAL SCONOMY. TEF BANX’S STRATEGY IS A TwO STEP
ONE IN THIS AxREA. THEY HAVE ALIRFALY REACHED
AGREFEMENT WITH THE GOP ON A CONSNMER PRICE SCHEDULE
WHICH &WILL MOVF AVERAGE PRICES TO SIXTY SIX PERCENT
OF TnE FORDER PRICE OF FUEL OTL FY 1932. IT IS
CLEAR, HOWEVER, THAT THIS SALUTARY FIRST STEP #ILL
STILL LEAVE AN UNACCHPTABLE LEVEL OF RELATIVF PRICE
DISTURTION IN THK SYSTEM. USAID AND THE BAN( AGREE
THAT THYE€ SECOND STEP IN THE PROCESS IS AN AGREFMENT
ON A FIRM SCHEDULE ¥OR MOVING FROM SIXTY SIX PERCENT
PARITY IN 1588 TO 102 PERCENT PARITY. THE BANK HAS
NOT REACHED AGRFEEMENT WITH TE® GOP ON TEIS SECOND
STEP, RUT THEY ARE PRESSING FOR FULL PARITY BY 1333.

USAID CONCURS ON THE IMPORTANCE OF BOTH TER PRINCIPLE
OF PARITY BRASED CONSUMER PRICES FOR NATURAL 3AS AND
ON THY IMPORTANCE OF REALIZING FULL PARITY THROCSH
ACHERENCE TO A FIRM SCHEDULE OF PLANNED TARIFF
INCREASES. SUCH & SCHEDULE CAN BEGIN TO INFLUENCE
INDUSTRIAL AND COMMERCIAL USERS NOW BY SIVING THEM A

2/ UNCLASSIFIED ISLAMABAD 1245°F
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CLEAR PICTURE OF THT SHAPE OF THZ PRICE CURVE FOR GAS
OVER THE NEXT TEN YRARS. IT IS USAID POTICY, AS IN
THE CAET OF FLFCTRICITY, TO LOCK TO THF G5AS
SFECIALISTS AMD TRE TARIFF EYPERTS IN TEZ BANK TO
PLAY THE LEAD ROLT INTTMPLEMENTING THIS STRATESY,

. #ITH AID BEING A FORCEFUL ATLVOCATE IN SUPPORT OF THE
BANK AGENDA.

-— C. COATL PRICING. USAID EAS A KEEN INTFREST IN
COAL FRICING BECAUSE OF OUR ROLE IN THF LA{HRA COAL
FIRFD GENFRATIOM ACTIVITY IN PAKISTAN AND OUR
LEADERSHIP IN THF CONOR EFFORT TO BHING PRIVATE
SECTOR COAL MINING INTERSSTS IMTO THE FOREFRONT OF
THE DRVELOPMENT AND OPERATION OF THE LA{HRA COAL

. FIFLDS. THE COAL PRICE IN PAXISTAN IS QUITE
DIFFERENT FROM THE PRICES WHICH ORTAIN IN 3AS AND
FLECTRICITY. THFRE IS NOT, IN FACT, AN OFFICIAL
PRICE SCHEDULE. THE SMALL PRIVATE PRODUCERS OF COAL
SEEM CONTENT TO PERMIT THE PUPLIC SECTOR MININZ
COMPANY TG EE A PRICF LEAD®R. THE PUBLIC SECTOR FIRM
IS POTH IMKFFICIENT AND UNDFRMOTIVATED WITH THE
RESULT THAT IT TAXES THE LEAD IN SETTING A HIGH PRICE
WHICH THF PRIVATE SECTOR FOLLOWS. 1IN AN FMVIRONMENT
WHERE FOTH GAS AND ELECTPICITY ARE ‘UNDERPRICED,
RELATIVE PRICE DISTORTIONS CONSTRAIN GROWTH IN
COMMERCIAL COAL UTILIZATION. THIS LOW GROWTH IN
UTILIZATION, IN TURN, CONSTRAINS INVESTMENT IN NFY
MINING CAPACITY. THE SITUATION ROUGHLY APPROXIMATES
THAT CF CARTEL PRICING 4MD PAKISTAN IS CONSFQUENTLY
DEPRIVED OF FULL ACCFSS TO AN IMFORTANT DOMESTIC
ENERGY RESQUACF. USAID HAS DEVELOPED SXTENSIVE
CONTACTS WITH THE PRIVATE SECTOR COAL MININZ CONCERNS--
. AND BELIEVES THAT ONE IMPORTANT INGREDIENT IN A
STRATEGY FOR COAL PRICE RATIONALIZATION IS THF
CREATION OF 4 MORE STABLE AND MORE SUBSTANTIAL
FRAMEWORX FOR COMMPRCIAL COAL DEMAND. VIRTUALLY NO
LONG TERM SUPPLY CONTRACTS ARE LFT IN THE COAL
BUSINESS HERE, SO PRIVATE INVESTORS ARF LOATHE TO
TAKE ON THE CAPITAL COSTS OF MIMF IMPROVEMENTS AND
EYPANSION. THE DEVFLOPMENT OF PROPERLY MANAGED COAL
FIRED ELECTRICITY SENERATION PLANTS, OPERATING IN A
PRICF ENVIROMMFNT OF LRMC FLRCTRICITY PRICES., #ILL
PERMIT EFFICIENT CONTRACTING ON A LONGER TERM BASIS
FOR COAL AT FINANCIALLY AND FECOMOMICALLY VIABLE
PRICES. THF WOILD FANA IS PARTICIPATING WITH USAID
IN A RANGF CF COAL S¥CTOR ACTIVITIES DESIGNFD TO (A)
PROMOTE PRIVATE SECTOR INVESTMENT (B) IvPROVE TIHE
TFFICIENCY OF THE SUPR SECTOR (C) MORE EFFFCTIVELY
DIRECT THE STRUCTURFE OF DEMAND FOR COAL AND (D)
IMPROYE RELATIVE PRICING OF COAL THROUGHE THE PRICE
INITIATIVES ON GAS AND ELECTRICITY OUTLINED ABOVF.

3. TO RECAP, AID’S OVERALL PRICING STRATEGY IN ENERGY
IS TO SUPPORT MOYES TO¥ARD SECTORWIDE PRICES #HICH
ARE EFFICIENT AND CONSISTENT WITH INTERVATIONAL
ENERGY PRICES. WE SEEX BOTH AGGIEGATE STIFTS TOWARDS
ECONOMICALLY RFFICIENT PRICHS ANT CHANGES IN RELATIVE
PRICES WHICA WILL REDUCE AND ELIMINATE DISTORTIONS IN

ANNEX A
Page 13 of
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EMERGY USTF AMND IM ENERGY IHNVASTMTNT. RFCOGNIZING THF Page 14 of
SUFERTOR THXCHNICAL CAPACITY OF TH9¥ %ORLD FAMNC TO

TESIGN AMD MONITOR FMERGY PRICE STRATEGIES, IT IS

USAID’S PULICY TO USF UUR INFLUEMCE WITH THE PANK TO

" INSURW TH&ST WE-AND- THEY ARE-PURSUING COvMMON FGALS, =~ S
AND TO LFAYE THR PANX IN THE TFADERSHIP ROLE IN

FORMIULATING SPECIFIC PRICE PROGRAMS AND NEJOTTATING

SPECIFIC TARIFF ADJUSTMENT SCHEDULES. FOR OQUR PART,

WE WILL CONTINUE TO PLAY THE LFAD ROLE ON ISSUFS OF

PRIVATIZATION IN THE ENER3Y SECTOR, WHERE THE FANK’S

MOLTIMATIONAL CONSTITUENCY SEFEMS TO PRECLUDE A HARD

LINE OM PRIVATE S#CTOR ISSUES, AND ON INSTITUTIONAL

AND MANAGERIAT RKFORMS WHERS (ISAID’S ARITITY TO GRANT

FINARNCE PERMITS US FAR WIDFR LF¥EWAY IN PACKAGING

APPROPRIATE TECHENICAL ASSISTANC® IN THE ENZRGY

SECTOH. MORROVER, THE ENERGY PLANNING AND

DEVELOPMENT PROJWCT IS REGARDRD BY BOTH THE GOP AND

WORLD BANX AS THE CENTER-FIZCE OF INSTITUTIONAL

RFFORM IN THE FMFRGY SECTOR. THIS PERCEPTION AND OUR

PROSPECTIVE ROL® WILL ASSIST US TO PROVIDE LEADERSHIP

IN THE CITED AREAS OF THF SECTOR.

4. THE APPROACH OUTLINED ABOVE PROVIDES A BASIS FOR A
. POWERFUL AMD CCNCERTED EFFORT BPY THE XEY ENERGY
SECTOR DONORS TO WORK CN A PROAD AGENDA OF SECTOR
REFORMS IN ENERGY AND TO GUARD AGAINST THF EOST
COUNTRY TAXING "DIVIDE AND COMQUTR" TACTICS TU WEAKEN
THE OVERALL POLICY DIALOGUFE. TECHNICAL DIFFERENCES

3/4 UNCLASSIFIED ISLAMABAD 12428

v L.
!K‘z



4/4- UM LASSIFI. ISLAMAEAD 1
<
CN GAS PRICING BEPWEEN THFP WORLD EANK AYD TYF ASIAN
DFYELOPMTNT FAMY{ IN EARLIPR YFARS PROVIDFD SUCH A
~ WELGE FOR "TCIVIDE AND CONJUER"™ TACTICS ANT LDELATED
PROGRESS TOWARDS THY MEDIUM TFRM GAS PARITY PRICF
-—-TARGETS-.- IT IS IMPERATILVE THAT THE DONORS—-DO NOT -
~ STEF ON EACF OTHER’S TOES IN OUR ZEAL TO MvAKE HEADWAY
ON THFSY ISSUES. A SOLID FRONT SUPPORTED PY FIRST
CLASS TECHNICAL AND ECONOMIC ANALYSIS AND FULL AND
? FRANK DONOR COORDINATION IS THE XBY TO PROGRRSS ON
THIS FRONT. TFT MISSION’S APPROVED CDSS CALLS FOR AN
ENERGY SECTOR ASSESSMENT IN CY 1585. WE ANTICIPATE
» THAT TBIS WwILL BF DESIGNED TO INCORPORATT BROAD ITERD
AND ALB PARTICIPATION IN A REVIEW OF PROGRESS ACROSS
'HE FULL SPECTRUM OF THE FRICE AND POLICY FRONT IV
. ENERGY. THE GOP’S PPRFORMANCE AGAINST EANXK DEVELOPED
PRICK EENCHMARKS WILL BE AN IMPORTANT FLEMENT CF TEE
ASSESSMENT. THE POLICY SECTIONS OF OUR UPCOMINZ RCE
» PROGRAM WILL REFLECT THE POSITIONS OUTLINED IN THIS
CABLE AND WILL PRESENT THE ¥ULL RANGF OF SECTOR
POLICY ISSU¥S RELATING TO PRICING, MANAJEMENT, POLICY
+ ANAIYSIS CAPARILITY, IMVESTMENT STRATEGY AND FNEANCED
* PRIVATF SECTOR PARTICIPATION.BURFAU COMMENTS AND
REACTIONS TO TEIS CAPLE WHICH CCULD GUIDE OUR ECE
, DRAFTING ARY #FLCOME. COMMFNTS SHOULD BF SLUGGED FOR
BLACKTON AND RECEIVED IN PAKISTAN NO LATER T3aN
JUNE 22, 1984 TO INSURE THAT THEY CAN BE FULLY TALEN
w» INTO ACCOUNT IN THEE PAAD. HINTON
* BT
#2455
h
“ NNNN
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AIDAC

~m :
FOR ASIA/PD MATHESON AND ACE PROJEST COVMITTEE

E.0. 12356 H/A
SUBJECT: ACE INTEREST RATES

@ REFS: (A) STATE 169238 (F) STATE 136812

1. THE MARCH MEMO FROM BLACKXTOMN TO SMUCKER ¥AS

o™ INTENDED TO FRAME THE ISSUES AFLATING TO INTEREST
RATES IN TEE ACE PROGRAM IN ADVANCE OF DETAILED - —
DISCUSSIONS WITH S0P POLICTY MAKERS IMN THIS AREA. THE
BACKGROUND INFO IM THXZ MEMO STANIS AS A DESCRIPTIGY
OF THE FASIC STRUCTURE OF TFE CREDIT SITUATION BERE.
AS PROJECT NEGOTIATIOMNS PROGRESSFED WE CONCULUDED THAT

o THE PRESENT STRUCTURE Or INTERWST RATES, WIT3 an 1t
PERCENT BAST AND A 3 PERCENT SURCHARGE FOR FX RISA
WAS BOTH CONSISTFENT WITH AID POLICY AMD A REASOMAFLE

) STARTING PCINT FOR QUR PRIVATE SFCTOR ¥INLOWS IN ACE
AND ECE. ALL DONOR FINANCED CREDIT PROSRAMS WORR
THROUGH THIS INTEREST RATE SCHRDULE. UNTIL %% HAVE
AN EMPIRICAL TRACX RECORD, WE HAVE NO BASIS FOR
SEEXING AN XXCEPTION TO TEHE RATES. HAPPILY, THE
RATES ARE HIGH ENQUGH AS TO AVOID THX PROBLEMS OF

o FACTOR PRICE DISTORTION WHICH ARE AT THE ROOT OF AID

- POLICY IN TBIS AREA. THE APPROACH OUTLINED IN THF
ACE PAAD IS THE SAME ONE WF PLAN TO TAXxE IN THF ECE

& PAAD.

2. PARA FOUR OF REFTEL CORRECTLT PICKXS GP A TYPO IN

® THE MARCH MFMO. TES, THIS SEOULD READ "MINIMUM™ 7VICS

MAXIMUM® . RFQURST THAT YOU MA#% CORRZCTION ON PAZR

63 OF PAAD DOCUMENT.

2 3. REF R ASKED FOR EBARLY WABMING IF USAID ANTICIPATED
RECOUGRSE TO SUBSIDIZED INTFREST RATES IN ACE.

« ADHERENCE TO T COMMERCIAL CREDIT RATES PROPOSED IN
ACE PAAD %ILL AVOID RISK QF FACTOR PRICFE
DISTORTIONS. WE WANT TO REASSURE YOU THAT sk ARE AS
AVERSE TO UNDFERPRICIN:Y OF CAPITAL 45 IS WASHINITON.
AFTER THE FIXST YFAR OF THT ACF PROGRAM WF ®TLL T& IN
A BETTRR POSITION TO CUMMENT OM TOF RELATIONSHIZ

¢v BETWEEN INTFRFST RATES AVD DISEURSEMENT RATES N THF
PROGRAM, BUT W® IO FOT INTFND TO LET DISEURSFHEET
CONSIDERATICNS UNDERMINE SOUND POLICY CONSILEGATIONS.

? 4. REF A PROYVIDES SGME SUGGESTTD LANGGAZR FR0% THFT z
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PROCFCT COMMITYZIE FXPLAINING WHY THE FIZST 7#AR OF A ANNEX A ’
PILOT PRIVATS SECTOR WIHDOW SE0ULD START SITE TAE Page 17 of
EXISTING PRICING AND CREDIT STSTEM. THIS LANGUACE
REFLECTS THE INTENTIOH OF OCR PAAD AND & HAVIY NO
PROELEM IN ADDIWG T B L\VGUAGE YOU PHCFOSE.

S. LASTLY. TE PROJECT COMMITTEE ANT APAC SHOULD
REMEMBER THAT TEERE WILL ER AN EVALOATIOM OF TBE
PRIVATE SECTOR ¥INDOY IN CY 1285 PRIOR 70
FINALIZATIONM OF THE SECOND TRAMCIE. INTFAFST 2MTIS
AND LOAN PROCEDURES WILL EE A £EY P4RT JF THTS
EVALUATION AND WE WILL INVITF AIL/% PARTICTPATION.
THIS IS DISCUSSED IN PAAD EEGINNING OM PAGR 75.
RATTRAY

BT

#2104
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AIDAC

FOR ASTA/PC PAT MATHESUN AND ACT PROJECT COMMITIFE

F.O. 12336 /A !
- SUFJ¥CT: FAUJECT 431-¢%53: ACE LCOCAL CURRENCY
&S

S % % 9

“ ;

GELERATION

TATY 288332

RFFEHENCE: (A) STATE 161853 (2) s (
gl LETT¥R DATED T

(C) ¢ee?? (24) (L) LION/FISCH
1985 ~

1. n¥F 4 ASvS FOR RATIUMALE BRATKED MISSION’S LFCISION
NOT TO PFROVIDE §OR PROGRAMMIMNG COF LOCAL CURRFEANCY
GENFRATIONS FROM ES¥F LOAN FINANCED COMMCDITIZS 2AND
GQFs CN TO ASK SPYCIFICALLY wHY wE ARFR NOT PARCVILING
FOR SPECIAL ACCOUNT TWEATMEMT QOF PROCHEDS FROM
PUFCAASE OF COTTON UNDSR ¢Y 84 TRANCHE CF ACSK.

2. Tik SHORT AMSeBR TO EQTF QUESTIONS TS THAT THE
SPECLLL ACCOUNT APPROCACE SIMPLY DOESN'T WQix IN
PAsISTAN.  13E 0P EUTGTT IS A CONSOLTDATELD IJPFRATICN
JITEOUT BAuMARRING. WIILF THZY aARE PTRFECTLY JILLI™3
AP AELE TO CREAL&E AN ACCOUNT MUMBFR FOR COUNTFRPART
CEMERATIUNS AT THE CRNTRAL FANK, ¥AAT ACTUALLY F4PPFNS
[S 1=AT DISFURSEZMENTS Ad4F MADE ON VON-FAKMARCED
BASIS. UND*HR A SITUATION OF PERAYNNTIAL DSFICTT
FIMARCING THTS MEANS THAT CUR COTHTERPART IS
EPFFCTIVELY SPYNT ®VEN EEXQRE I'T IS GELERATED.

S. TAF MISSION giS PRESENTFD THYSE ISSUGES TO
®ASHINGTON IN A SKRIES OF COMMONTCATIONS DATIL: TAC:
TO 14€5. RF® L FIOM DCNOR LIOY TO FRED FISCRAFR #4453

THE $ASIS OF AN INTTRAGENCY AIN/USCA/OME DETSAMINATION

THAT WE WITL KO LONGER PROGHAM TITI® Ok SEMVYATIONS.
&, AID’S POLICY DRTEAMIYATICN KUMEFR FIVE OF FERRUARY
1988 MASXES CLYAR TPAT THE IMPOITANT [SSUW I3 NOT T9T
FACT OF PROGHAMMING, BUT TSF® ASSURANCE THAT AIT GAINS
ATPRUFRIATE VOICE IAN T®Y AREA OF KESOURSY ALLOZATIOM
PCLICY IN IFE ReCILPISNT COUNTRY. CUR OVERALL APP20ACH
T0 ICCAL CURRENCY GEMNERATICNS TS BUILT AROUND THIS
CCRE PHIMCIFL® IM PP NUMBFR PIVT. IN LIFU OF A
"ERUGRAMMING™ ACTIVITY 9PY A “3PESTAT ACCUUNT ™ wa[ch
WE OANGY T.JaDS TC MFPANIAITNZS AT"HITUTICNS OF
FYEPESDLTICAE ON AN FY—-pPOST FASIS, #§ LOvEINE OUR
AESQURCE TRANSEFYR PICSRAMS [NTO Y 1'A0Q.0 FisTv¥Qem FOR
AESULAR PUDTET ALD RFSQURCH ALLOACATION DISLUscIons
NITH T2Z GOYFHEMENT OF PA<ISTAN. PHTSE IISCUSITONS

ANNEX A
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FROGRANS wr®IC® TuUCH DIRKCTLY U20H:

FIIFLE CIL INDU3STHY
VATZ SECTCR EMEREY IMVISTOR
"LIC SECTO ENFHTY UTITITIFS
ELBLIC AMD PRIV&"F FEIATITIZIR INDUSTRY

sIVES ¢S A EOw?{EUL PASK SCR MTANINGTYL POLICY
PTALOGUE O RESCUMCT ALLOCATIONS. WR HAYT A FLACT AT
TZE TAFLE ON QUFSTIONS SUCH A4S ,IOaI“Q DUL TRE MALSSIVT
FERTILIZZFW SUBSITY ILIMENT CF TKT 32P RUDSET, SAIFTI'G
INVSSTMENT ZESQUECES AMAY ¥ICOM ASQIPUQIV?bs FINCTIONS
FFEST UMDE=TALFN Ff PUTVATE FIAMS, 0 PROTFOTING
AESOUACE ALLUCATIZNG FOR AGRICULTIGRAL ANLD TNFRIY
SEFCTCH 148<LACE fRIORITIES wHICT MAY P2 TIHREZATENED IV
PIMES QF WISCAL SCekZT. USAILD FINDS TY9AT THY ACCFSS
WHICE wk ¥MJOY OM TUYESE TMTORTANT 33S0U2CE ALLODCATIOCN
TOPICS AS A RESOIT OF QU APYRCACH TO LOCAL CURRWMCY
FENFSIATIONS I35 AR MOdE VALUAETR TSAW AN QRCFEFSTRATET
ROLYE IN AN ANNUAL, “1-FOST, ALTLOCATIOMN FYERCISY /ITg
TEE MINFINANCE RYUDGETYHFHS. TEIS SBIFT It PROZTIAMMINT
APPRULCS HiS STAVNGTEFNED MOT WFAAENSE 204 OVFHALL
VOLIZY DIAZCZY® WITU Tu? GOVERMMEND OF TACISTAY.

B. TEE CAS® FOR AY APPIOACH ¥WEICY IS STRIOUS AND
ACTTICNAYLE VERSITS AM APFRUACH WHICE IS DE“QNSTRAZLY
vITa0UT SYFSTANCE 4AS UNDFERSTOCD AMD ACCEOTSDR °Y £ALL
T FG3NCIES COsCE]RYNST w{TE QUR DOLS FIFTY MILLIC! prR
Twas TITLy UNE PFOGRAM. ¥E PETIXYE TRAP TYT ARJITTMEHT
Arr LY FITF AESCLUTFLY T3+ SAME FORCSE AMD VALIDITY TO
LOoUATl CURMENCY SENEIATIONS rFaOM LUAM FINLNCED
COdYOnITINS I[N ACE AND SCE. WF ARE CONFIDENT TgaT
FROJZUT COMMITTEY ANT APAC vILIL COMYE TO THE 5AvF
LOIFT”JIO“ RATTAAY

BT
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MENMORAME M May 22, 1984

AL, Frank R, KRimball
PO CAASASLA, Charles W. Greenleds

SUBJECT: Fakisran PID - Energy Commodities ams Equipment frogram

Reference: Your Memorandum of May 14, 1984

Policy dlaloque is indeed at the hearr af our proposed NCE
program. The Mission and Azia Bureau are In tull agreement on
the critical link betwesn GOP enerygy policies and achievement ot
our objeutlves. cur staff has provided continunous assiztance
and guidance to the Mission in developing 1ts approach to pu]ncy
in ECE. We have workad clogely with GOP otficials and with the
cther major donors to assure that we reinforce the GOP's own
efforts to carrcy out policy reforms.

In designing the ECE project, the Mission, with the assistance
of Arthnr D. Little, is actively exploring policy issues in oil
and gas. cnal, conservation, and renewahle enetrqy fields. The

. PIN cable lists many of the major areas of <toncern in paraaraph
[IT C. The AFAC cable raquests a comparative analysis in the
FAAD of potential policy and privare sactor targets snd ot
impacts of commodity asslstance in each Aarea.

The attached paper ob "Folicy and Iastitutional Considerations
for the Enerqgy Commodity Program® provid2s some of the HKims510n'sS
sarly thinking on policy obiectives. Paass 19-20 li3t 3cme ol
rhe major sectoral iusues from which specific proagram objerTives
74ill be developed. Gf course our &ftorts Lo 1influence this
broa:dl range of concerns are not confined %o discus sions ot ERCE;
aut ongoiny Rural Elactrification and Enerdy Planainy @rojecrs
and rhe proposed Lakhra project togather give us A poasitisu Fram
which to address the gector as a whole.

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 this month on a proposal
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enerqgy sector loan. Indications are they will push for price
increases beyond those included in the previvus [MF aqgreement.
The ECE prciject will rhus be im a position ts suppsrt
appropriat2 elements of the Bank's policy approach. The APAC
cable requests that the PAAD include the implications of
discussions with the World Bank teams tor the Mission’'s
negotiating positions on the ECE project.

ASTA Bureau, S&T/EY and PPC staff have worked closely with the
Mission on identification of issues, selection of consultants,
development of scopes of work, and coordination with the World
Bank. and will continue to do so, 30 that AID/W concerns are
fully brought to bear in the design process. We wculd welcome
any specific suggestions or gquidance you may want to add.

Attachment: Policy and Institutional Considerationg for the
Energy Commodity Program

M~ l.ru
Dratted:ASIA/PD/SA:E atheson/ASIA/TR:Ichord:pw:5/21/84:29000

Clearance: ASIA/PNS:DMutchler draft
ASIA/PD/SA:HSharlach "~
A/ASIA/PD:RPratt 7
DAA/ASTIA:EStaples

1730 ——
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52z May 4, 1984
MEMORANDUM
T0: AA/ASIA, Charles W. Greenleaf
\
FROM: C/AID, Frank Kimball «q‘/__,
SUBJECT: Asia Bureau Review of Pakistan PID-Energy

Commodities and Equipment Program (391-0486)

I have reviewed the PID and discussed its policy imolications
with Peter. Given the size of the proposed obligation and the
apparent policy issues which erist in the energy sector (for
example, the underpgricing of energy products), we start with the
assumption that the ECE program can be used to intluence GOP
policies in the 0il and gas sub-sector. Part of the design work
for the proposad 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
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SURJECT: ENFRAGY COMMODITIES ANT FQUIPMENT (351-9438)

e ——

REF: ISLAMAERAD 2559

APAC REVIEwWED ANT APPRUVED RET PIN CARLZ VAT <.
FOLLOWING "A LEYZL 1SSUES WERF PISCUSSED:

1) FzOGRAM VS. FROJECT FOCUS: ¥E UNLERSTAND FROM PID
-ABLE, LRAFT MATEALALS O ACE PRUVATE SECTOR C1p
MECHAI'ISM AND VON SPIZCAZLFELD TDY TUAT MISSION IKTENDS
“RADITIONAL PRIVATE SECTOR cIP wINDOYW IN %wFICH
PARTIUIPATING EALKS SELRCT BCRROWF2AS ANL HSURY
TOMPLIANCE #ITE 3EGS. AID NEED YOT PF ACCOUNTAETE *OR
~NE USYX, MAINTELANCE, INSTITUTIONAL AMD FINANCTAL.
CAPACITY OF PORRUWERS, RTC., BEZAUSF MARLFT MECRANISMS
.ND EANAS® ZOLE CFFER ALTFRNATIVE FROTECTION.

po ¥

£ ARE LE@Ss CLEAR QW HuW THR PULLIC SECTOR JINDOL YCCLT
OPERZTE AN) INFER THAT MISSION MAY BE PLAMNING TO TARGST
\T LEAST P\RT OF SUCH ¥yUMNDS OM SYZICIFIC BMTITIES (©.5.,

. 4APDA, OR PROJECTS WITH CLEARLY IDENTIFIFD EFNT-USFRS AND

NEEDS . TO EXTENT THAT PAAD OFEJECTIVES ARF DEFINED - AS

MEETING THESE SPESIFIC PRORLEMS, WITT USAID =AVING
~UTHORITY TC DIRECT RESQURCES IO NAMED FND USKRS,
ACTIVITY WOULD APPTAR TO EF “ASED MORE UPON PROJECT
~ATHER THAN CIP PURPOSES. IN SUtt, THE MORE OUR FUMNDS
ARE US¥D LIKXZ TECSE ¥OR A PROJECT THT MDIE WF YILL AAVE
-0 MEET THE PLANNING AND ACCOUNTARILITY CRITERIA THAT 4R

- NORMETLY USE IM PROJECT DESIGN, IMPLEMENTATION, AJDITING

AND EVALUATION.

" 4% ART NOT NTCESSARILY IMPLYINT THAT WT SHOULD AVOID

SUCH TARGZTTING AS LONG AS SOME PRUDEMT L¥VEL OF
“ONITORING, WHRICY TOU CONSIDER APPROPRIATE, IS
UTILIZED. TO THY EXTFNT OMF WISHES TO AVOID TRE
~ROBLEM, LIMITATION OF TOLLAR YATLUF OF TRANSACTION TD
DOLS zw@,s2%2, aS IS PLAMNED IN PRIVATK SECTOR WINPOW
“AY, IF APPHOPRIATE, LESS®N THF SUIDEN. LIKTWISY, IV
PUELIC ENTITIZIS WOLLD 2E OFTATNING REQUIREL COMMGDITIFES
THROUGH PRIVATE I[MPORTERS OR NATIONAL DEVELOPVENT PANZS

ANVIEX A
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" JITIOUT A.L.D. DIZECTION TO SPECIFIC

»~

: [MPLEIMENTATION IN PREPARING PAAD.

ELD-USES, WFE ACJLD
NOT =Z:iVZ TFIS PROBL¥M. 1IN SHORT, WE SIYELY WwANT TO EF
SURE MISSICN AWAR® OF THIS ASPECT JF DESIGN AND

2) MARKET INTERFST RATES: REITPEL’S DESIGH ISSUE (C) —-
S AND MARCH 4, 1984 BLACKTON-SMUCIFTA MEMO RAISF

POSSIRILITY OF SUESIDIES IN INTEREST RATES. wF FULLY
CONCUR WITH TEE OEJECTIVES DESCRIBED IN THE BLACKTON
MEMO, NAMELY, TO INCORPORATE ¥ULL COSTS OF CGAPITAL ANT
mVOID MIS&LLOCATION OF INVESTMENT IFROUSH WRONZLY PRICED
CAPITAL. UNDERSTAND ANATYSIS- DONE TO DATE INDICATES
LIXELY STRONGER DEMAND FOR US PRODUCTS  IN THZ ENFAGY
SECTOR TSAN APPEARS TO BEZ TEZ CASE IN TH9E ACE PROGRAM SO
THAT IT SHOCULD BE LESS OF A PROBLEM TO DISBURSE FUNDS TN

*ECE. WE WELCOME ANALYSIS OF.P’HY COMPLEXITIES OF TH&

?AXISTAN DOMESTIC CREDIT SYSTEM AMD DESCARIPTION OF
EXTENT TO WEICY THIS PROGRAM WOULD CONCEARAN ITSELF WITE
TEAT SYSTEM, IF AT ALL. SINCE THIS PROGRAM IS TO BE
INCREMENTALLY FIMNANCED, IT WOULD SEEM APPROPRIATE TO
START WITH THE PHIVAILING CREDIT SYSTEM IN TEE FIRST
{EAR, TEST THE MARYXET, AND ONLY CONSIDER MODIFICATICNS
[F EAPLY EXPERITINCE INDICATES THIS IS NECFESSARY. IF
70UR ANALYSIS IS NOW CLEARLY LEADING TOWARDS SUESIDIZED

- RATES, WHICE IS PLAINLt CONTRARY TO AGENCY PCLICY, WE '
TEQUEST AN FARLY CABLE EXPLAINING THE RATIONALE PRIOR TO .

.

v

SUBMISSION OF PAAD.

S) TARGETING ON ENERGY SURSECTORS: IN LCFCIDING THF
DEGREE TO wWHYICH® THE PRCGRAM WILL SEEK TJ LCIRECT

FINANCING INTU CNE OR ANOTHER OF THE FIVE IDSNTIFIED
SYLSEZCTCRS, MISSION STIOULD TAXE INTO ACCOUNT THE
FOLLC®ING FACTORS: A) WHAT IS THE ENFRGY IMPACT OF
SOMMOCITIES FROVIDED [N THIS AR®A? B) IS FOREIGN
“XCHAMGE AN TMPORTANT CCNSTRAINT TO COMMODITY IMPORTS IN
THIS ARZAY C) wCULD FINANCING IN THRIS ARFA RFINFORCF
20LICY CEKFJECTIVES? D) W0OULD IT PROMUOTE DEVEINOPMENT OF
THE pP2IVATF SECTORY T MAY PROVFE LESIREABLY INITIALLY
70 FOCUS OK SUE-STECTORS WITHY GREATEST IVPACT
(CONSHRVATIONY WPFILE RETAINING FIEXIPILITY TO “OVF INTO
JTIEhS IF TTMANT PQOV“’ IAAT“QCA,.- THESE FACTORS MAY
ALSC T¥ NSFTFUL AS SELECTIOM CRITERIA FOR BANKS IN
CCMSITERING SUE—BORROWERS. RFQUTST THAT PAAD INCLUDE
SUMPARATIVY ANALYSIS O¥ THE SUB-SECTORS WITH REGARD TO
TYES® KFACTO®S TO NSTAKLISH PRICRITIES FOR PURPOSES OF
ALLGCATICHNS.

T 4) UTHBK LESIGN GUIDANCE:

1)  HEQUESY THEAT PAAD FLAPORATE ON LIMXAGES WITH OTEER

© ENTRGY-RELATED PROJECTS TO SHOW COMPLEMENTARITY QF

Al

UNCTLASSI®IED

[¥7]
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1 2/2 . U LAS STATY 3821z

POLICY AND OTEYR CEJECTIVES IN TFE SECTCZR.

B) RE REFTEL DKSICGN ISSUF &, Ad/ASTE Viiﬂ IS THAT OIL
AND GAS DRTLLING IS NOT APYR0OPRTATY AREA FCR AID

~CUNCESSTOMAL FINAMCING AND TFIS PHCGRAM SHOGLL MOT BF

USED TO FINANCE DRILLING EQUIPMEMT EITHER DIRECTLY OR

* INDIRECTLY.

h

A

K

C) REQUEST PAAD INCLUDE AMALYSIS OF OPERATION AND
MAINTEMANCY (C AND M) HISTCRY OF SIMILAR EQUIPMENT IV
PAnISTAN, PIOBLFMS THAT COULD ARISE WITH AID-FUNDED
TGUIPMENT AND MEANS FOR ADDRESSING SUCH PROPLEMS, IF
SIGNI[FICANT, IMCLUDING TRCHNICAL ASSISTANCE. LIMITED
AMOUMT OF JENDOR TRAINING FOR INSTALLATION ANL OPERATION
CF FQUIPMENT CAN BE PROVIDRD UNDFR CIP. SOME
REQUIAEMENTS COUGLD PROBABLY EE PROVIDEL THROUGHE FXISTING
ANERGY FROJFCTS U EY OTHER DONORS.

D) MISSION SHOULD CONTINUE CLOSE CONSULTATIOM WITE
wORLD BANK OFFICIALS ON ENERGY POLICY REVIEW CURRFHNTLY
IN PRCGRESS. RANC IS PLANNING MISSIOMN IN LATE MAY TO
INITIATY DISCUSSIONS ON KXY POLICY REFORM ISSU¥S. PAAD
SHOULD I¥ YOSSIR®LE INCLUDE RESULTS AHD IMPLICATIONS OF
THES) DISCUSSIONS.

SHULTZ

8T

#6812

L 2/2 UNC LAS STATE 136212

'
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-
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12 APR 1984

ilear Mr, liinisceor:

I would like to take thls ooportunity to review with you the
profress we have made in responding to your ruquast for ALD
ftnancial assistance in the oll and gas sector. Secretary
Gereral Riaz liatk 3sked for an update on thls fssve durlur bis
recent visit to liashington,

In the months since I rccelved your reijuest for U.5. finincing
of aotl and gas dri{lling rigs, the stafi eof the Agency tor
International Developnent and our USAID “ission io Islamanad
have collahorated with the major concerned agzencies of the
Covernment of Paklstan {n 3 broad review of the pessitilities
for AID financing of commodities and eyulpsent requlresnents
assoclated vith the energy sector programs in Pakistan's Dixth
Flve Tear Plan, This effcrt, undertaken in close consultation
uith Secretary lalk and the Econontic Affalrs pivision, has led
to a prelininary recommendation for a sulti-year procrav of
energy sector ccarodity financing. In the ofil 1nd gas secter
the recommendations center upon support tc Paklstan's strony new
initistives to expand private sector (nvolvement in cxplortae
for and develeping addittonal petroleun reserves mc fe-
asslsting Pakkistan's Jil and Cas Development Corporaticn (C5EC)
to carry nut the selsatc and analytical vork which Is crucial to
stigzulating broadened private sector participation in
exploration and developraat.

The preposal differs In some measure fron the Llritlal request,
prioarily in that AID shares with the World Bark and cthers a
firm commitwent to defining public and prlvate sector roles in
petroleua developrent In ways which assign opemrational tasia
such as drillinz to the private sector and assiou te the puilic
sector those tasks which are inappropriate for private
undertaking. \ie cannot, therafore, (nclude drillins rips for
OGCUC st this time. If and when an appropriate private sector
drillicg progran s developed by the OGIC we cculd recpen

The Honcriable Ghulan Ishiag than
litnister of Tlnance
Iglawabad, Paiclstan \Qfﬁ

C}/
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conzlderation of this rcguest in the contoxt ~0 Lioe Laorey
Corvmoditlics and Equipoent progranms He <o see sonc areas {or
financ{al support to OGBC this year, Our techknical staff,
worliing with the QOGTC in Pakistan, has develeopred a prelisinary
lict of selsaic and other cauiprent totalliry sone 7 to $14
nillion which veuld support the 20DU'y jzportant role {r
develering btasic data to gulde oll ard rmac ewclorition
actlvitlies, -

Yiv staff has prepared a proiect proposal for 1 zulti-vear
prograa of U,5. financing far encrgy sector egquiprent vhican
would run from 1934 through 1387 or 1988. The cbiect of the
progran would be to pernmit the purchase cf equipment and
comncdities citrectly linked to the zeals ard priority activities
of the Sixth Flve Year Plan for the enerpy secter, The proaranm
weuld encompass financiny for beth publlc and prlvate soctor
entities and would be built around 2 structured ind ouzolng
USG/S0P discusslon of sectoral policy and secteral strateey. I
an pleased that the Sixth Flve Yesar Plan erpnastizes the
{omportance of mobllizing private scctor rescurces and private
sector technical know—how to suppcrt Piklistan's ambitious encr:
oz jectlives, While the AID financing program 1s rot vet {(n fina
form and has not yet bteen formally approved, I believe that it
can serve as a very important financial tool {n assisting
Pakistan to neet priority objectives {n thls sector., Iconor Lice
will be revieving the propesial apain with ycu and cthers [n tha
Government of Pakistan {n the coeing weceks. I luck forward to
centinuing our personal dialogue on encrpy {ssues when wou 1are
rext in washington,

y
1

Sincerely,

8/, ¥ Poter Mcrhersen

Me Peter HcPherson

cc:Hini{ster of Planninzg and Cevelcopnent
Or. HMahbub ul Haq
Secretary General Sconomic Affalrs Division
Mr., Ejaz Ahmed Halk

Clearances:
ASIA/PNS:FCFischer
ASIA/PUS:DEMutchleT
USAID/1:DLion (draft)

ASIA/DP:LCrandall - =
ASIA/TR:RIchord (7yzo) \Qﬁ

-
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. Soin o ban o2 1f Due 5/3/83 .
.8J: PAKISTAM FoETT ST ACTION: AA/ASTA for McPherson siq.
info; McPnerson/Morris/Kimball/QVi cpe
0agano/ES logs(o)
AA/PPC, AA/SET
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Dated ,;he %g;p_%Efil, 1983

1
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a
'
5

Dear Mr. McPherson, F;;

Th /j{‘f’-? -
As vou know, the Governéent{?'é’ istiﬂézssigHS'

n

3w high priority to the energy sector. Investment in
enerz- in the Sixth Five Year Plan will account for 35 to

40 percent of planned investment over the plan period.

2. This priority reflects the difficulc situation
Pakistan is facing, with energy shortages and load she&ding
likely to be with us for some time. The energy gaé must
be closed if growth and development are to proceed

- satisfacrorily, if our social sector objectives are to be

attained, and if economic stability is to be assured.

3. We are hopiag that, within the bilateral
programme we negotiacted, A.I1.D. can work with us as a
major partner in the energy sector. A.I.D. is already
making an important contribution by participation in our
Rural Electrification Project. I am alsc aware of two
other proposed A.I.D. projects, Energy Planning and
Develooment and Forestrv Development, which will represent
very welcome additional assistance to the energyv sector.
4, Tevond :these valuable acctivizias, T -ould lile
0 uarge vour favourable considerzticn of :wc cther

orojects : (i) Lakizrz Coal,Pewer (I} Znerzr Commmcdicies

To date, A.I.D. has been instrumenral in

w

assisting the Government of Pakistan in developing che
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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 we expect to be seeking
funds from public and private sources during the
next financial year to cover che costs of this major
coal/power project. Lakhra promises to exploit

indigenous coal resources, provide employmenc as well

as opportunities for the privace sector, contribucte

(in ;ts first stage) to a 300 megzwatt reduction in our
power gap and save at least $§ 50 to § éC milliom

anually in oil imports beginning in 1987:38. 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 to lend

its support to Lakhra Coal/Power Project along with

other urgent energy projects in our Sixth Flve Year Plan.

6. The Government of Pakistan, hopefully wich

an increasing role of the private sector, domestic

aéd foreign, needs to accelerate the pace of exploration
and development of domestic sources of natural gas

and oil. 1In addition té 2quipment needed to develop

our coal resources, we urgently require equipmentc to

implement a programme of deep drilling for oil and gas. .

I would like tc propose ihaz w2 Zeve!

an anergy sTigramme which would parallal che Agricelzurasl
Commedities and Iguipment Frogzrarme alreadsy signed wizh the

U.S. Government. This programme would finance the

importation of deep drilling rigs, spare parts, coal

m-_1! n. 1T TR
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equipment and related commodities. The Agricultural
Commodities and Eaazpment Prograﬁme is workihg very
well and a similar activity in the energy sector
would represent an invaluable contribution to our
energyv and balance of Dayments requirements as well
as ' to other goals, for example, the growth of the

rivate sector and overall national development.

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

support us in these efforts.

Wich kind regards,

Yours sincerely,

( GHULAM ISHAQ KHAN )

Mr.M.Peter McPherson,

Administrator,

Qffice of the Administrator,

Agency for Intermational Development,
Room No. 5942,. .
Washington D.C. 20523,

U.S.A. -

\Os
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_____THE ADMINISTRATOR-— -

MAY 20 1983

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 indicate
that they will conduct an expeditious rewvic¢ .-

With kind regards.
Sincerely,

v/

M. Peter McPherson

His Excellency Ghulam Ishaq Khan
Minister of Finance

Government of Pakistan

Islamabad

)T
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Ministry of Finance & Economic Affairs
(Scancric ATCHU5. Nivision)

rhdee

No.1(4)sS0(Dit)/82.

OFFICE MLMORAMDURY

Islamsbad,

Subjact:-

-

the 2nd Soptember,82.

MOD[FIC\TIQ OF ABEL:HDIHG INTERHST RATES

Cr FOouEy:il LOu"S AHND CHiDIT

. . Lo . . I .
attention %0 this Division's 0.M. notad in the margin

" The undorsisnad is diractud to iavite v

on tho subject notnd nhoya ahd’to_state*that the relend-

ing intnrost rates of Toraign' loan

modified as under ;-
. 1

1) Fore1nn loans relont
to tho Departments of
Federnl or Provincinl
Governmants for which
no commercia' accounts
are mopintained.

2) Foreign loans relent
to the Dopartments of
Fedoral or FProvincial
Govarnments for which
commercial accounts arae
maintained.

’

3)Foroeign louns ralent to

Autonomous Bodjies/Corpor-

ations of the Fadersl

end Provincial Governments:

a)Projects of public
utilitioa,

h)Projects othor than
public utilities.

4) Foreign loons relent
to Finuncinl Institu=
tions (IDBP,PICIC,
NDFC

. Limitod).

and Bankors Enu1ty-

sfand cradits have been

Foreign loans obtsdined
by tha Federal -Govern-~
ment and relent to the
Provincial Govornments
would continue to be .
passod on the sume tormy
at which these have houa
borrowad..

11% p.a. inclusiva of
exchange risk charge .

11% p.a. inclisive of
foreign exchange risk
charge ..

14% p.a. inclusivae of
oxchange risk chargo .

11% p.a. inclusive of
-axchange risk charge ..

Thy rolunding rata to

thae final horrowar will
na 14% p.n. inclusive

of uxchango risk ch-uepa.
If 65 a rosult of hishor
spruad domnndud hy tho
craditors, the inturust
rate Lo the finsl borr-
ower excauds 14% p.a.,
tha exzcess will he pnssed
on to the final borrawir.

Y S

160
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- been amondad nccordlnuly.
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5) Vircvet horrowings " -An oplion would ho givon
inclusive of Suppliers to the borrowar eithar to
Cradits/Guuranteod haar oxchenge risk or pay
Loanga. 3% commission to tho Govem- °

ment ffer taking ovor oxchango
Pluk- ha guerantoes commnission
of &9 of 1% would continuu to
he charged hy thu Faedersl
'Gov0rnmont as at progaent.

i

from 1Cth May, 1982 on naw sanct1ons(allocat10ns) und the

loans relont earliaor or old sanctlong would continuo to ho

a(ulatud by ord»r" ‘alruady in force. Thu concernod pravisions

1! !

.emhod10d in 0 Ms. notad in. tho morpln would bo doomed to havo

3. Tha roquos ts for exomptlon would ho put up to

' oo w .
P { Makh oom H. Chaudhrl )
. . e Daputy Sceraotary
b Tel; 26459
1.Financo D1V1510n(M0 Mohammnd Iqbul Hussain,
Daputy Socr ‘tury)Bxtornanl Finance Wing,Islamabad.

2.'inance Diviuion(Mr.Ahmad Husnain Qurushi,
Duputy Secrutary) Budget Wing, Islamabad.

3.linanca Division(Mr. Khizar Ahmad Jaon,
Daputy Sucrotary),Investment Wing, Islamabad.

4.Planning Division, 'I3)amahad.
S.Industries Divisicn, Islamabad. .

6.Production Division, Islamabad,

7. Auditor Canorel of Pal 1stdn, Lahora.
8.Chairmen, A.D.B.P. ,. Islamabad,
8.Chairman, PJICIC, Karachltg.;
10.Chairman, IDBP, Karachl;g
11.Chairman, NDFC, Korachi.

12.Financial Advisors of the Ministrios & Divisions of
Fedural Government and Finance Mamhar of dutonomous
Bodies/Corporations.

130(1‘(} P RO ISlamubnd.

S 140431 D1v1Jlons of the Govornmont of Pakistan.

{not muntionad nhova).

15,5tatu Bank of Pakistan, Contral Diroctorata,
(For01gn Exchanga Dupartmunt), "KiRACHI.

16.Cnbinat Division, Rawnlpindi.

17.Joint Secratary(DK),Economic Affairs Division, Islamabad.

18.Joint Sacrutary(CMm),Economic Affairs Diviaion, Islamabnd.
19.Joint Socrctary(IC & NC) E.a.D., Islamabag.

20, US(CM), BAD, Islamabad 21,D$(EK), TAD, Islamabad -

22, DS(NC), EAD, Islumabad 23,0s(1C), WAD, Islamabad 0()
24. A1l Sections concerned of Economic Affsirs Division. \ A\




Annex B

S\ \NTED_STATES. AGENGY FOR INTERNATIONAL DEVELOPMENT _.
R— MISSION TO PAKISTAN
i
Cable : USAIDPAK ' HEADQUARTERS OFFICE

ISLAMABAD

THE DIRECTOR

ENERGY COMMODITIES AND EQUIPMENT PROGRAM (391-0486)
FAA SECTION 611(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, among 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.

PuonZe b (PPN

Uonor M. Lion
Mission Director
USAID/Pakistan

3 Ly retf

Date
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PROJECT CHECKLIST

Listed below are statutory criteria

applicable generally to projects with

FAA funds and project criteria appli-
cable to individual funding sources:
Development Assistance (with a sub~
category for criteria applicable ouly
to loans); and Econoaic Support Fund.

CROSS REFERENCE:

IS COUNTRY CHECKLIST
UP. TO DATE?

HAS STANDARD ITEM
CHECKLIST BKEN
REVIEWED FOR THIS
FROJECT? .

A. GENERAL CRITERIA FOR PROJECT

l.

2.

Continuing Reasolution

Unnumbared; FAA Sec.634A;

Sec.653(b)

(a) Desacribe how suthorizing
and appropriations Committees
of Senate snd House hava been
or will be notified conceruning
the project; (b) {is assistance
within (Operational Year
Budget) country or inter-
national organization alloca-
tion reported to Congress (or
not @aore than $1 million over
that amount)?

PAA Sec.61l (a) (1)t Prior to

obligation in excess of
$100,000, will there be (a)
engineering, finauncial other
plans necessary tc carry out
the assistance, and (b) a
reasonably firm estimate of
the coast to the U.S. of the
assistance?

Yes

Yes

ANNEX C
Page 1

(a) Congressional Notification and

and Congressional Presentation.

(b) Yes, assistance is within the

FY 1984 operational year budget.

(a) Yes

"(b) Yes

e
co——
e



——— v ——

5.

(2)
FAA Sec.6ll (a) (2)¢ 1f

further legislativa action is
required with!a rscipient
country, what is bssis for
reagsonable expectation that
si:ch actlion will be completed
in time to permit orderly
accoaplishment of purpoaee of
the assiatance?

PAA Sec.611l (b) : Continuing
Regolution Sec.501. If for
water or water-related land
resource coastruction, has
project met the standards acd
criteria «8 set forth in the
Principles and Standarde for
Planning Water and Related
Land Resourcas, datad October
25, 19737

FAA Sec.511 (e). If Project
i8 capital asaistance (e.g.,
conatruction), and all U.S.
aosistance for it will exceed
$1 m{llion, has Migaion
Director certified and
Regional Assistaat
Administrator taken Iinto
consideration cthe country's
capability effectively to
maintain and utilize the
proje=t?

FAA Sec.209. Iz project

suaceptible of executicn as
part of regional or multi-
lateral project? If so

why 1s project not so
executad? Inforaation and
concluasion whethar assiscance
will eancourage regional
development prograams.

ANNEX C
Page 2

No further legislative action is

. required.

N.A.

Yes, Mission Director's 611 (e)
certification is included in the
Project Paper.

Nce 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 developmert

programs. Nevertheless, the IBRD and ADB

will be implementing energy sector programs
during the life of tlhe AID program, and

the latter has been designed to complement
and reinforce the activities of these two
donors.



715 ——PAk Sec.601- (&), Information

10.

(3)

and concluuions whether
project will encourage efforts
of the couwntry to: (a) fo-~
cresar. the flow of inter—
national trade: (b) foster
private initiative and
competion; (c) encourage
development and uge of
cooperatives, and credit
unions, and savings and loan
asaociations; (d) discourage
monopolis .{c practices; (e)
{mprove technical afficiency
of induatry, agriculture aand
commerce; and, () strengthen
free lebor uanlous.

FAA Sec.601 (b). Informatiom
and couclusion on how project
will encourage U.S. private
trade and investment abroad
and encourage private U.S.
participation in foreign
assistance programs (inc:luding
use of private trade channels
and the gervices of U.S.
private enterprise).

PAA Sec. 612 (b), 636 (h) :
Continuing Resolution 3Jec.

503. Describe ateps taken to
assure that, to the maximum
exteant posaible, the country
is contributing local
currencies to maet the cost of
contractual and other services,
and foreign currencias owned by
the U.S. ara utilized ip lieu
of dollars.

FAA Sec.612 (d). Does the U.S.

own excess foreign currency of
the country and, if so, what

arrangements hare bsen made for
its relesase? -

ANNEX C
Page 3

This program will;y-—-——— - -—--

(a) have a moderate increase on the flow of
international trade in energy-related
equipment;

(b) increase the country's efforts to 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,
(£) will 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 progran
Rupees may be generated from the sale of commoditi
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 activiti

Yes, but U.S. owned excess Pakistani rupees
have been fully programmed in support of
other projects.,



11.

12,

(4)

PAA Sec.601 (e). Will the
project utilir~ competitive
8electiou procedures for the

awarding of countracts, except
where applicable procursment

rules allow othervwiae?

Continuing Resolution Sec.522.
£ assistance is for the
production of any commodity
for export, {s the commodity
likely to be {n aurplus on
world markets at the time the
resulting productive capacity
becomes operative, and is such
agaietance likaly to cause
subatantial fnjury te U.S.
producers of the same, similar
or competing commodity?

FA Appropr. rion Sec.525:

Will the funds for this project

be use! to lohdy for abortica?

FUNDING CRITERIA POR FROJECT

1.

Developméut Asgistance Project
Criteria

a. PAA Sec.102 (b), 111, 113,

281(a). Extent to which
activity will (a) effectively
iavolve the poor in develop-
ment, by extending acceas to
economy at local level,
increasing labor—-intensive
production and the use of
appropriate technolog, apread-
ing investnent out from cities
to amsll towns and rural areas,

aad insuring wide participation

of the poor in the benefits of
developnent on a sustained
basis, using the appropriate
U.S. institutions; (b) help

develop cooperatives, especially

by techuical assistance, to
asgiat rura’ and urbam poor to
help themaeives toward better

ANNEX C
Page 4

Yes

N.A.

No

This is an ESF-financed project.

N.A.

W
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(5)

1ife, and otherwise encourage
democratic private aud local
governmental institutiouns; (c)
aupport che self-help efforts
of developing countries; (d) N.A.

- promote the participation of

. women in the national economics

of developing countries and the
improvement of women's status;
and, (e) utilize and encourage
regional cooperation by
developing countries.

b. PAA Sec.103, 103A, 104,

105, 16617151. 1s assistance

being made available:

(including only applicable N.A
paragraph which corresponds to o
gource of fuunds used. If more

than ocne fund source is used

for project, include relevant

paragraph for each fund sourcs).

(1) [103] for agriculturs,
rural davelopment of
nutrition; if so (a) extent to
which activity ia specificsally
deaigned to increase produc—
tivity and income of rural
poor; 103A if for agriculture
research, full account ahall b¢ N.A.
g takan of the needs of small
farmers, and extensive use of
field testing to adapt basic

ragearch to local cocaditions
shall be made; (b) axtent to

which assistance ia used in
coordination with programs
carried out under Sec.104 to
help improve nutrition of
the peoples of developing
countries through encourage—
ment of increased production
of crops with greater
putritional value, improveament
of planning, research, and
education with respuct to
autrition, particularly with
reference to improvement and

™

1\ &y
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(6)

expanded use of indigenously
produced foodstuff; and the
undertaking of pilot or
demoustration of programs
explicitly addressing the
problem of malnutrition of
poor and vulnerable prople;
and (c) extent to which N.A.
activity increases national
food security by improving
food policiea and Ranagement
and by strengthening i1ational
food reserves, with particu-
lar concern for the n:eda of
the poor, through meanures
eéncouraging domestic produc-
tionm, butlding and national
food regerves, expanding
availasble atorage facilities,
teducing post harvest food
losaeu: and improving food
distribuiion.

2) [104] for population
planning under Sec.104(b).

or health under Sec.104(c);

if 8o, (1) extent to which
activity emphasizes low-cost,
integrated delivery systems

for health, outritisn and N.A.
fanmily Planning for the:
poorest people, with parti-
cular attention to the needs

of mothers and young children,
using paramedical and auxiliary
medical personnel, clinics and
health posts, commercial
distribution Systeas and other
.modes of community research.

(3) [105] for education,
publig aduiniltratiou, or
human resources developamaent;
1£f 80y extent to which
activity strengthens non~
formal education, makeg
formal education aore
relevaat, especially for
] rural families and urban o o ‘ \Lj



ANNEX C
Page 7

gy

poor, or strengthens
management capability of
inetitutions ecabling the
poor to participate in
development; and (ii)

extant to which assistance
provides advanced education
and trafining of people in
developing countries in such
disciplines as are required
for ‘planning and implementa-—
tion of public and private
development activities,

(%) (106; ISDCA of 1980,
Sec.304] for energy, private
voluntary organizations, and
selected development
activities; L{f so, extent to
which activity ias: (1) (a)
concerned with dats collection
and analyasis, the training of
skilled perscunel, rasearch on
and development of suitable
energy sources, and piloet
projects to test new aethods
of energy production; (b)
facilitative of geological and
geophysical survey work to
locate potential o0il, natural
gas, and coal reserves and to
eacourage exploration for
potential oil, natural gas,
and coal reserves; sand (c) a
cooperative program in energy
production and conagervation
through research and
developnent and use of small
scale, decentralized, renew-
able energy sources for rural

N.A.

. areas;

(11) technical cooperation
and development, especially
with U.S. private and volun=-
tary-or regional and

international development,
organizations;
(111) research into, and

N.A.

"
o
A



(8)

evaluation of, sconoaic
development process and
techaiques;

(iv) reconstruction after
natural or manmade disastar;

(v) for apecial development
problems, and to enable proper
utilization of earlier U.S. .
infrastructure, etc., assis-
tance} :

(vi) for programs of urban
developnment, especially small
labor intensive enterprises,
marketing systems, and financial
or other institutions to help’
urban poar participate 1in

ecuc lc and social development.

c. [107] 1s appropriate
effort placed on uase of
appropriate techronlogy?
(relatively smaller, cost-
saving, labor using
technologles that are
generally most appropriate
for the small farms, amall
businesses, and snmall
incomes of the poor.)

d. PAA Sec.l110 (a). Wi11

the recipient country provide
at ieast 252 of the costs of
the program, project, or
activity with rsspect to which -
the assigtance.is to be
furnished (or has the better
cost-sharing requirement been
waived for a “ralatively least
devaloped™ country)?

e, FAA Sec.110 (b). wWill
grant capital assistance be

disbursed for project over
more than 3 years? If so, has

Justification satisfactory to

Congress been made, and
efforts for other financing,
or ls the reciplent country
"relatively least developed™?

N.A.

N'A.

N.A.

N.A.

ANNEX C
Page 8




2.

(9)

f. FAA Sec.281 (b). Describe
extent to which prozram
recognizes the particular
needs, deslres, and capacities
of the people of the country;
utilizes the country's
intellectusl resources to
encourage Iinstitutional
development; aand supports
civil education and traiaing
in skills required for
effective participation in
governmantal processes

easential to gelf-government.

8. FAA Sec.122 (b). Does

the activity give rcasonuble
promise of contributing to

the devilopment of econamie
resourcns, or to the {ncrease
of productive capacities and
self-gustaining economic growth?

Development Asgigtance Pro]ect
Critcria (Loans Only).

a. FPAA Sec.122 (b).
Information and concluaion on
capacity of the cauniry to

repay the loan, at a resgon-
able rste of {nterest.

b. PAA Sec.620 (d). 1If
assistance ia for any
productive enterprise which
will compete with U.S. enter—
prises, is there an agreement
by the reciptient ccuntry to
preveat export to the U.S. of
more than 2()T of the enter—
prise's annual production
during the life of the loan?

Project Criterta Solely for

Ecounomic Support Pund

ANNEX C
Page 9

N.A.

N.A.

N.A.

N.A.



a. FAA Sec.531 (a). wWill
this assistance promote
econoaic or political
atability? To the extent
possible, does it reflect the

policy directions of PAA
Sectinn 102?

b.  PFAA Sec.531 (c). Will
assistance under this chapter
be used for military, or
paramilitary activities?

- €10)

ANNEX C
Page 10

Yes. This project has as its prime goal to
improve the efficiency of energy 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.

o
4
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CONTRIBUTORS TO THE PAAD
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Agency for International Development

USAID Mission to Pakistan

Backus, Russel
Bever, James A.

Blackton, John S.
Lion, Domor M.
Lion, Linda N.

Lue Phang, Kenneth P.

Mahmood, Qaiser
Moseley, M. Charles
Mulligan, Paul
Politte, Jim
Rattray, Aann

Samson, David
Siddiqui, Masud A.

Stone, Jimmie
White, Bill

AID/Washington

Ichord, Robert F.
Klein, Stephen

Spiegelfeld, Wolfgang Von

Consultants

Caron, Richard

Lee, Robert
Sexsmith, Fred

Sullivan, James B.
Teagan, W. Peter

Asgistant Agriculture Development Officer
Energy Advisor, Office of Energy &
Environment

Chief, 0ffice of Program

Mission Director ’
Chief, Office of Project Development and
Monitoring

Deputy Chief, Office of Energy &
Environment

Secretary, 0ffic~ of Energy & Environment
Chief, Office of Energy i Environment
Economist

Contract and Procurement Qfficer
Supervigsor, Program Support Unit, Office
of Energy & Environment

Program Agsistant, Office of Energy &
Environment

Program Specialist, Office of Energy &
Environment

Deputy Mission Director

Regional Affairs Officer (USAID Karachi)

Chief, Energy, Forestry & Environment,
ASIA/TR

Energy Policy Advisor, Policy Development
& Program Review, PPC

Chief, Near East Division, Office of
Commodity Management, M/SER.

Energy Conservation Specialist, Arthur D.
Little, Inc.

Economist, Arthur D. Little, Inc.

011 and Gas Specialist, Arthur D. Little,
Inc.

Energy Specialist (PSC)

Technology Assessment Specialist, Arthur
D. Little, Inc.

Government of Pakistan Organizations

Abduliah, M.Mumtaz
Ahmed, Mahmood

Ahmed, S.P.
Akhtar, Majid,

Joint Secretary, Ministry of Commerce
Manager Technical Services, Natiomnal
Refinery Limited

Managing Director, Naya Daur Motor Ltd.
Joint Secretary, Ministry of Industries



Asifullah, K. H.

Beg,--H.Uo——— —
Butt, Pervez Ahmed

Chaudri, Salahuddin

Hak, Shahid K.
Idris, K.’
Khan, A. Majid

Khan, Abdul Jabbar

Khan, Akram
Khan, M. Asad

Khan, Rafi M.
Malik, A.
Massihuddin, M.
Mir, Sadaqat Hasan

Qureshi, A.D.
Rizvi, M.H.
Saddozai, Ayub
Sheikh, Asif Ali

Toor, K.R.

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
Xhan, S. B.
Kreyenberg, Detlef
Malik, K.

Mufti, Tariq

Parachi, Saifullah Khan

Sohail, H. Masood
Soomro, Iftikhar
Sumar, Farooq
Sumar, M.

Taul, Franklin L.

Thaplawala, A. R.
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Pakistan Mineral Development Corporation

.Secretary, Ministry of-Finance

Karachi Electric Supply Corporation (KESC)
Chief Controller, Imports & Exports

Director, ENAR Petrotech

Additional Secretary, Ministry of Production
Member Exec. Board, United Bank Limited
President, Habib Bank Timited

Additional Secretary, Ministry of Water & Power
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
Commigsion

Managing Director, Itehad Chemicals

Chairman, 01l & Gas Development Corporation
Member for Power, WAPDA

Chairman, Appropriate Technology Development
Organization

Managing Director, Pakistan Engineering Company

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 01l

Chairman, Pakistan Oilfields Ltd.
Manager, English Biscuit Manufacturer
Managing Director, SIEMENS

Director, United Iron & Steel

Exec. Director, ZELIN Limited

Managing Director, Habibullah Mines Ltd
Pakistan Petroleum Ltd.

Director, Karachi Electric Supply Corp.
Farooq Textile Mills

Director, Crescent Sugar

General Manager & Vice President, Union Texas
Pakistan Inc.

Plant Director, Dawood Cotton Textile
- {;j“}
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ELIGIBILITY CRITERIA/GOP ENERGY SECTOR OBJECTIVES

The primary criteria used 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, whizh quantitatively
define goals in major energy use and production sectors.

A. General Qbjectives

The general policy objectives stated in the Plan ara to:

1. Eanforce efficient use of energy through education, 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 intef—fuel ad justments 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, remnewable
energy, and nuclear emergy; 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 electrificationm.

7. Evolve mechanisms for greater participation of the private sector in
meeting the energy requirements of the nation.

8. Ensure proper institutiounalization of longer—term energy planning,
monitoring, and evaluation.

9. Rationmalize emergy prices.

B. Sectoral Objectives

Key sectoral objectives identified in the Plan are:

1. Energy Conservation

To implement energy conservation measures in all sectors, reducing
energy consumption by 10-20Z by a combination of increasing energy costs,
energy audit and analysis projects, public education programs, and government

mandated measures and standards.
« 3
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Coal Use and Mining

(a)

(b)

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.

To increase coal mining capacity from 1.7 million tons to 5.4
million tons to serve these new applications.

Renewable Energy Systems

(a)

(b)

To provide the technical basis for the widespread use of
renewable energy systems (photovoltaics, wind power, solar
water heating, small scale hydro) in the Seventh Plan period
and beyond by: field testing promising technologies and
encouragement of private sector commercialization efforts.

To initiate a large scale program of tree plantations to ensure
an adequate supply of firewood.

Power Sector

(a)

(b)

(e)

(d)

(e)

To improve the efficiency of power distribution and generation
to ensure lowest possible use of fuel sources.

To maximize the use of hydropower resources consistent with
economic constraints.

To electrify 20,000 additional villages thereby extending the
benefits of electrification to 81% of the villages.

To encourage the private sector to set up electricity

generation facilities for bulk supply to WAPDA and KESC at
predetermined terms and rates.

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 Lakhra.

0il & Gas Exploration and Development

(a)

(b)

To increase the production of oil from 13,000 barrels/day to
21,000 barrels/day (a 60X increase) and natural gas from 856
MMCFD to 1204 MMCFD (a 41% increase).

To significantly increase the level of private sector

participation in exploration and field development, in part, by
means of improved concession terms. The specific goal for the

level of private sector activity is about Rs.850 million or 40Z

of the total expenditures.

N4
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ILLUSTRATIVE LIST OF ELIGIBLE EQUIPMENT
AND COMMODITIES

1. ENERGY CONSERVATION AND FYEL CONVERSION EQUIPMENT

Heat Recovery Technology
Condensing heat exchangers
Metallic recuperators
Economizers
Alr heaters
Heat wheels *

Waste heat boilers

Instrumentation and Control Systems
Automatic actuated valves
Stack gas characterization equipment
Data acquisition equipment

Insulation Materials
High temperature reiractory brick
Furnace/boiler outside walls
Steam pipe insulation
Fiberglass

Coal Handling Equipment
Conveyance/ feeding
Storage
Grinding

Steam Generzstion 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 burmers
Steam distribution equipment

Furnaces/waste fuel boilers
0i1/pulverized coal melting furnaces
Fuel processing equipment
High efficiency and multifuel furnaces

Motor Power Factor Correctiomn Equipment

Upgrade equipment (capacitors and test apparatus)
High efficiency motors

Cogeneration Equipment
Packaged cogeneration systems
Waste fuel fired systems
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-Bigh-Efftciency-Lighting-Equipment -—— -~ - o -- T ST T T

Energy Audit Equipment
Stack gas monitoring instrumentation
Thermal imaging systems
Temperature monitoring equipment
Flow meters & electric power meters
Data acquisition equipment’ and computers
Energy audit vehicles

2. POWER SECTCR EQUIPMENT

Distribution & Rural Electrification
Shunt capacitors
Three phase meters

Line loss monitoring equipment
Testing equipment & instruments

Generation
Replacement and upgrade parts for gas turbines
Replacement and upgrade parts for steam power units
Parts for combined cycle units
Fuel processing units
Instrumentation & control systems

3. COAL 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 and mechanical jacks

4, RENEWABLE ENERGY EQUIPMENT

Photovoltaic Technology
Photovoltaic panels
Photovoltaic materials
Photovoltaic processing equipment
Inverters and controllers
Testing equipment

Solar Water Heaters
Solar Collectors

Absorher plates, gaskets, insulation, and transparent cover
plate materials used for collector manufacture

Special processing equipment (selective coatings, etc.)

Special pumps and coatrollers
Testing equipment
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Wind Power_ Systems. . U

5.

Wind pump and generator sygféms ,
Blades, generators, and controls for uge in wind units
Testing equipment.

Small scale Hydro
Turbine generator package

Special generators and controls
Testing equipment

Biomass systems
Low BIU gas engines
Gasifier equipment
Testing equipment
Special boilers (bio-mass fired)

OIL AND GAS EXPLORATION AND DEVELOPMENT EQUIPMENT

Seismic gystems 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, etec.)
Compressor systems

.y,
q.
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DESCRIPTION OF ENERGY EQUIPMENT AND COMMODITIES

A, Energy Conservation Fuel Substitution Equipment

Equipment and commodities for emergy comservation 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
1s limited use of energy conservation/fuel substitution equipment in
Pakistan. Prior to the Sixth Five~Year Planm, energy comnservation was not
emphagsized 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: (1)
heat recovery systems; (ii1) instrumentation and control systems; (iii)
insulation materials; (iv) steam generation equipment; (v) furnaces and
direct fuel equipment;(vi) high efficiency motors; (vii) cozl 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 gsector. 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 stuuy 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 C09 or 09 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 09 concentration. The
systems are also available with feedback mechanisms to control combustion
air changes in the burmer. 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.

\3
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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 flberglass, mineral
wool, magnisite, zircomia, and other refractory brick.

4, Steam Generation Equipment

Steam generation equipment includes upgrade equipment such
as dearators, water treatment sSystems, 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. Liquid
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
ingcts. 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

(100-300°F).

6. High Efficiency Motors and Power Factor Conmection

—

Eguigment

Recent developments in electric motor technology have
allowed higher efficiencies to be achieved. Improvements in motor
efficlency are achieved by reducing losses from friction and windage,
core, statlic, rotor and stray load. High efficiency motors optimize the
reduction in each of these losses to ilmprove the efficiency by 5-10Z.
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7. Coal Handling Equipment

Coal handling equipment refers to all equipment used to
transport, grind and store coal during the time between delivery and
plant utilization. Pakistani coal requires special care jin transport and
storage. The coal can lose a significant portion of its volatile matter
content and there i1s 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 exhaustsfrom 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 emergy 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 cost§ 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 Z of all public sector
regsources 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 includee: (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 (chimmey 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 ECE Program
will be primarily that which directly or indirectly reduces energy -

\5\
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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 comnections and
equipment to identify line losses (infrared detectors, etc).

2. Power Upgrade Equipment

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 reasomns:

- The lack of foreign exchange when purchasing spare parts
for normal maintenance is seriously compromising the
reliability and efficiency of system operations.

= 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 considered 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
opetrating efficiency.

3. Testing and Repair Equipment

Both WAPDA and KESC operate equipment testing and repair
characteristics, capacitance, and breakdown voltages, as well as more
complex dyramometers 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 domkeys. Motor or
hand operated hoists are typically used to 1lift 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 (with accessories); (ii) ventilation
systems with associated ducts and fans; (iii) belt and chain conveyors to
move coal through and out of the mines; (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 comtrol 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. Moat equipment for mechanization and safety would fall uander
this list.

1. Mine Diesel Generators

An essential requirement to introducing mechanization and
safety wmeasures into the mines is a reliable source of electric power.
Most of the mining areas do not have access to utility power and will
need diesel gemerators 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 capacities would be 20,000-40,000
CFM in the relatively modest size mines of Pakistan and duct sizes of ome
to four square feet would usually be required. Such equipment 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 attentiom 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 comsidered in this report include
photovoltaics, solar water heating, small-sgcale hydro, and small wind
pumps and generators. The equipment needs of these technologies fall
into four categories: (1) complete units for imstallation 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 fimrms; (3) specialized manufacturing equipment
to allow for local manufacture of high technology components and

_ materials; 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 $6 znd $10 per peak
watt. Due to technmological improvements 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 village use.

- Hign 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 (50-200 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 regiomnal
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 will 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, and monitoring systems.

3. Solar Water Heating Systems

Solar water heaters use solar collectors to heat water
which 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 200°F particularly in sunay countries- such - -

as Pakistan. \iﬁt\
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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 are, in general, not
sufficient to justify the large scale use of wind power. It is assumed
that any demand for wind equipment during the duratiom 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

general applicability in areas 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. 01l 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 electric drilling rigs,.workover 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 are not 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
seigmic work and exploratory drilling. This equipment would allow

further éharacterization of Pakistan's geological prospects which is a
ma jor requirement o attracting the private sector.

1. Seismic Equipment

Portable telemetric seismic equipment accoustically
examines geological strata to provide data emabling the prospects of oil

and gas reserves to be quantitatively estimated. A typical package
consists of the geismic detector, ancillary vehicles, computer software

and peripherals to signal comndition and process the data.
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2. Exploratory Drilling Rigs and Consumables

Exploratory drilling rigs required in the program comnsist
of one 200 H.P. diesel electric drilling rig rated to 20,000 £t and ome
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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DEMAND ESTIMATES FOR EQUIPMENT SUBCATEGORIES

A- Energy Conservation Equipment

The Sixth Plan implies a 5 percent reduction in energy
consumption from investments offering 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 penetratioms: (i) 30 percent for retrofit equipment;
(11) 10 percent for new capital equipment; (1ii) 20 percent for high
erficiency motors; and, (iv) 20 percent for instrumentation and controls.

In order to estimate the equipment demind implications of these
penetrations, the industrial energy use was characterized by energy
gource for Pakistan's major industries. The energy use per unit product
produced was determined from interviews and compared to that for other
countries. The numbersof furnaces and boilers were estimated for the
major industries which enabledquantification of the potential number of
retrofit equipment. The split between public and private was based on
the 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 demand was allocated by year based on
the level of present activity and tequired 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 emergy 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 chree years. The public sector demand is
estimated to be $17 to 25 million/year totalling $6Omillion 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
ECE 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 resulting 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
pronibits 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

o



TABLE 1

ESTIMATE OF PROBABLE EXPENDITURES OF IMPORTED ENERGY CONSERVATION/FUEL
SUBSTITUTION EQUIPMENT IN THE INDUSTRIAL AND AGRO SECTORS FOR 1984-87 ($ 000)

(84-85) (85-86) (86-87)
EQUIPMENY YEAR 1 YEAR 2 YEAR 3 TOTAL
CATEGORY PUBLIC PRIVATE PUBLIC PRIVATE PUBLIC PRIVATE PUBLIC FRIVATE
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
Ingulation Materials 1,500 3,300 1,600 3,400 1,600 3,400 4,700 10,100
Coal Handling
Equipument — - - - 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 .
-~ Burners :
- Upgrade
~ Package Boiler
Furnace 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 5
Correction
-~ High Efficiency
Cogeneration - - - - 1,500 - 1,500 —
Lighting 100 100 100 100 200 200 400 400
- Hligh Efficiency
Bulbs
TUTALS 16,800 26,000 18,900 29,900 24,300 32,100 60,000 87,000
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widened the 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
aquipment which are likely to be imported from U.S. manufacturers. The
competitive position of U.S. energy equipment was evaluated hased 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 $36
million for the next three years.

B. Power Sector Equinﬁent

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 years of the ECE Program. Otherwise,
demand was assumed to be constant during the program.

Table 3 sets out the potential demand for =quipment 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 daveloped over the next few years. For
_example, over $30 million in equipment would be required to add a

combined cycle capability to gas turbines having a capacity of 100 MW
(combined cycle capacity = 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
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ESTIMATE OF DEMAND FOR U.S. ENERGY CONSERVATION/FUEL SUBSTITUTION

TABLE 2

EQUIPMENT BY PAKISTAN'S INDUSTRIAL AND AGRO SECTORS ($ 000)

(84-85) (85-86) (86-87)
EQUIPMENT YEAR 1 YEAR 2 YEAR 3 ITOTAL
CATEGORY PUBLIC PRIVATE PUBLIC PRIVATE PUBLIC PRIVATE PUBLIC PRIVATE
Heat Recovery
Heat Exchanger 1,000 1,000 2,400 4,500 3,000 5,700 6,400 11,200
Instrumentation
and Controls 2,000 2,800 2,800 2,800 3,200 3,200 8,000 8,800
Insulation Materials 1,300 2,600 1,400 2,600 1,400 2,600 4,100 7,800
Coal Handling
Equipuent - - - - 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
Furnace 1,000 2,100 1,400 2,200 1,500 2,500 3,900 6,800
= Burners
- Upgrade Equip.
Motors 500 700 600 700 700 700 1,800 2,100
~ Power Factor
Correction
- High efficiency
Cogeneration - - - - 1,200 - 1,200 -
Lighting 70 50 70 50 180 50 320 150
- High efificlency ,
bulbs .
TOTALS * 8,500 12,500 11,500 17,000 16,000 20,000 49,500

36,000

ARounded off to the neareat 500
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TABLE 3

POWER SECTOR —~ DEMAND ESTIMATES

Value ($ Thousands)

EQUIPMENT CATEGORY YEAR 1 YEAR 2  YEAR 3 TOTAL

Distribution

= 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*
- Sectionalizer

- Auto Reclosures

= 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** 7 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

* KESC requests.

** For gspecial equipment to support upgrades and extension projects at
Mangla, 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 equipment 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 additiomal gsafety
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 mechanization and safety
equipment would develop quite slowly over the 3 year duration of the ECE
Program. The following assumptions were made: ’

Year 1: Miscellaneous Demand
Year 2: 1 Mine Conversion + Miscellaneous Demand
3: 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 $500,000 in the first year, increasing to $1.5 million
by the third year. This equipment could include that indicated for min
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 milliom in
the second year of the program and $4.9 million by the third year.

If the coal utilization programs accelerate over subsequent yéarg,the

potential demand for such equipment should increase greatly over that
indicated in Table 4.

D. Renewable Energy Equipment

It was assumed that the ECE Program would support both private
and public sector activities. The primary support for the GOP
demonstratioa 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 bemefit 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. It is assumed that the ECE Program will support this
up to a limit of $5 million for pamels and monitoring equipment.

\Ng-
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TABLE 4

COAL MINING SECTOR - EQUIPMENT DEMAND ESTIMATES

Value ($ Thousands)

EQUIPMENT TYPE FOR YEAR 1 YEAR 2 Year 3
MINE CONVERSIONS

Ventilation - 100 200
Pneumatic Mining Equipment - 100 200
Conveyer Equipment - 550 1,100
Hydraulic Shaft - 450 900
Support Equipment

Safety Equipment ' - 50 100
Drilling Equipment ' - 200 400
Power System = 250 500
TOTALS (Mine Conversions) 1,700 3,400
MISCELLANEOUS 500 1,000 1,500

TOTAL 500 2,700 4,900

\“\3
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The private sector will shortly be forming joint ventures with foreign

firms (inciuding 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 pamnels, photovoltaic materials, and
manufacturing equipment which could be potentially financed under the ECE
Program. For purposes of this document,the demand for such equipment
under the ECE 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,ATDO 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 solar collectors for
hot water heaters will be for the most part manufactured in Pakistan with
only special materials or components imported to improve their
performance.

The DGER 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 $40Q 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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TABLE 5
RENEWABLE EQUIPMENT
DEMAND ESTIMATES
($§ 000 )

YEAR 1 YEAR 2

YEAR 3

TOTAL

PUBLIC PRIVATE PUBLIC PRIVATE

PUBLIC PRIVATE

PUBLIC PRIVATE

Photovoltaics

Small Scale
Hydro

Solar Water
Heater (Components)

Wind Power

Biowass and
Miscellaneous

TOTAL

2,000 200 1,500 1,000 1,500 2,000 5,000 3,200
100 - 100 - 100 - 300 -
- 100 - 200 - 300 - 600
200 - 200 100 200 300 600 400
100 100 Zuu 200 100 300 300 600

2,400 400 1,900 1,500 1,900 2,900 6,200 4,800

sabed 0 g abeg



Annex F.4
Page 1) of 12 pages

E. 0il and Gas Equipment

Table 6 sets out the specific equipment and training programs
for which the OGDC is seeking funding. Based omn 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.

0GDC's role in the ECE program will 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 comntracting
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 OGDC 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 OGDC's DESIRED EQUIPMENT AND TRAINING ASSISTANCE

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 20U 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

0GDC 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

Foreign Exchange

Million $

12.0

0.6

10.0

9.0

6.0

37.6

2.0

3.0

0.5

0.2

10.4

16.1

53.7

Source: Equipment =0GDC {Prices ZADL estimates and OGDC.
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TABLE 7

POTENTIAL USAID FUNDING FOR OGDC EXPLORATORY WORK

Foreign
Contractor Provided Services Priority Exchange Component
' O0GDC  USAID $ Million
- 4,500 km of reconaissance seismic High High 12.0
over 3 years ’
- Seven exploratory wells High Medium 19.0
Sub—toal 31.0
=~  Computer goftware and peripherals High High 0.6
to update World Bank funded seismic
processing computer at $300,U00 per
year, for second and third years.
Total 31.6
Equipment Provided to 0GDC
— Two portable telemetric seismic High Medium 12.0
systems including ancilliary vehicles,
spares for one year and vendor support.
= One 20U H.P. diesel electric drilling High Low 10.0
rig rated to 20,00V ft plus two years
spares
= One 1500 H.P. diesel electric drilling
rig rated to 16,000 ft plus two years
spares
= Computer software and peripherals to High High 0.6
update World Bank funded seismic processing
computer at $300,000 per year, for
second and third years.
TOTAL 31.6

Source : ADL estimates



