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International Bank for Reconstructiun and Dexelopment
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R82-191

FROM: The President 
June 14, 1982

BOTSWANA - (Loans 776-BT and 776-2-BT) Proposed Amendments to the Legal
Documents for the Shashe Project to Allow a Third Financial
Restructuring of the BCL, Ltd. Mining Component;
Modification of the Matte Purchase Agreement.*

Summary

1. This memorandum seeks the approval of the Executive Directors toapprove amending the legal documents relating to the Shashe Project to permit(i) a third financial restructuring of BCL, the nickel/copper mining ventureI
and (ii) agreeing to a modification of the Matte Purchase Agreement, whichregulates the price and terms by which BCL's matte is purchased by AMAXNickel, a subsidiary of AMAX. These amendments would not jeopardize repaymentof the Bank s outstanding loans to the Government of Botswana (776-BT and776-2-BT) for infrastructure connected with the Shashe Project.

Background

2. The Executive Directors approved loans totalling US$37.5 million inJune 1971 and May 1974 to the Republic of Botswana to finance water, power,transport, and housing infrastructure for the mining project. The works arecompleted, and the loans completely disbursed. As of May 30, 1982, US$32

'The mine, which started production in 1974, is operated by BCL,Ltd., a company indirectly controlled by AMAX Inc. of the United States (AMAX)and the Anglo-American Corporation of South Africa, Ltd. (Anglo), with a 15percent equity holding by the Government of the Republic of Botswana.

Distribution

Executive Directors and Alternates *Questions on this document
Senior Vice Presidents may be referred to Mr. Polak
Senior Management Council (Ext. 74924)
Vice Presidents, IFC
Directors and Department Heads, Bank & IFC
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million was still outstanding, with a final maturity of May 15, 1996. Since
Botswana was not deemed creditworthy for Bank funds when the loans were made,
the Bank obtained full repayment guarantees from AMAX, Anglo, and several
subsidiary companies of the AMAX and Anglo Groups, as well as from
Metallgesellschaft (Federal Republic of Germany), the original principal
purchaser of BCL's processed metal (nickel-copper matte). The project also
includes (i) a Trust Deed under which all BCL sales revenues are channelled
through a Trust; and (ii) a mortgage in favor of the Bank and the mining
project's senior creditors, Kreditanstalt fuer Wiederaufbau (KfW) and the
Industrial Development Corporation of South Africa (IDC), on BCL's title,
rights and interest in the mining lease and certain immovable properties of
BCL. In accordance with the Trust Deed, matte sales revenues are payable by
AMAX Nickel, the current purchaser, to the Trustee which makes monthly
allocations to the accounts of the lenders to service their loans, to the
Government for royalties and township costs, and to the Botswana Power
Corporation and the Water Utilities Corporation for water and power charges.
Any balance is paid to BCL.

3. On beginning operations in 1974, BCL initially suffered major
technical problems and a prolonged financial crisis, exacerbated by depressed
world metal prices. As a result, the major shareholders had to inject much
more money than expected into the project. After extensive discussions and
negotiations, the Shashe parties agreed in March 1978 to a comprehensive
financial restructuring providing for, inter-alia, increased royalties to the
Government, further contributions by the major shareholders amounting to P 45
million (then about US$55 million)2 in the form of a liquidity reserve, and
the conversion of P 75 million subordinated loans into preference shares. The
shareholders also reconfirmed their obligation to complete the second phase of
the project and to carry out a pollution control program. The Executive
Directors approved this restructuring on March 10, 1978 (R78-39).

4. Thereafter, plant production reached design capacity (40,000 metric
tons of matte a year), the pollution control program was begun, and a good
management team assembled. Due to low metal prices and increased capital
requirements, however, BCL's financial position continued to deteriorate. The
shareholders approached BCL's senior creditors, the Bank and the Government,
in the spring of 1979 to discuss BCL's need for financial relief after the
liquidity reserve was fully utilized, then expected sometime in 1980.
Negotiations on these proposals took some time and, in August 1979, a strike
at AMAX Nickel's refinery at Port Nickel, Louisiana, USA, led AMAX Nickel to
declare force majeure, leaving BCL without sales proceeds. To prevent
insolvency, negotiations on interim financing arrangements to bridge the
strike period took priority over discussions about longer-term relief measures
for BCL. The Executive Directors approved the amendments to the Trust
Agreement required for the interim financing proposals in December 1979
(R79-306).

5. With interim financing in place, discussions on the second
restructuring continued among the various parties - the major shareholders,

2Pula = US$1.06.
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the senior creditors, the Government, and the Bank - with the objective of

providing BCL with longer-term relief. Agreement was reached on a

restructuring approved by the Board on May 9, 1980 (R80-103).

6. On January 15, 1980, the strike was settled and shortly thereafter

AMAX Nickel resumed purchases of BCL matte. During the strike period, the

p 45 million liquidity reserve from the shareholders was fully depleted and

about P 8.0 million in interim financing from the major shareholders and the

Government was utilized. These advances were repaid from the sale of matte

stockpiled during the strike.

7. The second restructuring provided that:

(a) BCL could elect to defer any principal repayments due on loans

extended by KfW, IDC, the Chase Manhattan Bank, and the major

shareholders during the period from December 31, 1979 to December

31, 1983 (the December 1979 payments had already been temporarily

extended under the interim financing). During the same period, BCL

could elect to defer royalty payments above a P 0.75 million annual

minimum to Government. Deferrals were subject to a cash liquidity

test and, any deferred amounts outstanding on January 1, 1984 were

to be repaid in seven semi-annual installments beginning June 30,
1984.

(b) In order to save interest costs, BCL was permitted to prepay up

to P 12 million to the major shareholders of the P 45 million

liquidity reserve (no prepayment was permitted under the original

arrangements). The major shareholders also agreed to extend their

obligation to maintain this P 12 million in the liquidity reserve

for two years, until December 31, 1983, during which time BCL could

draw on this, if needed.

(c) The parties to the Deed of Deferral were permitted to make

available to BCL, through June 1987, Emergency Funding of up to P 25

million provided certain "needs" tests were met. This funding would

be on a demand basis, would be senior in priority to all existing

loans, and would be repaid directly from matte proceeds without

passing through the existing Trust Mechanism. The Bank and KfW

reserved the right to object to the terms of this financing on a

case-by-case basis.

The Present Situation

8. Based upon early 1980 nickel-copper price projections and an

analysis of BCL's operations, it was felt that the second restructuring would

enable BCL to avoid a major financial crisis over the next few years.

However, the continuing international recession and its effect on metals

prices led to new difficulties in the second half of 1981. Nickel prices fell

by about 40 percent and copper prices dropped to their lowest levels in

decades in real terms. As a result, the Shashe mine, although operating at

peak capacity and regarded as one of the most efficient nickel-copper

producers in the world, faced an extremely uncertain future.
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9. In September 1981, AMAX, facing severe financial strains of its
and unable to sell refined nickel at satisfactory prices from its rapidly
increasing stockpile, threatened to pull out of the project unless relieved oits obligation to purchase all BCL's matte output at world prices. With the
agreement of all parties involved, new buyers were found for about 20 percent
of BCL's production, and AMAX reconfirmed its intention to purchase the
balance.

10. Meanwhile, the concerned parties began a series of meetings to
devise a plan to relieve BCL's crushing debt-service burden and provide the
firm sufficient working capital to ride out the metal slump. Discussions
centered on ways to reduce debt service obligations by the conversion of a
large part of existing debt to a junior basis to be serviced only if BCL's
cash position permitted. One of the two shareholders, Anglo-American, and
Government agreed to jointly provide additional Emergency Funding under the
terms of Second Restructuring to permit BCL to operate while more permanent
arrangements were being worked out. In addition, it was proposed that all
senior debt due on December 31, 1981 be deferred - both principal and interest
- pending agreement on new arrangements. All parties, including the Bank,
agreed to this plan in late December.

11. Intensive negotiations since then have led to the development of a
scheme for a third restructuring, the main features of which are outlined
below:

(a) All existing senior debt of BCL (the Bank loan was made to the
Government for onlending to the power and water corporations, and
the Bank is not, therefore, a creditor of BCL), whether from
shareholders, KfW, IDC, Chase, or Standard Bank would be split into
two classes of loans - 30 percent remaining senior debt and 70
percent becoming a new subordinated debt (evidenced by issuance of
new subordinated notes). The only exception to this is the Barclays
pipeline financing which will remain 100 percent senior since it is
essential for operations.

(b) There will be a four-year deferral period (1982 through 85)
during which BCL can defer principal and interest on all debt unless
BCL has Excess Cash (as defined) to make these payments.

(c) At the end of 1985, all deferred senior debt will be
rescheduled to mature from 1986-95. There will be no change in
existing security or guarantees, and unpaid deferred interest bears
a 12 percent interest charge.

(d) The new subordinated notes will have no maturities and these
loans (both principal and interest) will only be paid out of Excess
Cash, if any. In view of this, the trust mechanism does not apply.
All subordinated notes will be denominated in US dollars and bear
interest at 12 percent.
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(e) All existing subordinated loans will be converted to redeemable
12 percent cumulative preference shares, but no dividends can be
paid until after all payments are made on the new senior debt and
subordinated notes.

(f) Royalties payable to Government but previously deferred and
royalties due in 1982/83 will be converted into the same classes of
obligations as the existing senior debt, i.e., 30 percent senior
debt payable over 12 years and 70 percent subordinated notes. BCL
can defer royalty payments due in 1984-85 unless it has Excess
Cash,and all deferred amounts will receive 12 percent interest and
be payable from 1986-95. After 1985, current royalties will be
paid, although an amount will be deducted equal to 70 percent of the
debt-service portion of the water, power, and township charges for
which subordinated notes will be issued. (See "g" below.)
Subordinated notes for royalties will be accorded priority in

payments from Excess Cash in respect to other subordinated notes.

(g) The Bank infrastructure loans, made directly to Government,
will remain unchanged and will continue to be serviced through the
trust mechanism. During 1982-85, BCL will provide 30 percent of the
funds required and the Government will advance the remaining 70
percent through BCL in return for subordinated notes. Beginning in
1986, the trust will receive the amounts needed to service

infrastructure loans either from matte sales proceeds or from BCL,
and BCL will deduct from royalties payable to the Government an
amount equivalent to 70 percent of the loan payments (see "f"
above). This was done at the Government's request to facilitate its
handling of these payments.

(h) BCL will be permitted to obtain up to P 50 million in Emergency
Funding. This will be senior to all other debt of BCL, will be

demand notes, bear interest at cost of borrowing plus 6 percent, and
can be serviced directly from matte proceeds outside the trust
mechanism.

(i) For the present, Anglo-American and the Government have agreed
to provide Emergency Funding of up to P 25 million in 1982 on a

75-25 basis. This amount includes funds already provided under the

temporary arrangements agreed late in 1981. It is expected that
this Emergency Funding will provide most of BCL's cash requirement
for 1982.

Effect of Proposed Restructuring on Bank Loan Agreements

12. The proposed restructuring would not require changes in the Bank's
loan agreements. The restructuring would be set out in an Agreement and Plan

of Reorganization; the Bank would not be a signatory to this Agreement, but

would have to provide its consent. The Trust Deed, to which the Bank is a
party, will need to be amended to permit continued use of Emergency Funding.
Proposals for Emergency Funding would permit proceeds from matte sales to be

used directly to satisfy Emergency Funding repayment claims before being
passed to the Trust. It is, thus, likely that the Trust mechanism for
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servicing the Bank's loans would be disrupted, although this was also P.under the Second Restructuring. It is in fact to ensure that funds are
available for the Bank's debt service that the Government will provide theadvances described in paragraph 11(g) above.

13. The proposed restructuring would not endanger repayment of the
Bank's loans. The Government, to whom the loans were made, remains directly
liable for their repayment. Botswana is creditworthy for Bank loans3 and is
fully capable of servicing the two loans directly from its own resources and
of ensuring the viability of the power and water corporations that operate the
Bank-financed facilities. Further, the Bank loans are directly guaranteed by
AMAX, Anglo, their associated companies, and Metallgesellschaft, which would
be obligated to make repayment if the Government failed to do so. These
companies are large, soundly-financed entities and are quite capable of
fulfilling their guarantees if required.

Modification of Matte Purchase Agreement

14. Discussions have been underway for several months between AMAX
Nickel and BCL on changing the Matte Purchase Agreement to provide a more
realistic basis for determining sales prices. The objective is a formula that
would protect both AMAX Nickel, the purchaser, and BCL, the seller, during
periods when posted world prices do not reflect actual selling conditions. A
revised formula was recently agreed that appears to be fair to both parties.
On the average, the new agreement would result in a slightly lower sale price
(about five cents per pound of nickel, depending on future prices). Since
AMAX had stipulated agreement on a revised Matte Purchase Agreement as a
precondition to any financial restructuring, and since negotiations on this
have only just been concluded, approval of the modification is necessary to
the financial restructuring.

Conclusions

15. The proposed restructuring, which leaves the Bank's financial
security undiminished, will greatly ease BCL's immediate debt burden; the
emergency funding provisions should enable the firm to meet its projected cash
requirements for operating expenses through most of 1982. While these
measures appear to provide BCL with financial protection for the immediate
future, they would be inadequate to cover any major unexpected cash
requirements resulting from technical problems or continued adverse movements
in world metals prices. While the Bank's most recent commodity price
forecasts predict significant upturns in both nickel and copper prices
beginning in 1983, these are predicated on improvements in the world economic
situation. Unless metal prices do improve as expected, BCL's ability to
survive in 1983 and beyond will depend on the willingness of the major
shareholders and the Government to provide further financial support after the
Emergency Funding now currently being provided is depleted.

3At the end of 1981, Botswana's total external debt (including the
Shashe loans) outstanding and disbursed amounted to US$154.8 million. Debt
service payments during 1981 were US$9.8 million, giving a debt service ratio
of 2.2 percent.
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e 16. Without the proposed restructuring and, particularly, its provisions
for P 25 million of Emergency Funding during 1982, however, there is a strong
likelihood that BCL would have to declare some form of bankruptcy within a few
months. As the mining complex generates, directly and indirectly, some 10,000
jobs and is the only major source of employment in Selibi Phikwe, whose 30,000
inhabitants make it the second largest town in Botswana, the proposed
restructuring would seem the only viable alternative for Botswana and the
mining company at this time.

Recommendation

17. In the absence of objection (to be communicated to the Vice
President and Secretary, or Deputy Secretary, by close of business on June 21,
1982),I propose to approve the changes required in the Trust Deed and other
documents related to Loans 776-BT and 776-2-BT to give effect to the proposed
restructuring and to the modification of the Matte Purchase Agreement.

A.W. Clausen
President
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R80-103

FROM: The President May 1, 1980

BOTSWANA - Proposed Amendments to the Loan Documents for the Shashe
Infrastructure Project (Loans 776-BT and 776-2-BT).
Second Financial Restructuring of the BCL Ltd. Mining
Component and Substitution of Guarantors. *

Summary

1. This memorandum seeks the approval of the Executive Directors to
amend the loan documents for the Shashe Project (infrastructure financed
with Bank assistance) to permit (i) a second financial restructuring of BCL,
the associated copper/nickel mining venture (for which the Bank did not make a
loan), 1/ and (ii) substituting the existing guarantee of the Bank's Loan
Agreement by the Minerals and Resources Corporation Ltd. (Minorco), with
equivalent guarantees from Anglo-American Corporation of South Africa Ltd.
(Anglo) and De Beers Consolidated Mines Ltd. (De Beers).

Background

2. In June 1971 and May 1974, the Executive Directors approved loans in
the aggregate of US$37.5 million equivalent to the Republic of Botswana to
finance infrastructure (water, power, transport and housing facilities) for
the mining project. The physical works of the infrastructure project are all
completed, and, as of February 29, 1980, US$32.5 million of the loans were
outstanding and disbursed with a final maturity on May 15, 1996. Since
Botswana was not deemed creditworthy for Bank funds at the time the loans were
made, the Bank sought and obtained full repayment guarantees from AMAX, Anglo
and several subsidiary companies of the AMAX and Anglo Groups, as well as from
Metallgesellschaft (Federal Republic of Germany), who originally was the
principal purchaser from BCL of its processed metal. In addition the project
includes (i) a Trust Deed under which all sales revenues of BCL are channelled

1/ The mine, which started production in 1974, is operated by BCL Ltd., a
company indirectly controlled by AMAX Inc. of the United States (AMAX)
and the Anglo-American Corporation of South Africa Ltd. (Anglo), with a
15 percent equity holding by the Government of the Republic of Botswana.

Distribution:

Executive Directors and Alternates * Questions on this docu-
Senior Vice President ment may be referred to
President's Council Mr. Sullivan (Ext. 74025)
Vice Presidents, IFC
Directors and Department Heads, Bank and IFC

This document has a restricted distribution and may be used by recipients only in the pertormiai e
of their official duties. Its contents may not otherwise he disclosed without World Bank authorization
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through a Trust; and (ii) a mortgage in favor of the Bank and the project's
senior creditors, Kreditanstalt fur Wiederaufbau (KfW) and the Industrial
Development Corporation of South Africa (IDC), on BCL's title, rights and
interest in the mining lease and certain immovable properties of BCL. In
accordance with the Trust Deed, matte sales revenues are payable by AMAX
Nickel (a subsidiary of AMAX), the current purchaser of BCL's matte 1/, to the
Trustee who makes monthly allocations to the accounts of the lenders to
service their loans, to the Government for royalties and township costs, and
to the Botswana Power Corporation, and the Water Utilities Corporation for
water and power charges. The balance is paid to BCL.

3. From its initial operations in 1974, BCL has suffered major technical
problems and a prolonged financial crisis, exacerbated by depressed world
metal prices. The major shareholders had to inject much more money into the
project than they had originally expected. After extended discussions and
negotiations, the parties to the project agreed in March 1978, to a comprehen-
sive financial restructuring providing, inter alia, for increased royalties to
the Government, further contributions by the major shareholders amounting
to P 45 million 2/ in the form of a liquidity reserve and the conversion of
P 75 million of subordinated loans into preference shares. The shareholders
also reconfirmed their obligation to complete the second phase of the project
and to carry out a pollution control program. This restructuring was approved
by the Board on March 10, 1978 (R78-39).

4. After the restructuring, plant production reached annual design
capacity (40,000 metric tons of matte), expansion and pollution control
programs were begun and a good management team was assembled. Due to low
metal prices, as well as increased capital investment requirements, however,
BCL's financial position continued to deteriorate so that financial diffi-
culties were anticipated after the liquidity reserve was fully utilized.
Since AMAX had decided not to increase its commitments to the project further
and Anglo was unwilling to assume AMAX's portion of any possible future cash
shortfalls, the shareholders approached BCL's senior creditors, the Bank and
the Government in early 1979, to discuss a second financial restructuring.
Last August, during negotiations on the proposals, a strike at AMAX Nickel's
refinery in Port Nickel, Louisiana, USA (which purchases all of BCL's matte),
led AMAX Nickel to declare force majeure, leaving BCL without sales proceeds.
In order to prevent the company's insolvency, negotiations on interim finan-
cing arrangements to bridge the strike period took priority over discussions
about longer-term relief measures for BCL. The Executive Directors approved
proposals for interim financing, described in a paper circulated on December
14, 1979 (R79-306), and these became effective on December 31, 1979. 3/

1/ An intermediate copper/nickel compound requiring further refining.

2/ Pula (P) 1 = US$1.27.

3/ On January 15, 1980, the strike was settled and shortly thereafter AMAX
Nickel lifted force majeure and resumed purchases of BCL matte. About
P 8.0 million in interim financing was used; it has since been repaid.

This document has a restricted distribution and may be used by recipients only in the performanct"of their official duties. Its contents may not otherwise be disclosed without World Bank authorization.
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5. With interim financing in place, discussions on the second restruc-

turing continued among the interested parties -- BCL's principal shareholders,

the senior creditors, the Government of Botswana and the Bank -- with the

objective of providing BCL with longer-term debt relief, if needed, and

readying additional financial sources for possible future cash shortfalls.

Agreement has now been reached among all parties on the various proposals

which constitute BCL's second financial restructuring. 1/ Barring unforeseen

developments in metal prices or major technical difficulties, these measures

should safeguard BCL's continued operations through 1983, by permitting the

deferral of loan principal repayments and royalties. In subsequent years,

expected improvements in BCL's financial situation should enable it to meet

the additional financial burden represented by the deferrals.

BCL's Current Financial Situation

6. In order to meet operating and capital expenses, and make minimum

royalty payments, BCL had, by January 31, 1980, (i) depleted the balance

of the P 45 million liquidity reserve established as part of the first restruc-

turing (para. 3), (ii) fully utilized its line of credit under the Barclays

Credit Agreement (P 25 million) under which it can borrow against the value of

matte in transit, and (iii) drawn down P 8.0 million from the interim financing

facility. With resumption of sales in February 1980, following the removal of

force majeure, BCL's cash position has improved. Smelting, however, was

halted on March 14, 1980, for regular maintenance of the furnace and will not

resume until May 10, 1980. Projections of its cash position indicate that,

without financial relief, BCL will have deficits in 1980 and 1982, with a

small cash surplus in 1981. From 1983, BCL is expected to have steadily

improving cash surpluses.

Proposals for a Second Financial Restructuring

7. To enable BCL to meet cash shortfalls during 1980-83, the parties

to the project have agreed on a comprehensive set of financial proposals.

While the parties' interests have not always been compatible, they have

accepted the proposals as a reasonable settlement of a complex problem.

8. The major proposals include:

a) Deferral of Loan Principal Repayments and Royalties.

During the period December 31, 1979 to December 31,

1983 (the deferral period), BCL could elect to defer

all or portions of (i) principal repayments due on

.loans extended by KfW, IDC, the Chase Manhattan Bank

1/ KFW has accepted these proposals in principle and submitted them for

final approval to its guarantor, the Government of the Federal Republic

of Germany, which is expected to agree before May 15, 1980. If the

German Government fails to reach agreement, we would not proceed with the

proposed arrangements and would notify the Board immediately.

This document has a restricted distribution and may be used by recipients only in the performance
of their omcial duties. Its contents may not otherwise be disclosed without World Bank authorizatiori.
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and the major shareholders 1/ and (ii) royalty
payments to the Government. 2/ These deferrals,
however, would be available to BCL only in the
event its net cash position as of the next loan
maturity date (last day of June or December) was
expected to be negative. In the event an independent
auditor determines that BCL was not entitled to the
deferral, BCL would have to repay the excess deferred
amounts; this repayment would be guaranteed by the
major shareholders. During the deferral period,
deferred amounts become due and payable on the next
loan maturity date. At this point BCL can either
repay the outstanding balance, or, if necessary, can
again defer it together with loan principal due on
this maturity date. The balance of deferrals out-
standing on January 1, 1984, would then be repayable
in seven semi-annual installments with the last
installment to be repaid on June 30, 1987. BCL would
be required to prepay deferred amounts if it accumulates
excess cash during the repayment period.

b) Liquidity Reserve

As part of BCL's first financial restructuring, the
major shareholders established a P 45 million standby
facility to cover cash shortages through 1981. Due to
force majeure (para. 4), however, BCL drew down the entire
reserve by the end of January 1980. Under the terms of the
new proposals, BCL would be entitled to prepay from time
to time up to P 12 million 3/ of this reserve (prepayment
was not permitted under the original arrangements),
thus saving interest charges on this amount. In the
event of future cash shortfalls, BCL could then make
calls on this reserve. The major shareholders have
agreed to extend their obligation to maintain the
liquidity reserve from the end of 1981, to the end of
1983, at which time they would advance BCL the then
outstanding balance if deferred principal is outstanding.

1/ These creditors have deferred their repayments that were due on December
31, 1979 (about P 4.8 million) to May 15, 1980, in order to permit all
parties to reach agreement on the second restructuring.

2/ Government's minimum royalty payment of P 750,000 annually would not
be affected.

3/ An unused balance of P 12 million remained in the liquidity reserve at
the time force majeure was invoked.

IThis document has a restricted distribution and may be used by recipients only in the performancof their official duties. Its contents may not otherwise be disclosed without World Bank authorization.
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From January 1, 1984, repayment of the liquidity reserve

would be on the same basis as deferred principal.

c) Emergency Funding

The Deed of Deferral would permit the parties thereto to

agree to make available to BCL, through June 30, 1987,

additional loans (known as emergency funding) of up to

P 25 million in the event BCL (i) has exhausted available

cash including the liquidity reserve; (ii) has deferred all

loan principal amounts; (iii) has depleted all other credit

facilities; and (iv) has determined that it is unable to meet

any of its expected obligations due within the next 60 days.

In order to attract lenders, emergency funding would be

repayable on demand and in priority to any other debt directly

from matte proceeds outside the established Trust mechanism.

The Bank and KfW reserve the right for a 14 day review period

in which they can object to any requests for Emergency Funding.

Effects of Proposals on Bank Loan Agreements

9. The proposed deferral of loan principal repayments and royalties,

to be provided for in a Deed of Deferral, would apply only to the Government's

royalty payments and repayments of loans from BCL's senior creditors. It

would not affect the Government's obligation, as stipulated in the loan

agreements, to pay the Bank, nor would the Bank be a signatory to the Deed,

although it would have to provide its consent. The liquidity reserve also

would have no impact on the repayments of the Bank's loans, although Section

2.08 of the Guarantee Agreement would have to be amended to permit the reserve

to be reinstated to December 31, 1983. Proposals for emergency funding,

however, would require amending the Trust Deed to permit matte sales 
to be

used directly to satisfy repayment claims before being passed to the Trust.

This creates the possibility that the Trust mechanism, currently 
used for

servicing the Bank's loans, could be disrupted, and that a time could come

when the Trust would have insufficient funds to make obligated payments to the

various beneficiaries, including the Bank. In any event, the Government, as

borrower, remains directly liable for repayment of the Bank loan. 
Botswana

now is creditworthy for Bank loans 2/ and is capable of servicing the loans

from its own resources as well as ensuring the viability of the power 
and

1/ Based on current estimates of metal prices, the need for emergency

funding is not expected during the deferral period, 1980-83. The amounts

of principal and royalties available for deferral equal P 108 million;

BCL is estimated to require about P 75 million.

2/ At the end of 1978, Botswana's total external debt (including the Shashe

loans) outstanding and disbursed amounted to US$120.7 million. Debt

service payments during 1978 were US$8.2 million, giving a debt 
service

ratio of 3.4 percent.

This document has a restricted distribution and may be used by recipients only in the performance

of their official duties. Its contents may not otherwise be disclosed without World Bank authorization.
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water corporations, which operate the Bank-financed facilities. The Govern-

ment, for its part, has confirmed its obligation to repay the loans and

support the power and water corporations as required. In addition, the Bank's

loans are guaranteed by Anglo, AMAX and their associated companies which are

considered financially 
sound.

Guarantor Substitution

10. Unrelated to the proposed restructuring, Anglo has requested an
amendment to the Bank's Guarantee Agreement to substitute guarantees from
Anglo and De Beers for the existing guarantee of Minorco of Bermuda (a member
company in the Anglo-De Beers Group). 1/ This request stems from a substantial
reorganization of the Anglo-De Beers Group of companies, recently approved by
their shareholders, in which Minorco's African investments were transferred to
other companies in the Anglo-De Beers Group.

11. Under the complex arrangements of the Guarantee Agreement (described
in the Annex), Minorco, together with other guarantors, at present guarantees
a maximum of 50 percent of the Bank loan. The obligations of the remaining
guarantors -- AMAX, Anglo, Charter Consolidated Limited (United Kingdom) andMetallgesellschaft -- remain and they, along with the Government of Botswana,have consented to the proposed substitution. 2/ In financial terms the changewould enhance the Bank's guarantee since Anglo and De Beers are two of thelargest companies in the Republic of South Africa with extensive assetsworldwide. In 1978, Anglo's net earnings were US$150.0 million, and De Beers',US$920.0 million, compared with US$3.1 million for Minorco. The Governmentof South Africa currently controls foreign exchange transactions, but theSouth African Reserve Bank has agreed in principle that in the event theGuarantee were called, sufficient foreign exchange would be made available forAnglo and De Beers to meet their obligations. The South African Reserve Bankwill provide assurances to this effect as part of the closing arrangements.

Conclusions

12. The proposed restructuring, which leaves the Bank's overall finan-cial security undiminished, should enable BCL to meet its projected cashrequirements for operating expenses and capital expenditures through 1983.While these measures appear to provide BCL with financial protection duringthe deferral period, they would be inadequate to cover any major unexpectedcash requirements resulting from technical problems or adverse movement inworld metal prices. Without the restructuring, however, BCL's financialviability and the livelihood of some 10,000 persons employed directly andindirectly would be in jeopardy.

Anglo and De Beers are interlocking companies, each owning and con-trolling a substantial portion of the other's equity.

2/ Under the terms of a separate Lender's Agreement, the Bank, KfW, andIDC have agreed to consult each other on major changes in any of theShashe agreements. This has been done with regard to the proposedguarantor substitution.

IThis document has a restricted distribution and may be used by recipients only in the performance> Iof their ofcial duties. Its contents may not otherwise be disclosed without World Bank authorizationa.
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13. The proposed substitution of guarantors would meet the corporate

needs of one of the project's principal sponsors, and would in no way impair

or diminish the strength of the Bank's loan guarantee.

Recommendation

14. In the absence of objection (to be communicated to the Vice President

and Secretary or Deputy Secretary by the close of business on May 9, 1980), 1

propose to amend the legal documents on Loans 776-BT and 776-2-BT to give

effect to the restructuring and guarantor substitution as described above.

The short period for review reflects the complexity of the restructuring

arrangementsthe numerous parties involved in the negotiations and the need to

have approval in time to finalize arrangements before May 15, 1980, when the

interim deferrals expire.

Robert S. McNamara
President

by E. Stern

May 1, 1980

This document has a restricted distribution and may be used by recipients only in the performance ,
of their official duties. Its contents may not otherwise be disclosed without World Bank authorization >j
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BOTSWANA SHASHE PROJECT

Loans 776-BT and 776-2 BT

Summary of Arranlgements Provided in the ExistingGuarantee

Agreement

In connection with the loans to 
the Republic of Botswana for the

Shashe Infrastructure Project, the Bank 
obtained guarantees from BCL (the

mining company), Metallgesellschaft 
(originally the principal purchaser 

from

BCL of its processed metal), AMAX and Anglo 
(the mining project's major

shareholders) and BRST, RST, Minorco and Charter (companies 
either controlled

by, or closely affiliated with, AMAX 
and Anglo). 1/ Subject to extensive

force majeure provisions, the mechanism of the Guarantee Agreement 
works as

follows:

I. BCL - guarantees unconditionally 100 percent of the loans.

II. Metallgesellschaft - guarantees 40 percent of the loans up to

US$12 million. This guarantee is valid only until

March 1990.

AMAX - RST - BRST - guarantee 30 percent of the loans.

Anglo-Minorco-BRST - guarantee 22.5 percent of the 
loans.

Charter-Minorco-BRST - guarantee 7.5 percent of the loans.

III. To the extent Metallgesellschaft's guarantee 
liability is satisfied

or terminated, the obligations of the remaining guarantors 
in II

above become:

AMAX-RST-BRST - 50 percent

Anglo-Minorco-BRST - 37.5 percent

Charter-Minorco-BRST - 12.5 percent

Each group of guarantors is liable only 
for the specified percentage

of its group; but within a group, each 
company is jointly and severally liable

for the entire percentage applicable to that group.

1/ BRST stands for Botswana Roan Selection Trust Limited 
and is owned by

AMAX (30 percent), Anglo (30 percent) and the public (40 percent); RST

stands for Roan Selection Trust and is 
wholly owned by AMAX; Minorco

stands for the Minerals and Resources 
Corporation of South Africa and

C is part of the Anglo-De Beers Group; and Charter, 
also a member of the

Anglo-De Beers Group, stands for 
Charter Consolidated Limited.

This document has a restricted distribution and may be used by recipients only in the performance
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R79-306

December 14, 1979

FROM: The President

BOTSWANA - Proposed Temporary Waiver of Trust Deed Provisions

for the Shashe Infrastructure Project (Loans 776-BT

and 776-2-BT)
BCL Ltd. Mining Component: Emergency Interim Financ-

ing during Force Majeure Period*

Summary

1. This memorandum seeks the consent of the Executive Directors to

the temporary waiver of certain provisions of the Trust Deed 
for the Shashe

Project (infrastructure financed with Bank assistance), which will permit

emergency interim financing for the associated nickel/copper 
mining venture

(for which the Bank did not make a loan). The mine, which started production

in 1974, is operated by BCL Ltd., a company indirectly controlled by AMAX

Inc. of the United States (AMAX) and the Anglo-American Corporation of South

Africa (Anglo), with a 15 percent equity holding by the Government of the

Republic of Botswana. The interim financing proposals sub-

mitted jointly by AMAX and Anglo and accepted in principle by the Government

of Botswana,were sent to the parties to the project's Trust Deed on

December 6, 1979 with the stipulation that they will lapse unless approved

by the lenders--Kreditanstalt fur Wiederaufbau (KfW), Industrial Development

Corporation of South Africa Limited (IDC), and the Bank--by December 19, 1979.

This deadline was set since BCL is expected to exhaust all funds currently

available to it by the end of this month.

Background

2. In June 1971 and May 1974, the Executive Directors approved loans

in the aggregate of US$37.5 million equivalent to the Republic of Botswana

to finance infrastructure (water, power, transport and housing facilities) for

Distribution:

Executive Directors and Alternates * Questions on this document

Senior Vice President may be referred to

President's Council Mr. Sullivan (Ext. 74025).

Vice Presidents, IFC
Directors and Department Heads, Bank and IFC
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the mining project. The physical works of the infrastructure project are
all completed, and, as of November 30, 1979, US$32.9 million remained out
standing with a final maturity on May 15, 1996. Since Botswana was not
deemed creditworthy for Bank funds at the time the loans were made, the
Bank sought and obtained full repayment guarantees from AMAX and Anglo as
well as from Metallgesellschaft, in the Federal Republic of Germany, who
originally was the principal purchaser of BCL's processed metal. In additiO
the project was structured to include (i) arrangements under which all sales
revenues of BCL are channelled through a Trust; and (ii) a mortgage in favor
KfW, IDC and the Bank on BCL's title, rights and interest in the mining lease
and certain immovable properties of BCL. Under the Trust Deed, matte sales
venues are payable by AMAX Nickel (a subsidiary of AMAX) to the Trustee who
monthly allocations to the accounts of the lenders (KfW, IDC and the Bank) to
service their loans, to the Government for royalties and township costs, to
the Botswana Power Corporation and the Water Utilities Corporation for water
power charges, with the balance being paid to BCL.

3. From its initial operations in 1974, BCL has been faced with major
technical problems and a prolonged financial crisis, exacerbated by depressed
world metal prices. This required the major shareholders to inject substanti
ally more funds into the project than they had originally expected. After
extended discussions and negotiations, the parties to the project agreed in
March 1978 to a comprehensive financial restructuring providing, inter alia,
for increased royalties to the Government and further contributions b the
major shareholders amounting to Pula 45 million (about US$55 million)!/ in
the form of a liquidity reserve. The shareholders also reconfirmed their
obligation to complete the second phase of the project and to carry out a
pollution control program. This restructuring was approved by the Board on
March 10, 1978 (R78-39).

4. Since the restructuring, plant production has reached annual
design capacity (40,000 metric tons of matte), expansion and pollution contro
programs are underway and a good management team has been assembled. Due to
low metal prices, as well as increased capital investment requirements, how-
ever, BCL's financial position continued to deteriorate and some financial
difficulties were anticipated after the liquidity reserve was fully utilized
sometime in 1980, depending on the development of copper and nickel prices.
Since AMAX had decided not to increase its commitments to the project any fu
and Anglo was unwilling to assume AMAX's portion of any possible future cash
shortfalls, the shareholders approached BCL's senior creditors (KfW and IDC
South Africa), and the Government, in the Spring of 1979, for financial relit,
in the form of royalty and debt service deferrals and reductions in infra-
structure costs. Negotiations on such a "second restructuring" have been
going on since then. Progress has been made on reaching a consensus on the
conditions under which BCL might be entitled to defer maturities of the KfW
and IDC loans and the senior loans the major shareholders made to BCL. Never
theless, a number of open questions remain and finalization of a second re-
structuring in the form of a draft amended Deed of Deferral and other legal
documents is therefore not possible before year-end.

1/ Pula (P) 1 US$1.22.
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5. Recent events have, however, caused deep concern about BGL's future.

At the end of August, AMAX Nickel, which is under contract to purcilce all of

BCL's matte, declared force majeure under that contract on the groun-Is that as

a result of a strike against its Port Nickel, Louisiana (USA) refinery, where Al
of BCL's output is processed, it is prevented from accepting matte deliveries.
Nevertheless, efforts to find alternative purchasers have beei unsucce3sful.
The duration of the strike is uncertain; the union has demanded not only pay
raises but also a four-day workweek. While the strike has been in effect since

August 31, the first face-to-face negotiations took place only on December 4. Al-

though AMAX Nickel states that it expects settlement around the end of this
month, it is quite possible that the strike may continue much longer. Because
of the strike, BCL's liquidity reserve has been drawn down much faster than had

been anticipated, so that BCL faces insolvency unless interim financing arrange-
ments are in place before December 31, 1979, when substantial debt service pay-
ments become due and all sources of funds will be exhausted.

Interim Financing Proposals

6. Following recent discussions, the project's major shareholders
(AMAX and Anglo) have submitted interim financing proposals under which the
project's major shareholders and the Government would make about P 14.1
millionl/ available to BCL prior to December 31, 1979. In addition, Anglo

AMAX will defer the principal and interest due December 31, 1979 on their
1-as to BCL. The major shareholders have offered these funds on the follow-
ing conditions:

(i) the funds provided under the interim financing will be due
unconditionally on demand and their repayment will be on
a senior-senior basis in priority to claims of Trust bene-
ficiaries;

(ii) the principal payments due to BCL's senior lenders on
December 31, 1979 will be deferred;

(iii) the existing matte purchase agreement between AMAX and BCL
as to quantity, timing and pricing of matte deliveries will

/ P 6 million each from Anglo and AMAX, and P 2.1 million from the Govern-
ment which is in proportion to its 15% share of the equity. Anglo's and
AMAX's commitment will be reduced by the amounts of any guarantee liability
in respect of a loan Barclays has made to BCL of P 25 million which is secured
against the value of stockpiled matte. If the eligible value of this
matte is less than the total loan outstanding, the major shareholders have
agreed to guarantee the shortfall. The shareholders have indicated that
the eligible value of matte accumulating and available for such security
qill, during the interim financing period, exceed the total loan outstand-
ing and that therefore their guarantee will bE zero.

This document has a restricted distribution and may be used by recipicats only in the performance
of their official duties. Its contents may not otherwise be dis losed without World Bank authorization.
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be modified during the period after the force majeure to

permit AMAX's refinery to absorb the stockpiled matte over
a period to be agreed;

(iv) the Trust beneficiaries, including the Bank, will instruct the
Trustee to authorize AMAX Nickel to repay interim financing fro
proceeds in accordance with the interim financiers' instruction
leaving any balance payable to the Trustee for distribution under
existing Trust arrangements; and

(v) the proposals will be considered as a whole and have a dead-
line for their acceptance as of close of business New York

time, December 19, 1979.

7. Of these conditions, the shareholders' requirement that repayment of
their interim financing be on a demand basis means that they can, at their
discretion, put BCL into bankruptcy at any time BCL's cash resources are in-

sufficient to cover the demand notes. Although the shareholders intend that
actual repayment of their interim funds would in practice be scheduled in a
way to ensure sufficient cash is available to BCL to meet its other obligations
and therefore assure its continued viability, they argue that the nature of

such financing compels them to require that the new financing be repayable by
BCL unconditionally on demand. Thus, until the interim financing is repaid
in full out of the matte proceeds, there is a possibility that no funds from
either the proceeds of the matte sales or other sources will be available to
BCL to enable it to meet its other obligations.

8. These proposals have been accepted in principle by the Government. C

IDC and KfW (which has submitted these proposals to its guarantor, the Government a

of the Federal Republic of Germany) are expected to agree by December 19. If a

eitner of these parties fails to reach agreement, we would not proceed with the pr:a

posed arrangements and would notify the Board immediately.

9. To implementthe interim financing proposals, the Trust Deed (para. 2)

would be temporarily waived to permit sales proceeds of the matte, following the
end of force majeure, to be paid by AMAX Nickel directly to the interim

financiers with the balance, if any, to the Trustee. This arrangement would
not affect the Bank's rights under the Loan Agreement, Guarantee Agreement

and Mortgage Bonds; it would merely affect the mechanism (payment by the t
Trustee) through which the Bank's loans are currently serviced with the result h
that the Bank may have to seek loan service payments directly from its d
borrower, i.e. the Government, or the Guarantors, thereby temporarily

departing from the enclave concept. However, Botswana is now creditworthy P

for Bank loans and would be capable of both servicing its obligations under

the Loan Agreements from its own resources and ensuring the continued viability

of the power and water corporations, the entities financed by the Bank loans.9

l/ At the end of 1978, Botswana's total external debt (including the Shashe

loans) outstanding and disbursed amounted to US$120.7 million. Debt service-

payments during 1978 were US$8.2 million, giving a debt service ratio of

3.4 percent.

This document has a restricted distribution and may be used bv recioients only in the performance'
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Botswana has confirmed its intention to service the Bank loans and support the
operations of its infrastructure parastatals, the power and water corporations.
In addition, the guarantee of the Bank's loans by Anglo and AMAX, and their
associated companies, is regarded as financially sound.

BC Future Financial Requirements

10. The interim financing arrangements would provide about P 14.1
million of liquid funds, which is expected to be enough to meet BCL's opera-
tional requirements for the first two months of 1980. If the strike at the
port Nickel refinery continues into February 1980, BCL will require additional
funds or face the prospects of insolvency. Meanwhile discussions on proposalsfor a second financial restructuring of BCL will continue with the intention
of reaching agreement in principle early in 1980. We would expect to returnto the Board at that time to seek approval for BCL's second financial re-
structuring.1/

Conclusions

11. The interim financing proposals are primarily designed to provideemergency relief to BCL; they do not give assurance of continued operations
beyond early 1980, nor are they adequate to cope with a prolonged strike be-yond January unless further financing is found. Due to BCL's dire financial-ituation,with the possibility of mine closure, the interim financing proposals,em the only solution currently acceptable to both the shareholders and theGovernment to overcome the current force majeure problem. The proposalsaffect neither the Bank's ultimate loan security nor the long-term trustarrangements, but they would result in a temporary waiver of the trustmechanism until interim funds have been repaid. Moreover, the Governmentis creditworthy and capable of making up any shortfall in payments by the Trusteeto the Bank and the power and water corporations.

Recommendation

12. In the absence of objections (to be communicated to the Vice Presidentand Secretary or Deputy Secretary by the close of business on December 18,1979), I propose, subject to agreement being reached by all parties concerned,to advise those parties of the Bank's acceptance of the proposals set outherein and to instruct the Trustee accordingly. The unusually short time isdue to the complexity of the situation, the extended negotiations with theparties concerned and the need to agree on an interim solution to avoid insol-vency of BCL by the end of the year.

Robert S. McNamara
President

- _by E. Stern

At the same time, approval will be sought for a request the Bank hasreceived from Anglo regarding substitution of guarantors to the Bank'sGuarantee Agreement.
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R78-39

FROM: The President 
February 28, 1978

BOTSWANA - Proposed Amendments to the Loan Documents for

the Shashe Infrastructure Project (Loans 776-BT,

dated June 29, 1971, and 776-2BT, dated June 7,

1974)
BCL Mining Component: Financial and Commercial

Restructuring

A. Summary

This memorandum seeks the approval of the Executive Directors for

amendments to the loan documents for the Shashe Project (an infrastructure

project, financed with Bank assistance), which will permit the comprehensive

financial and commercial restructuring of the associated nickel/copper mining

venture (for which the Bank did not make a loan).

2. The mine, which started production in 1974, is operated by BCL Ltd.

(formerly Bamangwato Concessions Ltd.), a company indirectly controlled,

through BRST Ltd., by AMAX Inc. of the United States (AMAX) and the Anglo-

American Corporation of South Africa (Anglo), with a 15 percent equity holding

by the Government of the Republic of Botswana.

3. From the beginning, the mining venture has been beset by major

technical and managerial problems, which have made it difficult to sustain

high production levels of nickel/copper matte. Over the last 2-3 years these

problems have been exacerbated by depressed world metal prices and by a

consensus amongst observers of the industry that there will be no radical

improvement in the nickel or copper markets before the early 1980s.

4. As a result of these difficulties, the Government's likely return

from the mining venture (which was originally projected, in 1970 terms, to be

about US$106 million from royalties, taxes and dividends over the mine's life)

has been reduced to the annual minimum advance royalty of P 750,000 (US$900,000)

and the private shareholders have been required to provide BCL with very

substantial subordinated loans which BCL may not be capable of repaying over

Distribution:
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the life of the mine.

5. Since late 1974, therefore, discussions have continued among the
interested parties - Kreditanstalt fir Wiederaufbau of the Federal Republic
of Germany (KfW) and the Industrial Development Corporation of South Africa
(IDC), who are BCL's senior creditors, the Government, the Bank and Anglo an4d

AMAX - with a view to improving Botswana's return from the mining project

while guarding against the possibility that BCL might be forced into bankrupt

6. The proposed restructuring, which is discussed below and in Annexl
would be a major step towards achieving these goals. However, although it --

would reduce the likelihood that BCL might declare bankruptcy, it cannot

provide any guarantee of BCL's future financial viability which, to a large

extent, will remain dependent on whether the present levels of matte outputc
be sustained or improved and on international market developments for nickel
and copper.

B. Background

7. In June 1971, the Executive Directors approved a loan of US$32.0

million equivalent (increased by a supplemental loan of US$5.5 million in

May 1974) to the Republic of Botswana to help finance the power, water,

transportation and township facilities whic1 were to be provided as basic

infrastructure for the BCL mining venture.- These loans were - and will

remain - guaranteed by BCL, with additional several but not joint guarantees

totalling 100 percent of the Bank loans from companies in the AMAX group,

(including BRST, a company controlled equally by Anglo and AMAX, which owns

85 percent of BCL's equity), from companies in the Anglo group (including

and from Metallgesellschaft (Federal Republic of Germany). These guarantees

have been, and will continue to be, subject to a restrictive force majeure

clause, which provides for suspension and termination only in the case of

certain acts or omissions to act on the part of the Government of Botswana.

8. Although there were significant- cost overruns, the infrastructure

project was completed essentially on schedule and the Bank loan has been

virtually fully disbursed. All facilities are operating normally and a

Project Completion Report will be prepared in mid-1978.

9. The mining project (the Project), which was financed by long-tern

loans from KfW and IDC as well as by loans and equity from the private

shareholders, experienced serious problems both before and after start-up.

1/ A full description of the Shashe Infrastructure and Mining Projects was

given in the President's report of June 26th, 1971, No. P-969, and in ths

Appraisal Report, dated June llth, 1971, No. PU-67(b). The two compone

were discussed further in a memorandum from the President to the Executi"

Directors, No. R 74-86, dated May 3rd, 1974.

This document has a restricted distribution and may be used by recipients only in the performamc
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At appraisal, the cost of the mine and beneficiation 
plant was expected to

be about US$99 million. Recent estimates show that the actual capital 
cost

illbe at least US$164 million, primarily as a result of changes in the plant

6esign. To this must be added increased working capital requirements

atid and initial operating losses which, together, will bring the total project

cost to over US$250 million. In spite of this, a major project component,

aptc ich was designed to produce elemental sulphur and, hence, to reduce sulphur

dioxide (S02) emissions, has never operated satisfactorily 
and, indeed,

X1, i production of sulphur is no longer considered to be technically or economically

justified.

e 10. It appears likely that the primary reason for the cost overrun and

t can for the delay in implementation was that the ore actually being mined did not

el possess the uniform physical qualities which were originally assumed. The

0onsequence was a plant design incompatible with the friable nature of the

ore. This problem was compounded by the fact that the plant chosen 
was

relatively sophisticated and perhaps not entirely appropriate for a project

in such a remote location.

11. BCL's technical difficulties have been exacerbated by a rapid

turnover of management personnel and by the absence of a clear demarcation of

authority between Anglo and AMAX, who have had joint responsibility for

project implementation and operations. These problems however, appear to have

,es been solved and on-site management has improved considerably over the last

2 years.is
BRST)' 2. On top of BCL's technical and managerial difficulties, there has

es been a sharp real decline in metal prices since the peaks of 1974-75. At

the time of appraisal, the long-term nickel price assumed was about US$2.50/lb
in 1978 terms. At present, BCL is only realizing between US$1.90 and US$2.10/lb
tor nickel. Similarly, at the time of appraisal, it was assumed that the

copper price would fluctuate around US$0.90/lb in 1978 terms through to 1980.
in fact, the current copper price is only about US$0.55-0.60/lb. Although

some recovery from these exceptionally low prices is expected, no major real
increase is anticipated before the early 1980s.

13. As a result of these problems, BCL has experienced increasing
financial difficulties, of which the Bank was first informed in late 1974 and
which were first conveyed to the Executive Directors in the semi-monthly
report (R 74-200) of October 3rd, 1974. As of the end of November 1977, BRST -
whose only significant investment is its holding in BCL - had an accumulated

s loss of approximately P 98 million (US$118 million), and subordinated

the completion loans, advanced by AMAX and Anglo to BCL through BRST, totalled

ents P 165 million (US$198 million).
tive
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C. BCL's Future Prospects

BCL's future financial prospects largely depend ?pon: (i) managmability finally to overcome continuing technical problems; and (ii) worldmet
price trends for nickel and copper. t

15. On the technical side, BCL has been able to run the plant at or about80-85 percent of rated capacity since -early 1977, although significant
fluctuations in monthly matte production still occur. Nevertheless, probleremain with, inter alia, S02 emissions resulting from elimination of the
sulphur train, the feed systems for the flash smelter, the electro-static
precipitators and the flotation circuit. According to proposals submitted tothe BCL Board in late 1977, additional capital investments of at least US$1. 15million will be necessary over the next 2-3 years if high production levels areto be sustained.

16. Adding to these uncertainties is the current disarray in the worldnickel market, which has resulted from the decision by INCO (Canada) to
discontinue its long-established practice of publishing floor prices, and theextremely high producer stocks of both nickel and copper.

17. It seems possible, therefore, that - based on estimates of productioand revenues which have been derived independently by the Bank and the otherlenders - BCL's cumulative cash deficit from 1978 to 1981, excluding additional
capital investments and before making provision for interest on existing
subordinated debt, might well be in the region of US$100-150 million, although
Anglo and AMAX have themselves prepared more optimistic projections.

D. Proposed Restructuring

18. As a condition for their continued participation in the Project, Angloand AMAX have insisted on a comprehensive financial and commercial restructuring
of BCL.

19. The package which is here proposed has been discussed at considerable
length and in great detail among the various parties, whose interests have not
always been mutually compatible. While what has emerged is, therefore, inevitably
a compromise, it is, under the circumstances, a reasonable settlement of an
extremely complex problem.

20. The major proposals included in the restructuring, which are discussed
in greater detail in Annex 1, are:

(a) Increased Government Royalty. It is proposed that the Government's
royalty should be a flat 3 percent of the gross value of metal-in-matte,
rather than the present 7-1/2 percent of BCL's hypothetical net
profits.

This document has a restricted distribution and may be used by recipients only in the performance
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(b) Matte Sales. Currently, BCL sells most of its refined nickel on a

long-term contract with Metallgesellschaft in the Federal Republic
of Germany at prices quoted in the German market, with the remainder
being ,old on an agency basis by AMAX. It is now proposed that AMAX
would purchase BCL's entire matte production FOB Maputu, up to tonnages
which are unlikely to be exceeded, at a price which will be approxi-
mately the same as under the present arrangement. The advantages to
BCL of this are: (i) the transfer of the marketing risk to AMAX for
BCL's total production; and (ii) accelerated receipt of sales proceeds.
The advantage to AMAX is that, in return, it will be allowed to increase
the deduction it takes from the price paid to BCL to reflect a larger
part of the increase in the cost of refining the matte which has
occurred since the original contract was signed in 1972.

(c) Project Completion. It is proposed that BCL should be deemed to have
"completed" Phase I of the project (which will relieve AMAX and Anglo
of the obligation to continue to provide subordinated completion loans
for this initial phase of the Project) without having produced
elemental sulphur (as was originally required in the Project Description)
and without having installed the anti-pollution equipment, designed
mainly to eliminate S02 emissions, which will be required once the
Government has established mandatory pollution standards. As indicated
in (h) below, however, this exception will not limit significantly

BCL's future obligation to operate the plant in conformity with
relevant anti-pollution legislation.

Notwithstanding the redefinition of "Completion" for Phase I, Anglo
and AMAX's obligation to provide subordinated completion loans for
Phase II (primarily the opening up of the Selebi mine, which will be
required to keep up production levels as the present open pit at Pikwe
is depleted) will remain unchanged.

(d) Future BCL Financing. It is proposed that AMAX and Anglo would jointly
make available to BCL up to P 45 million (US$54 million) in
unsubordinated but unsecured debt for cash flow shortages through to
the end of 1981. In addition to this, they would also undertake to
provide up to P 10 million (US$12.0 million) for necessary anti-
pollution expenditures (see (h), below) and will continue to provide
additional funds for the opening up of the Selebi mine. Should BCL
require further funds, however, Anglo and AMAX would not be obliged
to provide them and BCL would, presumably, have to go into the open
market. Even under these circumstances, the Bank, KfW and IDC would,
nevertheless, maintain some control over future borrowings since the
maximum terms and conditions of debt that BCL could incur without the
lenders' approval would be specified.

Thi document has a restricted distribution and may be used by recipients only in the performance
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(e) Prepayments to KfW and IDC. As a condition for their approval
of the restructuring, it is proposed that KfW and IDC would
receive partial payments of their outstanding loans of DM 414
million (US$23.7 million) and R 2.24 million (US$2.6 million)
respectively. These prepayments - which are about 23 percent
of the outstanding balances - would be financed by a 7-year loanfrom the Chase Manhattan Bank, the terms and conditions of whichwill be approximately equal to those of the KfW loan but somewhat
more onerous than those of IDC.

The Bank - which does not have an automatic right to a parallel
prepayment - chose not to insist on a similar payment in view
of the facts that: (i) our loan is to the Government, whose
position is materially improved by the restructuring; and
(ii) the ultimate guarantee of our loan is unaffected by the
restructuring.

(f) Subordinated Debt. It is proposed that P 75 million (US$90
million) of outstanding subordinated shareholder debt would
be converted into 10 percent cumulative redeemable preference
shares. The remaining shareholder debt (approximately P 90
million) would be serviceable under more or less the same
terms as at present until the end of 1981 and under somewhat
less restrictive terms thereafter.

Although this conversion will improve BCL's debt:equity ratio,
the terms for payment of dividends on, and redemption of, the
preferred shares would not be significantly different from the
terms for service of the subordinated debt which they replace.

(g) Revolving Credit Facility. At present, the existing legal
documents allow BCL only to incur borrowings of up to P 3
million (US$3.6 million) against the value of matte in transit
to purchasers. However, the lenders have so far specifically
permitted BCL to increase borrowings secured by matte up to a
total of P 17 million (US$20.4 million). One effect of the
restructuring will be to reduce the period between production and
sale of matte, and, hence, the value of matte in transit.
It is now, therefore, proposed that BCL will be allowed to
borrow against the entire value of matte in transit and a
P 25 million (US$30 million) revolving credit facility would
be established with Barclays Bank to replace both the borrowings
presently secured by matte and an unsecured P 5 million (US$ 6
million) bridging loan.

This document has a restricted distribution and may be used by recipients only in the performaace
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(h) Pollution. Since it has not proved feasible for BCL to produce
elemental sulphur as originally envisaged, SO pollution levels
in and around the plant are substantially higier than had been
anticipated. In the absence of applicable government standards
which BCL would be required to meet, it is, therefore, proposed
that BCL would provide the Bank with an undertaking that it will
carry out a program, which has been agreed upon with the Bank,
which should substantially reduce low-level pollution if the
plant is operated correctly. As indicated in (d) above, Anglo
and AMAX will provide up to P 10 million (US$12 million) to
finance this program.

In the opinion of the Bank, the proposed solution would not sig-
nificantly limit BCL's obligation to operate the plant in conform-
ity with thatever environmental legislation Botswana will finally
enact.

21. While the proposed restructuring would result in some dilution
of the Bank's security, for example by enabling BCL to encumber 100

percent of the reduced value of matte in transit (which might otherwise be
available to the lenders in the event of a default) to secure other borrow-
ings, it should be understood that the ultimate guarantee of the Bank's
loan is in no way affected (see para. 7, above).

E. Government Revenues

L2. Under the present legal arrangements, and in the light of current
expectations of the Project's future profitability, it is unlikely that
Botswana's annual revenues from BCL would ever exceed the minimum advance
royalty of P 750,000 (US$900,000). Assuming a project life of 20 years,
this would give gross receipts, from 1977, of only P 15 million (US$18.0
million), which, using a discount rate of 10 percent, would have a net
present value (NPV) of only P 6.38 million (US$7.7 million).

23. The royalty proposed under the restructuring would give Botswana
gross revenues over the same period of approximately P 112 million (US$134.4
million), assuming that there are no unexpected new technical problems and
that sales revenues increase in line with general inflation. Using a 1'
percent discount rate, these revenues would have a NPV of about P 39.5 million
(US$47.4 million).

F. Conclusion

24. Although it is felt that the proposed restructuring, which leaves
the Bank's ultimate security undiminished, is probably the best arrangement
that could be obtained in the present circumstances, it should be understood
that it is not a solution to all of BCL's problems. While it makes provision
for the financing of capital expenditures necessary to sustain high production
levels, it cannot provide any assurance that attempts to maintain increased
production will not result in further technical problems or higher unit

rating costs. Nor can the restructuring in any way affect the world market
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trends on which BCL's cash flow ultimately depends, although it is desigied to
provide some assurance that BCL will be able to sell its total output at a
reasonable price during what is expected,at least until the early 1980., tobe
a period of continuing over-supply.

25. Finally, it must be stressed that the increased government royalty,
which is, in many ways, the most attractive feature of the restructuring - ,
itself, dependent on BCL's financial viability, which requires the contined
participation of AMAX and Anglo. While the restructuring may make this more
likely, it can obviously in no way assure it.

G. Recomendation

26. In the absence of objection (to be communicated to the Vice Presidet
and Secretary or Deputy Secretary by the close of business on March 10, 197)
I propose to amend the legal documents on Loans 776-BT and 776-2BT to give

effect to the restructuring as described above.

Robert S. McNamara
President

Attachment by J. Burke Knapp

February 24, 1978

This document has a restricted distribution and may be used by recipients only in the performance
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Ltd.: Summary of Proposed Financial and Commercial Restructuring

The proposed restructuring is designed; (i) to ensure the continued

rticipation of the sponsors, AMAX Inc. of the United States (AMAX) and the

0glo-American Corporation of South Africa (Anglo) in the Project; and (ii) to
icrease its likely return to the Government. To accomplish these goals, a
umber of concessions have had to be made both to AMAX and Anglo - in terms of
e conditions for completion of the Project, for provision of additional

Lmsubordinated loan financing and for servicing of existing subordinated debt -
Ind to the other lenders, KfW (Federal Republic of Germany) and IDC (South
Africa) - who have insisted on partial prepayment of their outstanding loans.

The main points of the restructuring as agreed upon among the sponsors,
the lenders and the Government, and as will be reflected in the amended Bank
Lan and Guarantee Agreements 1/, are as shown below:

(a) Royalty: Para 12(B) of the amended Mining Lease will impose a cash
royalty on BCL of 3 percent of the gross value of the metal content
of the matte, retroactive to January 1, 1977.2/ The price of nickei
is to be determined as the weighted average monthly price for
electrolytic nickel, CIF Duisburg, for major non-socialist bloc
producers selling in the Federal Republic of Germany. That for
copper is to be the average daily LME wirebar cash price in the
month prior to shipment, and the price for dobalt will be the average
"Metals Weeks" price for 250 Kg. shot/cathode containers. There will
be metal deductions of 2 percent each for nickel and copper and
30 percent for cobalt.

Documents entitled:
(i) "Agreement Providing for Third Amendment and for Restatement of

Loan Agreement.
(ii) "Agreement Providing for Second Amendment and for Restatement of

Guarantee Agreement."
Copies of these agreements are available on request from Mr. ChristianWalser (x74233).

Previously, the royalty had been 7-1/2 percent of net profits, with aminimum advance of P750,000 per annum which would be offset againstroyalties in future years. Under mopt recent projections, the GovernmentWould have received no more than the minimum annual advance over the entirelife of the Project.
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'In an agreement referring to the amended Mining Lease, AMAX and
Anglo will undertake jointly to provide a full guarantee of any
notes which BCL, owing to its own cash flow deficiency, is obliged
to provide to the Government in lieu of royalties, This guarantee
will run to the end of 1979 and, during this period, the Government
will have the right immediately to sell such notes at their full par
value to AMAX and Anglo, who will be obliged to purchase them.

Subsequent'to the end of 1979, Section 3.02 (i) of the amended and
re-stated Trust Deed will provide that the Trustee will resume
channelling funds from sales proceeds into the Government Royalty
Account at the rate of one-sixth of the semi-annual advance payment
(P375,000) monthly. Should a cash flow deficiency exist at the time
that the royalty payment actually falls due, the amended Mining Lease
will provide that BCL may offer notes in lieu of the full payment but
the Government will not be obliged to accept them unless they are
fully and unconditionally guaranteed by AMAX and Anglo. Anglo and
AMAX, however, will not be obligated to provide such a guarantee.

In our opinion, the proposed royalty agreement is fair and goes a
long way towards settling the Government's legitimate grievance
over its reduced revenues.

(b) Matte Sales Agreement: The proposed restructuring foresees the
termination of the following agreementsl:

(i) the Refining Agreement between BCL and AMAX Nickel;
(ii) the Metallgesellschaft (MG) Sales Agreement;
(iii) the Metal Sales Agency Agreement;
(iv) the Nickel Sales Agreement between MG and AMAX; and
(v) the Matte Sales Agreement between BCL and BCL Sales.

These agreements will be replaced by a single Matte Purchase Agreement
between BCL and AMAX Nickel, with separate sales agency agreements
between AMAX and MG for refined nickel, copper and cobalt.

Elimination of the MG Sales Agreement is particularly important,
since the commissions earned by MG on sales of BCL nickel and copper
in the Federal Republic of Germany have been felt by the other parties
involved to have been excessive.

Under the terms of the new Matte Purchase Agreement, AMAX Nickel will
be obligated to purchase BCL's entire matte production up to a
maximum of 45,500 tons in any one year, commencing with 1977. For

1/ Whereby BCL had originally contracted with AMAX to toll-refine its nickel
and had established a subsidiary, BCL Sales Ltd., to sell a proportion of
the refined nickel to Metallgesellschaft, with the rest being sold under
an agency agreement by AMAX in the Federal Republic of Germany.

This document has a restricted distribution and may be used by recipients only in the performance
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tonnages between 45,500 and 54,000 tons in any one year, AMAX Nickel

will also be obliged to purchase the matte, provided BCL gives due

notice in the preceding year, AMAX Nickel will, however, not be

required to purchase quantities over 54,000 tons, although it will

have the option to do so.

If BCL fails to produce at an Iverage rate of 75 percent of projected

capacity over a 4-year period- or at 70 percent of projected capacity

in any one year/, Para 5(d) of the Matte Purchase Agreement specifies

that BCL will be liable for 83 percent of the veighted average treatment
charges on the difference. The 83 percent has been arrived at

as an estimate of the fixed component in AMAX Nickel's cost of

refining.

The purchase price for matte will be determined by;

(i) the weighted average monthly price of "free world" producers,
CIF Duisburg, for electrolytic nickel or nickel which is

metallurgically equivalent, for all purposes except elec-
troplating, to INCO's electrolytic nickel;

(ii) the monthly average LNE wirebar cash price for copper in

the month succeeding shipment from southern African port;
and

(iii) the "Metals Week" 250 Kg. shot/cathode container price for

cobalt.

From this price, however, a number of deductions will be made,which

are detailed in Para. 7 of the Matte Purchase Agreement:

(i) metal loss deductions of 2 percent for nickel and copper and

30 percent for cobalt;

(ii) an additional 3 percent for nickel and cobalt and 2 percent

for copper;

(iii) a deduction which is approximately equivalent to the interest

savings w ch accrue to BCL from the substantially shorter

pipeline;-

This figure will be reduced for the 1978-1981 period, though the exact
lmber has not yet been specified.
lith the exception of 1978, for which a specific tonnage will be inserted
baed on budget estimates for the year.
The term "pipeline" is used to denote the value of nickel/copper matte in
transit to the purchaser. The value of matte-in-transit will be diminished
Uader the proposed arrangements since AMAX will now purchase the product

3 Maputu.
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(iv) a refining deduction, which - while based on the existing
toll-refining. agreement - allows AMAX Nickel to charge BCL
for a higher percentage of cost inflation between 1970 and
1981 and for 100 percent thereafter;

(v) a deduction to cover actual shipping costs from southern

Africa to the refinery and from the refinery to Duisburg,

plus a deduction for loading and packaging; and

(vi) a further deduction of 0.25 percent of the net amount.

The Matte Purchase Agreement, as proposed, will terminate in 1990

unless extended by mutual agreement. Either party could, however,
cancel it unilaterally from 1984 onwards except that, under

Section 5.09 of the amended Bank Guarantee Agreement, such can-

cellation would require the prior approval of the Bank.

The new Matte Purchase Agreement is critical to the success of the

restructuring, particularly since there is no guarantee that, under
the present agreements, BCL could sell its entire output in what

is expected to continue to be a depressed metals market. However,
the Bank is aware that the price for an assured off-take is

considerable. Nevertheless, we feel that the proposed arrangement -

which is itself the product of lengthy negotiations between AMAX

Nickel and Anglo (representing BCL) - is, on balance, advantageous

and will benefit BCL both directly, by assuring it of a steady cash

flow, and indirectly, by relieving it of the onerous marketing

function.

(c) Completion of Phase I of the Project: Under the proposed restruc-

turing, there will be two major changes to the description of

Phase I of the Project (which, for the purpose of provision of

subordinated completion loans, determines the moment when Anglo

and AMAX may be said to have completed Phase I) and, hence to the

conditions under which AMAX and Anglo will be relieved of their

obligation to provide subordinated loans to BCL to meet cash flow

deficiencies':

1/ At present, the shareholders must provide equity or loan funds (on favorable

terms) to BCL, as and when required for operating or capital expenditures

until Phase I is completed. Phase I includes the open-pit and underground ,i

mines at Pikwe and most of the processing facilities. 
Phase II is,

primarily, opening up of the underground mine at Selebi and construction

of transportation facilities between Pikwe and Selebi. These subordinate

loans currently total about P165 million and, under the existing legal

provisions, are unlikely to be fully repaid during the life of the Project-

This document has a restricted distribution and may be used by recipients only in the perfdrmance
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(i) the facilities for manufacture of elemental sulphur will be

eliminated from the Project Description in the amended Bank,
KfW and IDC Loan Agreements; and

(ii) the requirement that the Phase I facilities shall be

constructed "according to design specifications" will be

dropped.

On the first point, the plant has never produced sulphur satis-

factorily and the sulphur train has been shut down since 1974, It

is accepted that to reopen the sulphur train would have a serious

adverse effect on matte production. Concurrently with the re-

structuring, an outstanding claim by Triomf Fertilizer (South

Africa) for non-delivery of sulphur is being settled for R 3,366

million (US$3.9 million).

On the second point, the phrase "according to design specifications"

is not considered to be very meaningful any more, since the

specifications were never very clearly defined and have changed

substantially over time, Its elimination, therefore, poses no

problem.

BCL will, in addition, be relieved of its obligation to have

already installed the anti-pollution equipment which is listed

as part of the Project Description, since the Government of Botswana

has not yet enacted legislation on pollution standards. In so far

as BCL was previously obligated to install this equipment had the

Government imposed standards, such an obligation will, however,
remain when the standards arefinally promulgated.

The importance of completion is, as already indicated, that, until

the "Completion" of Phase I, AMAX and Anglo are obligated to provide

capital and operating funds for BCL on a subordinated loan or equity

basis. Thereafter - aside from a similar obligation to finance

Phase II of the Project - the shareholders are, at present, not

required to backstop BCL's financial viability. A redefinition of

"Completion" to permit the sponsors to complete Phase I of the

Project at the latest in early 1978 is, therefore, one of the

rable principal demands of Anglo 
and AMAX.

es, In return for this, Anglo and AMAX have made an additional - though
und limited - commitment to the Project by undertaking to provide a

P45 million supplemental financing facility to BCL.
n
ted

ect.
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(d) P 45 Million Facility. From February 28th, 1978 or the date at

which Phase I is deemed to have been completed, whichever is later,

until the end of 1981, AMAX and Anglo will undertake to provide up

to P 45 million (US$54 million), as and when required, to meet all

BCL cash shortages, except those incurred for;

(i) Phase II of the Project (which will be financed by 
subor-

dinated loans and additional equity as in the present legal

documents);

(ii) pollution control, up to a maximum of P10 million (see

para. 2(i) );

(iii) guarantees of BCL royalty notes up to 1979 (see para, 2(a) );

and

(iv) prepayment of existing debt,

It is agreed that the P45 million may, however, be reduced by inter

alia:

(i) the difference between the amount of the 
proposed Barclay's

credit drawn down at the time of closing (see 
para. 2(h) ) and

the sum of the pipeline and bridging finance which it replaces,

up to a maximum of P3 million;

(ii) the settlement with Triomf (see para. 2(c) above) and a further

P 1.5 million settlement with AMAX Nickel for extra charges assoc-

iated with non-delivery of matte to its Louisiana refinery;

(iii) any excess funds provided by the proposed 
Chase Manhattan

loan over and above those required for partial prepayment

of the KfW and IDC loans (see para. 2(f) ); and

(iv) additional capital investments (which 
may total in excess

of P10 million) which are necessary to 
sustain production

levels at or near the capacity figures which 
have recently

been achieved.

The significance of the February 28th date, referred 
to above, is

that it represents a compromise between 
the original proposal of

AMAX and Anglo, which might have allowed 
"Completion" to have

occurred well before closing, and the lenders' insistence that

"Completion" not occur prior to closing. 
Anglo and AMAX had

originally suggested that "Completion" of Phase I be deemed 
to

have occurred on the date that both the production and audit tests

(as modified under the restructuring) were satisfactorily concluded.

Since this would have left open .the possibility that funds put, into

BCL by the sponsors on a subordinated basis might be refinanced out

of the P45 million, it was unacceptable 
to the lenders.

This document has a restricted distribution and may be used by recipients only in the perfomance
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since February 28 is the target date for closing, the restructuring

will now be deemed to have been carried out as of that date even if -

as seems likely - the actual signing of documents 
slips into mid-

March. This will clearly leave open the 
possibility of a limited

Mefinancing of subordinated debt - but only for that amount put into

BCL between the end of February 
and the middle of March. Should

signing slip significantly beyond 
mid-March, this approach would,

of course, have to be reviewed.

(e) Terms of Future Debt: Under the terms of the existing 
legal

documents , BCL's borrowings - even after completion of Phase 
I -

would be severely circumscribed. Under Section 4B03(g) of the

existing Trust Deed, BCL's new borrowings, except as the Bank,

KfW and IDC should otherwise 
agree, may only include:

(i) subordinated shareholder debt, on 
the same terms as prior

to completion of Phase I;

(ii) current liabilities or liabilities 
under supply contracts

c 
over one year, "excluding monies 

borrowed"!;

(iii) bank overdrafts, not exceeding R 100,000 (US$115,000); and

(iv) R 3 million (US$3.45 million) 
of borrowings secured against 

the

and pipeline.

ces, In Section 4.03(g) (H) of the amended and restated Trust Deed,

these restrictions would be replaced by an undertaking from BCL

that any funds it borrows in the future, other than those specified

^ther at the time of the restructuring (which include 
the Chase Manhattan

t aloan, the Barclays credit and borrowings under 2(e) (ii) and (iii)

assoc- above) and other than for Phase II of the project, will 
be at an

effective interest rate of not more than LIBOR plus 2 percent (or

the equivalent in New York, Johannesburg 
or Botswana) and that such

funds will have a term of not less than three years, with no

repayments falling due before 
the end of 1981.

These terms are fairly advantageous 
to BCL and there is no dis-

agreement on this point. However, it should be understood that -

if the nickel market does not improve drastically 
- BCL may be

unable to borrow commercially on any 
terms without the full guarantee

of AMAX and/or Anglo and that the shareholders will not be obliged to

provide such a guarantee.

S (f) Prepayments to KfW and IDC: As part of the price for their agreement

to the proposed restructuring, KfW and 
IDC will receive prepayments

of approximately DM 47.4 million (US$23.
7 million) and R 2.24 million

(US$2.6 million) respectively, being 
about 23 percent of each of their

loans to BCL.

sts-
ded. 1/ The significance of this phrase is not clear and it leaves open the poss-

Ito ibility that BCL could incur unlimited supplier credits 
if such credits were

not defined to be "monies borrowed". To eliminate this possibility, it has

been agreed that supplier credits for capital investment items will be

specifically excluded from this clause.

.1 This document has a restricted distribution and may be used by recipients only in the performanci-
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These prepayments are being financed by a US$25 million term lo ,
Chase Manhattan at an interest rate which, according to para, 2,4 o
the draft Chase Manhattan Loan Agreement, will be 1-1/4 percent ab
the prime commercial rate, plus a commitment fee of 0,5 percent a
the undisbursed balance and lump-sum facility and arrangement fee,
The term of the loan is seven years, with semi-annual repayments
beginning in June 1978.

The Bank recognizes that the interest rate on the proposed Chase
loan is somewhat more onerous than that of the IDC loan which it
replaces, although it is approximately the same as that of KfW, and
that this condition of the restructuring has no significant advanta.,
either for BCL or for the Governmentil. However, these partial pre-
payments are a condition of KfW and IDC's approval without which the
restructuring might not be accomplished. The Bank has, therefore,
accepted this proposal, and has chosen not to insist on a parallel
prepayment of its loan.

(g) Preference Shares: Originally, one of the major goals of the re-
structuring was to relieve BCL of its enormous overhang of subordina
debt (which is ngw about US$198 million). It was, therefore, propose
that either part or all of the subordinated debt be converted into
straight equity. As the prospects of BCL continued to deteriorate,
however, the original proposal was modified.

It is now proposed that BCL will increase its authorized capital fr
P 47 million to P 120 million, as part of the restructuring, by the
allocation of P 75 million (US$ 90 million) in cumulative, redeemable
preference shares which will be issued in equal amounts to AMAX and
Anglo through BRST and against which P 75 million of existing sub-
ordinated debt will be retired. These notes will carry a fixed 10
percent dividend which will be payable:

(i) prior to completion of Phase I, only with the approval of
KfW, IDC and the Bank; and

(ii) after completion of Phase I, on substantially the same
terms under which the subordinated debt which they replaced
would have been payable.

Although dividends on these preference shares will not compound,
they will accumulate and must be paid off before the shares them-
selves can be redeemed.

The interest rate on the IDC loan, as indicated in rara. 2.01 of the origin
IDC Loan Agreement, is a fixed 6-1/2 percent. That on the KfW loan (KfW
Loan Agreement, Para. 3.02) is 8-3/4 percent on the first tranche and
9-1/2 percent on the second tranche.

This document has a restricted distribution and may be used by recipients only in the offormance
of their offcial duties. Its contents may not otherwise be disclosed without World Bank authorization.



FOR OFFICIAL USE ONLY

ANNEX 1
Page 9

Redemption of the shares is to be in annual installments of no more
OV than P10 million, commencing at the end of 1983, out of funds avail-

11 able for dividends, provided 'that no accumulated preference dividends
remain outstanding.

Although the preference shares are normally non-voting, shareholders
will be entitled to vote under certain circumstances and Anglo and
AMAX will, therefore, give a permanent and irrevocable proxy to the
Government for 15 percent of the preference shares so as not to
dilute the Government's holding in BCL.

nd
tage, Conversion of subordinated debt into preferred shares is an
re- arrangement which does not significantly affect the financial
the position of BCL and there seems, therefore, no reason to opposethe proposal. Nevertheless, since we had originally hoped for

the conversion of debt into straight equity, this represents a
somewhat more negative conclusion than we would have wished.

(h) Barclay's Credit: The shareholders have arranged a P 25 million
inated (US$29 million) Revolving Credit Agreement with Barclays Bank to
Posed replace both the existing P 5 million (US$6 million) bridging loan
0 and the pipeline borrowings of up to P 17 million (US$20.4 million)
e, which have been incurred by BCL. The credit would be secured:

(i) by the value of the shortened BCL pipeline; and (ii) for amountsabove the value of the pipeline, by the proportional guarantees of
fror_ AMAX and Anglo.

he

able Although, as the proposal was originally drafted, Anglo and AMAX
nd were not obliged to guarantee drawdowns above the value of the- pipeline, agreement has now been reached in general terms, that
0 Anglo and AMAX will undertake not to remove their guarantee until

540 days after the restructuring.

The credit will terminate, and all amounts outstanding will become
due and payable, on December 31, 1982. The interest rate will be
1/2 percent above LIBOR or 1/2 percent above the Botswana prime
rate, depending on whether the drawdowns are denominated in US dollarsed or Pula.

The general principle of this credit has been accepted and the Bank
has agreed to the proposal that the full value of the remaining
pipeline may be encumbered. This is, it should be noted, a
restriction of the immediate security which the Bank, KfW and
IDC previously enjoyed under Section 4.03(d) of the existing Trust
Deed, although it in no way affects the ultimate security of the
Bank loan under the guarantee provided by AMAX, Anglo and MG.

This document has a restricted distribution and may be used by recipients only in the performancetheir official duties. Its contents may not otherwise be disclosed without World Bank authorization.
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(i) Pollution: Since excessive SO2 emissions, associated with no.-

production of elemental sulphur, first became a serious issue
there has been a considerable divergence in the positions o
and AMAX, on the one hand, and the Government (generally support
by the Bank) on the other.

In late 1977, Anglo and AMAX submitted a program of pollution-
related works which BCL would undertake to carry out. These
would have, as a goal, a rsduction in internal plant So2 emission
levels to 13,000 Agrams/NM as a time-weighted concentration Over
a 40-hour week. This program would, however, have been contingenton:

(i) the Government not imposing any pollution standards untilthe proposed program had been carried out and corroborativ
monitoring completed, i.e. before the end of 1981;

(ii) agreement that any external pollution standards finally
imposed would not be more onerous than SO "target" figurof 80 ugrams/NM 3 as a daily average over a 1 2 -month period
and 365 Aigrams/NM3 as a maximum in any 24 hours;

(iii) agreement that, if the targets in (ii) above were achieved,
BCL's obligations outside the plant would have been term-
inated and that, if they were not achieved, BCL's additional
liabilities would not have exceeded the cost of increasing
the stack height by 50 percent; and

(iv) an undertaking that all of BCL's obligations to make invest-
ments for pollution control - both inside and outside the
plant - would have terminated immediately that BCL's
pollution-related expenditures exceeded P 10 million.

The limitations of this program and the restrictions on BCL's
obligations, and on the Government's rights under Clause 19 of the
Master Agreemenl, made it clearly unacceptable, not only to the
Bank but also to the Government and to the other lenders.

After prolonged discussions, it has now been agreed that the pro-
posed pollution program will be covered in a letter agreement
from BCL to the Bank (with AMAX and Anglo's financial obligations
cross-referenced through Clause 2.08 of the Bank Guarantee
Agreement).

This letter will state that, in consideration of the Bank's agreeing
to the restructuring, BCL will undertake to carry out a specific

Which entitles the Government to impose reasonable environmental standards
(taking account, inter alia, of their economic impact on BCL) to protect
the health and safety of its citizens.

This document has a restricted distribution and may be used by recipients only in the perfornyice
of their official duties. Its contents may not otherwise be disclosed without World Bank authori2ation.
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list of works which has been agreed upon with the Bank and of which
the cost attributable to pollution is expected to be approximately

d p 7.5 million (US$9 million). Clause 2.08 of the Guarantee Agree-
ment will obligate the sponsors to provide up to P 10 million
(US$12 million) of unsecured debt (in addition to the P 45 million
facility referred to in para. 4(d) above) for these expenditures
or for other anti-pollution investments required under the Master
Agreement. No reference will be made in the letter to standards
or to the likelihood that the program will achieve any particular

t levels of pollution control.

In addition, the Bank will provide KfW (and, possibly, IDC) with asupplemental letter which will confirm that the program referred
ve to above was discussed with the Bank and that, in the opinion of the

Bank, it represents a reasonable response at this time to the seriouslow-level pollution problem, although there can be no guarantee
that it will reduce S02 emissions to a satisfactory level.

d At the insistence of Anglo and AMAX (supported by IDC) the Governmentmay also provide BCL with a letter stating that it concurs with the
Bank's opinion that the program is a reasonable response at this
time and that, although there will be no restriction on BCL's future
obligations, the commitment of Anglo and AMAX will be limited to

aal P 10 million. The Government may also provide an assurance that,
when it establishes pollution standards, it will pay due regard
to the likely results of the proposed pollution program.

3t- In order to expedite the implementation of the program of works whichhas been identified, the Bank has agreed to allow expenditures onthat program, which were made subsequent to December 31, 1977, tocount against the P 10 million commitment in Clause 2.08 of the
Guarantee Agreement. This limited retroactivity is justified since,otherwise, there would be an incentive for AMAX and Anglo to defer
necessary expenditures until after closing in order to avoid havingto finance them on a subordinated basis. Expenditures made in 1977for pollution control, which were financed by Anglo and AMAX, will,however, remain subordinated.

Service of Remaining Subordinated Debt: Under the original documentsservice of subordinated debt was governed by the most restrictive setof legal provisions; i.e. those of IDC, which said that such debt mayonly be serviced out of funds available for dividends. These were
.ng defined in Para. 10 of the IDC Agreement as consolidated net profitafter tax, less:

rds (i) the current portion of long-term debt;

t
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(ii) preference share dividends and redemptions due and payable

in the following 12 months; and

(iii) authorized capital expenditures for the next year.

There are two important points here. One is that there is a

"double-counting" of interest, since shareholder interest is only

payable out of net profit after tax, which would normally be

interpreted to mean after provision for interest charges. The other

is that only IDC,among the lenders,requires the deduction for capital

expenditures in the following year.

Under Para. 2.02(a) (iii) and (iv) of the original Bank Guarantee

Agreement, principal and interest on subordinated debt were payable

out of consolidated net income, provided, inter alia, that after

such payments BCL maintained a 1.5:1 current ratio. This test was

not included in IDC's documents.

The original proposal of Anglo and AMAX, made as part of the

restructuring, was that service of these loans after "Completion"

of Phase I would be on the following terms:

(i) Interest: would be paid out of net income after taxes, after

interest on all other loans and after making allowance for

principal repayments due on the KfW, IDC and Bank loans, but

before depreciation and amortization. "Double-counting" of

interest on subordinated loans would be specifically excluded,

but, after payment of shareholder interest, BCL would 
still

have to maintain a 1.5:1 current ratio.

(ii) Principal: would be repaid out of net income after tax, after

interest payments, after repayment of other senior debt but

before depreciation and amortization, provided that BCL maintains

a 1.5:1 current ratio after -such repayments. The other terms

for repayment of principal would be unchanged.

IDC and the Bank have objected to the lifting of the "double-counting"

provision and have insisted that they retain the present wordings 
of

their respective legal documents until the end of 1981, except that

the Bank will change its relevant provisions in such a way as

specifically to include IDC's wording on the "double-counting" of

interest and that IDC will adopt the Bank's current ratio 
test. From

1982 onwards, the shareholders' proposal, as indicated above, will

be adopted.

This document has a restricted distribution and may be used by recipients only in the performa4ce
of their official duties. Its contents may not otherwise be disclosed without World Bank authorliation.
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FROM: The President February 20, 1975

BOTSWANA - SHASHE INFRASTRUCTURE PROJECT (Loan 776-BT)

1. The following memorandum has been prepared for the information

of the Executive Directors to keep them informed regarding the financial

and operational problems which have been encountered by the mining project

which the above-cited infrastructure project was designed to support.

Background

2. The Shashe Infrastructure Project was designed to provide support-

ing facilities for the copper-nickel mining project at Selebi-Pikwe. The

Bank made a loan (776-BT) of US$37.5 million equivalent (US$32.0 million on

June 30, 1971, increased by US$5.5 million on May 14, 1974) to the Republic

of Botswana to help finance the project. This loan is guaranteed by

companies in the American Metal Climax group (AMAX), including American

Metal Climax, Inc. and companies in the Anglo-American group (ANGLO)

including Anglo-American Company of South Africa, Metallgesellschaft AG

of Germany, and Bamangwato Concessions Limited (BCL) of Botswana. The

guarantors, other than Metallgesellschaft, are the principal investors in

the mining complex.

Currency Equivalents: Since 1971 the value of the Rand has fluctuated

between US$1.33 and US$1.h9; in early February 1975, the Rand was quoted

at US$1.h7.
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Infrastructure Project

3. The Infrastructure Project consists of providing road and rail
access, water supply and power facilities and the development of a town-
ship at Selebi-Pikwe. The project has been financed primarily by loans
from IBRD (US$37.5 million), the Canadian International Development Agency -
CIDA (US$30.0 million equivalent) and the United States Agency for Inter-
national Development - USAID (US$5.5 million). All important facilities
became operational almost on schedule and the project is now virtually
completed. The only major item still to be completed is the bituminiza-
tion of the Seruli-Pikwe road. However, the power station, financed by
CIDA, is running mainly on imported coal as the boilers require modifica-
tion to allow them to burn local (Morupule) coal; remedial work is
underway but it is doubtful that the station will be able to operate
entirely on local coal. The executing agency, the Shashe Project Manage-
ment Unit (SPMU), has almost been phased out and the specialized agencies
(Botswana Power Corporation, Water Utilities Corporation, Selebi-Pikwe
Town Council) and the Ministry of Works are now operating the facilities.
Bank loan disbursements amounted to US$31.6 million as of December 31, 1974.

Mining Project

4. The mining project (in which the Bank is not directly involved)
consists of constructing and installing mining and processing facilities
at Selebi-Pikwe to produce about 43,000 tons of matte (impure mixture of
copper and nickel) annually over an estimated 23 years. The mining project
has been developed and is operated by BCL. The major shareholders of BCL
are AMAX and ANGLO, through the Botswana Roan Selection Trust Ltd. (BRST).
The Government of Botswana owns 15% of BCL shares. The cost of the mining
project has increased from the June 1971 estimate of R86.5 million to about
R130 million. The development of the first stage of the mining operation
and the installation of the surface treatment plant have proceeded according
to schedule. The production of matte which started in December 1973 has,
however, been much lower than projected and in September 1974 BCL announced
that it had encountered serious problems in the milling and smelting plants.

Mining Project's Problems

5. The surface plant at Selebi-Pikwe has faced numerous problems.
lkile some of the problems were of the usual "start up" type, it appears
that the major problem arises primarily from the fact that the ore being
mined does not possess the physical qualities that were assumed in the
designing of the plant. BCL, assisted by a team of AMAX specialists, is
attempting to modify the surface plant. The result of these technical
problems is that the total matte production during 1974 and that estimated
for 1975 will amount to about one-third of the June 1971 estimates for the
two-year period, and is not expected to reach full-rated production
(45,600 tons) before 1977.
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Financial Implications of Problems

6. The loss of matte production during 1974 resulted in BCL operating
at a loss of Rhh million and the loss of production during 1975 is estimated

to required an additional RIJ0 million to meet the operating expenses not

covered by sales revenue. -These losses (which BCL wants to capitalize)
would bring total project costs (including capitalized losses) into the

region of R215 million. BCL has proposed that the resultant cost overrun

be financed principally by fixed interest shareholder loans at commercial

rates.

7. The large increase in the total capital costs of the mining
project would result in a substantial reduction in the benefits (royalty,
tax revenue and dividends) projected to be received by the Government of

Botswana. Should BCL finance the cost overrun solely by debt, as it has

proposed, the Government's total income from the project would be drastically
reduced. The Government is disturbed at this possibility and is seeking ways

to safeguard the benefits the project was expected to provide.

Actions Underway and Possible Solutions

8. Bank staff have been studying various financial and technical

possibilities for improving the financial prospects of the project and
have been assisting the parties to arrive at an understanding. One possible

means of improving the financial prospects would be an expansion of the
surface plant capacity to allow an increased throughput. As much of the

plant has been overdesigned, a considerable increase in annual production

may be possible by 1978 without much additional capital expenditure and

with a resultant increase in benefits for all parties.

9. A series of meetings have been held at the initiative of BCL and

Bank staff between September and December 1974 for the purpose of clarify-
ing the technical and financial problems confronting the BCL mining project,
discussing possible remedies and devising solutions that would have general
agreement. At these meetings BCL has argued for financial concessions from

Kreditanstalt fur Wiederaufbau (KfW) and Industrial Development Corporation
of South Africa (IDC), the principal lenders on the mining project, and

relaxation of various technical and financial undertakings of BCL to give
it flexibility of action. The Government of Botswana has proposed that BCL
shareholders inject equity to finance the cost overruns and increase the
level of minimum royalty payments. No general agreement has yet been arrived
at on resolving the problems, but further meetings between the Government,
BCL, AMAX and ANGLO are envisaged.

10. The Executive Directors will be kept advised of further important
developments regarding the BCL mining project. Any questions may be
addressed to Mr. Deane N. Jordan, extension 3629.

Robert S. McNamara
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R48

FROM: The President 
May 3, 1974

Subject: BOTSWANA - Proposed Amendment to Loan for 
Shashe Infrastructure

Project (TT6-BT, dated June 29, 1971)

1. On June 30, 1971, the Bank made a loan of US$32.0 
million equiva-

lent (776-BT) to the Republic of Botswana (with repayment 
initially over

29 years, but amended to 25 years 
in March 1972, including four years 

of

grace at an interest rate of 7-1s4%) to nelp 
finance the Shashe Infrastructure

-proectt ano nteres rathat te amount of the loan be increase efr jec32.
million to US$37.5 million, to help 

finance cost increases on the project.

There would be no change in the repayment period, 
the grace period or the

interest rate on the increased loan.

2. A full description of the Shashe Infrastructure 
and mining projects

was given in my report of June 26, 1971 (P-969) and the Appraisal Report

(PU-67b, dated June 11, 1971) attached to it. In my memorandum of February

17, 1972 (R72-37), I informed the Executive Directors 
of the developments

that had taken place subsequent to the initial approval of 
the loan and toe

signing of the original Loan Agreement (June 30, 1971), and the consequent

need to amend the Loan Agreement and to revise the draft 
Guarantee Agreement

originally circulated to the Executive Directors. 
The loan finally became

effective on March 7, 1972.
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3. The loan was made to finanac parot infrastructure
to support the development of a copper-ni l ining complex at Seleire
Pikwe. The infrastructure being finance,' oy te ank loan compri ed the
road and rail facilities, the township, rt of the water facilities
engineering and administration and interest ui construction Otherparts of the infrastructure project are ben 4inanced by loans to theRepublic of Botswana from the Canadian ie-nat ional Development Agency(CIDA) (for power) and the United States Agencv for International Deveo
ment (USAID) (for the water pipelin). some temporare we
facilities and a small proportion of administration and training costs hbeen financed by the Government and by rts and loans from the UnitedKingdom (UK), Canada, and the United Nati-ns Development Program (UNDP)The Bank loan was to finance approximately half the total originally estisrt,cost (US$64.5 million) of the infrastructure facilities. The loan is
guaranteed by companies in the American Metal Climax group, including
American Metal Climax, Inc. , and companies in the Anglo-American group, it-cluding Anglo-American Company of South Africa; Metallgesellschaft AG, andBamangwato Concessions Limited. The guarantors, other than Metallgesell,,,
are the principle investors in the mining complex.

4. The mining complex located at Selebi-Pikwe has facilities for
producing 42,600 metric tons (annual average over the life of the mine) ofcopper and nickel matte (impure mixture) with sulphur and cobalt as by-
products. The mining project has been developed and will be operated by
Bamangwato Concessions Limited (BCL). Current estimates show the total cost
of the mining complex to be about US$193 million excluding the cost (R7 mil-
lion) of completing Selebi underground mining by 1979.

5. The physical progress of both the mining and infrastructure
projects has been satisfactory; BCL commenced commercial mining operations
in November 1973 and the infrastructure project is now nearly complete.
However both projects have experienced changes and cost overruns since the
Bank loan was made. An updated description of both projects is contained in
Annex I. Current estimates of the infrastructure project cost compared with
the original cost are shown in Annex II and a revised summary of the loan
and infrastructure project is provided in Annex III. Despite the cost
increases, the overall financial rate of return on the mining and infrastructure
projects when considered jointly and on the infrastructure project alone
have improved over the estimates given in the Appraisal Report.

THE INFRASTRUCTURE PROJECT

6. The main aspects ofthe infrastructure project are nearing com-
pletion; power and water have been available to the mine since September
1973 and power and water delivery dates were declared effective from
November 14, 1973, enabling the Mining Company to go into commercial opera-
tion. Some work remains to complete the Pikwe-Serule road (para 9) and
there are finishing works still outstanding on the township roads and
services and the power and water facilities. Construction of the health

p
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center is in progress. Completion of all work with the exception of the

pikwe-Seru-le road is expected by mid-1974. The road surfacing contract for

this road is expected to be let by late 1974 and completed by mid-1975.

Cost Increases

The original estimated cost afthe infrastructure project (shown

in the Appraisal Report) was US$64.5 million and the latest estimate of

costs is US$75.4 million, giving a net cost overrun of about US$10.9 million.

Of this amount, the estimated cost overrun on the Bank-financed component

is US$5.5 million despite the cost savings referred to in paragraph 10.

8. The increase in total costs of US$10.9 million has been due in

the first instance to a combination of the following factors, affecting
all elements of the project:

(a) Exchange rate realignments: The successive devaluation of the
US Dollar and revaluation of the Rand are estimated to account
for some US$3.0 million increase in costs expressed in US Dollars.

(b Inflation: The Rand Currency Area experienced an unanticipated
inflationary spurt during 1971-73, averaging about 8% per
annum, as compared to about 3% per annum in the preceding
two years.

(c) Delays in project: The project was appraised during November/
December 1969 and approved by the Bank in June 1971. Delays
in concluding the various financial arrangements caused a
delay of about eight months in the awarding of contracts. In
the case of the largest Bank-financed contract (Shashe Dam),
the delay necessitated re-tendering as the validity date
for placing of contracts on the first tender had expired
before contracts could be finalized. This resulted in a
cost increase of US$0.84 million above the earlier lowest bid.

(d) Procurement difficulties: First, lack of interest by South
African contractors in small contracts in Botswana at a time
of increased construction activity in South Africa resulted in
a very poor response and high tendered prices. Second, the
Canadian International Development Agency's (CIDA) financing
of the power facilities entailed restricted tendering. Only
two Canadian firms entered bids for the construction and
erection contract (about 30% of the total cost of power
facilities). The tenders were considered excessive and
reductions in the amounts quoted had to be effected by
negotiation with the bidders. In spite of this, however,
the total costs of the power facilities still increased by
about US$5 million equivalent over the engineers' estimate.
It may be noted, however, that CIDA increased the amount of
its loan by Can$10 million to Can$30 million, and that the loan
is on very concessionary terms (.no interest, repayment over
40 years after ten years' grace).
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9. In addition to the general reasons for increases in cos;s

explained above, there were others: (a) Township Costs_: increased costs
are partly due to additions to the scope of work after contracts were

placed; (b) Transportation: increased costs are primarily because of
deterioration of the Pikwe-Serule road - due mainly to heavy mine con-

struction traffic - since it was handed over by the contractor. The

revised cost includes US$1.9 million to improve and surface this road

with a bituminous wearing course; (c) Administration and Training: increased
costs are the result of the longer construction period, higher pre-staffing
and other costs relative to the Power and Water Corporations, and the

inclusion of maintenance equipment and transport for the Power and Water

Corporations and the Township Authority; (d) Engineering Costs: increased
costs reflect the longer construction period and the additional costs

consequent upon changes in the infrastructure project.

Cost Savings

10. As it became apparent that the Bank loan of US$32 million could
not finance the Project as originally envisaged, savings were effected on

the following items (reflected in the Amending Loan Agreement of March 1972):

(a) Upgrading of the Serule/Francistown road was deleted from

the Project in view of the Government's subsequent long-term

plans for paving the main North/South road (which includes

this section), resulting in a saving of US$780,000.

(bl Water supply to the Morupule coal mine has been financed by
the Anglo-American Company, and has resulted in a reduction

of about US$400,000.

(c) The installation of the water pipeline, estimated to cost

about US$2.5 million, was accepted for financing by USAID

(which was also financing the supply of pipe). These

contracts have now been completed at an overall cost of

US$6.4 million, within the USAID loan amount of US$6.5 million.

(d) Interest during construction: the original estimate included

a generous allowance at US$5.6 million. Recalculation has

resulted in the reduced amount of US$3.6 million.

In addition, under the new (post-March 1972) arrangements, the Health

Center equipment, originally to have been financed by the Bank loan, has

been financed by a Danish Government loan. This has resulted in a reduction

of about US$500,000.
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Revised Cost Estimages and FinancinE Plan

11. A summary comparison of the revised cost estimates and the appraisal

cost estimates together with the original and revised financing plans 
and

explanatory notes is shown below; details are given in Annex II.

US$ millions

original Financing Plan Estimate

of Costs CIDA USAID BANK OTHERS

power Facilities (Incl.Contingencies) 23.44 23.44

Water Facilities (Incl.Temp.Water) 14.52 7.6 5.94 0.98

Transportation Facilities 3.66 3.66

Township Facilities 6.45 6.45

Engineering and Administration 4.41 3.93 0.48

contingencies and Escalation 6.42 6.42

Interest during Construction 5.6 5.6

Total 64.50 23.44 7.6 32.0 1.46

-resent Financing Plan*

Power Facilities 30.0 30.0
Water Facilities (Incl.Temp.Water) 17.53 6.5 10.05 0.98

Transportation Facilities 6.55 6.55
Township Facilities 8.89 8.89
Engineering and Administration 6.71 6.30 0.41

Contingencies and Claims 2.08 2.08

Interest during Construction 3.60 3.60

Total 75.36 30.0 6.5 37.47 1.39

12. The above comparison demonstrates that Botswana needs additional finance
of US$5.5 million for the items of the infrastructure project being financed
by the Bank. It also demonstrates that increasing the Bank Loan by US$5.5
million will maintain the Bank's share in the financing of the total cost of
the infrastructure project at about the original 50 percent. The whole of
this additional finance is required to complete contracts and other items
being financed from the Bank Loan, all of which have already been awarded
or committed, with the exception of the road surfacing contract.

* The breakdown corresponds to award of contracts and therefore does not
correspond with the Loan Agreement allocation of proceeds table which
follows the original Loan Agreement breakdown.
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13. As explained in paragraph 8(d) and demonstrated in the comparison
of financing plans shown in paragraph 11, the CIDA loan was increased to

US$30 million equivalent to meet the revised costs of the power facilities
Further small cost increases in the construction contract together with the
cost of necessary modifications to the power station boilers (explained in
Annex I) will necessitate additional finance for the completion of the Power
facilities. When assessment if these additional costs is completed, the
Government intends to ask CIDA for the necessary supplementary finance.

Disbursements

14. The Bank loan presently finances the total costs (both foreign and
local) of those aspects of the infrastructure, administration and training
to which it is to be applied, and also all of the engineering costs. This
would continue until completion of the infrastructure project and any unused
balance of the loan would be cancelled.

Benefits

15. The justification of the infrastructure project is inextricably
linked to the mining project and the benefits it will bring to Botswana,
which were described in detail in the Appraisal Report. The justification
has been re-examined in the light of BCL's revised mining plan, the increased
costs of the infrastructure and mining projects and the increased revenues
which can be expected as a result of nickel and copper price increases since
the appraisal.17 A mine life of 23 years has been taken and, bearing in mind
the possibility of continued mining in the region after the end of this
period and other development needs, the revenue earning elements of the in-
frastructure have been depreciated over 25 years (except the dam which is
depreciated over 50 years) - the normal period for most of the assets within
their respective categories.

16. Using BCL's revised projections of mine costs and revenues, the
internal financial rate of return on the mine and infrastructure combined
is now 15.1%, compared with 10.2% shown in the Appraisal Report. A
separate calculation of the financial rate of return to the Government on
the infrastructure project alone, using the revised capital and operating
costs, gave a result of 12.8% compared with the appraisal estimate of
12.3%. The lack of significant improvement is because the higher than
forecast revenues from the infrastructure facilities, royalties, taxes
and dividends are largely offset by the higher capital and operating costs.
The estimated R18 million additional customs revenue accruing to the Govern-

ment during 1972-75 because of imports relating to the Shashe project, has
not been considered in this calculation. The rate of return on the mining
project has improved, because of nickel and copper price increases, in
spite of large capital cost overruns since the appraisal. The rate of return
for the mining project alone is now 18.3% compared with 11.6% shown in the
Appraisal Report.

1/ Nickel and copper prices used in the appraisal were $1.20 per lb and
$0.43 per lb; now projected at $1.53 and $0.67, respectively, over the
life of the project.
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7. As a result of the higher trend now projected for metal prices,

the Botswana Government's direct income from the mining project (royalty,

tax and share of dividend) for 23 years of operation is now estimated at

R2 35 million compared with R89 million shown in the Appraisal Report. The

increase of net income to the BCL foreign shareholders is also substantial.

This is estimated at R235 million compared with the appraisal figure of

R88 million. A larger proportion of the total benefits of the early years

of operation will accrue to the foreign shareholders rather 
than the Govern-

nent because of the capital depreciation allowances permitted 
by the tax

agreement. For this reason, the Government and BCL have agreed upon a

maximum matte production limit for a period of five years.

18. The total employment resulting from the Shashe project is

estimated at about 3,500 (including 400 jobs held by expatriates) and it

is expected to increase to 5,200 by 1980. The mining company directly

employs about 2,200 workers (of whom about 300 are expatriates). The total

wage income expected to be generated by this employment is estimated at

about R8.0 million per annum. Almost half of this income will initially

be earned by the expatriate staff but the proportion will gradually decline

until almost complete localization, projected for 1990, is achieved. The

incomes generated by the Shashe project are expected to result in an average

Government revenue (from personal income taxes and other levies) of a half

million rand a year.

LEGAL INSTRUMENTS

19. A draft Second Loan Amendment Agreement and Guarantee Amendment

Agreement, the Report of the Committee provided for under Article III,

Section 4 (iii) of the Articles of Agreement of the Bank concerning the
proposed increase in the amount of the Loan, and the text of the draft

Resolution approving the proposed increase are attached.

The Second Loan Amendment Agreement

20. The attached Second Loan Amendment Agreement increases the amount

of the Bank Loan to Botswana provided under Loan 776-BT, from thirty-two

million United States Dollars ($32,000,000) to thirty-seven million five

hundred thousand United States Dollars ($37,500,000) - the Amortization

Table in the Loan Agreement being revised accordingly (Sections 3.01 and

4.02).

21. The Amendment Agreement also makes certain incidental changes to

the infrastructure project described in the Loan Agreement (Section 4.03)

and provides a new Allocation Table for the apportionment of the additional

amount of the Loan among the water, power and other facilities financed by

the Bank (Section 4.01). These changes are reflected in the changes to the

Power and Water Subsidiary Loan Agreements which are also provided for in
the Amendment Agreement (Article V).
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22. In addition, the Amendment Agreement revises the description
of the mining project contained in the Loan Agreement, to include an opencast mine at Pikwe (Section 4.04).

23. It is envisaged that certain consequential amendments to theother Shashe project documents will be required and the making of arrange..ments satisfactory to the Bank for these amendments is a condition ofeffectiveness (Section 6.01).

The Guarantee Amendment Agreement

24. The guarantee contained in the original Guarantee Agreement datedMarch 1, 1972, is extended to cover the amount of the Bank Loan, as now
increased to $37.5 million (Section 2.01).

25. A new provision is inserted in the Guarantee Agreement under whichcertain of the parties to the Guarantee Agreement agree to provide financialand technical assistance to BCL to maintain production capability at 2 milii0metric tons of ore per year, if capability would otherwise fall below thisfigure as a result of the introduction of open cast mining at Pikwe
(Section 2.02).

26. The financing plan for the mining project set out in the GuaranteeAgreement is amended to reflect the increased value in Rand terms of theKFW loan and the additional amount of completion loans to be provided bycertain of the guarantors to meet the balance of the estimated additional
costs of the mining project.

27. I am satisfied that the increase in the amount of the Loan andthe amendments referred to above would comply with the Articles of Agreementof the Bank.

RECOMMENDATION

28. I recommend that the Executive Directors approve the proposed
increase in the amount of Loan No. 776 BT, to assist the Republic ofBotswana in the financing of the additional costs expected to be incurredin the carrying out of the Infrastructure Project, together with the otheramendments referred to above, substantially in the form of the draft legaldocuments attached hereto.

Robert S. McNamara
President

Attachment
May 2, 1974
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BOTSWANA

THE MINING AND INFRASTRUCTURE PROJECTS

1. Those sections of the President's Report (P-969) of June 16, 1971
(and the updating memo of February 17, 1972) on the Bank loan to Botswana
for the Shashe Infrastructure Project, which describe the infrastructure and
mining projects, methods of financing in each case, and security arrangements,
have been undated to reflect the changes subsequent to February 1972. The

updated version is reproduced below.

The Mining Project

2. The mining project consists of the construction and installation
of mining and processing facilities at Selebi-Pikwe. The facilities are
designed to produce a matte (impure mixture) of copper and nickel from the
Selebi and Pikwe ores at an average annual rate over the life of the mine,
presently estimated at 23 years from the start of full production, of 42,600
metric tons (45,600 tons until 1979) and, as by-products, 127,500 metric tons
of sulphur and 126 metric tons of cobalt. The matte will be refined in a
refinery in the U.S.A. owned and operated by American Metal Climax, Inc.
(Amax). The entire expected production of refined copper and cobalt and two-
thirds of the expected nickel output will be shipped to Germany and sold to

ee Hetallgesellschaft AG (MG), with which Bamangwato Concessions Limited (BCL)
has signed a 15-year sales contract. Revised arrangements subsequently
negotiated require Amax to purchase part of the nickel from MG. The re-
maining one-third of the nickel will be sold by BCL on its own account in
rermany or elsewhere, depending on where the price is more favorable. Most
of the sulphur will be sold to Triomf Fertilizer (Pty) Limited of South

ent Africa under a 10-year sales contract.

3. The mining project has been constructed and will be operated by
BCL, of which the largest shareholder is another Botswana company, Botswana
RST Limited (BRST). Under a reorganization of these two companies the
Botswana Government, with its 15 percent shareholding (which it obtained
pursuant to the concession agreement) and BRST (85 percent) became the only
shareholders of BCL. With the reorganization, BRST is now owned 29.4 percent

r by companies in the Amax group (Amax and RST International), 29.4 percent by
companies in the Anglo-American group (Anglo, Charter and Zamanglo), 5.4
percent by other companies, and 35.8 percent by public stockholders.

4. Subsequent to the appraisal report of June 1971, there was a detailed
re-evaluation of the mining project by an expert group from the Anglo-
American Co. Under the original mining plan (described in the June 1971
Appraisal Report) ore was to be mined for 25 years from two mines (Selebi
and Pikwe) and both mines were to be opened at the same time in 1973; the
cost of the mining project on this basis was US$123 million equivalent.
When BCL became aware that significant cost overruns faced the company, an
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intensive technical review of the mining plan and installation was carried
out. This review resulted in measures designed to minimize the impact of theoverruns and defer part of the capital expenditure required. First, the
commencement of mining of the Selebi ore body has been delayed until 1979 but
the richer Pikwe ore body will be mined at a higher rate to maintain product
ion at the level previously planned (i.e. 2,000,000 tons per year) and thus
partially offset the increased costs. Secondly, the surface facilities have
been modified to treat a wider range of ore grades, so that BCL can increase
its production of nickel and copper in any given year by processing higher
grade ore. The average mining rate has been increased with a corresponding
reduction in the estimated mine life from twenty-five to twenty-three years.
As a result of these changes, the production of nickel and copper during
the first 4 years of operation would be 16,950 and 15,450 tons respectively,
compared with originally planned production levels of 14,800 and 16,600 tons.
These changes were incorporated in the Amending Loan Agreements of March 1,
1972.

5. In September 1972, BCL completed a study of open cast mining of
a portion of the ore body in the southern part of Pikwe. The study was
designed to solve the difficulty of producing the planned 2,000,000 tons per
year from a single underground mine and to increase nickel and copper pro-
duction during early years of operation with the exploitation of the richest
parts of the ore body. This study showed that it was possible to produce
about 18,000 tons of nickel and 17,000 tons of copper annually during the
first four years of full operations. BCL accepted the results of the study
and has developed the open cast mining. According to the latest estimates,
the open cast mine which will run concurrently with underground mining, will
have 4-5 years of operation after which all extraction will be :7rom under-
ground mining at both Pikwe and Selebi.

6. To maintain total production from the mining project at the planned
ore production level of 2 million metric tons per annum, BCL plans the timely
development of underground mining capability (at Selebi and Pikwe) to replace
the expected decline of production from the open cast mine at Pikwe. A
safeguard that total ore production will not be allowed to fall substantially
below this level, as a result of the further revision to the mining project
description, has been provided by way of an undertaking (in the proposed
Guarantee Amendment Agreement) from Amax-RST-BRST, Anglo-Zamanglo-BRST and
Charter-Zamanglo-BRST, to provide the necessary financial and technical
assistance to BCL, if and when required, to enable the mining project to
have a capability of producing 2,000,000 metric tons of ore per year.

Financing of Mining Project

7. The capital cost of the BCL mining project, including pre-operation
and working capital, is now estimated at R 135.8 million (US$193 million
equivalent) (excluding R7 million required to complete the Selebi underground
mine by 1979), of which 59.6 percent will be financed from loans (including
pipeline finance and suppliers' credits) and 40.4 percent from equity and



ANNEX I

P age 3

hareholders' subordinated loans. The costs of the mining project, at the

ioe of appraisal and at September 1973, together with the financing plan,

are summarized in the following table:

Estimite used in

Appraisal Report Estimate by BCL
June 1971 September 1973 /1 Change

A. Cost Item ------------------- R million --------------

fixed Plant 69.0 99.8 30.8 /2

preproduction Expense 1.3 1.7 0.4

Interest during Construction 7.5 10.7 3.2

Working Capital 8.7 23.6 14.9

Total 86.5 135.8 49.3

B. Financing Plan

Equity 30.0 32.8 2.8

KfW Loan 43.0 54.5 11.5

Industrial Development Corporation
of South Africa (IDC) Loan 13.5 13.5 -

shareholders Subordinated Loan - 22.0 22.0

Suppliers Credits and Pipeline
Financing - 13.0 13.0

Total 86.5 135.8 49.3

/1 This does not include an estimated R 7 million required to complete the
Selebi underground mine by 1979.

/2 More than R 20 million of this increase is attributed to the smelter.

8. Those shareholders of BRST which are guaranteeing the Bank loan

have also undertaken, in the event of a cost overrun on the mining project,
to make available to BCL the necessary additional financing, including working

capital, required.

The Infrastructure Project

9. The infrastructure project consists of the power and water supply

systems, road and rail links and a township at Selebi-Pikwe.

(1) The water facilities include a dam on the Shashe River,

pumping station, pipeline, treatment plant and distribution

system to serve the mining complex, power station and
township. The facilities are to be owned and operated by

the newly established national water authority, the Water
Utilities Corporation (WUC).
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(2) The power facilities include a 60-MW conventional steam powerstation, a transmission line to Francistown, the main cityin northern Botswana, and an electric distribution system
in the mining township. The facilities are to be owned andoperated by the newly established Botswana Power Corporation(BPC), which will take over the responsibilities for operatingand expanding all public power facilities in Botswana. Thecoal for the power plant will be supplied from a new coal
field located at Morupule. Appropriate remedial action
is being taken to deal with a problem in firing Morupule coal
in the boilers and meanwhile Southern Rhodesia (Wankie) coal
is being used. The liabilities for this problem have yet
to be determined and the assessment of the cost of the remedialworks has not been completed. When these matters have been
resolved, the Government intends to apply to CIDA for a
supplementary loan to meet any cost increase it must bear.

(3) Two railroad branch lines have been built to connect with the
Rhodesia Railways main line through Botswana, a 10-mile spur
to the coal field, and a 40-mile spur to the mine, smelter
and power plant. The Government will own the railbed, but
will hire the tracks and other recoverable items and equipment
from Rhodesia Railways. A gravel access road (Pikwe-Serule)
to the project area has also been provided. This road is
to be upgraded with a bituminous wearing course, and the
consultants are preparing technical specifications and
contract documents.

(4) The township facilities include housing for Government, Government
cornorations and railway employees, roads, sewerage and other
services, schools, administration, health service and other
Government facilities. Upon completion of construction, the
facilities are being taken over by a Township Authority.

10. To ensure coordination among all elements of the infrastructure
project, the Government established a central Management Unit which has
been responsible for construction. This Management Unit, in turn, works
closely with BCL to ensure coordination of the construction of the infra-
structure and mining facilities.

Financing of the Infrastructure Project

11. The total construction cost of the infrastructure project is now
estimated at just under US$72.0 million compared with the appraisal estimate
of US$58.9 million and total financing including interest during constructiOn
is US.75.4 million (appraisal estimate, US$64.5 million). These estimates
are based on actual contracts placed, administrative and engineering costs
incurred to date and claims which have been notified. Costs have increased
by about US$10.9 million over the estimate made at the time of the appraisal-
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operating costs have also increased but these are more than offset by in-

creases in revenues and the net effect of the various changes is a slight

increase in the estimated financial rate of return on the infrastructure

project (now 12.8% compared with the appraisal estimate of 12.^%).

12. The loans from the Canadian International Development Agency (CIDA),
the Ulited States Agency for International Development (USAID) and the Bank

have financed virtually the whole of the infrastructure costs. The government
s the borrower in each case. The CIDA loan financed the power facilities,

except for the distribution system in the township. The amount of the loan

s negotiated was Can$20 million and has since been increased to Can$30
million. The loan will be repaid over 40 years, after 10 years of grace.
N interest will be charged. USAID granted a loan of up to US$6.5 million
for the water trunk main, repayable over 30 years after a 10-year grace
oeriod, with 2 percent interest (which will be capitalized) during the grace
period and 3 percent thereafter. About US$1.2 million required for temporary
water facilities, training and administration was provided through grants
and loans from the UK, Canada and UNDP and from the Government budget
(about US$180,000).

13. The Government has also financed some other costs associated with
the roject amounting to about US$1.2 million equivalent which are not included
in the project estimates. These are principally customs duties on equipment
imported by the contractors on the USAID and CIDA contracts, local expenditure
in temporary water supplies, railways supervision fee and the financing charges
,bridging finance provided by BCL to cover costs incurred prior to effective-

ness of the Bank loan.

14. The remaining parts of the infrastructure facilities for which
no other aid was available on concessionary terms - the Shashe dam and water
suoply facilities (other than the water trunk main), the roads, rail spurs
and the township - have been financed by the Bank loan, which, including the
proposed Supplementary Loan of US$5.5 million, will amount to US$37.5 mil-
lion. The loan also refinanced an amount of $0.9 million from Credit No.
172-BT in respect of the engineering services directly related to those
facilities. Procurement for all items financed by the Bank loan has been
in accordance with the Guidelines for Procurement under World Bank Loans
and IDA Credits.

15. The Government has releht all of the proceeds of the CIDA and
USAI) loans and part of the proceeds of the Bank loan to the BPC and WUC
on terms similar to those of the original Bank loan; that is, repayment
over 25 years, at an interest rate of 7-1/4% following 4 years of grace.
The arrangements for the relending are set forth in subsidiary loan agree-
ments between the Government and the Corporations. The balance of the Bank
loan has been applied to the cost of equipment and construction items for
which government departments are directly responsible. The cost of con-
struction and of services provided by the infrastructure facilities will
Primarily be recovered by charges to BCL. The respective obligations of
BCL and the infrastructure operating entities are set out in 25-year con--acts covering power, water, railway and township facilities.
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Security Arrangements

16. The reaporaisal of the mining project, as subsequently revised,concluded that BCL will be profitable and will be able to generate the re-venues from which, directly or indirectly, the loans to BCL and to the reernment will be serviced. However, there are risks inherent in most Minprojects and Botswana was not at the time of reappraisal able to repay
or assure repayment of, loans on conventional terms. Accordingly, Special
arrangements were worked out to minimize the risks to the Bank, the credit 0rof BCL, MG and the principal shareholders in BRST. In addition to these
guarantees, the Bank shares equally with KfW and IDC in the security arrangements they have with BCL (including the security they have taken on BCL' 8mining lease and housing properties) in order to prevent a dilution of theBank's own security with BCL.

17. The power and water contracts further provide for minimum charges
whether or not power and water are consumed, sufficient to cover the annualdebt service payable by the BPC and WUC to the Government under the respec-
tive subsidiary loan agreements. These amounts exceed the amounts due by
Botswana under the CIDA, USAID and proposed Bank loans.

18. The proceeds of all sales by BCL are to be paid in the first
instance to a trust in the United Kingdom, from which the trustee will pyall amounts due by BCL to KfW and IDC and, in addition, payments due to
BPC, WUC, and Botswana, before the balance is transferred to BCL. In turn,
out of the payments due to Botswana, the trustee will also pay, on behalf
of Botswana, payments due to the Bank under the proposed Bank loan.
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REVISED SUMARY OF COoTS

US$1,0003

Revised Estimate of Costo
shown

inApaslReport Contract Description Amount

55100other ivil WorksP2
lvere sod WEeto 2,5B6 to Bl Equipment Contracts 17 026
icl Euipment5 0 B2 Erection 12,974

ectrhsica' Equipment 4

.tation Di-slht 308
SubeTtalot
-ro~~~eS~ 

1,31i6

ti21ng0ec Sub Total 30,000

scaao1,n22

23,433 Total 30,000

aesi boreks +Pamnite dousesa e TrurJ PipeHie 5,040 C1 + C2 Shashe Dam Fencing 5,457
w,- vetmn Plant, Seond Service 7,546 D2 Plant - Pumps 1,484

D1 n D4 Pipe Manufature Laying 6,500 2/
Pmp Stt 5D3 Civil Work. (Witer) 2,804

r29 F4B Shanhe Housing 238
420 F4C WUC Workshop 63

vs lams Excluding trunk pipeline Sub Total 76,546
sea Contingencies + laims 544

'7,041 Totl 17,090

-Pkwe Road
P-'we 

5alway 1,198 El & Ei(a) Pike Road - Railway 5,800
acsow oSed upgrading 4 1,594 E2 Morupule Ral Spur 658

Cpye Mrpule Branh Railway Lin- 4 Rilway Housing 94

nc,6Si8 Sub T~tal b,552
atin 4,Contingencies + Tlaims 474

'-no r420

oeTotal 7.026

630 ) Fl Roads + Services
(Incl. Maint. Equip. ) 3,241

d + +ther evice3 F2 Government Hoosing 3,257
r,525 F3 Government Buildings + 2,397

rr-e + Corporation Houses (Incl. furniture) )9urniture
p tinHye 'Cusee 0,229 Temporary Water 980

'rovernment Buildings (neS. furniture and equipment) 1/ 57

r -4gncies * Claims ,,451 Sub Total 9,875
966 Contingencies + Cliso 562

98,,"7,27l

9,981 TCtnl 10,437

'eeiog and Adinistrastion
otitistrtion, Traiing and Othen Additional Costs 980 1,760

nineering and Denign (Reinanced) 980 10
oer Engineeng Costs 2,510 910

.on'ngenies on Engineering 504,036
_504

Total
S4,914 6,706

rrencv Continenev ' 6/0

deressduring Construction 53 0
5,6003,0

Srand Total
64 75,359

v 21 (Erec n Cntra)cIhovae ustIll unerc dicussion are likely to exceed the figure shown by about Can$200,000. The Goverment is hoping to negotiate as an Em CIt, ts t r ts overu ps the con of boiler remedial works when the extent of Government responsibility for these costs have been determined.
costs of the trunk pipeline are within the U$6.5 million available in the USAID loan.

rPule Water Supply has been dropped from the Project as this is now being financed by the Anglo American Company.
Serull/Francistown Road upgrading has been dropped from the Project at the Government's request.

'"enemt for Health Center is excluded as Government has obtained finance from other sources for this equipment.
resv contingency of US$500,000 has been included in revised estimates to provide for possible future currency changes.
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US millions
Original Financing Plan

Estimate
of Costs CIDA USAID BANK

1/ Power Facilities (Incl.Contingencies) 23.44 23.44
_/ Water Facilities (Incl.Temp.dater) 14.52 7.6 5.94 o.3/ Transportation Facilities 3.66 3.66

Township Facilities 6.45 6.45
4/ Engineering ana aaministration 4.41 3.93 048/ Contingencies and Escalation 6.42 6.42

Interest during Construction 5.6

Total 64.50 23.44 7.6 32.0 1.46

Present Financing Plan

1/ Power Facilities 30.0 30.0
2/ Water Facilities (Incl.Temp.Water) 17.53 6.5 10.05 0.983/ Transportation Facilities 6.55 6.55

Township Facilities 8.89 8.894/ Engineering and Administration 6.71 6.30 0.41Contingencies and jlaims 2.08 2.08
Interest during Conctruction 3.60 '.60

Total 75.30 30.0 6.5 37.47 1.39
1/ The CIDA loan was increased to US$30.0 million to meet the revised estimate. Thisloan has now been fully committed and CIDA will be asked to provide supplementary fi-nance in the required amount as soon as the cost overrun on Contract B21 and the costsof boiler remedial works have been established.

2/ Original estimated cost of the water pipeiinc was US$7.0 million and UaID unaer-took to meet the extra cost if the actual contract amount exceeded the approved loanof US~6.5 million. In the event) the aggregate cost of the supply and installation ofthe pipeline was within the USAID loan amount of US$6.5 million. Other finance coversthe cost of the township temporary water supply at an estimated cost of US$0.98 millionwhich was provided through a UK grant-in-aid.

3/ Revisea estimate includes US$1.6 million for the proposed road hara surfacing con-tract.

4/ Other finance for Engineering ana Administration originally included a 2anadianTechnical Assistance Grant of US$300,000 equivalent for staff training, the salaryand expenses of the Project Coordinator at US$80,000 financed through the balance ofthe UNDP Special Fund which financed the feasibility study and the cost of Government
seconded staff at US$100,000 financed by the Botswana Government. The present fi-nancing plan estimates the Government's contribution for seconaed staff at US$180,000,
direct project expenditures from the Canadian Technical Assistance rant at US$150,000
and the UNDP Contrioution remains at US$80,000.

5/ Revised estimates are oasea on contracts as let ana subsequently aujusted forvariations and the allowance for contingencies is principally to cover claims which arepending, plus a 20% contingency on the proposea road hard surfacing contract.

Note: For the purpose or the Cost Estimates it has been assumea that the Canaaiandollar is equivalent to the US dollar.
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REPUBLIC OF BOTSWANA

LOAN AND INFRASTRUCTURE PROJECT SUMMARY

Borrower: Republic of Botswana

Guarantors: Companies in the American Metal Climax groups,
including American Metal Climax Inc.; companies
in the Anglo-American group, including Anglo-
American Corp. of South Africa: Metallgesellschaft,
AG; and Bamangwato Concessions Limited.

Shashe infrastructure project for copper/nickel mine.

Jost of Pro ect: US$75.4 million.

ijnancing of Project: CIDA US$30.0 million
USAID 6.5
Other non-Bank Sources 1.4
IBRD loan 37.5

Total US$75.4 million

Amount and Terms
of Bank Loan: US$5.5 million to bring Bank assistance to US$37.5

million equivalent; 7-1/4% interest;

repayable 1975-1996.

Amount and Terms
of CIDA Loan: US$30 million.

50 years, including 10 years grace, no interest charged.

Amount and Terms
of USAID Loan: US$6.5 million; 2% interest during grace period and 3%

thereafter. 40 years including 10 years of grace.
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Relending Terms: The Republic of Botswana will relend Part of
proceeds of the (existing and proposed) Ban teand the CIDA and USAID Loans to the Botswan aowCorporation and the Water Utilities Corporati et
on t'erms of 29 years, including a 4 -year Perio
of grace at 7-1/4% interest.

Procurement: (a) International competitive bidding for th
Bank-financed part of the facilities;

(b) 75% pi ocurement in Canada and 25% available
for local costs for the facilities financed
by the CIDA Loan;

(c) Procurement in the U.S. and selected cOuntre
including Botswana, for the USAID Loan.

Construction Period: 1971-1975

Disbursement Schedule:
(IBRD Fiscal Year) FY72 FY73 FY74 FY75

Estimated Disbursements 7.3 11.5 13.7 5.0

Consulting Services: Main Consultants: Sir Alexander Gibb & Partner (1)

Sub-Consultants: Marz & McLellan (UK)
Shawinigan Engineering (Canada)

Internal Financial
Rate of Return: (a) Mine plus Infrastructure - 15.1%

(b) Infrastructure alone - 12.8%

(c) Mine alone - 18.3%

Appraisal Report: Report No. PU-67b dated June 11, 1971.
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INTERNATIONA L BANK FOR RECONSTRUCTION AND DEVELOPMENT

CONFIDENTIAL

FOR For consideration on

FI February 29, 1972

E XECU TIVE E_______

DIRECTORS'
MEETING R72-37

FROM: The President February 17, 1972

BOTSWANA: Modification of the Loan and Guarantee Agreements

for Loan No. 776BT (Shashe Project)

I wish to call your attention to developments 
which have taken

place since you approved, on June 
29, 1971, the US$32 million loan to

Botswana for infrastructure needed 
in connection with development of 

a

nickel/copper mine in Northeastern Botswana and to propose for your

approval consequential change~s in the Loan and Guarantee Agreements.

This loan is to provide finajica for the Shashe darn and. water distrn-.bution

system, a township, roads, rail spars, engineering, training and project

administration. Parallel loans were made by Canada for electric power

and by USAID for a water pipeline. Details of the infrastructure project

(and the related mining project) are contained in the President's Report

and RecommrndatJ'ofl (P..969) da_ z;d June 16, 1971, and in the Appraisal

Report (pu-6Th) dated June 11, _-1.971. The loan agreement was signed on

June 30, 1971 butu we have been unable, for the reasons outlined below,

to proceed with the signature of the Guarantee ogreement and to declare

the loan effective.

2. The parties to the Guarantee Agreement as negotiated were,

inter alia, Bamangwato Concessions Limited (the Botswana mining corpany

w i ll construct and operate the mining project - hereinafter referred

to as "BCL"), Botswana RST Limited (a Botswana holding company - herein-

after referred to as "1BRST"), American Metal Climax and Anglo, American

Corporation of South Africa Limited (the principal shareholders of BRST

- hereinafter respectively referred to as "Amax" and rAnglo"), Charter

Consolidated Limited and Metallgesellschaft AG (the principal purchaser

of the output of the mine - hereinafter referred to as 1FIG").

3. As you were informed on August 11, 1971 (R-71-206 ), MG'declared,

subsequent to the loan signing, that it was no longer willing to enter into

the purchase agreement and to guarantee its 40 percent part of the Bank

loan. This decision by MG also made it impossible for Kreditanstalt fUr

Wiederaufbau (KfW), the principal lender for the mining investment, to

proceed with its loan to BCL. Shortly thereafter it became apparent that

there would be substantial cost overruns, both on the mining project and
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Executive Directors and Alternates
President
President's Council
Executive Vice President, IFC
Vice President, IFC
Department Heads, Bank and IFC
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on the supporting infrastructure due in part to cost inflation in Southern

onrica. In order to ensure continued progress on the mine and infra-

structure while the marketing, guarantee and financing problems were

being resolved, BCL and its major shareholders arranged interim financing

for key contracts including those for the Shashe dam and the power station.

The problems referred to have now been resolved and a closing has been

scheduled in Botswana on March 7, 1972 when all of the loan and other

agreements would become effective.

Under the mining plan described in the June 1971 Appraisal Report,

ore was to be mined for 25 years from two mines (Selebi and Pikwe) and both

mines were to be opened at the same time in 1973. 
BCL estimated that the cost

of the mining project on this basis would be US$121 million equivalent. When

BCL became aware that major overrun costs faced the company, the major share-

holders carried out an intensive technical review of the mining plan and

installation. This review resulted in measures designed to minimize the

impact of the overruns and defer part of the capital expenditure required.

First, the commencement of mining of the Selebi ore body will be delayed

until 1979 but the richer Pikwe ore body will be mined at a higher rate to

maintain production at the level previously planned (i.e. 2,000,000 tons

per year) and at least partially to offset 
the increased costs. Secondly,

the surface facilities will be modified to treat a wider range of ore grades,

so that BCL can increase its production of nickel and copper in any given

year by processing higher grade ore. The average mining rate will also be

increased with a corresponding reduction in the estimated mine life from

twenty-five to twenty-three years.

5. The cost of the mining project as revised is now estimated at

$149 million. Of the $28 million increase, $20 million will be required

by 1973 and $8 million between 1973 and 1979. The $20 million will be

provided to BCL in accordance with procedures for financing overruns

originally agreed by the guarantor-shareholders with the Bank and the

principal lenders to BCL - i.e., $h million will be provided by way of

new equity and the rest by way of subordinated shareholders' 10-2n3.

The remaining $8 million needed by 1979 to open the Selebi mine will

be provided in the form of new equity 
investment in BCL.

6. In June 1971, it was expected that MG would purchase 
two-thirds

of the nickel and all of the copper produced by the mining pro-et under a

15-year sales agreement and would guarantee 40 percent of the 7d-nkI s loan to

Botswana. Since then, BCL and MG have renegotiate-d the sales ar

MG will, as before, guarantee 40 percent of the Bank lon anU pur'hdase the

quantities of nickel and copper covered by the ori,-inal agrecmr:2It, but the

revised arrangements now require Amax to purchaas pat of the nlc kel from

MG. In addition, Amax, BRST and BCL will indeia y 4 M with re :ct to its

guarantee liabilities to the extent MG is not o zse bndemn e by the

Federal Republic of Germany. Following the ren3i,,tiati-on of these arrange-

ments, KfW has now signed its loan agreement with BCL.

7. The Bank has evaluated the chamg3s in BL's plans and cost

estimates. Risks to the profitaioility of the mining prect r,2-ain,

due to the possibility of delays in the corpletlon of c.7ruction,

and to further increases in capital and opcrat"ing costs due to the

persistent inflation in Southern Africa. These risks are to some
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degree mitigated by the increased flexibility in the mining project
which enables BCL to increase metal production and, hence, sales revenue.

On BCL's assumptions as to the date at which production will start,
increases in capital and operating costs, and the future level of copper
and nickel prices, the revised mining plan will give a financial return

little lower than their earlier projections. On more conservative
assumptions made by the Bank staff, BCL might face an acute cash short-

age in the early years of its operation. The guarantee agreement

provides some protection to the company against this possibility;

the guarantor-shareholders, in order to sjatisfy their commitment to com-

plete the projectl/ are obliged to provide funds as necessary to enable

BCL to meet a 1.5 current ratio test. In addition, no dividend payments

may be made at any time during the life of the guarantee agreement

unless, after the payment, the same current ratio test can be met.

8. Even if the profitability of the mining project were signifi-

cantly reduced, the Botswana government (and the Power and Water Corpora-
tions) is financially protected by the contracts for the provision of
utility services to BCL, which provide for minimum payments sufficient
to service the infrastructure loans, and by the minimum royalty payable
to the government irrespective of the company's revenues. The Bank
itself is protected not only by these minimum payments and the trust
arrangements through which they are to be paid, but also by the guarantee

of three large financially sound mining companies and a large inter-
national metal trading company.

9. The changes in the mining poject have not significantly
affected the water and power demands, the amount of ore to be processed,
the amount of matte to be transported, and the general size of BCL's
operations at the mining site. This means that changes in the mining
project have had no material effect on the size or nature of the infra-
structure project. However, a substantial increase in the estimated
cost of the power facilities in the light of the bids received, and
the general escalation in construction costs in Southern Africa have
resulted in an overall increase of about 13% in the infrastructure
cost estimates. These are now approximately $75.6 million as compared
with $67.3 million when the project was presented to you in June.

1/ Completion of the mining project is defined in terms of completion
of construction in accordance with design specifications followed
by a minimum of six months' continuous operation of not less than
80 percent of design capacity.



10. The additional cost of the power facilities, which are being
financed by the Canadian International Development Association (CIDA),
will be covered by an increase in the CIDA loan from the Can$20 million
originally authorized to Can$30 million. As regards the facilities
which were to be financed by the Bank loan, it is expected that the
overruns can be met by the elimination, without great detriment to the
project, of improvements to the Serule-Francistown road (about $1.h
million) and by other parties taking over some of their financing.
USAID, which had authorized a loan of $6.5 million to finance the
cost of the pipe required for the water supply main, has agreed to
the savings under that loan being used to finance the cost of installation
of the pipe (about $2.6 million). The Botswana government is negotiating
with Denmark to use part of a loan already granted to finance the cost of
the medical equipment required for the township health center (about
$500,000). The water supply to the coal mine and the rail spur to the
coalfield (estimated to cost about $900,000) will be financed by the
coal. company itself. A revised Loan and Project Summary incorporating
these various changes in the infrastructure project and its financing
is attached.

11. Cn the basis of the revised cost estimates, using the Bank's
conservative assumptions refe'z ed to in paragraph 7, the financial rate
of return to the infrastructure investment is now estimated to be 9.5%
as compared with the 12.3% shown in the Appraisal Report, dated June ll,
1971. Consider.ng that there will be additional indirect benefits to
the Botswana economy, these rates of return are still acceptable.

12. A corporate reorganization, approved by a shareholders'
meeting in January 1972, will result in the mining company, BCL, being
owned 15% by the Botswana government and 85% by BRST, which is quoted
on the London, Johannesburg, Scottish and Paris stock exchanges and
traded over the counter in the United States. The present shareholders
of BCL will exchange their shares for shares in BRST. BRST will then
make a rights issue, which if fully subscribed, will result in Amax and
Anglo each having approximately 30% of the equity of BRST, the public
having approximately 35% and other corporate shareholders about 5%.

13. On January 13, 1972 a BRST shareholder filed a class action
on behalf of the public shareholders of BRST in the U.S. District Court
for the Eastern District of Pennsylvania against Amax, BRST, and certain
BRST directors alleging, inter alia, that the proposed BRST/BCL reorgani-
zation and the proposed BRST rights offering (a) are a part of a fraudu-
lent conspiracy among Amax, BRST, certain BRST directors and others and
(b) are unfair to BRST public shareholders and dilute their interests in
BRST for a grossly inadequate consideration. The Legal Department has
studied the complaint and I am advised that there is no reason why the



Bank should decline to continue to participate in this project because

Ban law Sut is pending. However, a clause has been added to the

tharaftee l gaeewi ent which ensures that no court order concerning

tua corporate reorganization shall relieve any of the guarantors from

its obligations under the agreement.

. I Bank Loan Agreement and Guarantee Agrement

To take account of the developments described above, changes

need to be made in the Loan Agreement signed on June 30, 1971 and the

Guarantee Agreerrent as approved by the Executive Directors. (Copies of

the draft Agreement Amending the Loan Agrnement and the revised draft

Guarantee Agreement are being distributed separately.)

15. The principal changes are summari.zed as follows:

(a) The Description of the Mining Project is revised to

reflect the fact that the Selebi and Pike mines are

to be opened at different times and that there have

been changes in the surface facilities. (Schedule 4

to the Loan Agreement)

(b) The Descripti.on of the Project 
has been revised to

eliminate the upgrading of the Serule-Francistom
road and the Motrupule (coal mine) water supply and

to make minor modifications to the description of

the water facilities. (Schedule 3 to the Loan

Agreement)

(c) The allocation of the proceeds -of the 
loan has been

revised to reflect new cost estimates and the elimina-

tion of certain portions of the project. (schedule 1

to the Loan Agreement)

(d) The final maturity of the Bank loan has been shortened

from 2000 to 1996 so that the final maturity date

corresponds with the estimated life of the mining

operations. (Schedule 2 to the Loan AgremTent)

(e) The completion test set forth in the draft Guarantpe

Agreement has been altered to take account of the fact

that the two mines are to be opened at different timms.

(Sections 2.02 (c) and (d) of the draft Guarantee

Agreement)
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(f) The draft Guarantee Agreement has been altered to
reflect the revised financing plan for the mining
project and to ensure that sufficient funds are
provided to BCL in the form of equity to complete
the Selebi mine in 1979. (Section 2.02 (e) and
Schedule 1 to the draft Guarantee Agreement)

(g) In order to limit the possible flow of funds out of
BCL in the early years of the mining operations, the
subordinated shareholder loans for the completion of
the mining project will be repayable over not less
than five years (instead of three years as previously
agreed) from amounts otherwise available for dividends,
subject to the 1.5 current ratio test being satisfied.
If the company shall have paid out in any year dividends
equal to 20 percent of the principal amount of the sub-
ordinated loans, up to one-third of the principal amount
of such loans may be repaid in that year, subject always
to the 1.5 current ratio test. (Section 2.02 (b) of the
draft Guarantee Agreement).

(h) A new provision has been included in the Guarantee
Agreement to ensure that the obligations of the
guarantors will not be affected by the litigation
involving the corporate reorganization of BCL and
BRST. (Section 5.03 (b) of the draft Guarantee
Agreement)

Recommendation

16. I recommend that the Bank agree to the changes proposed,
substantially in the form set forth in the documents distributed as report
R72-37-L.

Robert S. McNamara

Attachments

Questions on this document should be referred to Mr. Dean (extension 3565).



ANNEX
REPUBLIC OF BOTSWANA Page 1 of 2

REVISED LOAN AND INFRASTRUCTURE PROJECT SU1,4ARY

Borrwer:Republic of Botswana

Guarantors*- Companies in the American Metal Climax group,
including American Metal Climax Inc.; companies in

the Anglo-American group,- including Anglo-American

Co. of South Africa; Metallgesellschaft AG; and
Bamangwato Concessions Limited.

Evoect: Shashe infrastructure project for copper/nickel mine.

Am d Terms of IDA Credit (172-BT):
US$1.59 million (the credit was originally $2.5 mil-

lion but $0.91 is being refinanced as a part of the

Bank loan).
3/4 of 1% per annum service charge
50 years, including 10 years grace.

Amount and Terms of Bank Loan:
US$32 million equivalent; 7-1/4%
25 years, including 4 years grace.

Amount and Terms of CIDA Loan:
CanIi30 million; no interest;
50 years, including 10 years grace.

Amount and Terms of USID Loan:
JS$6.5 million; 2% during grace period and 3%
thereafter;
40 years, including 10 years grace.

Relending Terms: The Republic of Botswana will relend part of the

proceeds of the Bank loan and the CIDA loan
to the Botswana Power Corporation and part of the

Bank loan and USAID loan to the Water Utilities
Corporation on terms of 29 years, including a 4-year

period of grace at 7-1/4% interest.

Procurement: (a) International competitive bidding for the Bank-

financed part of the facilities;
(b) 75% procurement in Canada and 25% available for

local cost for the facilities financed by the
CIDA loan;

(c) Procurement in the U.S. and selected countries,
including Botswana, for the USAID loan.

Construction Period: 1971-1973

Disbursement Schedule: FY72 F_ FY4 F-a
Estimated disbursements 11.8 13.7 4.5 2.0

Consulting Services: Consulting engineers for design and supervision of
construction.
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Cost Estimates and Sources of Financing

A. Estimated Costs 
US$ Million

As in June 16, 1971
President's Report &
Recommendation Revised Estimates

Engineering Studies &
Preliminary Works 2.0 2.49

Construction Costs

Power Station & Transmission 21.00 27.94

Water Supply 13.53 15.47

Transportation 3.66 8.6
Township 6.66 8.36

Temporary Water Supply 8.8 0.98
Contingencies

Sub-total 56.8 62.76

Administration & Training 0.98 2.02

Engineering (including US$0.9
million refinanced from
Credit 172BT) 3.L3 4.3

Total Construction Costs 58.89 69.21

Interest during Construction

On Bank Loan 5.62 3.60
On USAID Loan 0.35 0.35

Total Interest during Construction 5.97 3.95

Total Project Costs 67.35 75.65

Less elim iation from the Proj4e- o'

(a) Water supply to coalfield .46

(b) Rail spur to coalfield .66
(r) Serule-Francistown road upgrading 1.36

2.28

Total Financing Required 7.7

3. Sources of Financing

Government of Botswana
Counterpart expenditures on
feasibility studies 0.62 0.62

Expenditures for interest on USAID

loan and project management 0.65 0.65

UNDP Grant for feasibility studies
and project management 0.29 0.29

UK Grants and Credits for feasibility
studies and temporary water service 1.05 1.05

IDA Design Credit (172BT) 1.59 1.59

Canadian International Development
Agency Ian *23.83 29.83

Canadian Technical Assistance Grant 0.31 0.60

USAID Loan * 7.60 6.50

Bank Loan 32.00 32.00

Danish Aid (under discussion) - 0.50

Total Sources *67.35 73.3

Internal Financial Rate of Return 12% 9.5%

*These amounts were based on the inprqsal estimates, ienered in March 1171,

of the financing that would be reouired from these two sources.


