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PREFACE

1. On April 19, 1977 the Bank approved a loan of US$64.0 million
equivalent to Petrobras Fertilizantes S.A., (PETROFERTIL) to assist in the
financing of the Sergipe Nitrogen Fertilizer Project (Loan 1406-BR). The
loan was guaranteed by the Government of Brazil. At PETROFERTIL's request,
as of November 4, 1981,the Bank cancelled US$12.0 million equivalent from
the loan reducing it to US$52.0 million equivalent. In January 1982, with
the agreement of the Bank, the Project ownership was transferred to
Fertilizantes Nitrogenados do Nordeste S.A. (NITROFERTIL), a subsidiary of
PETROFERTIL. As a consequence of the transfer, the repayment and other
obligations under the Loan Agreement were assumed by NITROFERTIL.

2. Following the closing of the loan on May 31, 1983, IND Staff
visited Brazil in December 1983 for the preparation of the Project
Completion Report (PCR) and had discussions with the Government, PETROBRAS
and NITROFERTIL, the Project implementing agency. A follow-up mission
visited Brazil in October 1984 to finalize the draft PCR prepared by
NITROFERTIL. This report reflects the findings of these missions as well
as a review of the project files and related documents.
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BASIC DATA SHEET

KEY PROJECT DATA
(US$ million)

As of December 31, 1984 b/
Original Amended Disbursed Cancelled Repaid OQutstanding

Loan No. 1406-BR 64.0 2 52.0 a/ 12.0 16.56 34.99

CUMULATIVE LOAN DISBURSEMENT

1977 1978 1979 1980 1981 1982 1983 1984 1985

(i) Planned 3.7 29.0 55.0 64.0 52.0 &/ 52,0 52.0 52.0 52.0
(ii) Amended - - - - - - - - -
(iii) Actual - 5.0 8.0 24,5 33.4 49.7 51,5 51.5 52.0

'v) (1i1) as %
of (i) - 17 15 38 64 96 99 99 100

PROGRAM/PROJECT DATA

Original Loan/ Actual or
Credit Date(s) Loan Agreements
Board Approval April 19, 1977 -
Loan Agreement April 29, 1977 -
Effective Date August 31, 1977 =
Loan Closing November 30, 1981 May 31, 1983 d/
Date of Physical Completion December 1980 July 1982
Completion Time (in months) 48 66
Time Overrun (%) — range - - 37.5% (18 months)
Date of Start-up of Operations March 1981 September 1982
Total Project Cost (US$ million) 283.4 2447
Cost Overrun (Underrumn) (%) - (1379
Financial Rate of Return (%) 18.6 8.9
Economic Rate of Return (%) 17.0 14.9

a/ Including US$462,701.56 being disbursed in January 1985.

b/ As of December 31, 1984, amount disbursed was US$51.55 million.

¢/ Following cancellation of US$12 million as of November 4, 1981.

d/ Although the formal closing date of the loan was May 31, 1983, the
borrower was allowed to submit the final disbursement application up to
December 31, 1984.
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MISSION DATA

No. of No. of Man Report

Month/Year Weeks Persons Weeks Date
Identification 5/75 2.9 5 14,5 05/22/75
Preparation 6/75 1.4 2 2.8 07/09/75
Preappraisal 4/76 1.4 3 4,2 05/10/76
Appraisal 7/76 Bs7 3 11l 04/06/77
Post Appraisal 9/76 1.5 1 1.5 04/06/77
Supervision 6/77 0.3 1 0.3 06/14/77
Supervision 10/78 1.4 1 1.4 11/28/78
Supervision 11/79 0.6 2 1.2 12/19/79
Supervision 9/80 0.6 3 1.8 09/29/80
Supervision 8/81 0.6 2 1.2 08/28/81
Supervision 6/82 i 4 2 1.4 06/11/82
Completion 12/83 1.2 1 1.2 01/18/85
Completion Report Update 10/84 1.0 1 1.0 01/18/85

OTHER DATA
Original
Plan Actual
Borrower PETROFERTIL NITROFERTIL
Executing Agency PETROFERTIL NITROFERTIL
CURRENCY EQUIVALENTS

At Appraisal March 1977 US $1 = Cr$ 12.98

Intervening Years, As of December 31 1977 = 16.05

1978 = 20.92

1979 = 42,53

1980 = 65.00

1981 = 127.80

Mechanical Completion Year Average 1982 = 200.00

As of December 31 1982 = 252,67

1983 = 984.00

Completion Report Year Average 1984 = 2,120.00

As of December 31 1984 = 3,168.00
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WEIGHTS AND MEASURES

1 Metric Ton

907 kilogram (kg)

1 Short Ton = 1,000 kg

1 Pound (1b) = 0.453 kg

1 Standard Cubic Foot (scf) = 0.02831 Normal cubic meter (Nm3)
1 Kilo Calorie (Kcal) = 4.19 103 Joule (KJ)

1 British Thermal Unit (BTU)/1b = 2.326 KJ/kg

1 Ton of Heavy Fuel 0il = 39,942 scf natural gas

(on calorific value basis)

ABBREVIATIONS

PETROBRAS = Petroleo Brasileiro S.A.
PETROFERTIL = Petrobras Fertilizantes S.A.,
NITROFERTIL = Fertilizantes Nitrogenados do Nordeste, S.A.

FISCAL YEAR

January 1 to December 31
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HIGHLIGHTS

1. Brazil's agricultural policy aims to increase agricultural output
by expanding the area under cultivation and using intensive agricultural
practices supported by extension programs, increased fertilizer
application, better credit availability and use of improved seeds. 1In this
context the Government has encouraged domestic production of fertilizers to
reach self-sufficiency to ensure their reliable supply to farmers (para
1.01).

2, In pursuit of this policy, PETROBRAS, a Government—owned
petroleum company, was entrusted the task of expanding nitrogenous
fertilizer production in Brazil. In March 1976, PETROBRAS organized
PETROFERTIL, a subsidiary, to build, own and operate the Sergipe Nitrogen
Fertilizer Project (the Project) as well as two other ammonia/urea
projects. The Project was appraised in July 1976 following a request from
PETROBRAS. The Board approved a Bank loan of US$64.0 million equivalent to
PETROFERTIL at an interest rate of 8.2% per annum (p.a.) with a maturity of
about 15 years, including a grace period of 4 years. The loan, which
became effective on August 31, 1977, was guaranteed by the Government for a
fee of 1.8% p.a. (para 1.03-2,02).

F The Project comprises an ammonia plant of 300,000 tons per year
(tpy) and a urea plant of 363,000 tpy capacity with the necessary
utilities, and infrastructure. The Project facilities were mechanically
completed in July 1982, 18 months behind the original schedule.
Commissioning and start-up of the plant were carried out smoothly and units
exceeded their rated capacity without difficulty (para 2.03-3.01).

4, The Project employs 482 people. The majority of operating
manpower was recruited and trained by NITROFERTIL, a subsidiary of
PETROFERTIL created in January 1982 with the agreement of the Bank, to own
and operate the facilities. The performance of foreign engineering firms
was generally satisfactory. Local firms provided detailed engineering
services under the supervision of foreign liceunsors (para 3.04-3,06).

5. PETROFERTIL followed generally acceptable procurement procedures
for construction, equipment, erection and civil works. With Bank
assistance, difficulties encountered at initial stages of Project
implementation were eliminated by completely reorganizing the procurement
department and establishing efficient procurement procedures. Through a
special agreement with Brazilian Vendors Association for some specific
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items on the reserve list, international competitive bidding (ICB)
procedures were applied for Brazilian manufacturers, resulting in lower
costs. Although the performance of the local vendors was in general
satisfactory, delays in deliveries by some Brazilian manufacturers
fabricating sophisticated equipment for the first time in Brazil were
unavoidable (para 3.07-3.09).

6. Total Project cost at appraisal was estimated at US$283.4
million. At Project completion the actual cost was US$244.7 million
representing a 14% underrun mainly due to: (i) some reduction in Project
scope, (ii) use of ICB procedures for some of the reserve list equipment,
and (1ii) major devaluation of the Cruzeiro in December 1979 against the US
Dollar. Of the total Bank loan of US$64.0 million equivalent, the actual
utilization was only US$52.0 million equivalent. At the request of
PETROFERTIL, as of November 4, 1981, US$12.0 million equivalent of the loan
was cancelled (para 3.11-3.12),

T Due to the depressed fertilizer demand in 1983 in the wake of the
Brazilian recession, the capacity utilization of the plant was restricted
to avoid building up high inventory levels; annual capacity usage for
ammonia and urea units were 81% and 67%, respectively. In 1984, however,
the fertilizer market situation improved and units capacity utilization
reached 88.5% and 80% (estimated), respectively; utilization rates in 1985
and thereafter are expected to be over 90% (para 4.01-4.04),

8. The financial rate of return (FRR) for the Project is now
estimated at 8.9% compared to the appraisal estimate of 18.6%. The
reduction in FRR is mainly due to the Government's current pricing policy.
At the time of appraisal urea/feedstock price ratio was about 5.9, whereas
the prevailing ratio in 1984 was only 2.8. The Project's financial results
are consolidated with NITROFERTIL's financial statements; NITROFERTIL has
satisfactory financial ratios meeting the financial covenants agreed upon
with the Bank. The economic rate of return is now estimated at 14.97%,
slightly lower than the appraisal estimate of 17% inspite of the completion
delays. The net annual foreign exchange savings from the Project are
estimated to be about US$87 million. In addition, the Project has resulted
in substantial technology transfer to Brazilian firms (para 5.01-6.04).

9. Beginning from the early phases and all through the
implementation period of the Project, the Bank played a significant role in
helping PETROFERTIL to arrange Project financing, improve Project
management, organization and procedures, especially in procurement area,
and constantly monitoring the Project to identify the weak points in the
implementation. The Project has been successfully implemented meeting its
main objectives of: (i) ensuring timely and economical supply of
fertilizers to farmers by converting a natural resource to a much needed
and imported commodity; and (ii) improving the Northeast region's economic
structure (para 7.01-8.04).
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I. INTRODUCTION

1.01 Brazil's agricultural policy aims to increase agricultural
production to make Brazil one of the world's foremost producers and
“exporters of agricultural commodities. Brazil plans to achieve this
objective both by expanding the area under cultivation and by using
intensive agricultural practices supported by extension programs, increased
fertilizer application, better credit availability and use of improved
seeds. From the mid 1960's, as a result of rural credit expansion as well
as subsidized inputs needed to modernize Brazil's agricultural sector,
fertilizer consumption increased rapidly. Annual fertilizer consumption
growth rates which had been negligible before 1966, improved to an average
rate of 35% annually through 1972 and moderated to 14% annually during
1973-80, Until 1974, Brazil's fertilizer industry consisted of a large
number of relatively small companies, mainly concentrating on importing,
blending and distribution of fertilizers. 1In 1974, the Govermment launched
the National Fertilizer Program for a major expansion of production
capacity based on large-scale, efficient plants to achieve self-sufficiency
by the mid-1980s. The Bank supported three of these projects - the gas-—
based ammonia/urea complex in Sergipe, Salvador, in the Northeast (Loan
1406-BR), the fuel oil-based ammonia/urea project near Araucaria, Parana,
in the Southeast (Loan 1256-BR), and the Valefertil phosphate fertilizer
project near Uberaba, Minas Gerais, in the Centerwest (Loan 1411-BR).

Other projects included in the National Fertilizer Program, and not
supported by the Bank, were not implemented.

1.02 Fertilizer consumption in Brazil has grown rapidly but
erratically, responding to changes in the country's economic conditions.
The fertilizer nutrient consumption in Brazil increased from 2.5 million
tons in 1976 to 4.0 million tons in 1980, but decreased to 2.2 million tons
in 1983, due to the poor foreign and domestic economic situation of the
country and the elimination of subsidies for agriculture. 1In fact, the
high inflation rates, large public deficit, and the increased volumes of
subsidized rural credits forced the Government, in 1980-81, to review its
rural credit policies for agricultural investment and production. As a
result, Brazilian agriculture faced a new reality of non-subsidized
financial costs for agricultural inputs and investments. Faced with this
situation the Brazilian farmer in the first year (1981) of the new rural
credit policies depleted his fertilizer inventories and in the second year
(1982) started cutting back on fertilizer application. This resulted in
very sharp decrease in demand during 1981-83 - nearly 36% - dropping
present consumption level to that prevailing in 1976-77. This transition
period coincided with the initial production years of the two new
nitrogenous fertilizer projects supported by the Bank, which as



a result could not be operated at their target capacities. The recent
recovery of international prices for agricultural commodities

traditionally exported by Brazil opens up a new horizon for the internal
fertilizer demand; cousumption trend in 1984 seems to support thig
development. By 1990, Brazil's fertilizer consumption is expected to reach
4.0 million tons of nutrients per year, the level achieved in 1980;
representing an annual growth rate of 9%. This growth rate appears
reasonable given the fact that fertilizer demand in Brazil grew at an
average rate of 35% p.a. during 1966-72 and 14% p.a. during 1973-80,

1.03 The expansion of nitrogenous fertilizer production in Brazil was
entrusted to Petroleo Brasileiro S.A. (PETROBRAS), a Government-owned
petroleum company responsible for the exploration and exploitation of the
country's hydrocarbon resources. PETROBRAS was already substantially
involved in the chemical industry through its subsidiary, Petrobras Quimica
S.A., (PETROQUISA) which had responsibility for PETROBRAS interests in the
chemical and petrochemical industries. In view of the growing fertilizer
activities, PETROBRAS organized, in March 1976, a new subsidiary, Petrobras
Fertilizantes S.A. (PETROFERTIL) to foster the development of the domestic
fertilizer industry, and in particular to own and operate the proposed
Project in Sergipe and also the two other fertilizer projects supported by
the Bank.

II. PROJECT BACKGROUND

A. Project Identification, Preparation, Appraisal,
Approval and Loan Effectiveness

2.01 Following a request from PETROBRAS for Bank participation in the
Project, a Bank identification mission visited Brazil in May 1975. The
Project was jointly prepared by PETROBRAS and PETROFERTIL and was appraised
in July 1976. The process technology, engineering features, procurement
procedures, and co-financing arrangements were extensively discussed with
the Bank during and after appraisal. The Bank was also concerned with the
- availability of gas for the Project and engaged a consultant to review the
matter independently. Since the selected location was in a remote area
without any supporting infrastructure, the Bank also studied the related
infrastructural requirements such as fresh water supply system, railroad
transportation facilities and natural gas collecting, treating and
transportation systems.

2,02 On April 19, 1977 the Bank Board approved a loan of US$64 million
equivalent to PETROFERTIL at an interest rate of 8.2% p.a. and a maturity
of about 15 years, including four years of grace. The Government, for a

fee of 1.8% p.a.,guaranteed the loan bringing the cost of the loan to
PETROFERTIL to 10% p.a. The loan became effective on August 31, 1977.

B. Project Description and Objectives

2,03 The major objective of the Project was to contribute towards the
" growth of the agricultural sector of Brazil by reliably providing



fertilizers to the farmers at stable and economic prices, and converting a
domestic natural resource to displace an important imported commodity. In
addition, a secondary objective was to improve the economic structure of
the depressed least industrialized Northeast region through the Project's
infrastructure and employment opportunities. The Project was designed for
300,000 metric tons per year (tpy) of ammonia and 363,000 tpy urea
capacity. At 90% capacity level, of the total ammonia production, 190,000
tpy was for captive use in the urea facility with the balance of about
80,000 tpy for direct sale. The Project includes the following main
facilities: (i) ammonia plant-907 tpd (1,000 short tons/day); (ii) Urea
plant-1,100 tpd; (iii) storage and handling facilities, including 30,000
metric tons bulk urea storage; (iv) bagging facilities and 10,000 tpy
refrigerated ammonia storage; (v) water supply system from the Sao
Francisco river including a counecting 90 km pipeline; (vi) a railroad spur
line and loading facilities; and (vii) effluent disposal system.

2.04 Originally, the principal raw materials to be consumed by the
Project were the natural gas and vacuum gas oil at an annual rate of 215
million normal cubic meter (Nm3) and 109,000 tons, respectively and
about 50,000 tpy Bunker C fuel for steam generation. Later PETROBRAS
decided to supply sufficient natural gas to meet all feed and fuel
requirements of the plant. Now, at its rated capacity (90%), the plant
will consume 305 million (Nm”) of natural gas per year.

I1I. PROJECT IMPLEMENTATION AND MANAGEMENT

A. Achievement of Project Objectives

3.01 The Project has been completed successfully and has achieved its
major objective of producing fertilizers at economic prices - thus
contributing to the growth of the agricultural sector in Brazil. The
facilities were mechanically completed in July 1982, about 18 months behind
the original schedule but at costs 14%Z lower than estimated. The
pre-operational phase was short and the plant was able to reach commercial
production within one month (para 4.01).

B. Project Scope

3.02 There has been no significant change in the Project scope except
for the following minor modifications, made with the approval of the Bank,
which helped to reduce the investment cost without affecting the economy,
efficiency and safety of the plant:

(a) replacement of steam turbine drivers of the ammonia
compressor by an electric motor. This change was made
to minimize liquid fuel use, which reduced the size of
steam producing facilities;

(b) 1increase of electric power supply to meet the
additional demand as per para (a) above;



(c) replacement of the originally designed liquid effluent
: treatment system by a liquid disposal pipeline to
ensure more safety in pollution control;

(d) addition of an ammonia spherical tank;

(e) replacement of the originally designed inert gas
generator by purchased nitrogen supply;

(f) change in the urea coating system in order to use a new
process tested in Camacari plant; and

(g) decrease in urea bagging system capacity from 200 tons
per hour (tph) to 30 tph and deletion of two-thirds of
the bagged urea storage capacity from 3,000 tomns to
1,000 toms.

C. Project Ownership and Management

303 The Project was implemented under the supervision of PETROFERTIL
which, in turn, contracted PETROBRAS for conducting some project and
construction management activities. Purchasing and general project
coordination and control was done by PETROFERTIL. In the beginning,
PETROFERTIL tried to use its permanent staff to control Project implementa-
tion but this did not prove successful. After consultation with the Bank,
a complete and separate Project coordination and control team was formed
and entrusted with the overall management and coordination of the Project.
This decision was particularly effective with respect to procurement
activities which were completely reorganized with Bank assistance. In
1980, PETROFERTIL decided to contract NITROFERTIL, its another subsidiary,
for pre-commissioning, commissioning start-up, and operation of the new
plants. In January 1982, the Project ownership was transferred, with Bank
agreement, from PETROFERTIL to NITROFERTIL. As a consequence of the
transfer, NITROFERTIL assumed the repayment and other obligations under the
Loan Agreement. The Project management and NITROFERTIL organization is
shown in Annex 1. :

D. Manpower Development and Training

3.04 At appraisal, the Project's manpower requirement was estimated
as 384 jobs, most of them professional, skilled or semi-skilled. At
present, the Project employs 482 people. Annex 2 shows the distribution of
manpower as foreseen during appraisal and operation. The increase in
manpower was mainly due to the fact that maintenance persomnnel and
utilities operators estimated at appraisal were low as results of the
design changes in this section during implementation were not included in
the original estimate. The current staffing is satisfactory.

3.05 The majority of the operating manpower was recruited and trained
by NITROFERTIL. Included in the training program was a period in Camacari



where NITROFERTIL has ammonia and urea plants in operation. Supervisory
staff was recruited partly from Camacari plant. The devised training
program was detailed and comprehensive cousidering that very few skilled
labor was available locally. A total of 236 people were trained of which
154 were employed. In addition, 24 engineers in different disciplines were
hired and trained during this period.

E. Performance of Engineering Contractors

3.06 Project execution was supervised by PETROFERTIL's Sergipe
Nitrogen Fertilizer Project Team, supported by PETROBRAS' fertilizer
project implementation unit, Construcao de Fertilizantes Nitrogenado
(COFEN) and by PETROBRAS' engineering department. Omne engineering firm of
USA and one of Japan took the responsibilities of providing licenses, basic
engineering, erection, pre—operation and start-up supervision for the
ammonia and urea units, respectively. Two Brazilian engineering companies
undertook the execution of detailed engineering of the ammonia and urea
units and ancillary facilities, under the supervision of the respective
process licensors. PETROFERTIL was, in general, satisfied with the
services provided by the contractors. At the initial phase of the Project
implementation, some coordination problems between foreign and domestic
engineering companies surfaced but were solved in time.

F. Procurement and Performance of Suppliers

3.07 PETROFERTIL followed generally acceptable countracting and
procurement procedures. It used international competitive biddings (ICB)
procedures in accordance with Bank guidelines for procuring foreign
equipment and material. Among foreign suppliers the most important country
of origin was the USA (Annex 3); the latter won about 42 of the total
contracts financed by the Bank.

3.08 At the initial stage of Prject implementation, PETROFERTIL had
difficulties in understanding and following the Bank guidelines. Later,
with Bank assistance the procurement department was completely reorganized
and systems were established for more effective procurement activities. 1In
addition, a special agreement for this Project was made with the Brazilian
Vendors Association (Participation Agreement) whereby instead the of
traditional two-way division of items into imported and domestic which
existed in Brazil at the time, a third category was introduced under which
a part of the reserve list items were put for ICB. The Brazilian vendors
participated in these ICB procedures. This arrangement resulted in
increased competition and lower prices for domestic equipment as in the
case of rail cars and some other high pressure equipment.

3.09 During appraisal, it was estimated that 65% of the total
procurement of equipment, materials and services (by value) would be
domestic against 357 foreign. The actual results were close to the
estimates at 62% local and 387% foreign (para 3.11). Although the



performance of the vendors was in general satisfactory, there were delays
in deliveries by some Brazilian manufacturers fabricating sophisticated
equipment for the first time in Brazil. However, as illustrated by the
case of ammonia converter fabrication, the local manufacturers took quick
measures to shorten the delays and agreed to complete final welds at site
to comply with the construction schedule. There were no problems in
obtaining equipment supplier's cooperation and assistance in carrying out
the required minor repairs/modifications related to the equipment problems
encountered during commissioning and initial operatiom.

o

G. Project Implementation Schedule

3.10 The mechanical completion and commissioning dates of the units

are given below.

Mechanical Start-up

Facility Completion Date
Appraisal Estimate December 1980 March 1981
(Total Project)
Utilities September 1981 October 1981
Ammonia Unit July 1982 September 1982
Urea Unit July 1982 September 1982

The Project was mechanically completed in July 1982, 18 months behind the
appraisal schedule. The above delay was mainly due to the following
factors: (i) delays in getting the official approvals by Industrial
Property Institute (INPI) f and Banco do Brazil for the signing of the
process know-how contracts; (ii) delays in finalizing the approved vendors
list; (iii) delays in finalizing the "Participation Agreement” with
Brazilian Vendors Association and in obtaining CACEX approval; (iv) delays
in the delivery of locally produced machinery and equipment; and (v) delays
due to inefficacy of "package units" suppliers. The major delays took
place at the very beginning of the Project and arose principally from the
cumbersome processing of the permits required by Brazilian regulations.

The Project management team tried successfully to overlap the testing and
commissioning with the final stages of the construction activities to
reduce delays. The contribution of NITROFERTIL's operating experience
resulted in smooth testing and commissioning and enabled the plant to reach
commercial operation within a month.

H. Capital Costs, Disbursements and Financing

3.11 A table summarizing the Project's capital costs is presented
below.

1/ INPI is responsible for ensuring that no contracts are approved
involving payment of foreign licence fees unless the liéensor holds
patents registered in Brazil. Toyo patent was approved for
registration in October 1977,



Summary of Project Capital Costs
(US$ million)

Appraisal Estimate Actual %
Local Foreign®/ Total Local Foreigqil Total Change
Equipment & Materials (CIF) 55,22 54.52 109.74 40,73 53.57 94.30 -14
Engineering & License 10,92 9.10 20,02 12.00 6.90 18.90 -6
Land & Improvement 5.57 = 5.57 3.60 - 3.60 -35
Infrastructure 3.07 0.54 3.61 5.48 1.82 730 +102
Civil Works 11.62 2.04 13.66 13.05 4,35 17.40 +27
Erection 23.66 4,18 27.84 17.78 5.92 23.70 =15
Pre-Operating Expenses 16 .37 = 16 .37 23.20 = 23.20 +42
Basic Cost 126,43 70.38 196.81 115.84 72.56 188.40 =4
Physical Contingency 10.97 6.14 17.11 - - - -
Price Contingency 21.40 7.79 29,19 = = - -
Installed Cost 158.80 84.31 243,11 115.84 72.56 188.40 -23

Interest during

Construction 7.76 17.59 25.35 11,10 2590 37.00 +40

Working Capital 14.95 = 14.95 13.90 - 13.90 -7

TaxesP/ - - - 5.40 - 5.40 -

Total Cost 181.51 101.90 283.41 146.24 98

a/ Includes US$32 million of indirect foreign exchange costs for appraisal estimates and
US$25.7 million for actual costs.
b/ Taxes related to payments in foreign curreuncy.

Total actual Project cost was US$244,7 million, 147% lower than the
appraisal estimate of US$283.4 million. The decrease in capital cost was
mainly due to: (i) minor modifications in Project scope (para 3.02); (ii)
use of ICB for local procurement; and (iii) a major devaluation of the
Cruzeiro in December 1979 against the US Dollar. The following table
summarizes the variations in Project cost by categories.



Cost Variations by Categories

Amount
(US$ million)

REDUCTIONS IN

Physical & Price Contingencies (46.30)
Equipment & Materials (15.44)
Erection (4.14)
Land & improvement (1.97)
Engineering & license (1.12)
Working capital (1.05)

Subtotal (70.02)

INCREASES IN

Interest during construction 11,65
Pre-Operating Expenses 6.83
Taxes and Duties 5.40
Civil Works - 3.74
Infrastructure 3.69
Subtotal 31.31
TOTAL (38.71)
3.12 0Of the total Bank loan of USS64 million equivalent the actual

utilization was only US$52 million equivalent. At the request of
PETROFERTIL, US$12 million equivalent of the loan was cancelled as of
November 4, 1981. The cumulative disbursement pattern for the Bank loan as
estimated at the time of appraisal and the actual pattern are summarized
below:

Cumulative Bank Loan Disbursement
(US$ million)

1977 1978 1979 1980 1981 1982 1983 1984 1985

Appraisal Est. 3.7 29.0 55.0 55.0 52.0 &8/ 52.0 52.0 52.0 52.0
Actual = 5.0 8.0 245 33.4 9.7 5L:5 515 52.0 Ej
Actual as %

of Estimate - 17.2 14.5 38.3 64.2 95.6 99.0 99.0 100.0

a/ After cancelling US$12 million equivalent as of November 4, 1981.
Ey US$462,701.56 equivalent to be disbursed before January 31, 1985.



The late start of foreign procurement activities and delays in completion
of the Project as noted in para 3.10 above, caused longer than estimated
loan disbursement period. The Project cost disbursement schedule is given
in Annex 4.

3.12 Total Project cost of US$244.,7 million has been financed with
equity provided by PETROFERTIL of US$114.0 million and FINOR2/ US$2.8
million, and borrowings--US$47.6 million from local sources and US$80.3
million from foreign sources. Details of the Project financing plan are
given in Annex 5.

IV. OPERATING -PERFORMANCE

A. Commissioning and Start-up

4,01 As mentioned earlier (para 3.10), the Project facilities were
mechanically completed in July 1982 about 18 months behind appraisal
schedule, but the Project recovered part of the delay by overlapping the
final stages of construction with testing and commissioning. This was
possible due to the earlier completion of the utility facilities. The
commissioning of the plants went smoothly. After feedstock feed-in, in 33
days the plant produced ammonia (September 15, 1982) and was able to
achieve full capacity operation. The Urea plant produced its first urea
(September 29, 1982) after nine hours of feed in. The ammonia plant passed
the acceptance tests in October 1982, Plant performance, product quality,
capacity usage and production cost were within the guaranteed limits. The
urea plant's first acceptance test in December 1982 presented some minor
problems in product quality, but this was corrected by the NITROFERTIL
operating team with the active assistance of the licensor. The plants were
formally accepted without achieving an 80% capacity utilization for at
least two months as stipulated in the Loan Agreement. Subsequently the
plants have operated well.

4.02 The production levels achieved during 1982-84 are given in

Annex 6-1. During the first month of operation (October 1982) the ammonia
plant achieved a capacity utilization of 587%, and the urea plant 50%.
During the first year of operation (1983), the ammonia and urea plants
produced a total of 243,624 and 242,458 tons of ammonia and urea,
respectively, corresponding to 81%Z and 677% of capacity usage,
respectively. Capacity utilization of the ammonia plant exceeded 100% of
rated capacity in August 1983 and in November 1983 the plant achieved 120%
capacity usage. The urea unit reached 100% capacity utilization by
September 1983 and was able to operate at 110%Z of capacity during November
1983.

B. Build-up of Production

4.03 It is estimated that the plant will produce 264,750 tons of
ammonia and 292,630 tons of urea in 1984; in the first nine months of 1984
production reached 187,000 and 203,000 tons of ammonia and urea,
respectively. Expected production for 1985 is 272,730 tons ammonia and
312,300 tons of urea which corresponds to 91% and 86% capacity usage,

2/ Fundo de Investimentos do Nordeste (Sudene).
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respectively. Thereafter, the plants should be able to maintain a 90%
capacity utilization. Although the plants could have operated at their
design ratings in 1983-84, the lower capacity usage has been mainly due to
market conditions. In 1983, the ammonia and urea plants were down for 54
and 58 days, respectively, due to the high inventory levels at the plants.
This situation, however, was temporary because of the start of production
both at Araucaria and Sergipe plants at the same period. The sales and
inventory levels of Sergipe plant is given in Annex 6-2. Production
estimates for the next four years, cousidering the expected market growth
for the Project is summarized below:

Planned Production

('000 tons)
1984 -1985 , 1986 1987 1988
Amount 7% Amount %  Amount % Amount %  Amount 7%
Ammonia 265 88 273 91 273 91 273 g1 273 91
Urea 293 80 312 86 326 90 326 90 326 90
C. Marketing Aspects
4,04 As discussed in Chapter I earlier, the development of fertilizer

market in Brazil was rapid but erratic, and also distributed in the country
unevenly. The fertilizer demand of the Northeast region is low compared to
the available production facilities in the area, therefore, some part of
the production has to be shipped to the South where the demand is high.
However, through the Government's development plans for the Northeast
region, it is expected that by 1990 the production of the existing plants
would be absorbed locally. The existing nitrogenous production capacity
and fertilizer consumption (past and projected) are given in Annex 7.

V. FINANCIAL PERFORMANCE

A. Pricing Policies

5.01 Since the input and output prices for the fertilizer industry are
set by the Government, the financial performance of the Project depends
upon the Government's pricing policies. Price controls by the Government
started in September 1975 with NPK blends and in 1977 were extended to
basic fertilizers and raw materials as well. These controls prevailed
until December 1980. Periodic adjustments were made on the basis of
changes in production cost. In 1981-82, prices were partially deregulated,
with controls remaining only on raw materials. However, in 1983 price
regulations were reestablished for the fertilizer sector as a whole. Under
the current system, ex—factory prices for locally-produced fertilizers are
set quarterly by the Government's Interministral Prices Council (GIPC)
using a cost-plus system that theoretically allows a most efficient
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producer a 18.8% before tax average return on investment. The presently
designated most efficient producer is Camacari plant which was however,
built many years ago at lower capital costs and has been substantially
depreciated. Therefore, under this formula the ex-factory prices fixed by
GIPC do not permit an efficient producer with more recent facilities which
have higher asset value to earn a satisfactory financial rate of return and
these prices also tend to be below international prices (CIF). This policy
may be in conflict with the understanding reached with the Government
during loan negotiations and recorded in the Guarantee Agreement. However,
such shift in the Government policy needs to be looked in light of the
current economic situation in Brazil where the Government, in its efforts
to control inflation, is trying to keep the prices under control.
Nevertheless, the Bank should take up the matter with the Government.

B. Financial Rate of Return

5.02 The financial rate of return (FRR) has been calculated using
actual prevailing prices, corrected to 1983 coustant dollars. The
operating costs and revenues as well as the prices of inputs and outputs
are given in Annex 8. The FRR for the Project is now estimated at 8.9%
(Annex 9), much lower than the appraisal estimate of 18.6%. As noted in
para 5.01 above, the main reason for this difference is the Govermment's
pricing policy with the resulting changes in the input-output price
ratios. At appraisal, the urea/natural gas price ratio was 5.9. 1In 1983,
this ratio was 3.7 and in 1984 it further decreased to 2.8, resulting in
the low FRR for the Project. 1In addition, despite the cost underrun, the
18 months delay in Project completion and depressed fertilizer demand in
1983 have also contributed towards lower FRR. As noted in the economic
analysis, if ex-factory fertilizer prices in Brazil were to be adjusted to
international levels (CIF price), the financial rate of return will
increase to 12%.

Cs Financial Results

5.03 As mentioned earlier (para 3.03) in January 1982 the Project
ownership was transferred from PETROFERTIL to NITROFERTIL. In addition to
the Project, NITROFERTIL operates other fertilizer facilities including a
substantially depreciated ammonia/urea facility at Camacari which yields
good financial results. Income statements and balance sheets for the
Project and NITROFERTIL are presented in Annex 10. Selected financial data
for NITROFERTIL are presented below.
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SELECTED FINANCIAL DATA — NITROFERTIL
(in millions Cr$)

1982 1983 1984 *
Net Sales 24,105.0 73,358.7 145,462, 2
Net Income {2,361.7) 3,099.8 4,843,2
Depreciation 3,371.8 12,692.7 28,525.7
Internal Cash Generation 1,010.1 15,792,5 33,368.9
Current Assets . 14,924.3 49,135.7 64,185.0
Total Assets 93,742.8 260,398.7 403,575.5
Current Liabilities 15,23.1.5 34,400.6 42,002.5
Long-Term Debt 41,965.1 104,622.8 150,460,2
Equity 36,546.2 115,335.3 211,112.8
Current Ratio 0.99 1.43 1.53
Debt Service Coverage Ratio 0.95 0.98 0.46

* Estimate.

NITROFERTIL's financial position is sound and meets the loan covenants of
maintaining a debt/equity ratio of 60:40 or better, and current of ratio
not less than 1.2. However, due to major devaluations, it fell short of
the agreed minimum debt service coverage ratio of 1.5. The situation is
however, expected to improve in 1985 and thereafter with greater capacity
utilization; the debt service coverage ratio in 1985 is expected to be 2.1,

VI. ECONOMIC PERFORMANCE

A. Economic Rate of Return

6.01 The Project's economic rate of return (ERR) has been determined
using the input and output price assumptions summarized in Annex 11,
Tradeable items have been priced on the basis of projected international
prices allowing for transportation and handling charges. Prices for
nomr-traded items have been assumed to be the same as the financial prices.
The natural gas has been valued on the basis of its calorific value
equivalent of fuel oil. Due to the limited fertilizer demand of the
Northeast region, part of the product produced in that region has to be
shipped to the South. With Sergipe plant in operation, the Camacari plant
had to divert its Northeast supply to the South incurring an additional
transportation cost. To correctly assess the economic viability of the
Project the incremental transport cost are also considered and the Project
is penalized in the calculation of ERR as done at appraisal. Project costs
and benefits are shown in Annex 12. The ERR for the Project is now
estimated at 14.9% slightly lower than the appraisal estimate of 17% and is
satisfactory in spite of the completion delays.



B. Foreign Exchange Savings

6.02 The average annual foreign exchange value of the Project's
production, with the facilities operating at 907% capacity, is about US$89
million (in 1983 coustant dollars). Most of the materials, including feed
and fuel, and services used in the Project are of domestic origin, except
for chemicals, catalyst, spares, etc., the cost of which is estimated at
US$1.5 million p.a.. Therefore, the net foreign exchange savings before
debt service will be about US$87 million per year (in 1983 constant
dollars) compared to the appraisal estimate of US$91 million (in 1983
constant dollars); in 1976 constant dollars this figure was US$65 million.
The debt service payments on foreign loans will average about US$12.5
million annually in the first ten years.

Ce. Technology Transfer

6.03 The Project has been implemented with substantial involvement of
Brazilian engineering firms and manufacturers. Using know-how and basic
design obtained from process licensors, the detailed engineering was
carried out by Brazilian firms. Several equipment for the Project were
also obtained from Brazilian suppliers. Very sophisticated multi-wall high
pressure equipment such as reactors, exchangers as well as some rotary
equipment were manufactured for the first time in Brazil under license
agreements with reputable foreign firms. The heavy equipment manufacturing
industry of the Brazil benefited immensely by obtaining the technology and
know-how to supply such equipment and machinery to the Project. The
engineering firms as well as engineering staff of the Project absorbed very
effectively the technology transferred to them and now should have
significant capabilities in carrying out similar projects.

D. Environmental Aspects

6.04 The Project facilities were designed in counformity with
environmental regulations and norms agreed to during Project appraisal.
However, during Project implementation, it was realized that the rivers in
the plant neighborhood have large residence time and therefore could not
handle the pollutant levels the plant would discharge. To overcome this
problem, the design was changed and a 30 km underground and 4 km undersea
discharge pipelines were constructed for safe disposal of pollutants into
the ocean. With regard to air pollutiomn, the plant is operating comfort-
ably below the allowable limits of urea dust and ammonia emissions. The
height of furnace and boiler stacks were designed on the basis of high
sulfur fuel oil. The plant, however, is using natural gas with the result
that sulfur emmission is negligible.

VII. BANK ROLE

7.01 At various phases of the Project,'the Bank worked closely with
PETROFERTIL and NITROFERTIL. During Project appraisal and the early stages
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of Project implementation, the Bank participated in formulating the project
financing arrangements especially for the foreign exchange component. At
the initial phase of the Project the Bank provided technical advice to
organize procurement activities and also advised on the development of
Project organization. The Project sets a good example of a project im
which dedicated work by the Project management aided by Bank support has
resulted in a successful project meeting its economic objectives and
contributing to the needs of the country.

VIII. CONCLUSIONS AND LESSONS LEARNED

8.01 Apart from the 18 months delay in Project completion, the Project
was successful in: (i) keeping the Project cost under control; (ii)
achieving a short commissioning and start-up period; (iii) reaching the
design rates of the individual units during acceptance tests; (iv)
obtaining excellent operating performance with plants running more than a
year without major problems; and (v) maintaining good operating cost
performance by consuming feed and utilities at or below design norms. The
delay in Project completion occurred at the initial phase of Project
implementation due to administrative problems, delays in the delivery of
equipment manufactured by the Brazilian suppliers (para 3.10). But once
the initial problems were solved and a capable efficient Project
Coordination and Control Team was formed, the Project was implemented
efficiently.

8.02 Notwithstanding the delays in Project completion, which were
mainly due to factors outside the control of Project management, the
Project has been completed successfully due to the ability of PETROFERTIL
and NITROFERTIL management groups, which carried out the Project with
enthusiasm and dedication. The management facilitated utilization of the
expatriate expertise to full advantage and there has been smooth and useful
transfer of technology.

8.03 The financial performance of the Project is below the appraisal
estimates. This is because of the Government's current pricing policy
which is based upon a cost plus formula for a designated efficient producer
in the country, which was built many years ago at lower capital costs and
whose facilities have been substantially depreciated. This policy gives
the Project prices lower than the appraisal estimate (paras. 5.01 and
5.02). These prices are also below the internatiomnal (CIF) prices. 1In
addition, completion delays and depressed fertilizer demand in Brazil in
1983 have contributed to lower financial returns for the Project. Although
the Project gets a lower financial rate of return given the present pricing
policy it, nevertheless, continues to make significant contribution to
Brazil's economy given its 14.97 economic rate of return, by helping on the
one hand in the development of the Northeast region, and on the other hand
in converting economically a natural resource into a much needed fertilizer
and saving the country much needed foreign exchange.
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8.04 Overall, the Project is considered as a satisfactory
accomplishment achieved through close coordination of efforts between
PETROFERTIL/NITROFERTIL managers and the Bank staff. The Project has met
its main objectives and under the expert direction of NITROFERTIL
management can be relied upon to continue to be a successful industrial
enterprise in Brazil. A lesson which this Project illustrates is that a
capable and dedicated Project Management, under a project unit concept with
sufficient authority and autonomy, and the involvement of an operating
company with experienced staff during commissioning of the plant, can have
a dramatic impact on the success of Project implementation.



ANNEX 1-1

BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)

PROJECT COMPLETION REPORT

PROJECT ORGANIZATION CHART

r”1’f.""ERsOFER']?IL ;7

] PROJECT MANAGER /

| Procurement Finance Budget ///PETROBRAS NITROFERTIL

Management (Start-up)
I Domestic Payments
International Financing Contracting Pre-commissioning

| Control Engineering Commissioning
| Process Know-how Start-up

! Detailing Recruitment and Training
l Civil Construction

| Mechanical Erection

SRSS——

Industry Department
January 1985



ANNEX 1-2
BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)
PROJECT COMPLETION REPORT
NITROFERTIL ORGANIZATION CHART
Board of
Directors
Sales Dept. Finance Dept. Industrial Personnel
Dept. Dept.
« Sales « Programming Computer
« Product « Income and « Procurement « Recruiting
Distribution « Payments Systems . Engineering . Training
« Technical « Accounting « Production » Pay-roll
Assistance « Systems « Planning and « Support
Development Control Services
« Systems
Maintenance
» Computer
Operation
Camacari Laranjeiras
Plant Plant
» Operation . + Operation
« Product Storage and » Product Storage and
Handling Handling
« Maintenance « Maintenance

Industry Department
January 1985



BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)

ANNEX 2

PROJECT COMPLETION REPORT

CATEGORY

Management
Directors
Managers and support

Administrative support
Personnel
Finance
Administration
Sales

Technical support .
Laboratory control
Maintenance
Engineering

Production
Ammonia plant
Urea plant
Bagging and handling
Operating division
Utilities

Total

Industry Department
January 1985

PROJECT MANPOWER NEEDS

APPRAISAL
ESTIMATE

15

97
19

ACTUAL

31
20
65

21
167
26

42
43
23
34

482



ANNEX 3

BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 14:06-BR)

PROJECT COMPLETION REPORT

BANK-FINANCED PROCUREMENT OF GOODS AND SERVICES

BY COUNTRY OF ORIGIN

Amount Percentage
(US$ million)
Equipment, Materials and Spares 43.3 100.0
Brazil 18.3 £2.3
USA 15.1 34,9
Germany 6.8 15.7
Japan 2,5 5.8
UK 0.3 Qaid
Holland 0.2 0.4
Others 0.1 0.2
Engineering and Othe Services 6.9 100.0
USA 5.6 81.2
Japan 1.3 18.8

Industry Department

January

1985



ANNEX 4

BRAZIL — SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)

PROJECT COMPLETION REPORT

PROJECT COST DISBURSEMENT SCHEDULE
(USS million)

Actual
Interest
Appraisal Basic— during Taxes Working
Year Estimate Cost Construction Fees Capital Total
1977 1 - - = = - -
II 14.0 = = & = -
1978 1 30.0 52 - = - 5.2
II 41.0 9.8 1.0 - - 10.8
1979 I 76.4 15.4 2.4 l.1 = 18.9
IE 51.0 1757 2.9 0.3 - 20.9
1980 I 42.6 29.8 1.4 1.5 o 32.7
II 28.4 13.8 2.6 = - 16.4
1981 1 - 31.4 3.3 1.3 - 36.0
II = 21.0 10.2 - = 312
1982 I - 25.8 5.6 0.2 6.95 38.5
i | - 18.5 7.6 1:0 6.95 34.7
1983 I = - = - - -
Total 283.4 188.4 37.0 5.4 13.9 2447

Industry Department
January 1985



ANNEX 5

BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)

PROJECT COMPLETION REPORT

PROJECT FINANCING PLAN

USS$ million Percentage
Appraisal Actual Difference Appraisal Actual

Equity:

PETROFERTIL 123.4 114.0 (9.4) 43 47

FINOR - 2.8 2.8 - 1

Sub-total equity 123.4 116.8 (6.6) 43 48

Loans, foreign:

IBRD 64.0 51.55/ (12.5) 23 21

Foreign LoansP/ 25.0 28.8 3.8 9 12
Loans, Domestic

BNDES 71.0 29.9 (41.1) 25 12

FINAMEd/ - 5.1 5.1 - 2

BNBE/ - 12.6 12:56 - 5

Subtotal Loans 160.0 127.9 (32.0) 100 100

TOTAL FINANCING 283.4 2447

a/ Fundo de Investimentos do Nordeste (Sudene).

b/  Commercial Banks.

¢/ US$0.5 million to be disbursed in January 1985 and US$12.0 million was
cancelled on November 4, 1981.

d/ Agencia Especial de Financiamento Industrial.

e/ Banco do Nordeste do Brazil.

Industry Department
January 1985



ANNEX 6-1

BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)

PROJECT COMPLETION REPORT

"OPERATING PERFORMANCE

PRODUCTION (IN 000 TONS) CAPACITY UTILIZATION (2)
MONTH MONTH ACCUMULATED MONTH
AMMONTA UREA AMMONTIA UREA AMMONTA UREA
1982
SEP 2.136 - ~ - 8.6 -
0CT 14,460 15.170 16.596 15.170 58.0 50.
NOV 8.518 10,421 25,114 25.591 34.2 34,4
DEC 13.310 18.195 38,424 43.786 53.4 60.1
1983
JAN 5.769 2.976 44,193 46.762 23.1 9.8
FEB 24.336 25.879 68.529 72.641 97.6 85.6
MAR 21.545 24,217 90.074 96.858 86.4 80.1
APR 22.595 27.577 112.669 124,435 90.6 91.2
MAY 2.188 1,692 114.857 126,127 8.8 5.6
JUN 1.774 - 116.631 126.127 7.1 -
JUL 23,171 17.628 139.802  143.755 92.9 58.3
AUG 27.239 19.023 167.041 162.778 109.2 62.9
SEP 28.416 30.540 195.457 193.318 113.9 100.1
0CT 25.746 28,366 221,203 221.684 103.2 93.8
NOV 29,881 33.311 251.084 254.995 119.8 110.1
DEC 30.964 31.249 282.048 286.244 118.3 99,2
1984
T JAN 21.132 22,085 303.180 308.329 93,2 80,2
FEB 28.300 31.705 331.480 340.034 100.1 92.9
MAR 14,119 14.461 345,599  354.495 53.6 45.3
APR 23.266 23.572 368.865 378.067 82.7 69.1
MAY 27,110 26,348 395.975 404,415 99,6 79.8
JUN 25.854 30.160 421.829 434,575 91.9 88.4
JUL 19.823 24,078 441,652 458,653 72.8 72.9
AUG 2.517 2.090 444,169  460.743 8.9 6.1
SEP 24.636 28.630 468.805 489,373 87.6 83.9
OCT *  24.000 28.000 492,805 517.373 88.2 84.8
NOV * 25,500 29.000 518.305 546,373 93.7 87.9
DEC * 28.500 32,500 546.805 578.873 104.7 98.5
1985
JAN * 20,400 23.400 567.205 602.273 75.0 70.1
FEB *  25.300 29.000 592.505 631.273 93.0 87.9
MAR * 22.900 26,200 615.405 657.473 84.2 79.4
APR * 25,300 29,000 640.705 686,473 93.0 87.9
MAY *  24.500 28.000 665.205 714,473 90.0 84.8
JUN *  25.300 29.000 690.505 743.473 93.0 87.9
JUL * 24,500 28,000 715,005 771.473 90.0 84.8
AUG * 25,300 29,000 740,305 800.473 93.0 87.9
SEP * 25.300 29,000 765.605 829.473 93.0 87.9
OCT * 24,500 28.000 790.105 857.473 90.0 84.8
NOV #* -3y - 790.105 857.473 - -
DEC *  29.400 33.700 819.173 891.173 108.0 102.1

*# Estimate

a/ Annual turnaround.



BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT

ANNEX 6-2

(LOAN 1406-BR)

PROJECT COMPLETION REPORT

SALES AND INVENTORIES

(In 000 tons)

SALES INVENTORY LEVEL
MONTH MONTH ACCUMULATED (END OF MONTH)
AMMONTA UREA AMMONTA UREA AMMONTA UREA
1982
SEP < = = - 2,136 =
OCT = 269 = 269 7.259 15.138
NOV 1.108 7.343 1.108 7.612 8.341 18.090
DEC 7.285 5.730 . Be393 13.342 3.595 24,263
1983
JAN 3.743 10.886 12.136 24,228 3.457 15.353
FEB 3.316 13.828 15.452 38.056 9.333 27.404
MAR 8.514 29.354 23.966 67.410 8.426 22,267
APR 6.464 17,395 30.430 84.805 8.484 32.162
MAY 2.424 6.571 32.854 91.376 7.310 27.282
JUN 5.581 5.014 38.435 96.390 3.174 22,318
JUL 12,797 13.152 51.232 109.542 3.274 26.794
AUG 13.343 26.756 64.575 136,298 6.160 19.061
SEP 10.934 31.699 75.509 167.997 5962 17.902
OCT 10.001 46,065 85.510 214.062 5.310 242
NOV 14,306 33.333 99.816  247.395 1.598 260
DEC 13,698 31.184 113.514  278.579 1.109 333
1984
JAN 8.352 21.062 121.866  299.641 1.779 748
FEB 9.802 28.324 131.668 327.965 2117 4,130
MAR 7392 18.514 139.060 346.479 652 76
APR 8.759 19.502 147.819 365.981 1.622 4,149
MAY 9.063 26.781 156.882 392.762 4,506 3.715
JUN 10.306 28.284 167.188  421.046 2.611 5.591
JUL 5.741 20.049 172.929  441.095 2.815 9.670
AUG 1.758 3.550 174.687 444.645 2.310 3.024
SEP 7.518 27.615 182,205 472.260 -3.060 4.040
Year 1985 * - = 73.359 326.700 = =
Year 1986 * - = 73.359 326.700 - =
Year 1987 * - = 73.359  326.700 - =

* Estimate

Industry Department

January 1985



ANNEX 7-1

BRAZIIL, - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)

PROJECT COMPLETION REPORT

PLANTS

Camacari I
Camacari II
Laranjerias
Araucaria

Piacaguera
Cubartao

Cubatao
Metacril

Nitrocarbono
IAP

PRODUCT

Urea

Subtotal
AN
AN: Subtotal
CAN
Subtotal
AS

UREA:

CAN:

AS: Subtotal

NITROGENOUS FERTILIZER PRODUCTION CAPACITY IN BRAZIL

TOTAL NITROGENOUS CAPACITY

DAP/MAP

TOTAL NUTRIENT CAPACITY

Industry Department

January 1985

CAPACITY
PRODUCT NUTRIENT (N)
tpd tpy tpy
250 82,500 37,000
800 264,000 119,000
1,100 363,000 163,000
1,500 495,000 222,000
3,650 1,204,500 541,000
1,315 434,088 145,000
352 116,160 38,000
1,667 550,248 183,000
550 181, 500 49,000
650 181,500 49,000
- 30,000 6,000
- 61,000 13,000
- 158,000 32,000
249,400 ~51,000
218,648 824,000
326,000
1,150,000



ANNEX 7-2

BRAZIL — SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)

PROJECT COMPLETION REPORT

FERTILIZER CONSUMPTION

(x 1000 tons)

NUTRIENTS ___ AVERAGE FORMULA

YEAR PRODUCT N P K NPK N P K NPK
1979 8,331 779 1,581 1,103 3,463 9.4 19.0 13.2 41.6
1980 9,775 905 1,851 1,306 4,062 9.3 18.9 13.4 41.6
1981 6,813 667 1,216 766 2,649 9.8 17.8 11.2 38.9
1982 6,612 640 1,087 875 2,602 9.7 -16.4 13.2 39.4
1983 5,833 564 929 727 2,220 9.7 15.9 12.5 34.1
1984* 768 1,162 996 2,926

Avg.(79/83) 7,473 711 1,333 955 2,999 9.5 17.8 12.8 40.1

* Estimate

Source:

YEAR

1985
1987
1990
1993
1995
1997
2000

PETROBRAS, ANNUAL INFORMATION 1984, pp. 102.

FERTILIZER CONSUMPTION PROJECTION

CONSUMPTION (NPK)

ARABLE LAND (1,000 ha) (x '000) ton/year
172 p.a. increase 2% p.a. increase kg/ha 12 Deas 2% Dua.
44,299 45,180 65.00 2,880 2,937
45,190 47.006 70.63 3,192 3,320
46,559 49,883 80.00 3,724 3;990
47.970 52.936 92.97 3,980 4,392
48,934 55.075 85.00 4,159 4,681
49,917 57.300 87.00 4,343 4,985
51.430 60.807 90.00 4,628 5,472

Industry Department
January 198



Year

1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994

Year

1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994

Industry Department

January 1985

ANNEX 8
BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)
PROJECT COMPLETION REPORT
SUMMARY OF INPUT AND OUTPUT PRICES AND VALUES FOR FINANCIAL
AND ECONOMIC ANALYSIS
(in comstant 1983 US$)
INPUTS
Financial Economic
Total Total
Natural Gas Utilities Fixed Operating Natural Gas Utilities Fixed Operating
Price’ Cost & Bags Cost Cost Price Cost & Bags Cost Cost
$/Ton MM$ MM$ MMS MM$ $/Ton MMS MM$ MM$ MM$
44 .46 1.9 0.6 2.9 5.4 121.8 5.2 0.5 2.4 8.1
41,58 11.1 3.2 11.7 26.0 122.6 32.8 2.8 9.9 45.5
43.42 12.8 3.7 11.7 28.2 109.1 2.2 2.3 9.9 44 .4
43.42 13.2 3.9 11.7 28.8 95.0 28.8 3.4 9.9 42.1
43.42 13.2 3.9 1.7 28.8 99.3 30.1 3.4 9.9 43.4
43,42 13.2 3.9 11.7 28.8 103.7 31.4 3.4 9.9 44 .7
43,42 13.2 3.9 11.7 28.8 108.3 32.8 3.4 9.9 46.1
43,42 13.2 3.9 11.7 28.8 113.0 34.2 3.4 9.9 47.5
43,42 13.2 3.9 11.7 28.8 117.6 35.6 3.4 9.9 48.9
43,42 13.2 3.9 117 28.8 125.3 38.0 3.4 9.9 51.3
43.42 132 3.9 11.7 28.8 133.3 40.4 3.4 5.9 53.7
43,42 13.2 3.9 11.7 28.8 142.0 43.0 3.4 9.9 56.3
43.42 13.2 3.9 11.7 28.8 151.1 45.8 3.4 9.9 59.1
QUTPUTS
Financial Economic
Urea Revenue Urea Revenue
Ammonia $/Ton Uss Ammonia $/Ton Uss
$/Ton Bulk Bagged million $/Ton_ Bulk Bagged million
163 173 188 9.8 191 167 182 10.1
133 155 170 52.1 172 148 163 S4.4
121 124 139 49.4 201 177 192 T2.3
130 151 166 61.4 207 183 198 77.9
130 151 166 61.4 226 202 217 85.7
130 151 166 6l.4 240 216 231 91.3
130 151 166 61.4 254 230 245 96.9
130 151 166 6l.4 270 246 261 103.0
130 151 166 61.4 287 263 278 110.3
130 151 166 . 6l.4 289 265 280 I11.2
130 151 166 61.4 291 267 282 112.2
130 151 166 61.4 293 269 284 112.9
130 151 166 61.4 295 271 286 113:5



ANNEX 9

BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)

PROJECT COMPLETION REPORT

CASH FLOW FOR FINANCIAL RATE OF RETURN
(in millions of constant 1983 dollars)

Capital Working Fixed Variable Net Cash
Year Cost Capital Cost Cost Revenues Flow
1978 16.5 (16.5)
1979 34,2 (34.2)
1980 41.2 (41.2)
1981 51.1 : (51.1)
1982 44.1 6.5 2.9 2.5 9.8 (46.2)
1983 7.3 11.7 14,3 52.1 18.8
1984 11.7 16.5 49.4 21,2
1985 1147 17.1 61.4 32.6
1986 11,7 17.1 61.4 32.6
1987 11.7 1751 61.4 32.6
1988 11.7 17.1 61.4 32.6
1989 11.7 171 61.4 32.6
1990 11.7 171 61.4 32.6
1991 11.7 17.1 61.4 32.6
1992 11.7 17.1 61.4 32.6
1993 11.7 17.1 61.4 32.6
1994 (3.6) (13.8) 11.7 17.1 61.4 50.0

Financial Rate of Return 8.9%

Note: Due to its location in Northest Region Sergipe plant is exempt from income
tax.

Industry Department
January 1985



ANNEX 10-1
BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)
PROJECT COMPLETION REPORT
NITROFERTIL - BALANCE SHEETS
(in million Cr$)
ITEM 1979 1980 1981 1982 1983 1984 %
Assets

Cash and Banks 51.9 139.6 148.6 298.6 10,463.5 6,798.7
Accounts Receivable 279.2 792.8 2,419.3 7,853.0 16,556.3 21,730.4
Iaventory 186.5 738.0 2,561.0 5,237.9 10,932.0 16,137.9
Other Receivables 149.0 248.4 1,875.7 1,534.5 11,183.9 19,518.0
Total Receivables 666 .6 1,918.8 7,004.6 14,924.3 49,135.7 64,185.0
Long-Term Receivables 175.9 228.8 251.9 907.6 2,547.0 5,858.1
Fixed Assets 4,169.7 6,781.6 13,429.8 66,190.8 165,687.7 297,905.0
Depreciation 596.9 1,411.6 3,801.4 10,128.3 38,988.7 89,858.6
Net Fixed Assets 3,372.8 5,370.0 9,628.4 56,062.5 126,699.0 208,046.4
Deferred Charges 2,541.3 3,662.0 6,382.8 21,848.4 82,017.0 125,486.0
TOTAL ASSETS 6,956.6 11,179.1 23,267.7 93,742.8 260,398.7 403,575.5

Liabilities and Equity
Accounts Payable 25.5 429.9 217.9 1,047.9 1,591.0 2,378.0

Short-Term Portion of
Long-Term Debt 321.4 700.6 1,684.2 3,095.3 20,093.5 34,959.0
Short-Term Debt 297.3 810.9 2,541.3 7,666.5 1,765.0 1,585.7
Other Accounts Payable 236.8 1,048.2 1,988.4 3,421.2 10,951.1 3,079.8
Total Current Liabilities 881.0 2,989.6 6,431.8 15,231.5 34,400.6  42,002.5
Long-Term Debt 3,179.6 = 2,978.8 5,630.9 33,248.4 91,419.8 126,308.7
Other Long-Term Payables = 361.5 2,110.8 8,716.7 13,243.0 24,151.5
Total Long-Term Debt 3,179.6 3,339.8 7,741.7  41,965.1 104,662.8 150,460.2
Share Capital 2,146,2 4,022,1 6,297.4 22,566.9 65,577.1 142,076.9

Reserves 749.8 1,739.6 5,958.3  22,964.8 76,499.8 99,453.4°
Retained Reserves - (912.1) (3,161.5) (8,985.5) (20,741.6) (30,417.5)

Total Equity 2,896.0  4,849.6 9,094.2 36,546.2 115,335.3 211,112.8

TOTAL LIABILITIES AND EQUITY 6,956.6 11,179.0 23,267.7 93,742.8 260,398.7 403,575.5

*Estimate

Industry Department
January 1985



BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)

ITEM

Gross Revenue

Sales

Deduction and Taxes
on Sales

Net Sales

Cost of Products Sold

Gross Profit

Operating Expenses

Selling Expenses

General and Admini-
strative Expenses

(1)

Depreciation and
Amortization of
Pre-operating Expenses

(=) Operating Result
Nonoperating Income
Monetary Variation on
Long Term Loans and
Financing
Monetary Correction

On Permanent Assets
=) Of Shareholders Equity
) Net Result for the year

PROJECT COMPLETION REPORT

NITROFERTIL - STATEMENTS OF INCOME

" (in million Cr$)

ANNEX 10-2

Only financial expenses

*Estimate

Indﬁstry Department
January 1985

1979 1980 1981 1982 1983 1984%
1,587.1 4,787.6 10,959.7 25,416.5 76,920.0 153,042.6
62.9 209.2 525.6  1,311.5 3,561.3 _ 7,580.4
1,524.2 4,578.4 10,434.4 24,105.0 73,358.7 145,462.2
1,012.7 3,378.7 6,763.8 14,230.0 39,012.0 85,409.7
511.5 1,199.7 3,670.3  9,875.0 34,346.7 60,052.5
2,491.1 3,567.7 8,604.2 20,148.3 33,690.0 59,457.3
95.5 119.4 365.6  1,970.2  6,280.3  4,000.0
2,089.8 2,978.8 7,406.4 16,258.0 20,344.3  34,258.6
306.2 469.5 832.2  1,920.1  7,065.4 21,198.7
(1,979.6) (2,368.0) (4,933.9) (10,243.3) 656.7 595,2
31.2 27.5 120.6 78.0 78.1 141 .4

= = = = 53,823.0  94,498.2
752.8 1,416.5 3,408.7  7,833.6 56,188.0 98,604.8
1,995.3 3,016.0 8,189.3 18,152.3 115,231.0 183,539.1
1,242.5 1,599.5 4,780.6 10,318.7 59,043.0 84,934.3
(1,195.6) (924.0) (1,404.6) <(2,361.7) 3,099.8  4,843.2
159.5 494 .4 718.4  3,357.4  6,913.7 16,843.2




Industry Department
January 1985

ANNEX 10 -3
BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)
PROJECT COHPLéTION REPORT
NITROFERTIL — STATEMENT OF SOURCE AND APPLICATION OF FUNDS
(in milliom Cr$)
ITEM - 1979 1980 1981 1982 1983 1984*
SOURCES

Net loss for the year (1,195.6) (924.0) (1,404.6) (2,361.7) 3,099.8 4,843,.2
From capital increase-

capital paid up 306.9 1,278.3 866.3 15,776.0  23,506.2 33,796.9
Long-Term debt increase 1,354.2 1,027.3 3,278.7 31,877.7 13,867.9 10,908.5
Monetary variation on

long-term loans and

financing 1,182.3 1,277.7 2,786.7 17,059.2 64,807.8 34,888.9
Monetary restatement of

permanent assets and

shareholders equity (752.8) (1,416.5) (3,408.7) (7,833.6) (56,195.1) (98,604.8)
Depreciation and

amortization 528.2 807.0 1,442.3 3,371.,8 12,692.7 28,525.8
Decrease in long-term

assets (748.1) (2.131:1) (1,502.0) (14,625.5) (13,770.6) =

TOTAL SOURCES 6751 (81.3) 2,058.7 43,263.9  48,008.7 14,358.5

APPLICATIONS

Addition to property 191.3 487 .9 247.6 22,916.8 152319 3,600.0
Pre-operation and Pre-

industrial expenses 21.5 226.7 54,7 20,490.1 30,474.3 -
Long-Term assets increase 21.7 60.5 112.7 737.0 1,260.2 3,311.1

TOTAL APPLICATIONS 234.5 77541 415.0 44,143.9 32,966.4 6,911.1
Increase (decrease) in

working capital 440.6 (856.4) 1,643.7 (880.0) 15,042.3 7,447 .4
Repayment of long-term

debts 268.7 971.9 1,533.0 4,065.7 14,154.0 22,837.7
*Estimate



ANNEX 10-4

BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)

PROJECT COMPLETION REPORT

SERGIPE PROJECT: BALANCE SHEET
(USS thousands)

ITEM 1982 1983
Assets
Cash and Banks 3.9 1,220.7
Accounts Receivable 1,477 .4 11,086.7
Inventory 7,373.3 4,415.0
Other Receivables 2,007.8 4,529.1
Total Receivables - 10,862.4 21,251.,5
Long-Term Receivables 2:11Lal 1,144.8
Fixed Assets 154,602.0 98,586.6
Depreciation 1,147.7 9,670.7
Net Fixed Assets 153,454.3 88,916.0
Deferred Charges 43,468.9 42,912.2
TOTAL ASSETS 209,896.7 154,224 .5
Liabilities and Equity
Accounts Payable 2,622.0 1,226.7
Short—-Term Portion of Long Term Debt 15,878.5 10,624.8
Short-Term Debt - -
Other Accounts Payable 27,534.7 5,911.6
Total Current Liabilities 46,035.2 17,7631
Long-Term Debt 97,928.5 82,446.2
Other Long-Term Payables 13,121.5 1,871.8
Total Long-Term Debt 111,050.0 84,318.0
Share Capital 34,790.0 15,418.1
Reserves 16,988.6 35,088.1
Retained Earnings 1,032.9 1,637.2
TOTAL EQUITY 52,811.5 52,143.4
TOTAL LIABILITIES AND EQUITY 209,896.7 154,224.5

* Estimate

Industry Department
January 1985

1984%*

544.6
678.1
488.3
857.3

3,568.3
432.9

59,877.3

11,340.8

48,536.5

22,655.6

75,203.3

663.8
8,435.8

865.4
9,965.0

38,593.1
2,060.0

40,653.1
13,760.4
9,193.8
1,631.0
24,585.2

75,203.3



ANNEX 10-5

BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)

PROJECT COMPLETION REPORT

SERGIPE PROJECT: INCOME STATEMENT
(US$ thousands)

ITEM 198 2 1983

Gross Revenue

(+) Sales 1. X715 8,663.7
(-) Deduction and Taxes on Sales 25.3 101.4
(=) Net Sales 1,182.2 8,562.3
(-) Cost of Products Sold 634.0 4,183.1
(=) Gross Profit 548.2 4,379.2
(-) Operating Expenses 3,106.0 12,738.4
Selling Expenses 42.3 307.9
General and Administrative
Expenses 2,200.1 8,095.6
Depreciation and Amortization
of Pre-operating Expenses 863.6 4,334.9
(=) Operating Results (2,557.8) (8,359.2)
Nonoperating Income 0.4 &=

(=) Monetary Variation on Long

Term Loans and Financing 8,035.0 41,847.5
Monetary Correction 11,6 26.2 51,566.9
On Permanent Assets 13,887.7 72,427.3
(-) of Shareholders Equity 2,261.5 20,860.4

(=) Net Result For The Year (1,033.0) (1,360.2)

* Estimate

'Lndustry Department
January 1985

1984 *

21,166.0
353.7
20,812.3
10,492.3
10,320.0
9,430.8

399.4

3,815.5

5,215.9

889, 2

27,215.8
26,949.9
36,558.6

9,608.7

(623.3)



ANNEX 10 -6

BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)

PROJECT COMPLETION REPORT

SERGIPE PROJECT: STATEMENTS OF SOURCE AND APPLICATION OF FUNDS

SOURCES
Net Loss for the Year

From Capital Increase -
Capital Paid up

Long-Term Debt Increase

Monetary Variation on Long-
Term Loans and Financing

Monetary Restatement of
Permanent Assets and Share-
holders equity

Depreciation and Amortization

Decrease in Long-Term Assets

TOTAL SOURCES

APPLICATIONS

Addition to property

Pre-opration and Pre-
Industrial Expenses

Long-Term Assets Increase
TOTAL APPLICATIONS
Increase (Decrease) in

Working Capital

* Estimate

Industry Department
January 1985

(US$ Thousands)

198 2

1,032.9

49,517.1

103,014,2

8,035.7

(11,626.2)

863.5

150,837.2

139,566.6

44,332.5

2,110.0

186,0 10.1

(35,17 2.9)

1983 1984 *
1,360.2 623.3
18,356.1 12,434.1
13,955.2 1,382.4
41,847 .4 10,353.0
(51,566.8) (26,949.8)
4,334,8 10,231.9

4,024 .0 -
30,316.6 8,074.9
- 397.3

17,092.4 -
704.3 18.3
17,796.7 415.6
12,519.9 7,659.3



ANNEX 11

BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)

PROJECT COMPLETION REPORT

ASSUMPTIONS FOR ECONOMIC AND FINANCIAL
RATE OF RETURN CALCULATIONS

—

L Economic price of natural gas is assumed to be equal to the price of
heavy fuel oil on a calorific value equivalent basis.

2. It is assumed that ammonia and bulk urea prices will retain 1:1
relation at international market.

35 For bagging US$15 is added to bulk urea prices.

4., The Project benefits are reduced by incremental transportation cost of
displaced production of Camacari due to the limited demand of the
Northeast region which will be supplied by the Project.

5. For shadow pricing, local components of capital cost and other inputs
and services are adjusted by using standard conversion factor of 0.83
for Brazil.

6. Local operating cost items, utilities, fixed costs are converted to
1983 constant dollars, and assumed to remain constant in dollar terms.

T For financial rate of return, actual input and output prices (as of
January 1, 1985) are expressed in constant 1983 dollars and assumed to
remain constant for the life of the Project.

Industry Department
January 1985



ANNEX 12
BRAZIL - SERGIPE NITROGEN FERTILIZER PROJECT (LOAN 1406-BR)
PROJECT COMPLETION REPORT
ECONOMIC COST AND BENEFIT STREAMS
(in millions of constant 1983 dollars) -~
Incremental
Capital Working Fixed Variable Transport Net Cash

Year Cost Capital Cost Cost Cost Revenues Flow
1978 14.5 (14.5)
1979 30.1 (30.1)
1980 36.3 (36.3)
1981 45.0 (45.0)
1982 39.1 0.1 2.4 5.7 0.2 10.1 (37.4)
1983 0.4 9.9 35.6 239 54.4 5.6
1984 9.9 34.5 2.5 7233 25.4
1985 9.9 32,2 2. 77.9 33.7
1986 9.9 3955 2.1 85.7 40,2
1987 9.9 34.8 2.1 91.3 44,5
1988 949 36.2 2.1 96.9 48.7
1989 a9 37 .6 2.1 103.0 53.4
1990 9.9 39.0 0.7 110.3 60.7
1991 9.9 41.4 0.7 1112 59.2
1992 9.9 43.8 0.7 112.2 57.8
1993 9.9 46 .4 0.7 112.9 55.8
1994 (3.1) (0.2) 9.9 49.2 0.7 113.5 57.0

Economic Rate of Return 14.9%

Industry Department
January 1985
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THE WORLD BANK /INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

January 18, 1985

DATE

TO

FROM

EXTENSION

SUBJECT

Mr. Yukinorl Watanabe, Director, OED

’ i

Isaac Sam Acting Division Chief, INDD2

74935

BRAZIL - Sergipe Nitrogen Fertilizer Project (Loan No 1406-BR)
Project Completion_Repqrt

1. I am pleased to send you the final version of the Project
Completion Report on the above Project (Loan No 1406-BR).

25 In transmitting the report, I would like to state the following;

(1)

(i1)

(iii)

Attachment

cc: Messrs.

EISIC
LACIC
BB oF

Tl
VKGoel mg

The repor£ has been cleared by the responsible Assistant

Director of the LAC Projects Department and by the relevant

Programs Division;

Comments in the report concerning consultants and/or
contractors have been cleared with the Legal Department
and would have no legal implications for the Bank; and

The report has been sent for translation into Portuguese.

Rajagopalan Messrs./Mmes.
Hittmair

Van der Meer
Wessels
Martinusen

Gue
Gonzalez-Cofino
Lecuona
Thompson
Cucullu
Barahona
Collell

Santos

Dherse (EISVP)
IND Director
IND Division Chiefs/
Unit Chiefs
IND Advisors
McCarthy (EGY)
Iskander (EGY)
Cumming
Venkataraman
Loos
Krishnamurthy
Vedamuthu
Goel

P-186¢
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THE WORLD BANK INTERNATIONAL FINANCE CORPORATION ( fffﬁj
OFFICE MEMORANDUM e 5o +y
% L -

[ |
:.__ - - J D

DATE: v - e
May 17, 1985 Q}ii*jvr -
TO: Mr. Roberto Gonzalez Cofino, Chief, LC2BR
FROM: « Vincent, Operations Assistant, LC2BR
EXTENSION: 72086
SUBJECT: BRAZIL - Loan 1406-BR (Sergipe Fertilizer Project)
Cancellation of Loan Proceeds and Revised
Amortization Schedule
1, In our telex to Nitrofertil dated December 20, 1984, we reminded

the Borrower that pending disbursements claims would have to be submitted
to the Bank no later than December 31, 1984 and that thereafter, the
remaining unused balance, if any, would be cancelled and the Loan Account
closed.

2 All claims have been received and final disbursements made for
this Loan. The attached letter informs the Borrower that, effective as of
January 31, 1985, the unused proceeds of the Loan amounting to US$1,426.16
were cancelled from the Loan. The revised Amortization Schedule attached
to the letter reflects the foregoing cancellation.

3. May I have your signature on the attached documents.

clw&ce: Messrs. Lecuona, LC2BR
Cucullu , LEG

Barahona, LOA
Venkataraman, INDD2

cc: Mr. Markham, LOA

JBVincent:cfk
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O The World Bank / 1818 H Street, N.W., Washington, D.C. 20433, U.S.A. * Telephone: (202) 477-1234 » Cables: INTBAFRAD

5
Y

Exmo. Sr. Diretor Superintendente
Fertilizantes Nitrogenados do Nordeste, S.A.
Rua Edistio Pondeh, 259 Pituba

CEP40000 Salvador, Bahia, Brazil

May 20, 1985

Re: Loan No. 1406-BR (Sergipe Fertilizer Project)
Cancellation of Loan Proceeds and Revised
Amortization Schedule

Dear Sir:

Please refer to the Loan Assumption Agreement dated January 4,
1982, between the International Bank for Reconstruction and Development
(the Bank) and Fertilizantes Nitrogenados do Nordeste — NITROFERTIL (the
Borrower).

In accordance with our telex dated December 20, 1984, the Bank
hereby informs you that effective January 31, 1985, the unused proceeds of
the referenced Loan amounting to US$1,426.16 were cancelled and the Loan
Account closed.

Please confirm your agreement with the foregoing cancellation by
signing the form of confirmation on the enclosed copy of the revised
Amortization Schedule and returning it to us.

Because his signature is also required, a copy of this letter and
attachment is being sent to the Minister of Finance as representative of
the Guarantor, the Federative Republic of Brazil. Because of their
interest in this matter, copies of the letter and revised schedule are
being sent to the Morgan Guaranty Trust Company, London, the Secretary of
SUBIN, and the Procuradoria Geral da Fazenda Nacional.

Sincerely yours,

INTERNATIONAL BANK FOR
RECONSTRUCTION AND

LT
Roberto GonzaleZ Cofino
Acting Director
Country Program II Department

Latin America and Caribbean
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CONFIRMED:

FEDERATIVE REPUBLIC OF BRAZIL

By Date:
Authorized Representative

NITROFERTIL - FERTILIZANTES
NITROGENADOS DO NORDESTE

By Date:
Authorized Representative

cc:
Exmo. Sr. Francisco Neves Dornelles Morgan Guaranty Trust Company
Ministro da Fazenda 33 Lombard Street

Ministerio da Fazenda London, England

Esplanada dos Ministerios
Bloco 5, 5°® andar
70048 Brasilia, DF, Brasil

Exmo. Sr. Embaixador

Gilberto Velloso

Cooperacao Economica e Tecnica Internacional - SUBIN
Esplanada dos Ministerios, Bloco K

Brasilia, DF, Brasil

Dr. Cid Heraclito Queiroz

Procurador Geral da Fazenda Nacional
Ministerio da Fazenda

Esplanada dos Ministerios, Bloco 1
Brasilia, D.F., Brasil

clwkcc: Messrs. Lecuona, LC2BR
Cucullu , LEG

Barahona, LOA
Venkataraman, INDD2

cc: Mr. Markham, LOA

— i
<\
JH%nLcenttcfk

v
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

Date Payment Due

On each June 1
and Uecember 1

beginning December 1, 1981
through December 1, 1984

On June 1, 1985

beginning December 1, 1945
through December 1, 1991

On June 1, 1992

AMORTIZATION SCHEDULE

LOAN NO. 1406 BR

(Sergipe Fertilizer Project)

(Expressed in U.S. dollars)*

Amount Amount
Original Previously Now Revised
Schedule 3 Cancelled Cancelled Schedule 3
2,910,000 546,000 - 2,364,000.00
2,910,000 546,000 1,426.16 2,362,573.84
2,910,000 546,000 - 2,364,000.00
2,890,000 534,000 - 2,356,000.00

* To the extent that any portion of the Loan is repayable in a currency other
than dollars (see General Conditions, Section 4.02), the figures in these
columns represent dollar equivalents determined as for purposes of withdrawal.

CONFIRMED:

NITROFERTIL -~ FERTILIZANTES
NITROGENADOS DO NORDESTE

By:

(Authorized Representative)

bate:

FEDERATIVE REPUBLIC OF BRAZIL

By:

(Authorized Representative)

Date:

INTERNATIONAL BANK FOR RECONSTRUCTION

AND DEVELOPMENT

. 7}
MLl ]
By: \ L
(Authorized Representative)
} 7 /{ p WP
Date: -/'/ﬁff LK f/‘]
P

R 1



WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM ., [0 P2

To: Mr. Nicolas Ardito Barletta
(through Mr. E. Lerdaa/ Director, LC2) :
FROM: Dennis Koromzay, Actidg Pivision Chief, LC2 D(/\
v

SUBJECT: BRAZIL - Loan No. 1406-BR (Sergipe Fertilizer Project);

'.\ ,1. [
éATE-’January 18, 1982

As requested in the attached memorandum, dated January 18, 1982,
from Mr. Rigo, I would appreciate your signing on behalf of the Bank the
attached Agreements relating to the above project. These Agreements
relate to the assumption by "NITROFERTIL" of the obligations of our
borrower ("PETROFERTIL"), consequent to a reorganization of Brazil's
fertilizer sector, previously approved by Mr. Stern. They are entirely

of a formal nature.

Attachments

cc: Messrs. Kohli, IPD
Loos, IPD
Rigo, LEG

DKoromzay :nps




WORLD BANK OUTGOING MESSAGE FORM (Telegram, Cable, Telex)
IMPORTANT (PLEASE READ INSTRUCTIONS BELOW BEFORE TYPING FORM,)

Bines i, TELER. . ___cu- _NOVEMBER 19, 1981 m_7,7§L21L_

riginators Ext; 72086 =
T : s 12 / 10

Telex No.: _

START

1 nere ol PETROFERTIL

cirvicountryl  PRACA MAHATMA GANDHI NO. 14, 10 ANDAR

messacenol 20,000 RIO DE JANEIRO, RJ, BRAZIL i
4 ATTENTION MR. LEOPOLDO G. BARCANTE, FINANCIAL MANAGER. |
5 RE LOAN 1406-BR AND YOUR TELEX OF NOVEMBER 17, 19Sﬁ
6 ACKNONLEDGING OUR RECENT TELEX WHICH CANCELLED US$12.0 MILLION
7 IN LOAN PROCEEDS, EFFECTIVE NOVEMBER 4, 1981. WE ARE PLEASED
e TO INFORM YOU THAT THE BANK HAS AGREED TO YOUR REQUEST TO
9 REDUCE THE FIRST PRINCIPAL AMORTIZATION DUE ON DECEMBER 1, 1981
0 BASED ON THE CANCELLATION. THEREFORE, THE CANCELLATION WILL
L BE APPLIED ON A PRORATA BASIS BEGINNING WITH THE ﬁECEMBER 1, 1981
|

12 PAYMENT PERIOD AS FOLLOWS COLON TOTAL REDUCTION IN FIRST
|

PRINCIPAL PAYMENT DUE DECEMBER 1, 1981 WILL BE USDOLLARS

s 546,000. CONSEQUENTLY, WITH REFERENCE TO OUR CONTROLLER'S

T STATEMENT -OF OCTOBER 20, 1981, PRINCIPAL PREUIOUSFY DUE BANK

i USDOLLARS 2,878,548.74 1OW REDUCED TO USDOLLARS 2,332,548.74,

" AND TOTAL PREVIOUSLY DUE BANK IN USDOLLARS 3,128,08?.26 NOW

= REDUCED TO USDOLLARS 2,582,087.26. REVISED ANORT%ZATION SCHEDULE

19

I
WILL REFLECT THE FOREGOING AND WILL BE FORWARDED TO YOU SHORTLY

» REGARDS KOROMZAY, ACTING DIVISION CHIEF, INTBAFRAD

21 END
OF |

22 TEXT

NOT TO BE TRANSMITT ED
358U1ncent‘_

SUBJECT:

|L)

Loan No. 1q06-BR

Clw&cc. Messrs. Drake/Subraman1an, LOA

Rigo, LEG - )

cc: Messrs. Kohli/loos, IPD S
DeBoeck, CSH
Bararia, CSH
Ms..Augusto, LOA

CISTRIGUTION WHITE — Fis Copy VHITE Transitlal Coby CANARY — Bt Copy BLUE -- Onginatorn to heep

LAC II

_____SECTION BELOW FOR USE OF CABLESECTION
CHECKED F 3R DISPATCH .
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W
Mr. Robert F. Skillings » Division Chief, LC2 November 13, 1981
Joan E. Vincent, Operations Assistant, LG2
BRAZIL - Loan 1406-BR (Sergipe Fertilizer Project)
Cancellation
B Based on the results of a recent evaluation of the inveatment

costs for the Laranjeiras (Sergipe) ammonia and urea plant, PETROFLRTIL,
the Borrower, conducted a reformulation of the financing scheme. The
results of the reformulation indicated that US$12.0 million cannot be
utilized for project related expenditures and, therefore, PETROFERTIL
has requested (letter dated October 29, 1981 attached) that this amount
be cancelled,

2. The Departments concerned agree with this decision. If you
concur, please sign the attached cable. I would then submit the following
entry to the next Semi-Monthly Report to the Executive Directorsa:

"US$64.0 Million (Serpine Fertilizer) Loan of April 29, 1977
(In._1405): At the request of the Borrower, an amount of
US$12.0 million has been cancelled, effective Novenber 4,
1981, since this amount could not be utilized for project—
related expenditures. As of Qctober 31, 1981, US$30.7 million
remained undisbursed (R81-228)."

Attachments

Cleared with and cc: Messrs,/Kohli, IPD
Papadopoulos, LC2
Rigo, LEG
Ms. Augusto, LOA

cc: Hessrs. Koremzay, LC2 (o/r)
Loos, IPD (o/r)

JEVincent:nps



FORM 80O 27 - OCR
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ART
1 HERE

CITYICOUNTRY

MESSAGE NO

w

m

14
15
16
17

18

20

21

WORLD BANK OUTGOING MESSAGE FORM (Telegram, Cable, Telex)

78) :
IMPORTANT (PLEASE READ INSTRUCTIONS BELOW BEFORE TYPING FORM.) f 'El l{k &;L(
Class of Service _IELEX s EJate:__NO_VEMBER 13, 19_81_ ) and J.";I : y G ™~ o
Yoo No:: - - B TOD8 |
12 10
10| BOOK OF FOUR (SEE ATTACHED TEXT) |
1) _DR. PAULO VIEIRA BELOTTI
PRESIDENTE
. PETROBRAS FERTILIZANTES S.A. = PETROFERTIL
PRACA MAHATMA GANDHI NO. 14, 10 ANDAR
20.000 RIO DE JANEIRO, RJ, BRAZIL
| 2) MINISTRO JOSE BOTAFOGO GONCALVES
SECRETARIO
SEPLAN/SUBIN
BRASILIA, DF, BRAZIL
3) DR. CID HERACLITO QUEIROZ
PROCURADOR GERAL DA FAZENDA NACIONAL
MINIFAZ
BRASILIA, DF, BRAZIL
4) MORGAN GUARANTY TRUST COMPANY
33 LOMBARD STREET
LONDON, EMGLAND
|
|
|
|
i'
|
!
END :
OF E
TEXT |
i o —
N NOT TO BE TRANSIMTTED
| SUBJECT: - T 'i""»'é;'iﬁ'.*'-:a\' BY - i
-
[CUEARANCES AND COPY OIS T+ BUTION: == ~RUTROFIZEL 57 Wi and Sgnata smelieelupran
|
| 1
i'T_ﬁ-E-iT 1ZNT o o —
Lffﬁf_;f*-'“ﬁﬁfﬁﬁfoﬂﬂiFbﬁfﬁmﬁﬁkchQH__iﬁ _
lu*ﬂ RED F o DISPATCH
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FORM MO 27 - GCR

(11.78)

START
1 HERE

TOg .2

CITY/ICOUNTRY

MESSAGE NC|_

15
16
17
1.8
19
20
21

22

END
OF
TEXT

Class of Service: - Date: __ _NOVEMBER _1_:_3_, 1981
Telex No.: g . Onginators Exi 72086_--

WORLD BANK OUTGOING MESSAGE FORM (Telegram, Cable, Telex)
IMPORTANT (PLEASE READ INSTRUCTIONS BELOW BEFORE TYPING FORM.)

_:_PAGE 2= ) 12 10

ADDRESSED PETROBRAS FERTILIZANTES S. A. - PETROFERTIL RIO DE

JANEIRO FOR DR. PAULO VIEIRA BELOTTI, PRESIDENTE. l INFORMATION

__MORGAN GUARANTY TRUST COMPANY LONDON, SEPLAN/SUBIN BRASILIA
FOR MINISTRO JOSE BOTAFOGO GONCALVES SECRETARIO, AND MINIFAZ
BRASILIA FOR DR. CID HERACLITO QUEIROZ PROCURADOR GERAL DA
FAZENDA NACIONAL. RE LOAN 1406-BR, LOAN AGREEMENT DATED
APRIL 29, 1977, AND PETROFERTIL LETTER NO. DLB-65/81 OF 29
OCTOBER 1981. IN ACCORDANCE WITH PETROFERTIL'S REQUEST,

THE BANK HAS CANCELLED USDOLLARS 12.0 MILLION EFFECTIVE
NOVEMBER 4, 1981. REVISED AMORTIZATION SCHEDULE WILL BE

|
SENT TO YOU IN DUE COURSE REGARDS SKILLINGS, INTBAFRAD

2 IR |

I\\JT TO BE 1 l'\ Ad 1'.'." J

?_‘fiTEfJ'{il:_T_L_ogl_'] '_N'S._ol_z;oé -BR N T S e e
o (Serg1pe Fertilizer Project) BV t nps

C ' E ARANC
C/W&cc: Messrs. Kth1 1PD; Papadopou- (f%/ 4647
los, ECZ Rigo, LEG; :k]$ober ﬁl in; \L

Ms. Augusto, LOA
cc: Messrs. Koromzay, LC? (o/r) i Premrre '_C-"g l,-AC rIj W FOR USE OF CABLE SECTION

Loos, 1PD Co/r) [CRTCRED FOA DISFATCh o “'—"--_my
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- . April 18, 1977

BOARD PRESENTATION FOR

THE SERGIPE NITROGEN FERTILIZER PROJECT

The loan before you today represents a continuing effort on the
part of the Bank to help Brazil achieve its planned objective of self-
sufficiency in fertilizer production. This is the second fertilizer
project in Brazil presented to you. A loan of $50 million was approved
last May for the Araucaria project which was made also to Petrobras
Fertilizantes, the proposeé borrower. Documents fqr another loan in this
sector, but to another borrower, have already been circulated to you for
consideration next week. When these three projects are all on stream,
they will make a significant contribution towards reducing Brazil's
dependency on fertilizer imports, 'stabilizing the supply as well as
p;?ces of fertilizers and building up institutions capable of under-
taking large expansion projects such as the one before you today.

Brazil is the world's largest producer of coffee and sugar,
secﬁud largest supplier of soya beans, and ranks among the leading
exporters of coffee, sisal, cocoa and orange juice. The Government has
set'a goal of raising agricultural output to a point permitting Brazil
to become one of the world's foremost producers and exporters of food-
stuffs. While doing this it also plans to give greater emphasis to
raising small-farm productivity especially in the Northeast, the poorest
and the least industrialized region in the country. The proposed project

will help to attain both goals. It will increase the supply of fertilizer






to the agricultural sector by producing 270,000 tons per year of ammonia
and 327,000 tons per year of urea which should help to significantly
increase agricultural output by using domestically produced fertilizers.
Since its main area of consumption would be the Northeast region, its_
output will increase and assure the availability of fertilizers at stable
and predictable prices which should raise small-farm productivity in

that poverty-stricken area.

Recognizing that intermediate and capital goods imports place a
growing burden on the balance of payments, the Government has given renewed
impe*us to longer term programs to promote import sﬂbstitution in these
key industries aimed at attaining self—sufficiency in such products as
fertilizers, steel, paper and cellulose, chemicals and other non-ferrous
metals. The Bank is already supporting the steel and mining sectors
where it has made a significant contribution. Our present involvement
wiéh the nitrogen project in Araucaria, the present proposed loan and the
one coming before you next week will go a long way in making Brazil self-
sufficient in fertilizers thereby easing the pressures on its balance of
payments. The proposed project alone should save Brazil $65 million
annually in net foreign exchange once it goes into production.

Another notable feature of our lending for industry in Brazil
has been institution building which in turn has served to generate greater
confidence in the international financial community. Increasing interest
in providing private foreign financial assistance to Brazil in association

with Bank-financed projects is now becoming apparent. In the steel sector we
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have assisted the steel companies initiate large expansion programs. Sub-
sequently, the Bank of America acting as agent for different groups of banks
‘made two loans, one of $55 million and another of $50 million to these com-
panies. In the fertilizer sector we have assisted Petrobras in building up

the management of Petrobras Fertilizantes while preparing the Araucaria

project. Petrobras Fertilizantes' management team has now been consolidated and’

the firm has recently acquired Brazil's three existing ammonia-based fertilizer_“-

plants. It already has responsibility for the country's three new ammonia/
urea projects including the one before you today and will no doubt become
the country's leading producer of nitrogen fertilizers. The fertilizer
sector like the'steel sector has also begun to attract foreign private loans
pafticularly through Petrobras Fertilizantes. The Bank of America has
reached an advanced stage of negotiations with it for a loan of $25 milliomn
to finance the Araucaria project in co-financing arrmangements with us.
Similar arrangements are expected to be worked out in connection with the
¢ financing of the proposed project and for the one to be presented to you
next week. I think it is safe to say that the B;nk has been an effective
catalyst in the flow of international private finance to Brazilian companies.
I think that it is also safe to say that the Bank has made and 1is
continuing to make a significant contribution to assisting Brazil attain its
goal of self-sufficiency in fertilizers and reducing the burden on its balance

of payments.
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Mr. E. H. Rotberg, Treasurer March 17, 1977
Robert F. Skillinga, Division Chief, LAC2 )4;%{

BRAZIL - Proposed Loan of US564.0 ¥Million to
Petrobras Tartilizantes S.A.

1. Borrower: Petrobras Fertilizaantes S.A.
2. CGuarantor: Pederative Republic of Prazil.
3. Amount :  The equivalent in varfous currencies of

US$64.0 million.

4. Purpose: The Project consists of the construction
of an ammonia plant at Laranjeiras,
Sergipe, with a manufacturing capacity
of about 207 metric tons per day aand a
urea plant with a uanufacturing capacity
of about 1100 metric tons per day, and
all related encillary facilities. It
algeo includes facilitics for the storase
and transportation of amronia and for
the bagging, storuge and transportation

of urea,
5. Disburserents: Calendar Year Us$ Miition
1977 3.7
1973 25.3
1979 26.0
1330 9.0
6. Source of Supply: For geods to be financed under the pro-

posed loan, procurement would follow Bank
Guidelines. Tha proceeds of the Bank

loan would finance ecipenditures for:

(a) eguirment and mMaterials prosurad

through international competitive hidding
(US$29,9 mlllion), (b) imported eritical

and hishly speclalized items with restricted
bidders' lists (U5$13.0 mdillion), (c) im-
ported items and packanes costing less than
US$100,000 eaech procured throursh international
shopping (US$12.0 million), and (d) foreien
engineering and advisory services (U559.1
million),

o

s Interast Pate: Standard,




8. Maturity: Amortization Schedule attached.
9, Date of Executive
Directors’' Consideration: TProbably Apxil 26, 1977. Subject to
- confirmation.
Attachment

cc: Furopean Office (Attention: Mr, Carriera)
Tokyo Office (Attention: Mr., Maede)

ce! Messrs. Dewey, MDP
Browm, I'DP
Cabezas, LEG
Carpio, 'DF
Mole, CTR

KRwaku:glw
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SCHEDULE 3
Amortization Schedule

Payment of Principal
Date Payment Due (expressed in dollars)*

On each June 1 and December 1

beginning December 1, 1981
through  December 1, 1991 2,910,000

On June 1, 1992 ' 2,890,000

*

* To the extent that any portion of the Loan is repayable

in a currency other than dollars (see General Conditions,
Section 4.02), the figures in this column represent dollar
equivalents determined as for purposes of withdrawal.



TO:

FROM:

SUBJECT:

CORPORATION jé%ﬁﬂ ,.-”C-
\&

INTERMATIONAL (TEVELOPMONT THTERNATIONAL BANK Fiit i
ASSOCIATION RECONSTIRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM 024+

DATE: yohruary 18, 1977

‘ INTERNATINNAL FINANCE /

Files f/
_~ﬁ'h‘

N.rﬁ.'Hugﬁes, Loan Officer,/fAC II

BRAZIL —- Proposed Sergipe Fertilizer Project
Loan Committee Comments .

s Mr. Baum has requested that during negotiations the Bank should
seek to receive from the Government an explicit statement regarding the
Government's overall fertilizer pricing policy, and that such policy should
be consistent with sound sectoral and economic objectives.

2 Mr. Baum also had the following comments.té make about the
President's Report: ’
(1) mention should be made of the status of the first
Fertilizer Project (Araucaria), in order to keép the
Executive Directors informed of the project's progress;

(ii) mention should also be made of the Borrower's pricing
policy;

(iii) in regard to reserved procurement, it was important to
menticn its effect not only on total project cost, but
on total equipment cost as well; and

(iv) footnote (b) on page 19, which refers to the indirect
exchange portion of the foreign exchange costs of the
Project, was unnecessary and should be deleted.

cc: Messrs. Baum, CPSVP
Wiese, LC2 -
Fuchs, NDP
Dewey, NDP
Petry, NDP
Skillings, LC2
Mirza, LC2

NCHughes : glw



INTERNATIONAL DEVELOPMENT

TO: Files

FROM: Neil C%M Loan Officer, LC2

SUBJECT: BRAZIL - Fertilizer Project

Loan Commit*ee Review

INTERNATIONAL FINANCE
CORPORATION

INTERNATIONAL BANK FOR
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM {2/ =

DATE: February 10 1977

1. The Loan Committee today approved the loan documents relating to
the proposed loan of US$64 million to Petrobras Fertilizantes S.A. for a
Fertilizer Project, subject to the change noted below.
Executive Directors are being informed of the Bank's intention to invite
Petrobras Fertilizantes S.A., Petroleo Brasileiro S.A. and the Federative
Republic of Brazil to send representatives to negotiate the proposed loan.

24 Mr, Baum suggested that during negotiations an understanding
should be reached with the Govermment regarding its policies with respect
to prices of farm products and of major farm inputs such as fertilizer,
so that increased agricultural production would be fostered, as well as
the use of fertilizer and other inputs necessary to achieve such an

increase in output.

cc: Mr. J. Burke Knapp (3)

Mr. I.P

M. Cargill (2)

Mr. W. E. Baum (3)
Mr. A. Broches (2)

cc: Messrs.

NCHughes:glw

Krieger (o/r)
Fuchs, NDP

van der Meer, LCP
van der Tak, CPS
Wiese, LC2
Hclsen, LCNVP
Glaessner, LCP
Cancio, LEG
Dewey, NDP
Skillings, LC2
Earwaker, LC2
Petry, NDP
Cabezas, LEG
Mole, CTR

Accordingly, the

A

)
e



TO:

FROM:

SUBJECT:

tﬁ\an [ ;.\/ﬂ¥chﬁ“\#

INTERMATIONAL DEVELOPMENT ANCE

ASSOCIATION | RECONSTRUCTION AND DEVCLOPMENT

OFICE MEMORANDUM
o Bx B Be W8 ce 197 '
MrAciinlc: Rigigazl_d\efzc}écgieside.nl:, LAC iy Febrl‘ujy -3 %‘/m Gl/&}&

Gunter K. Wiefe,.ﬁifector, LAC II

INTERNATIONAL BANK FOR r| INTERNATIONAL FI
COHPQRATI

A

‘ u«‘wkp"’
b7

L I attach for your approval the following documents relating to O i
the proposed loan of US$64 million to Petrobras Fertilizantes S.A. for ,(
the Sergipe Fertilizer Project: L;ﬁ:\

a) the advance green cover draft of the President's Report: !;

b) the advance green cover draft of the Apvraisul:Report (the
Main Report); . :

c¢) the yellow cover Appraisal Repor;;. ¢

d) the draft Loan, Guarantee and Shareholder Agreements;

e) a draft memorandum from you to the Loan Committee,
2. For ease of reading, the Appraisal Report (Main Report) has been
re~issued in green cover. However, the yellow cover report is also included

for reference to the annexes., which will be up-daied only for the grey cover.

3. I should like to call your attention to the following matters:

Project Objectives

4. The project would be the second Bank loan to Petryobras Fertilizantes
SeA. \rzhLILLbﬂNTﬂﬁ) for a nitrogen fertilizer project in Brazil. It would
increase Brazil's nitrogen fertilizer pvoduction by about one-fourth and
would significantly contribute to Brazil's goal of becoming self-sufficient

in fertilizers. Since agricultural growth in Brazil will have to depend

to an increasing extent on raising productivity of areas presently under
cultivatiocn, the use of fertilizer is becoming increasingly important in
achieving the Govermment's growth targets for agriculture.

+

The Proposed Loan

5. The proposed loan of US$64 million would cover 64% of total foreigu
exchange costs of about US$101 million, end 22% of total project financing
requirements estimated at US$288 miilion. US$55 million of the loan would

be disbursed for equipment and materisle and US$9 million “for foreigon engi-
neering services. Co-financing arrvangements with private foreign leaders
would provide part of the remaining foreign exchange requirements, including
interest during comstruction. The local currency needs of the project would
be met by new share capital from Petroleo Brasileiro S. A. \PDIRUB&Au),
FERTILLZARTES' parent company, and by a ENDE loan.



Mr. S. M. L. van der Meer -2 - Februazy 1, 1977

Procurement

6. Equipment and materials amounting to US$55 million (including
freight and insurance) would be purchased in accordance with the Bank's
procurement guidelines. Brazilian suppliers are estimated to win about one-
quarter of this amount. In addition, equipment estimated to cost Us$73
million equivalent would be reserved for procurement from Brazilian manu-
facturers, subject to the Bank's being satisfied regarding the technical
feasibility of local manufacture. Reserving this equipment for Brazilian
suppliers is expected to increase the total cost of the project by about

5% above what it would be if all equipment suitable for international
competitive bidding were procured on that basis.

Retroactive Financing

o -

Ta It is expected that prior to the signing of the loan, advance
contracting will amount to US$9.1 million for foreign engineering services.
The Bank would be asked to finance retroactively an amcunt not exceeding
US$1.5 million for such services. WNo advance contracting or retroactive
financing of equipment and materials is proposed. :

Raw Materials and Utilities

8. In order to ensure that a sufficient continuous supply of natural
gas will be available for operation of the project PETRCBRAS would be required
to dedicate a minimum of 3.1 billion NM3 of gas from its reserves for the
exclusive use of the project, sufficient for 15 years operation at full
capacity. Satisfactory arrangements for the supply of other raw materials
(vacuum gas, and Bunker C fuel oil) and for the construction of water and
electricity supply facilities will be conditions of loan effectiveness.

Grace Period and Final Maturity

9. The loan weculd have a maturity of 15 years, and a grace period of

4 years. The length of the grace period (6 months longer than standard for

a country with Brazil's per capita income) is justified by the long construc-—
tion time for the project, and would be counterbalanced by a 3-year maturity
for the proposed loan of US$82 million for a phosphate fertilizer project
which is also scheduled for the present fiscal year.

Economiec Situvation

10. The economic section of the President's Report (paras. 2 to 11)

is identical to that used in the President's Report dated December 29, 1976,
on the Minas Gerais Integrated Rural Development Project. An up~to-date
Economic Memorandum on Brazil will be circulated to the Exécutive Directors
in the next few days.

Fl

Attachments



Mr. S. M. L. van der Meer -3 - February 1, 1977

Cleared with and cc: Messrs. Perram, Acting Division Chief, NDP
Petry, NDP
Cabezas, LEG
Dambski, CIR

cc: Messrs. Krieger (ofr)
van der Tak,CPS (3)
Fuchs, NDP
Rotberg, TRE
Holsen, LAC
Cancio, LEG
Glaessner, LCP : . -
Skillings, LC2 - ’
Greene, LCZ
Ms. Guerard, LC2
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FROM:

SUBJECT:

““m

INTLRNATIONAL DEVELOPMENT [ INTECRNATIONAL BANK TOR | INTERNATIONAL F I3 1Nf"' 2
RECO!

ASSOCHATION NSTRUCTION AND l',lE\«'I_'L\"-Pr-‘uli:!“.-T | CORPORAT QN | k
OFFICE MEMORANDUM iS04

Tiles DATE: December 17, 1976
1

\

N
Bumayun Mirza, Lofn Officer, LAC Li%#

BRAZIL -~ Sergipe Fertilizer Project

1. Mr. RKnapp called a meeting on December § to discuss the procure-

~mwent issue of the above project. Those present at the meering were Messrs.

Krieger, Wiese, van der Meer, (Glaessner and Mirza, from the -LAC Region and
Messrs. Baum, (CPS) znd Fuchs and Dewey from Industrial Projects.

L This issue had been posed in Mr. Fuchs' memorandum to Mr.- Wiise
dated December 1, 1975, which was sent te Mr. Knapp for couasideration by
Mr. Wiece under cover of his memorandum of December 2, supplemented by his
memorandum, alsn to Mr. Knapp, of Decemher 7, 1876. '

Rﬁéerve List

3. The discussion centered around whether we should continue to acceot
large percentages of equipment value being reserved for domestic procuremeini
vhen making Bank loans to Brazil. The arguments against our accepting large
Brazilian reserve procurement were that by so doing we would not be helping
Brazilian indusixy as this would encourage inefficiencies in the industry and
put pressure on the balance of paymente. The arguments in favor of acceptiag
the present Brazilian proposal to reserve 607 of the total equipment value for
Brazilian procurement for this project turnea on the support that Brazilian
industry needed Lo generate profits so as to expand capacity and rednce employ-
ment and on the present difficult position of the Brazilian balance of paymants.
It was argued that presently the Drazilian Government is subsidizing fertilizers
and it is therefore difficult politically for the Brazilian Government to oppose
pressures from the Brazilian capital goods industry, furnishing machinery for
the fertilizer industry, for some support.

G Mr. Rrapp felt that we should not attempt in this instance to inver-
vene in what the Brazilians feel 1s right for theixr industrial developuent.
Since the increase in the totzl cost of the project by accepting the reserve
list of 60% of the total equipment value is estimated to be less than 8%, he
feit that we should accept the Prazilian position on this preject. It was

of course understood that the goods on the raserve list would have to be
acceptable from the technical and delivery standpoints.

e _ Mr. Fnapp also confirmed that he does not think it advisable to
negotiate a percentage with the Brazilian Government in regawrd to the differ-
ential between international and domestic procurement helow which reserved
procurement wonld be acceptable to us. (See Mr. Wiese's memorandum to Mr. Kpapp
of December 7.} The policy decision, therefore, for iandustrial projects in
Brazil rests on our getiting a clear statement regarding the extent to which

the Brazilians propose to rassecrve equipment for domestic procurement on a
particular project and then determining whether we can live with it. In
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. doing this. we should ensure that the increase in the totalscost of the project
-would not -exceed 10%Z. The matter would, therefore, be considered on a case~'
by-case basis using this ruling as a guide.

Railway Cars

G The meeting felt that this issue had probably resolved itself with
the most recent position of the Brazilian Government, namely, that the amount
of the reserve liist would be reduced from 75% to the present 60% of the total
equipment value since there will be some iters that would now have to come
out of the reserve list and which would no dcubt also end up with Brazilian
suppliers, it was felt that it was not necessary to single out the railway
cars for exclusion. :

Financing of Local Consultants

s Mr. Kuapp asked why we were proposing to finance the cost of local
consultants in this project, amounting to about $3.8 million. WHe was told
that this was justified in the light of our trying to develop the local
consultants' industry and that in the previous project we had also financed
the cost of local consultants. From a technical viewpoint, the consultants
were acceptable particularly since they would be supervised by foreign
engineering firms., We had assumed that the Bank's objective was to build

up the local consulting industry and this was being recommended in pursuance
of Bank policy. Mr. Knapp accepted this position at the meeting, but sub-
sequently asked that this item be deleted from the loan except insofar as -
it had a foreign exchange component.

Co-Tipancing

8. Mr. Krapp wanted to know whether the securing by Petrobras Fertili-
zantes of US$20 million, which we hoped would come from commercial banks, was
a condition of cur loan. He was informed that while we are pressing the
Borrower to obtzin private foreign commercial loans in this amount we are not
making this a ccndition of our lending. He accepted this position.

Interest During Construction

9. Mr. Knapp asked why we were not proposing to include interest during
construction in our loan. He was informed that since Petrobras Fertilizantes
is a going concern we felt that it should be able to finance interest during
construction out of its own resources. We would only propose financing inter-
est during construction in Brazil when we are dealing with a new borrower
whose financial situation warrants its inclusion. Mr. Knapp accepted this
explanation. :

Amount of Proposed Bank Loan

10. After the decisions reported above had been made Mr. Knapp asked
what would be their effect on the amount of the Bank loan. The meeting did
not have access to detailed figures on the project but a notional amount of
$65 million was mentioned. Mr. Knapp felt that this would be acceptable.
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However, additional calculations wade -subsequent to the meeting indicate
that, if a 407 share of total equipment is submitted to ICB, a Bank loan

of about $70 million at present scems justified (see table attached),

Such a loan would be $34 miliion less than the total foreign exchange cost
of the project (including $19 million of foreign exchange component of the
reserved list). The gap of $34 million woulec be financed by proposed
foreign private bank loans ($25 million) and domestic funds. The Bank loan
would be disbursed against (a) the full costs of foreign consultants, and
(b) the total cost of contracts awarded after internaticnal competitive
bidding.

Attachment

Cleared with and cc: Mr. Knapp

cc: Mr. Krieger Mr. Baum Mr., Cabezas, LEG
Mr. Wiese, LAC II Mr. Fuchs, NDP
Mr. van der Meer, LACP Mr. Dewey, NDP
Mr. Skillings, LAC II Mr. Carpio, NDP

Mr. Petry, NDP

HMirza:glw
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BRAZIL -~ SERGIPE FERTILLZER PROJECT

(US$ Million)

Total Financing Required a1t
of this: in foreign currency 10
in local currency 173
Total Foreign Currency Required 3 104
of this: direct foreign exchange e 76
‘ndirect foreign exchange B 28

Estimated Indirect TForeign Exchange
Content of Nquipment and Materials
Reserved for Local Procurement i 19

Foreign Currency Requirements Excluding

Indirect Foreign Exchange of Reserved Procurement -85
Total Equipment and Materials (FOB) 126
of this: reserved for local procurement (60%) =15
procured through ICB (40%) 51

of this: Brazilians are expected to win 10

foreign suppliers are expected to win 41

Items Fligible for Bank Financing 1/

Equipment and Materials Procured through ICB (FOB) ' 51
Freight and Insurance 9
Erection (Vendors' Services) 2
Foreign Engineering Services .8

The foreign exchange component of local engineering services is
negligible. It is therefore not included here.
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OFFICE MEMORANDUM
Mr. Chauncey F. Dewey, Division Chief, NDP DATE: January 7, 1977

Robert F. Skillings, Division Chief, LAC II\“\h

BRAZIL - Sergipe Fertilizer Project

Mr. Petry was good enough to seek our comments on the memo
which you are sending to Mr. van der Meer transmitting the yellow
cover Appraisal Report for the Sergipe Fertilizer Project. We suggested
that the memo record the fact that the Programs Department does not believe
the Bank will accept financing of local engineering services. We suggested
to Mr. Petry that our position be recorded in your memo but he thought it
would be better that we write a separate note to you. That is the purpose
of the present memo.

cc: Messrs. Fuchs, NDP
van der Meer, LACP
Wiese, LAC IT
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Files DATE:
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N. Petry "

Industrial Projects Department

.
#

BRAZIL: Sergipe Fertilizer Project

For ths discussions with the Brazilian representatives from Petrobras
Fertilizantes (FERTILIZANTES) I did some calculations which should be useful
for understanding the implications of ths procurement problem we are presently
faced with in this project. The calculations offered below are for two
positions that can be taken on the procuremsnt of machinery and eguipment
valued at about US$H120 million required for this project. The two positions
are:

I. All items suitable for ICBare to be procursd under Bank
procurement guidelines, the remainder is to be reserved for
domestic suppliers. Our estimate is that about US$7S million
would be suitable to be put out to ICB leaving about
US$L5 million reserved for local industry.

II. A1l items that can be produced in Brazil are to bs put on a
reserve list leaving only those items that have to be imported
for international procurement. FERTILIZANTES estimates that
about 757 of the equipment or machinsry could be produced
locally which would mean a reserve list of US$90 million and
imports of US$30 million., FERTILIZANTES indicated that it might
be possible to transfer US$8 million for railway cars from the
reserve list to ICB which would result in US$82 million reserved
for domestic procurement, US$8 million to be procured under ICB
and probably won by Brazilians, and US$30 million to be pro-
cured under ICB without any Brazilian participation.

These‘!ho positions are analyzed below with respect to their effect

B

A, The amount of ths proposed Bank loan;

B. The cost of the project;

C. Effect on the balance of payments;

D. The composition of the proposed Bank loan

A. The Amount of the Proposed Bank Io=n

Taking Position I, the following Bank loan amount can be derived:



(US$ million)

Total Value of Equipment 120.0

Of this suitable for ICB 75.0

Less Proposed Bilateral Financing 25.0

Ieaves equipment financing for Bank 50.0

plus engineering services eligible for

Bank financing 13.0
Amount of Bank Loan 63.0

Under Position IT the Bank loan amownt could be:

Total value of eguipment 120.0

0f this submitted to ICB . 38.0

Iess proposed bilateral financing 15.0

leaves equipment financing for Bank 23:0

plus engineering services eligible for

Bank financing 13.0
Amount of Bank Ioan 36,0

B. The Cost of the Project

Thé'hifferenca between Positions I and II which affects the cost
of the project is the higher proportion of equipment on the reserve list
which is estimated to cost 25-U40% more than equipment procured under ICB.
The additional cost to the project can therefore be assessed as follows:

(US$ million)
Value of equipment on reserve list |
Position I L5.0
) Position II 82.0
Difference 370,
‘ Additional cost assuming:
25% higher costs 0.3

Loz higher costs 14.8
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Compared to an estimated total financing required of US$265 million
this would mean a project cost increase of 3-6%.

C. The Bffect on the Balance of Payments

The total foreign exchange cost resulting from taking Position I
can be estimated as follows:

(US$ million)

(a) Value of equipment - 120.0
procured through ICB ' 15.0

won by offshore suppliers L8.5

won by Brazilian suppliers | 26.5
Procured through reserve list: _ 45.0

(b) Direct foreign exchange costl ‘ L8.5

Indirect foreign exchange cost assuming
25% as the indirect foreign exchange

cost component (L5.0 + 26.5)x 0.25 17.8
‘ Total foreign exchange for equipment : 66.3
F
3 i
Plus foreign enginecring services . 9.0
Total Foréign Exchange Cost 153

The above assumes that of the US$75 million, US$30 million would
be procured under ICB with no Brazilian participation, US$8 million for
the railcars would be under ICB and won by Brazilians and a further US$37
million would be under ICB assuming that half would be won by Brazilian
and the other half by foreign suppliers.

. The foreign exchange financing under Position I (excluding un-
“tied cofinancing) would total US$88 million. The net gain on the balance
of payments would thsrefore be the difference bestween the foreign exchange
financing and the foreign exchange cost or US$12.7 million,

For Position II, the total foreign exchange cost would be:



(US$ million)
(a) Value of equipment - ' ' 120.0
procured through ICB : 38.0
procured through reéerve list 82.0
(b) Direct foreign exchange cost 30.0
Indirect foreign exchange cost
(82,0 + 8.0) x 0.25 ' 225
Total foreign exéhang; cost for
equipment ‘ 5R.5
Add for enginsering services - 9.0 ‘
Total foreign exchange gost . 61.5

This foreign exchange cost compares to an amount of foreign exchange
financing of US$51 million. The drain on the balance of payments would
therefore be about USH10.5 million. :

Comparing the two positions, US$12.7 million could be gained under
Position I while US$10.5 would be an additional burden to the balance of pay-
ments under Pesition II. A difference of US$23.2 million.

D. Composition of the Bank Ioan

The allocation of the Bank loan under Position I would be:

Fi

(US$ million)

Equipment 50.0
Engineering Services 13.0
: 63.0

_ Of this about US$37 million would be to cover foreign exchange
costs and US$26 million would be for local costs.

Under Position IT the allocation of the Bank loan would beg
(us3$ mi;lion)
Equipment 23.0
Engineering Services 13.0

36.0

—————




o

0f this US$332 million would be to cover foreign exchange costs
while US}h million would be for financing a portion of the local
engineering costs. '

NPetry:mmem

cc: Messrs. Fuchs, Dewey,/ Perram, Carpio, Brown, Evans, Loos
Venkat&raman, Skilings, Mirza
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OFFICE MEMORANDUM |1/

TO; Fiies ’@ 9 DATE: Septemger 3, 1Y \ (&
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FrROta: Ylden E. Senner, Actingd%gl}n{jp qézef, LAC I1 fz (A

JBJECT: DBRAZIL - Serpgipe Fertilizer Project

Mr. Horsley called me on Angust 31 and informed me that
the Acting Sewnlor Vice FPresident, Operations, was in agreement with
the conclusicns of the Decision Memorandum of August 24, 1976, on
the abnve preject and that after the proposed discussions with the
Government and the company on the several outstanding issues, a
supplemental Issues Paper/Decision Memorandum should be issued.

cc: Messre: Krieger
Horsley
van der Meer, LACP
Wiese, LAC 11
Fuchs, NDP i
Glaessner

VDewey

Renger
Skillings, o/x
Mirza o/r
Petry

UAguirre:ux

B
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TO:

FROM:

SUBJECT

WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Mr. Edilh/e}:to Segura, Acting Division Chief, IPDD2
i

K. M. L03'~and S. Venka aman

BRAZIL:

Supervision Reports

Sergipe Fertilizer Project (Loan 1406-BR)
- Araucaria Fertilizer Project (Loan 1256-BR)

DATE: June 11, 1982

In accordance with the terms of reference dated May 6, 1982,
we visited Brazil from May 9 through May 28, 1982 to carry out the

The full supervision
reports based on the findings of the mission are attached.

supervision of the above-—captioned projects.

Attachments

cc: Messrs.

Ms.

IPIC
LACIC

KMLoos;wab

Lerdau (E923)

Rajagopalan (5) (E1028)

van der Meer (A813)
Glaessner (A807)
Goffin (A813)
Renger (B802)

van der Heijden (E928)

Augusto (I-5-156)
Barker (D1125)
Israel (E1045)
Koromzay (E928)
Lee (D1009)
Santos (N643)
Vincent (E952)

Messrs.

Ms.,

Fuchs
Dewey
Tolbert
Cash
Jaffe
Perram
Sheldrick
Haug
Iskander
Kohli
Rowat
Saunders



WCRLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

TO: Mr. Edilberto Segura, Acting Division Chief, IPDD2 DATE: June 11, 1982

I

& )
FROM: K., M. Loos and S. Venka%graman
i 5

SUBJECT:  BRAZIL: Sergipe Fertilizer Project (Loan 1406-BR)
Aracauria Fertilizer Project (Loan 1256-BR)
Supervision Reports

In accordance with the terms of reference dated May 6, 1982,
we visited Brazil from May 9 through May 28, 1982 to carry out the
supervision of the above-captioned projects. The.full supervision
reports based on the findings of the mission are attached.

Attachments

cc: Messrs., Lerdau (E923) Messrs. Fuchs
Rajagopalan (5) (E1028) Dewey
van der Meer (A813) Tolbert
Glaessner (A807) Cash
Goffin (A813) Jaffe
Renger (B802) Perram
van der Heijden (E928) Sheldrick

Ms.  Augusto (I-5-156) Ms. Haug

Barker (D1125) : Iskander
Israel (E1045) Kohli
Koromzay (E928) Rowat
Lee (D1009) Saunders -
Santos (N643)
Vincent (E952)

IPIC

LACIC

KMLoos;wab
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For detailed instructions on completion of this form, please see Attachment A to the Annex of OMS 3.50.

THIS FORM IS A STOCKROOM ITEM.

This surmmary is

X | part of a rmussion roport
an annual upplaie

the initial swimrmarn s

wional Gffice: IP:':‘}J{,‘C[ Marmne: i Project Code: Loan | )Cl Credit l ll‘\]o_: 1] L/C Amount {Sxx. sml.
LAC | SERGIPE FERTILIZER PROJECT 6BRAICO2 1406=BR | 64.0
Countey: " [Borrower/Bencficiary: - Board Date: | Stning Dare: Efiective Date
Brazil PETROBRAS Fertilizantes S.A. 04/19/77 104/29/7? 08/15/77

Projects Dept. /D, Name: 1 Ory. Code No.: Projects Officer: ‘

IPD/Division II 305-20 K. Loos

Loan Officer:
D. Koromzay

' SECTIOE;! 1. SUMMARY PROJECT DESCRIPTION

supporting facilities.

The project is a grass-roots ammonia/urea plant to be built at Laranjeiras (Sergipe) and
consisting of a 907 tpd ammonia unit based on natural gas, a 1,100 tpd urea unit, and all

| SECTION 2: PERFORMANCE RATING

STATUS:
TREND: 1 - Improving; 2 - Stationary,; 3 - Deteriorating
| TYPES OF PROBLEMS: F - Financial; M - Managerial; T - Technical; P - Political; @ - Other {Explain in Section 6.)

1 - Problem-free ar Minor Problems; 2 - Moderate Problems; 3 - Major Problems

This Summary

il

Last Summary

=

No. of Staff on Mission
Latest/Present Mission 4
| Previous Mission 2
Mext Mission Departure

(Mo./vr) 10 82

Mames of Mission Members

K. Loos

Mo. of Days in Country

Recommended interval

between missions {Maonths)
* Type of Report: FS = Full Supervision; CS = Combined Full/B-T-0; C = Completion; A = Apprajsal; O = Other {explain below)

If mare than ane type ef problem, enter most critical factor first. |" | =1 -1| ‘] k- = l _j =1 ol
IMPLEMENTATION STATUS: 1- Problem-free or Minor Problems; 2 - Moderate Problems; 3 - Major Problems
Disbursements g E
Jl Esti a¢ 1 £ |
| stimated Cost ==
Anticipated Completion ,2_ 2
Compliance with Loan Conditians i1 11 |
Project Finances J__ ,}._
Management Performance i L
Procurement Progress _l_ 2_
Perfarmance of Consultants i _l._ {
Reparting 11| l.__ '
DEVELOPMENT IMPACT. 1 - Problem-free or Minar Problems; 2 - Moderate Problems; 3 - Major Prabiems =
Expected Beneflits i 1
Rate of Return 1 i
Institution-Building _l_ 1 |
|
SECTION 3: PROJECT DATA Total of which: Cdmulative Disbursements i
Estimated/ Actual: Project Loan/Credit Project Foreign Local through rnost recent
Completion Closing Cost = Currency % Currency Quarter ended { 03/ 30/ 821
(Mo, /Y. } {Mo./Day/Yr.) {Sxx.xm) [Sxx.xm) (Sxx.xm) (Sxx.xm) ‘
Aprrasal Est, 011 81 ]‘];‘ Bq 8 243 1 52.8 190.,3 64 0 [Egt.) i
Last SummaerS r27 IIS]. | 0?1 82 05 31 82 206 9 35 ,6 171 3 ]
Bnest 08, 82 05 31 82 2/ 206.9 6/ _35.6_ 171.3 80 3 tsnn S
SECTION 4: MISSION SCHEDULE Return to HQ Final Report Date [
|

{(Mo./Day/Yr.)
5 06 01 82

4 08 17 81

End of perind coverad by latest

(Mo./Day/Yr.)
_06, 11, 82(FS -
08 27 81 FS,

progress report (Ma,/Day/Yr.) 04 |30 ) 82

Mission Members' Specializations

Financial Analyst

S. Venkataraman

Chemical Engineer

Number of members on both

present and previous missicn.

Nant

One .

Two er Mare




SECTION 5 COMMENTS (Explam “Other™ in Section 2 and clanfy, if necessary, data in Sections 3 and 4.)

1/ Mechanical completion date.

2/ NITROFERTIL expects to complete disbursement by end August 1982.

3/ Installed costs excluding interest during construction and working capital.

4/ Only direct foreign exchange.

5/ On June 7, 1981, disbursement amounted to US$41.2 million. In January 1982 PETROFERTIL
had requested the Bank to cancel US$12 million.

6/ Retained same as estimated by last mission for reasons stated in para.l below.

SECTION 6 SUMMARY OF PROJECT STATUS, TREND AND MAJOR PROBLEMS
R PHYSICAL EXECUTION OF PROJECT

General. The overall progress of the project was 97.8% (by end April 1982) with
ammonia plant 98.07 complete and the urea plant 93.0% complete. The infrastructure re-
quired to test and commission the Sergipe facilities have all been completed and
commissioned. To minimize the impact of construction delays on project completion, the
construction is being phased so that testing and commissioning can be simultaneously
carried out. Ammonia and urea production is expected by October 1982,

Status of Construction. The ammonia plant construction has been mostly completed
except for some painting and insulation scheduled for completion in June 1982. The only
equipment yet to be erected is the heat exchanger on top of the ammonia converter which
was damaged during erection and has been sent to the manufacturer's shops for repairs.

Its erection is expected to be completed in June 1982. 1In the case of the urea plant,
except for some testing of piping systems and instruments, painting and insulation, the
mechanical erection is complete. Many equipment items have also been tested. Except
for some work in urea handling and storage the erection of offsites and utilities have
been completed.

Status of Commissioning. All the catalysts other than the ammonia synthesis catalyst
have been loaded. The boiler feed water and the high pressure steam system have been
flushed and chemically cleaned. The reformer burners were lit on May 1, 1982 for refractory
dry out. The compressors have been tested. The water treatment plant and cooling water
system have been in operation. The offsite boilers have been fired with natural gas and
are supplying steam for testing and commissioning. The laboratory and maintenance facili-
ties are already in service.

Personnel. Of the total of 452 persons required for operation, 375 are in position.
Most of them have been provided training. Experienced persons have been transferred from
the Camacari plant. The rest of the staff will be hired before August 1982. Mr. Alfredo
Cavalcanti Goncalves, who has been the Construction Manager of the project, has been
designated the General Manager. He and Mr. Jose Eduardo Barretto the Production Manager
are responsible for commissioning and operation of the Sergipe facilities.

Status of Related Facilities. The gas pipeline has been completed and commissioned
and is now supplying gas to the project. The water pipeline from S. Francisco has been
commissioned and is providing water. The 230 RV transmission line, already completed pro-
vides power from the Jardim substation. The rail system has been completed and 41 ammonia
rail cars have been received. The PETROBRAS tank farms and distribution pipelines have
been completed. 30 kms of underground and 4 kms of undersea effluent disposal pipeline
has been completed. Sea water contamination will be controlled using radio isotopes and
monitored by a Brazilian environmental control authority (CETESB). NITROFERTIL is planting




60 thousand trees around the plant site to improve the environment.

Capital Cost. NITROFERTIL's revised project cost estimate expressed in US
dollars does not reflect the proper exchange rates at the time of incurred payments,
and subsequently does not provide the true cost of the Project. The mission will
advise NITROFERTIL's management on an appropriate methodology for calculating project
costs which will allow a meaningful comparison with the appraisal estimate.

Il OPERATION AND FINANCTAL PERFORMANCE OF NITROFERTIL

Nitrofertil's operating performance continued to be satisfactory in 1981/82. The
average capacity utilization of both ammonia/urea complexes at Camacari stabilized at
about 857 as can be seen from the table below: '

NITROFERTIL - Operating Performance

Year Production in 1000 tons Capacity Utilization in 7
Ammonia Urea Ammonia Urea
1979 221 150 61 43
1980 309 273 85 - 79
1981 308 292 86 83
1982 a/ 318 302 88 86
Sergipe
1982 b/ 37 45 50 50

a/ Estimated :
b/ Assuming 50% stream factor from October through December 1982

In 1981 urea comsumption in Brazil dropped by about 30% as a result of a general
slack in fertilizer demand caused by abnormal weather conditions, lower operating margins
for farmers, and the introduction of interest charges of 45% p.a. for agricultural credit.
In comparison NITROFERTIL's sales volume declined by only 10% as urea imports were more
drastically cut back, approximately 507% from previous year level. However, in spite of
the relative good sales performance NITROFERTIL could not avoid a substantial - and
therefore costly - inventory build-up of urea (almost 3 months of average sales as of
December 1981). The increase of inventory is largely due to the government's policy
favoring maximum fertilizer production in public sector companies irrespective of immedi-
ate demand requirements. NITROFERTIL under the circumstances had to export a total of
about 15,000 tons of ammonia to Belgium and Portugal at cash costs although Brazil is still
a net importer of ammonia.

Even though NITROFERTIL does not expect a noticeable fertilizer market recovery as
a whole, it is reasonably optimistic of achieving its sales targets of about 400,000 tons
of urea and 150,000 tons of ammonia, thus not only marketing additional production from
the Sergipe Project but also reducing inventories to more normal levels. An increase in
sales volume of about 60% can be achieved only by import substitution in large scale
provided domestic fertilizers are competitive with CIF prices of imports. Due to the



depressed international urea market, present CIF prices cover only NITROFERTIL's cash
costs. Consequently NITROFERTIL management forecasts a substantial operating loss for

FY 1982, That NITROFERTIL is still able to project a positive net income is primarily

the result of a sizeable monetary correction in connection with the revaluation of

fixed assets of the Sergipe Project. The insufficient internal cash generation capa-
bility has a serious impact on the company's ability to service its debt (debt service
coverage ratio is estimated between 0.5 and 0.7). For this reason NITROFERTIL will
continue to depend on its shareholders (mainly PETROBRAS) to consclidate short-term

loans and to supply new equity funds (partly by conversion of long term debt into capital).

Under the present government's policy, i.e. maximizing fertilizer production
and matching domestic fertilizer prices with CIF import costs, the company's precarious
situation could last until either international price levels rise again to reflect more
representative operating costs or the cost of inputs (primarily natural gas and utilities
provided by PETROBRAS and COPENE respectively) are reduced. The mission was told that
PETROBRAS is reviewing its pricing policy for NITROFERTIL inputs to reflect more adequately
the Government's fertilizer pricing policy and to ensure NITROFERTIL's financial viability
in the long term.

ITTI. MARKETING AND DISTRIBUTION

In 1982 NITROFERTIL plans to "export'" about 50% (80,000 tons) and 60% (250,000
tons) of its ammonia and urea production respectively, from the north eastern region to
the central/south region. However in 1983 it will be more difficult to place such large
quantities of ammonia/urea in the central/south region with the Araucaria Project operating
on full stream.

The fertilizer industry estimates that urea consumption in 1982 will not noticeably
increase over previous year's level, Current projections for 1983 show a recovery of
urea demand to the 1980 level of about 850,000 tons or an increase of about 40Z%Z. Under
Brazil's present pricing and credit policies such a substantial increase in demand of
urea appears highly optimistic, However, if achieved, the 1983 demand can be met fully
from domestic production which would more than double with both Sergipe and Araucaria
Projects fully operational by end 1982, as can be seen from the table below:

Brazil - Urea Production/Demand Projections
(in 1000 tons)

Year Production Imports Demand
1980 a/ 273 579 852
1981 a/ 292 303 595
1982 500 100 600
1983 865 10 875
1984 1030 (10) 1020

a/ Actual



The above table indicates that in the best case Brazil will be approximately self-
sufficient from 1983 onward. However, if the demand increase of 457% and 17% projected

for 1983 and 1984, respectively, should not materialize, Brazil might be forced to exnort
internationally sizeable quantities of urea at even less favorable prices.

The above mentioned problems are further compounded by the uncertain future owner-
ship of ULTRAFERTIL the owner of Araucaria Project (see Araucaria Supervision Report)

and consequently the lack of an overall marketing strategy.

V. COMPLIANCE WITH LOAN COVENANTS

Presently all covenants have been complied with. The financial covenants apply
only after project completion which is expected to take place before the end of 1982,
The concern is that NITROFERTIL will continue to have little internal cash generation
which will not permit a sufficient improvement of the debt service coverage ratioc to the
desired level of 1.5.

SECTION 7: MISSION RECOMMENDATIONS AND MANAGEMENT ACTION REQUIRED
Tt is recommended to send a joint completion report mission for the Sergipe and

Araucaria Project between September and November 1982. At the same time the mission
could review the preparation of a fertilizer industry rehabilitation project.

NAME OF PREPARING OFFICER:

Pl
i TIALS: DATE:
S. Venkataraman and K. M, Loos £

&?b__ 6/11/82

o e

-
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NITROFERTIL - Historical Balance Sheets
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ANNEX 1

BRAZIL: SERGIPE FERTILIZER PROJECT

SCHEDULE OF DISBURSEMENTS (LOAN 1406-BR)

Fiscal Year Appraisal / Last Revia?d Current
and Quarter Estimate — Estimate — Actual Estimate
1980 I Sept. 51 .0 1.0
1T Dec. 55.0 i 8.2
ITI March 59.0 273 12.5
v June 62.0 35.83 20.0
1981 I Sept. 63.0 45.3 232
11 Dec. 64.0 553 24.9
TIT March 60.3 26.4
v June 62.3 29.1
1982 I Sept. 64.0 32.0
N § Dec. 34.1
ITT March 40.3
v June 43.0
1983 T Sept.
TT Dec. 52.0 3/

Closing Dates 11/30/81 11/30/81 5/31/82 4/

April 1977.

November 1978. . o

On PETROFERTIL's request the Bank cancelled US$12 million from the loan of

USS$ 64 million.

Although NITROFERTIL expects to complete disbursement by end of August 1982, an
extension of the Closing date is currently considered.

|l
s

| =~
e

Industry Department
June 1982



ANNEX 2

BRAZIL: SERGIPE FERTILIZER PROJECT

NITROFERTIL - HISTORICAL AND PROJECTED INCOME STATEMENT
(in million Cruzeiros)

FY ended December 31 1978 1979 1980 1981 1982
——————————————— audited estimated

Revenues from Net Sales 452 1,524 4,579 10,434 19,918
Cost of Sales 349 1,013 3,379 6,764 13,700
Gross Profit 103 511 1,200 3,670 6,218
Operating Expenses 308 2,491 3,568 8,604 16,327
Non—-operating Income : +.31 + 31 + 28 + 331 o gk
Monetary Cerrection +608 +753 41,417 +3,409 - +19,587
Income Before Taxes 434 (1,196) ( 923) (1,404) 9,501
Taxes 133 - - - -
Net Income 301 (1,196) ( 923) (1,404) 9,501
Ratios

Gross Margin (%) 23 34 26 35 31
Net Margin 67 ( 78) ( 20) £.13) -

Industry Department
June 1982



BRAZIL:

SERGIPE FERTILIZER PROJECT

ANNEX 3

NITROFERTIL - HISTORICAL BALANCE SHEETS

FY ended December 31

Assets

Current Assets

Investment/Loans

Gross Fixed Assets

Less: Accum. Depreciation

Net Fixed Assets

Other Assets & Work in Progress

Total

Liabilities and Equity

Current Liabilities
Long—~term Debt
Net Worth

Total

Ratios

Current Ratio
Long—-term Debt/Equity Ratio

(in million Cruzeiros)

1978 1979 1980 1981 1982 ﬂf
audited-——-————————— estimated
340 " 667 1,919 7,004 16,354
68 224 308 414 535
- - - - 41,867
- - - - 2,363
2,599 3,525 5,290 9,467 39,504
1.932 2,541 3,662 6,383 26,872
4,939 6,957 TS 23,268 83,275
996 881 2,990 6,432 12,768
1,704 3,180 3,340 7,742 23,475
2,239 2,896 4,849 9,094 47,032
4,939 6,957 11,179 23,268 83,275
0.34 0.76 0.64 | I 1.o2F
43157 52/48 41/59 46/54 33/66

5/ Including Sergipe Project.

Industry Department
June 1982



ANNEX 4

BRAZIL: SERGIPE FERTILIZER PROJECT

LIST OF PERSONS MET

PETROFERTIL

Rio de Janeiro

Carlos Palmarino Accioly Technical Director

Wilson de Santa Cruz Caldas Planning-Director o
Bruno Da Costa Soares Financial Director

Luiz de Magalhaes Botelho Financial Advisor

Carlos Frederico Hirsch Planning Manager

Alberto B. C. Land Planning Department

Leopoldo G. Barcante Financial Manager

Rubem Pereira da Silva ' Financial Department

External Auditors

Bouchinhas, Campos & Claro S/C

Nilton Claro Director
Mario Jose Antunes Director
Luiz Salle Karam Director
NITROFERTIL
Salvador
Paulo Roberto Souza de Amorim Director (Financial and Commercial)
Newton L. F. Guimaraes Director (Industrial)

Laranjeiras

Alfredo Cavalcanti Goncalves General Manager
Jose Eduardo L. Barretto Operations Manager

Industry Department
June 1982



TO:

FROM:

SUBJECT

WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Mr. Harinder S. Kohli, Chief, IPDD2 DATE  August 27, 1981
)

K. M. Loos and S. Venk, aman
BRAZIL: Sergipe Fertilizer Report (Loan 1406-BR)
Supervision Report

In accordance with the terms of reference dated July 24, 1981,
we visited Brazil from July 28 through August 17, 1981 to carry out the
supervision of the above-captioned project. The full supervision
report based on the findings of the mission is attached.

Attachments
cc: Messrs. Lerdau (E923) E Messrs. Dewey (o/r)
Rajagopalan (5) (E1028) - Cash
Tolbert (D428) Jaffe
van der Meer (A813) Perram
Glaessner (A807) Sheldrick
Goffin (A813) Ms. Haug
Renger (B802) Iskander
Skillings (E928) Wackman
Ms. Augusto (I 5-156) Segura
Barker (D1125) Ms. Armstrong (2)
Israel (E1045)
Koromzay (E928)
Lee (D1035)
Rigo (N644)
Vincent (E952)
IPIC
LACIC

KMLoos:prs



JRM NO. 590
1 1=79)

IBRD AND IDA

For detailed instructions on completion of this form, please see Attachment A to the Annex of OMS 3.50.

THE WORLD BANK

— SUPERVISION SUMMARY

THIS FORM IS A STOCKROOM ITEM.

This summary is

the initial summary
b part of a mission report

an annual update

“eqgional Office: | Project MName: Project Code: Loan I-E{Crecfit L-RJNO.: L/C Amount (Sxx.”xmj:
L & | SERGIPE FERTILIZER PROJECT 6BRAICO2 406- 64.0
.;tn,r: o Borrower/Beneficiary: Board Date: Signing Date: Effective Date:
Brazil PETROBRAS Fertilizantes S.A. 04/19/77 04/29/77 | 08/15/77
.-"rourr_"(s Dept./Div. Name: 1 Org. Code No.: Projects Officer: Loan Officer:
IPD/Division II 305-20 K. Loos D. Koromzay

ECTION 1: SUMMARY PROJECT DESCRIPTION

The project is a grass-roots ammonia/urea plant to be built at Laranjeiras (Sergipe) and
consisting of a 907 tpd ammonia unit based on natural gas, a 1,100 tpd urea unit, and all

supporting facilities.

JECTION 2: PERFORMANCE RATING

STATUS: 1 - Problem-free or Minor Problems; 2 - Moderate Problems; 3 - Major Problems

TREND: 1 - Improving; 2 - Stationary; 3 - Deteriorating

[YPES OF PROBLEMS: F - Financial; M - Managerial; T - Technical; P - Political; O - Other (Explain in Section 6.}

it more than one type of problem, enter most critical factor first.

IMPLEMENTATION STATUS: 1 - Problem-free or Minor Problems; 2 - Moderate Problems; 3 - Major Problems

Last Summary

1

- This Summary

2

o - EEELE

Disbursements E L
Estimated Cost 1] ,_]_-_
Anticipated Completion [ L
Compliance with Loan Conditions 1 ]! _1‘4
Project Finances 1 L
Management Performance __L L
Procurement Progress _l _2_
Performance of Consultants _]_—“ 1
Reporting : i E
JELOPMEMNT IMPACT: 1 - Problem-free or Minor Prablems; 2 - Moderate Problems; 3 - Major Problems o -
Expected Benefits : __]:_ L
Rate of Return i _]:_‘
Institution-Building _i _:E__ |
|
SECTION 3:' PROJECT DATA Total of which: Cumulative Disbursements |
Estimated/Actual: Project Loan/Credit Project Foreign Local through most recent
Completipn — Closing Cost -3', Currency —  Curreacy  Quarter ended { 06/ 30/81)
xm XX XX. XM
Appraisal Est. {{)Mf':rgil (]‘Mf..fgangi} mﬁiﬁ:’n] 3 x : {%'XSB.m} . 66 ]O{Estj
Lest Sbmmary( ‘09 39 80 03 82 11 30 8L 245 6 05y 2 160 4
A 07 .82 2/ 05 31,82 206,.9 35..6 LS 29, Liaenan 5/

SECTION 4: MISSION SCHEDULE

No. of Staff on Mission

_—
-

M t/Present Mission
Previous Mission
Mext Mission Departure
(Ma./Yr.) _04, 82

Names of Mission Members

K. Loos

No. of Days in Country
.
- .
Recommended interval

8

between missions (Months)

Mission Members’ Specializations

Financial Analyst

S. Venkataraman

Return to HQ
(Mo./Day/Yr.)

08,17 81

09,02.80

Fboak 2 B it S
End of period covered by latest

progress report (Mo./Day/Yr.) w |

* Type of Report: FS = Full Supervision; CS = Combined Full/8-T-O; C = Completion, A = Appraisal; O = Other (explain below)

Chemical Engineer

Final Report Date
(Mo./Day/Yr.)
08 27 81

i (FS)-

09 29 B0 (FS )

Number of members on both
present and previous mission:

MNone

One
Two or More




-;F;;l-ITION 5: COMMENTS (Clarify, if necessary, data i Sections 3 and 4.}
1/ Mechanical completion date.
2 PETROFERTIL control date is March 1982.
g/ Installed costs, excluding interest during construction and working capital.
Ql Foreign exchange includes indirect foreign exchange.
/ On August 1981, disbursement amounted to US$31.5 million. Tt is likely that PETROFERTIL
will utilize only US$50 million from the loan of US$64 million.

SECTION 6: SUMMARY OF PROJECT STATUS, TREMD AND MAJOR PROBLEMS

I. PHYSICAL EXECUTION OF PROJECT

General. The overall progress of the project was 81.2% (end June 1981) against the
scheduled progress of 87.9% (August 1980 revised schedule). The major delay is in plant
erection caused by delays in the delivery of some locally ordered key equipment. As a
result, the project can be further delayed by about 4 months. G

Status of Engineering Work. The additional delays in project completion has
provided adequate additional time to complete the engineering work on the water treat-
ment and effluent handling areas, behind schedule during the last mission. Except for
minor field modification drawings, all the engineering work has been completed.

Status of Equipment Procurement. Even though there are some minor purchase requisitions
still under processing, all the supplies required for completing the project have been
ordered. Except for six fabricated equipment locally ordered and marginal shortages in bulk
materials, all the supplies have been received at the site. Items still to be purchased
mainly relate to laboratory and maintenance equipment, urea coating facilities, and small
number of miscellaneous items. The main equipment yet to be received at site include the
reformer steam drum, some exchangers and the ammonia separator. These are now expected to
be delivered at the site before October 1981. Any further delays in their delivery——
expected to be unlikely--can further delay project completion.

Status of Construction. The progress of construction has only been 687 (end June 1981)
against the schedule progress of 78.8% (August 1980 revised schedule). The delay has been
mainly due to (a) delayed delivery of some of the locally ordered equipment, (b) trans-
portation problems in moving the ammonia converter to the site and (c) miscellaneous shortages
in piping, electrical and instrumentation materials. As a result of the delayed delivery of
the six fabricated equipment, construction work around their location has been held up to
facilitate the movement and positioning of these equipment. Since the fully assembled
ammonia converter was too heavy to be moved from the CONFAB shops outside Sao Paulo to the
project site, it has been transported in three pieces and is being welded together at the
project site. In view of the high pressure rating (1,500 psi), the site work has to be
carried out carefully maintaining good supervision and overall responsibility of CONFAB/
Struthers Wells. As a result of inadequate materials management arrangements in the initial
periods of project implementation, procurement has not covered all the updated material take-
offs and some material shortages have now been identified. These have been covered by
supplies from PETROBRAS refineries and by fresh orders. Construction work is scheduled for
completion by February 1982 but may be delayed by about three months.

Training and Persommnel. The NITROFERTIL operating team has about 290 persons who will be
supplemented with technicians now working in the NITROFERTIL Camacari plant and with the
construction contractors. All the senior and middle level managers have been hired and are in
position. Fifty percent of the maintenance technicians are working with the construction
contractors gaining direct experience. Seventy percent of the laboratory technicians have
been hired and are being trained in Camacari. Training classes for engineers, supervisors
and technicians have been completed. A competent safety team and adequate warehousing staff
are already in position. Kellogg and Toyo shift advisers will be arriving by January 1982.

Status of Related Facilities. The natural gas processing and compression station of
PETROBRAS has been completed and is in operation. The natural gas pipeline up to the plant
site has also been completed. The water supplv pipeline has been mostly completed except for
small sections due for completion by August 1981. Temporary pumps will be used to test the
pipeline and to provide the initial water requirements. The full facilities will be completed




well before end 1981. The power supply transmission lines have been completed and
can be energized to meet the project requirements. The effluent treatment facili-
ties are nearing completion in spite of the delay in start of work due to changes
stipulated by the state authorities. The major concern relates to the adequacy of
the rail system for product movement. The improvement of the rail system in the
region expected at the time of project appraisal has not taken place and product
movement out of the plant site could face difficulties. Movement of ammonia in
rail tank wagons by the rail system passing through Aracaju town would not be
desirable. PETROFERTIL is maintaining pressure on the rail company to invest in
track improvement without success. The Ports, Railways and Aviation Division of
the Regional Projects Department has been requested to review with the Government
the status of the rail system and the required improvements.

Overall Project Implementation Schedule. The PETROFERTIL schedule for project
completion is April 1982. However, considering the possibilities of further delays
in the delivery of the critical locally ordered equipment, project mechanical
completion may be further delayed by three months and may be achieved by July 1982.
The availability of an adequate operating team and the NITROFERTIL's recent
experience in commissioning similar plants at Camacari should facilitate early
commissioning of the facilities and rapid capacity build-up, allowing commercial
production to start by about October 1982.

II. OPERATING AND FINANCIAL PERFORMANCE OF NITROFERTIL

During 1980/81 NITROFERTIL, subsidiary of PETROFERTIL and designated owner
and operator of the Sergipe Project, was able to stabilize the production of its two
ammonia/urea plants at Camacari at a satisfactory level, between 80% and 857 capac-
ity utilization, as shown in the table below:

NITROFERTIL - Operating Performance

Production in '000 tons Capacity Utilization in %
Year Ammonia Urea Ammonia Urea
1979 221 ’ 150 61 43
1980 309 273 85 79

1981 a/ 295 292 81 85

a/ Estimated.

During the first half of FY81, NITROFERTIL's sales volume dropped by about 107

as a result of a slack in fertilizer demand caused by abnormal weather conditions,
narrowing operating margins for farmers, and the introduction of interest charges
of 457 p.a. for agricultural credit. However, NITROFERTIL expects fertilizer sales
to increase at an accelerated rate during the second half of FY81, so that total
sales will match approximately last year's sales of 400,000 product tons of
fertilizer. NITROFERTIL projects an increase in sales revenues of about 1207,
which is in line with the domestic inflation rate experienced during the last 12
months. In FY81, NITROFERTIL anticipates to break-even from operations and to

show a small book profit after monetary corrections are made. The expected improve-
ment of financial results appears to be feasible in the light of the following
factors: (i) the Government has agreed to stabilize the price for natural gas
(linked to fuel oil price and fixed over 6-month periods), and (ii) the relatively
small amount of financial charges (equivalent to 157% of net revenues) since a large




supplier credit from PETROBRAS (equivalent to about 45% of NITROFERTIL's current
assets) is interest—-free and is assumed to be converted to equity before the end
of FY81. The current interest rate for domestic short-term loans is 7.5% per
month or 1387 p.a.

IITI, MARKETING AND DISTRIBUTION

NITROFERTIL "exports' presently about 40% of its ammonia/urea production
from the Northeastern region to the Central/South region. Although fertilizer
demand is expected to grow at an annual rate of 13-147% in the Northeast, after
start-up of the Sergipe Project end 1982 further quantities will have to be
shipped temporarily to the Central region. With the start-up of the Araucaria
Project in the state of Parana this September, PETROFERTIL will have to review
and coordinate carefully the marketing strategy and distribution arrangements of
its three principal fertilizer subsidiaries, NITROFERTIL, ULTRAFERTIL and FOSFERTIL.
Market forecasts indicate that Brazil will still have a small nitrogen def1c1t even
when the Sergipe and Araucaria plants are operating at full capacity.

IV. LOAN UTILIZATION

A large part of the equipment and supplies were ordered from Brazilian
suppliers with purchase prices stated in cruzeiros and generally price adjustment
clauses based on ORTN indices. The final cruzeiro prices converted at prevailing
exchange rates to dollars resulted in lower dollar prices since the ORTN indices
did not reflect fully the change in exchange rates. As a result, the loan
utilization would be about $14 million lower than the loan amount.

¥ COMPLIANCE WITH LOAN COVENANTS

All covenants have been complied with. The NITROFERTIL current ratio
for last year was not satisfactory but will improve when PETROBRAS converts its
large suppliers' credit to equity before the end of FY81. The financial covenants,
however, apply only after project completion.

SECTION 7: MISSION RECOMMENDATIONS AND MANAGEMENT ACTION REQUIRED

The mission has reviewed with the PETROFERTIL management the action
required on the likely loan amount that would remain unutilized. The PETROFERTIL
management has agreed to request the Bank for cancellation of about $14 million
before end September 1981.

The next mission will be planned along with the mission on the Araucaria
Project for preparation of the completion report and for appraisal of a possible
appraisal of the Valefertil expansion project in March/April 1981.

NAME OF PREPARING OFFICER: INITTALS: DATE:
K. Loos and S. Venkataraman oS- fr /*fﬁvhbv lqjjrlgl
: o |




BRAZIL: SERGIPE FERTILIZER PROJECT

LIST OF ANNEXES

ANNEX 1 Schedule of Disbursements (Loan 1406-BR)

ANNEX 2 NITROFERTIL - Historical and Projected Income Statement
ANNEX 3 NITROFERTIL - Historical Balance Sheets

ANNEX 4 List of Persons Met

Industrial Projects Department
August 1981



BRAZIL: SERGIPE FERTILIZER PROJECT

SCHEDULE OF DISBURSEMENTS (LOAN 1406-BR)

Accumulated Disbursements
(USS Million)

ANNEX 1

Fiscal Year Appraisal / Last Revise /
and Quarter Estimate — Estimate — Actual
1980 I Sept. 51.0 70
11 Dec. 55.0 21.3 8.2
g 3 March 59.0 273 12.5
Iv June 62.0 35.3 20.0
1981 I Sept. 63.0 45,3 2352
IT Dec. 64.0 55.3 44.9
ITI March 60.3 26.4
Iv June 623 29.1
1982 I Sept. 64.0
11 Dec.
I1T March
IV June
1983 I Sept.
11 Dec.

III March

Closing Dates 11/30/81 11/30/81

1/ April 1977.
November 1978.
/ Loan is not likely to be fully disbursed.

[&~lwls]
—

Industrial Projects Department
August 1981

Current
Estimate

32.0
36.0
40.0
43.0

w B~ B
o W o
- &

QOO

5/31/81

/ Extension of Closing Date will be requested by PETROFERTIL at a later date.



BRAZIL:

SERGIPE FERTILIZER PROJECT

NITROFERTIL — HISTORICAL AND PROJECTED INCOME STATEMENT

FY ended December 31
Revenues from Net Sales
Cost of Sales

Gross Profit

Operating Expenses
Non-operating Income

Monetary Correction

Income Before Taxes
Taxes

Net Income
Ratios

Gross Margin (%)
Net Margin

(in million Cruzeiros)

103

308
+ 31

+608

434

133

301

23
67

Industrial Projects Department

August 1981

ANNEX 2

1979 1980 1981

BT LTy, I m— estimated
1,524 4,579 10,405
1,013 3,379 6,584
511 1,200 3,821
2,491 3,568 3,869
+ 31 28 + 32
+753 +1,417 +669
(1,196) ( 923) 653
(1,196) ¢ 223 653
34 26 N9
( 78 ( 20) 6



ANNEX 3

BRAZIL: SERGIPE FERTILIZER PROJECT

NITROFERTIL - HISTORICAL BALANCE SHEETS
(in million Cruzeiros)

FY ended December 31 1978 1979 1980 1981
——————————gudited-———-—————— estimated

Assets
Current Assets 340 667 1,919 3,950
Investment/Loans 68 224 308 334
Gross Fixed Assets - e = 75931
Less: Accum. Depreciation - - - 2,717
Net Fixed Assets 2,599 3,525 5,290 5,214
Other Assets & Work in Progress 1,932 2,541 3,662 4,501
Total 4,939 6,957 1179 13,999

Liabilities and Equity

Current Liabilities 996 881 2,990 2,009
Long—-term Debt 1,704 3,180 3,340 3,918
Net Worth ’ 2,239 2,896 4,849 8,072
Total 4,932 6,957 11,179 13,939

Ratios
Current Ratio 0.34 0.76 T 0.64 1.97
Long-term Debt/Equity Ratio 43/57 52/48 41/59 33/67

Industrial Projects Department
August 1981



ANNEX 4

BRAZIL: SERGIPE FERTILIZER PROJECT

LIST OF PERSONS MET

PETROFERTIL

Rio de Janeiro

Porthos Augusto de Lima
Luiz de Magalhaes Botelho
Carlos Frederico Hirsch
Alberto B. C. Land

Leopoldo G. Barcante
Claude Wuillaume

Marcos Henrique Castro de Oliveira

Laranjeiras

Jose Eduardo L. Barretto
Alfredo Cavalcanti Goncdlves

NITROFERTIL
Salvador
Paulo Roberto Souza de Amorim

Newton L. F., Guimaraes
Milton Gaeta

Industrial Projects Department
August 1981

President

Director (Finance)
Planning Manager
Planning Department

Financial Manager
Financial Department

Laranjeiras Project Manager

Operations Manager
Construction Manager, COFEN

Director (Finaneial and Commercial)
Director (Industrial)
Director (Administrative)



TO:
FROM;

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Acting Chief, IPDD2

Mr. Edilbérto L. Segura,
ﬁ\“w ‘
K. M. Loogf A. EQ-& mara and S. Venkatdraman

BRAZIL:

|
bt

ol

Sergipe Fertilizer Project (Loan 1406-BR)
Supervision Report

DATE:

In accordance with the terms of reference dated July 31, 1980
we visited Brazil from August 18 through August 29, 1980 to carry out
the supervision of the above-captioned project.
report based on the findings of the mission is attached.

Attachments

cc: Messrs.

(Ms)

(Ms)

KMLoos:prs

Rajagopalan (5)
Israel
Chittleburgh
Lee

Goffin

Cucullu

Lerdau
Claessner
Tolbert
Skillings
Koromzay
Howlett

Rigo

Augusto
Ruisanchez (IFC)
Plant (IFC)
Vincent

LACIC

Messrs.

(Ms)

The full supervision

Fuchs
Dewey
Jaffe
Perram
Sheldrick
Cash
Nayar
Iskander
Kohli (o/r)
Carpio
Armstrong
EPIC

September 29, 1980
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THE WORLD BANK
IBRD AND IDA — SUPERVISION SUMMARY
For detajled instructions on completion of this form, please see Attachment A to the Annex of OMS 3.50.

This summary

THIS FORM IS A STOCKROOM ITEM.

is the initial summary
part of a mission report

an annual update

supporting facilities.

Renimanal Office: Project Name: Project Code: Loan IX_] CreditUNo L/C Amount {$xx.xm):
" SERGIPE FERTILIZER PROJECT 6BRAICO2 1406~-BR 64.0
Country: Borrower/Beneficiary: L LIRUFERTIL Board Date: Signing Date: Effective Date:
BRAZTL - PETROBRAS FERTILIZANTES SA 04/19/77 04/29/77 08/15/77
Projects Dept./Div. Name: 1 Org. Code No.: Projects Officer: Loan Officer:
IPD/Div II - 305-20 K. Loos D. Koromzay
SECTION 1: SUMMARY PROJECT DESCRIPTION

The project is a grass-roots ammonia/urea plant to be built at Laranjeiras (Sergipe) and
consisting of a 907 tpd ammonia unit based on natural gas, a 1 100 tpd urea un:.t, and all

SECTION 2: PERFORMANCE RATING

TREND: 1 - Improving; 2 - Stationary; 3 - Deteriorating

If more than one type of problem, enter most critical factor first.

IMPLEMENTATION STATUS: 1-

TYPES OF PROBLEMS: F - Financial; M - Managerial; T - Technical; P - Political; O - Other (Explain in Section 6.)

This Summary
STATUS: 1 - Probilem-free or Minor Problems; 2 - Moderate Problems; 3 - Major Problems

Last Summary

P ]

NN

T

=[-l-]-]

Problem-free or Minor Problems; 2 - Moderate Problems; 3 - Major Problems

] ]
Disbursements 8 b L |
.Estimated Cost 1 1
Anticipated Completion 2 1
Compliance with Loan Conditions L1 1]
Project Finances e il o
Management Performance 11| bilk
Procurement Progress 2] 1
Performance of Consultants b 1 |
Reporting (1 | |l_4
DEVELOPMENT IMPACT: 1 - Probiem-free or Minor Problems; 2 - Moderate Problems; 2 - Major Probiems _— o
Expected Benefits _l_ l_i
Rate of Return 28 1 |
institution-Building 1 1 |
SECTION 3: PROJECT DATA Total of which: Cumulative Disbursements
Estimated/Actual: Project Loan/Credit Project .. Foreign, Local through most recent
Compietion 1/ Closing Cost 4/  Currency 5/ Currency Quarterended ( 06; 30/ 80)
g {(Mo./Yr.) {Mo./Day/Yr.) {Sxx.xm) ($xx.xm) ASxx.xm) " {$xx.xm)
Appraisal Est. Ol gl * ll IBO |81 243. 1 84. 3 158. 8 62, O (Egt.)
Last Summary( 12y 19, 79, 10 81 11 .30 .81 245. 6 85.2 160. 4 6/
Current 03 82 2/ 11,30 81 3/ 245. 6 85, 2 160. & 20 0 i

SECTION 4: MISSION SCHEDULE

No. of Staff on Mission

3
i

LB Present Mission
Previous Mission

Next Mission Departure
(Mo./vr) 02,81

Recommended interval
between missions (Months)

Return to HQ

Final Report Date

No. of Days in Country (Mo./Day/Yr.) (Mo./Day/¥Yr.)
4 09 .02 .80 09,2980 (FS e
4 il .15 .79 12 19 79 €S -

-

End of period covered by latest
progress report (Mo./Day/Yr.) 07 ,31,80

* Type of Report: FS = Full Supervision, CS = Combined Full/B-T-0,; C = Completion; A = Appra.esa! O= Orher .fexpfam below)

Names of Mission Members

Mission Members’ 'Speclallzatuons

K. Loos Financial Analyst
A. McNamara Engineer
S. Venkataraman Engineer

Number of members on both
present.and previous mission:
None
One |
Two or More




|
i
r
|

SECTION 5: COMMENTS (Clarify, if necessary, data in Sections 3 and 4.)

1/ Mechanical completion date,

2/ PETROFERTIL control date is November 1981.

3/ PETROFERTIL requested extension to May 31, 1982,

4/ 1Installed costs, excluding interest during construction and working capital.

,/ Foreign exchange includes indirect foreign exchange.

6/ Disbursement delay due to non-issuance by Government of import licenses for imported
equipment, preventing placement of orders. On September 12, 1980 disbursement
amounted to US$22.0 million,

SECTION 6: SUMMARY OF PROJECT STATUS, TREND AND MAJOR PROBLEMS
I. PHYSICAL EXECUTION OF PROJECT

l. Status of Engineering Work
The engineering work for the ammonia and urea units is completed except for possible
field changes during construction and minor updating of instrument loops. Three areas in which
engineering work remains incomplete are (a) the water treatment system changed to discharge
treated effluents to the sea instead of Sergipe river; (b) water treatment system due to the
delay in decision on source of water supply; and (c) change to o1l coating of urea. The i
engineering work will be completed by October 1980.
2. Status of Egquipment Procurement
Out of a total of 789 requisitions, orders have been placed against 618 requisitions
for a total value of US$68.3 million forming about 87% of the total value of supplies. Placing -
of all the orders could extend to February 198l. But the items yet to be ordered do nmot include|
any long deliverv items and are mostly locally available., About 30% of the total value of !
supplies ordered so far will be obtainad by imports. MNinety percent of +he equipment woculd have|
been delivered by March 1981. Most of the items yet to be delivered will be for the urea ;
handling system procured locally. The major process plant items which could affect the
completion schedule are two low temperature steel fabricated vessels for which the Brazilian
manufacturer has problems in qualifying welders, an overhead crane and ammonia vapor release
vessel. The fabricated vessels have been reordered. There could alsc be delivery problems
with ammonia reactor, economizer and some of the exchangers crdered from Rrazilizn manufacturersf
3. Status of Erection and Construction |
Most of the land development, buildings and civil construction work has been completed.
Since the mechanical erection contract was awarded only in January 1980, the contractor has |
concentrated efforts in mobilizing for the work. He has installed a Pipe fabrication shep, set
up field office, organized job planning and mobilized the manpower. While the overall progress
of construction is about 44%, progress of erection is only 11.37 against the scheduled 27.9%.
However, the site activities are well-organized and there should be an improvement in !
censtruction rate in the following months.
4. Status of Utilities and Infrastructure
The power supply company has started field work and is expected to complete the supply
arrangements by February 1981. According to the present estimates (June 1980) the total gas
reserve is 31.674 billion cubic meters with 60% proven, 157 probable and 25% possible reserves.
The available reserve is estimated at 7.8 billion cubic meters. The gas supply for the Sergipe
plant will be made by shifting the other industrial consumers to alternative gas source.,
The PETROBRAS assessment of gas reserves and gas delivery program are given in Annexes &4 and 5.
The gas processing station has been completed and the pipeline is expected to be completed by
December 1980. There has been some delay in the construction of the water pipeline from Sao
Francisco river. The work on the water intake facilities has also been delayed. The water
supply system is now expected to be ready by mid-1981. The rail siding has been completed
up to the plant fence. —_ .
5. Overall Project Implementation Schedule
The project is now scheduled for mechanical completion by November 1981 against the
earlier PETROFERTIL estimate of August 1981. Given the status of procurement and equipment
delivery the mission expects mechanical completion by March 1982.

I. OPERATING AND FINANCIAL PERFORMANCE OF NITROFERTIL
Start-up problems experienced during end 1978 and early 1979 at the second Camacari plant
(900 tpd ammonia and 800 tpd urea) have been resolved and NITROFERTIL's operating performance
has therefore significantly improved as indicated in the table below:

* PETROFERTIL is keeping a close watch to expedite their delivery.




NITROFERTIL - Historical and Projected Production

Production in '000 tons Capacity Utilization in %
Year Ammonia Urea Ammonia Urea
1978 121 13 33 33
1979 221 150 61 43
1980 a/ 290 262 80 76
1981 b/ 306 301 85 87
a/ Estimated b/ Projected

Considering that the annual shutdown for maintenance took place during the first
half of FY80, the production of 131,000 tons and 114,000 tons of ammonia and

urea, respectively, was close to target as of end of June. The improved operations
are also reflected in noticeable sales increases (Annex 2). About half of the
expected sales increase for FY80 is due to a 52% higher sales volume. The loss

of about US$9 million anticipated for FY80 is largely the result of delayed

and partly inadequate price adjustments to cover fast rising raw material costs.
For instance, NITROFERTIL's ex-factory prices in August 1980 provided only for an
operating margin of 5% on ammonia and a negative margin of 4% on urea. Nevertheless,
NITROFERTIL expects to work out with the Government a more responsive pricing
mechanism and achieve a small profit in FY81. While the expected debt/equity
ratio of 42/58 for 1980 is adequate, the anticipated current ratio of 0.7
indicates a tight liquidity position. However, NITROFERTIL is already planning

to improve the current ratio to about 1.1 in 1981 by converting a short-term loan
from PETROFERTIL into equity and by borrowing about US$10 million of long-term
funds to reduce further the short-term debt. The financial covenants will apply
only after project completion and transfer of its assets to NITROFERTIL.

ITI. MARKETING AND DISTRIRUTION

NITROFERTIL is presently '"exporting" to the Central and Southern regions of
Brazil close to 60% of its total urea output while the balance is marketed in
the North/Northeastern region. Although NITROFERTTL will approximately double its
urea production by 1985, when the Sergipe Project is in full production, the
"export share" is not expected to increase significantly since consumption in the
Northeast is expected to double during the same period, assuming an annual growth
rate of 13-14%. 1In the light of the present large fertilizer imports into the
Central region, NITROFERTIL does not foresee any problems in marketing the surplus
in that area.

IV. COMPLIANCE WITH LOAN COVENANTS
All covenants have been complied with.

SECTION 7: MISSION RECOMMENDATIONS AND MANAGEMENT ACTION REQUIRED

Next Mission

A brief mission is planned for February/March 1981 along with the mission
on the VALEFERTIL Project for preparation of the completion report, followed by
a full mission in late 1981.

NAME OF PREPARING OFFICER: NI §: 1 DATE:
/|
K. M. Loos, A. E. McNamara, S. Venkataraman P i & k” A;}. 09/29/80
.""F.‘-.'__
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ANNEX 1

BRAZIL: SERGIPE FERTILIZER PROJECT

SCHEDULE OF DISBURSEMENTS (LOAN 1406)

Accumulated Disbursements

(US$ Million)
Fiscal Year Appraisa}/ Last Reviﬁ?d New
and Quarter Estimate— Estimate— Estimate
1980 I Sept. 51.0 - 7.0
TE Dec. 55.0 213 8.2
ITI March 59.0 2053 12.5
IV June 62.0 35.3 20.0
1981 I Sept. 63.0 45.3 23.0
712 Dec. 64.0 5543 30.0
ITT March 60.3 40.0
Iv June 62.3 50.0
1982 1 Sept. 64.0 53.0
9 5 i Dec. 56.0
1 3 § March 58.03/
iv June _ 60.0—
Closing Dates 11/30/81 11/30/81 5/31/825/

1/ April 1977.

2/ November 1978.

3/ Loan is not likely to be fully disbursed.

4/ Extension of Closing Date requested by PETROFERTIL.

Industrial Projects Department
September 1980



FY ended December 31

Revenues from Net Sales
Cost of Sales

Gross Profit

Operating Expenses
Non-operating Income

Monetary Correction

Income Before Taxes
Taxes

Net Income
Ratios

Gross Margin (%)
Net Margin (%)

BRAZIL:

SERGTPE FERTILIZER PROJECT

NITROFERTIL - HISTORICAL AND PROJECTED INCOME STATEMENT

1978 1979
——-—audited---~
452 1,524
349 1,013
103 511
308 2,491
+ 31 + 31
+608 +753

(in million Cruzeiros)

434 (1,196)

1980 1981 1982
estimated
3,220 4,717 6,622
2,120 3,323 4,362
1,100 1,394 2,260
1,540 1,067 1,409
( 440) 327 851
- 51 168
(__440) 276 683
34 30 34
(14) 6 10

1983 1984 1985
projected
7,146 7145385 7,394
4,558 4,643 4,647
2,588 2,742 2,747
1,324 1,193 1,081
1,264 1,549 1,666
290 482 608
214 1,067 1,058
36 37 37
14 14 14

T °8eg

¢ XINNV



FY ended December 31

Assets

Current Assets
Investment/Loans

Gross Fixed Assets

Less: Accum. Depreciation
Net Fixed Assets

Other Assets & Work in Progress

Total

Liabilities and Equity

Current Liabilities
Long-term Debt
Net Worth
Total
Ratios

Current Ratio
Long-term Debt/Equity Ratio

Industrial Projects Department
September 1980

NITROFERTIL - HISTORICAL BALANCE SHEETS

(in million Cruzeiros)

1978 1979 1980 1981 1982 1983 1984 1985
———audited-—-- estimated ——— projected
340 667 818 1,605 1,863 1,886 1,900 1,938
68 224 261 257 257 257 257 257
- - 4,941 15,702 15,702 15,702 15,702 15,702
- - 1,067 1,942 3,164 4,395 5,621 6,847
2,599 2,525 3,814 13,759 12,538 11,307 10,081 8,855
1,932 2,541 2., 567 2,480 3,159 4,217 5,307 6,753
ééggg 6,957 7,521 18,102 17,812 17,667 17,545 17,803
996 881 1,233 1,455 €732 1,994 1,722 1,760
1,704 3,180 2,640 7,437 6,135 4,858 3,842 2,803
2,239 2,896 3,648 9,210 9,950 10,815 11,981 13,240
4,939 6,951 1,521 18,102 17,817 17,667 11,545 17,803
0.34 0.76 0.66 1.10 1.08 0.95 1.10 1.09
43/57 52/48 42/58 45/55 38/62 31/69 24176 17/83

Z 98eg

¢ XHENNV



ANNEX 3

BRAZIL: SERGIPE FERTILIZER PROJECT

LIST OF PERSONS MET

PETROFERTIL

Rio de Janeiro

Porthos Augusto de Lima
Luiz de Magalhaes Botelho
Nile Jose Buzzati

Carlos Frederico Hirsch
Alberto B, C. Land

Leopoldo G. Barcante
Claude Wuillaume

Marcos Henrique Castro de Oliveira

Laranjeiras

Jose Eduardo L. Barretto
Jonas Boechat
Alfredo Cavalcanti Goncalves

NITROFERTIL
Salvador
Paulo Roberto Souza de Amorim

Newton L. F. Guimaraes
Milton Gaeta

Industrial Projects Department
September 1980

President

Director (Finance)
Assistant Director
Planning Manager
Planning Dept.

Financial Manager
Financial Dept.

Laranjeiras Project Manager

Operations Manager
Manager, COFEN
Construction Manager, COFEN

Director (Financial and Commercial)
Director (Industrial)
Director (Administrative)



BRAZIL: SERGIPE FERTILIZER PROJECT

SERGIPE-ALAGOAS REGION — OVERALL GAS RESERVES
(in million cu. meters)

Original Gas Volumes Recovery Factor Available
Balance by Proved Probable Possible Total of Proven Reserves(%) Reserves
December 78 19,415 5,554 11,367 36,336 45.93 8,918
December 79 18,906 4,650 7,863 31,378 41.63 7,871
June 80 19,203 4,841 7,630 31,674 40.69 7,814

Industrial Projects Department
September 1980

% XEANNV



BRAZIL: SERGIPE FERTILIZER PROJECT

SERGIPE-ALAGOAS REGION - GAS DELIVERY PROGRAM
(in million cu. meters)

1981 1982 1983 1984 1985 1986 1987 1988 1989

Overall Gas Production 611.7 583.7 501.3 482.5 465.1 454.8 446.9 441.8 437.7
Internal Consumption

For Energy Use 101.9 112.5 99.4 89.8 81.0 o1 71.8 68.7 66.1

For Non-energy Use 116.9 1279 127.9 127.9 127.9 127.9 127.9 127.9 127.9
Delivery for Consumers

In Sergipe/Alagoas 62.1 - - - - - -~ - -

(Except Sergipe Proj.)

In Bahia 281.9 578 = - = - = = =

Sergipe Project - 237 ;2 2372 237.2 237.2 237.2 237 .2 237.2 237.2
Losses 48.9 48.3 36.7 2746 19.0 13.6 10.0 8.0 6.5

Industrial Projects Department
September 1980
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Glol Lot
Mr. Anthony R. Perram, Chief, IPDD2 December 6, 1978
Geoffrey Evans, IPDD2
BRAZIL - Loan No. 1406-BR
Sergipe Fertilizer Project
___Full Supervision Report
o Please find attached full report of the Supervision Mission

which visited Brazil from October 15-25, 1978, to review progress on the
above-referenced Project.

4 A draft letter to the Government (Borrower) has not been
included at this stage pending receipt of the supplementary report of
our gas consultant following his separate visit in mid-November.

Attachment

ec: Messrs. van der Tak (5), Fuchs, Dewey, Jaffe, Walstedt, Sheldrick,
Cash, Nayar, Kohli, Soncini, Venkataraman, Segura, Rischard,
loos, Dosik, Lee, Chittleburgh, CGordon, Knotter, Ruilsanchez,
Glaessner, Mirza, Howlett, Rigo, Mole, Enight
LAC Information Center (F841)
Division File (100)

GEvans :siv




FOAM NO. 590 This summary is the initial summary

=73 IBRD AND IDA — SUPERVISION SUMMARY % |part of a mission report

a semi-annual update

the completion summary

" Regional Office: Project Name: Project Code: Loan X [ Credit [_INo.: [ L/C Amount ($xx.xm): i
LAC SERGIPE FERTILIZER PROJECT 6BRAICO2 1406 BR 64.0 !
Country: Borrower/Beneficiary: Board Date: Signing Date: Effective Date: |
BRAZIL Petrobras Fertilizantes S.A. /19/1977 4/29/1977 §8/15/1977 |
Projects Dept./Div. Name: ! Org. Code No.: Projects Officer: Loan Officer: |
IPD/II ' 305/20 Geoffrey Evans |Albert Howlett i

SECTION 1; SUMMARY PROJECT DESCRIPTION
The Project is a grass-roots ammonia/urea plant to be built at Laranjeiras,near Aracaju,
Sergipe State, consisting of a 907 MID ammonia unit based on natural gas, a 1,100 MID urea
unit, and all supporting facilities.

SECTION 2: PERFORMANCE RATING This Summary Last Summary
STATUS: 1 - Problem-free or Minor Problems; 2 - Moderate Problems; 3 - Major Problems 1
TREND: 1 - Improving; 2 - Stationary; 3 - Deteriorating
TYPES OF PROBLEMS: F - Financial; M - Managerial; T - Technical; P - Political; O - Other (Explain in Section 5)

If more than one type of problem, enter most critical factor first. |_P[ OI _I '] _| [ Oi _I _| _| "l
Designated a problem project” in most recent SVP review? Y - Yes; N - No
(See Note (2) in Section 5)

SECTION 3: PROJECT DATA Total of which: Cumulative Disbursements

Estimated/Actual: Project Loan/Credit Proiecg, Foreignl/ Local through most recent |

Completion Closing Cost= Currency Currency  Quarter ended |( 09,30 /78) |

(Mo./¥Yr.) {Mo./Day/¥r.) ($xx.xm) ($xx.xm) {Sxx.xm) ($xx.xm) ':
Appraisal Est. 01, 81 11 30 4 81 243.1 64.3 178.8 21.0 (Est) |
Last Summary ( 08; l?; 78} 10, 81 11 30 : 81 243.1 64.3 178.8 2/
Current 09, 81 11,30 , 81 230.7 58.4 172.3 3. 32 FActual)
e - Foreign currency estimate in previous reports included indirect foreign exchange.
SECTION 4: MISSION SCHEDULE Return to HO Einal Ellipart Dt

No. of Staff on Mission No. of Days in Country (Mo./Day/Yr.) (Mo./Day/Yr.)
Latest/Present Mission 1 10 10 ,30,78 11,28,78 (FS )=
Previous Mission 1 2.2 06,06 .77 06.,14,77 ¢ 0&1‘{

MNext Mission Departure Recommended interval End of period covered by latest
(Mo./Yr.) 07 i 79 between missions (Months) 9 progress report (Mo./Day/Yr.) M

* Type of Report: FS = Full Supervision; CS = Combined Full/B-T-O; C = Completion; A = Appraisal; O = Other (explain below) |
SECTION 5: COMMENTS (Explain “other” in Section 2 and clarify, if necessary, data in Sections 3 and 4) g |
1/ Made up of imports and ICB items. 2/ Disbursement delay due to non-issuance by Government of
import licenses for imported equipment, preventing placement of orders. 3/ Number of days
spent on this project. 4/ Partial supervision report only. 5/ Excluding WC and IDC.
SECTION 6: SUMMARY OF PROJECT STATUS, TREND, AND MAJOR PROBLEMS:
Generally, progress on the Project has been slow since award of the major engineering ‘
' design contracts in late 1976, and even though an extended project schedule was anticipated
|

during appraisal, the planned date for mechanical completion is now end March 1981, which will
extend the anticipated date for commencement of commercial production by nine months to
September 1981. The delays have been primarily due to late registration of foreign engineering
contracts by the Central Bank of Brazil (Annex 4A), delays in reaching agreement with CACEX on
the imported equipment list (Annex 4C) and an usually burdensome procurement procedure (Annex 4C).
As of October 1978, all basic engineering for the Project (performed by Kellogg and Toyo) has |
been completed and detailed engineering performed by Brazilian firms has been 55% completed for
the ammonia and utilities plants and 68% for the urea unit. Both foreign and local procurement
are well behind schedule with no firm orders yet having been placed for imported equipment
because of delays in obtaining import licenses and only about 10% by value of local suppliers
having been ordered due to a late start on detailed engineering. Om the site at Laranjeiras,
'vil works is fairly well advanced with roads, drainage and services works in progress and
_ome buildings nearing completion. However, plant erection is unlikely to commence for at least
another year due to late ordering of equipment. As at the end of September 1978, total
expenditures and commitments amounted to US$15.85JV in foreign exchange and US$36.9 million in

by PETROFERTIL. Preparing Officer: G. Evans Initials: Datel2 /06 /74

-
i

1/ This amount takes into account some letters of intent to purchaseéi?;eign equipment issued
<.



local currency, leaving an estimated US$55.0 million in F.E. and US$152.6 million
in L.C. to complete the Project, which is slightly below the Appraisal Report
estimate (see Annex 4D). As at the end of October 1978, disbursements for

the Bank loan totalled only $3.38 million as compared to an anticipated $23
million at the time of appraisal, reflecting the effect of the delays in foreign
procurement.

Section 7: Actions Taken or Recommended

(a) Prompt Issuance of Import Licenses (see Annex &)

There have already been serious delays in project implementation
mainly due to the failure to reach agreement with CACEX preventing commencement
of procurement. In view of this, it is recommended that the Bank request the
Government to instruct CACEX to promptly issue import licenses for all items
on the imported item list (which is now believed to have been accepted in
principle by CACEX) without further prior item-by-item review and re-
examination (see also Annex 8).

(b) Assistance to PETROFERTIL's Procurement Department (see Annex 4)

PETROFERTIL's Procurement Department, which is relatively newly
formed, has a huge task to handle procurement of all items for both the
Araucaria and Sergipe Projects, and has so far had little experience of
preparing, collecting and submitting to the Bank the documentation required
for Bank-financed goods. As a result, much of the documentation submitted
to date has been deficient. Consequently, it is recommended that the Bank
dispatch a consultant familiar with Bank procurement procedures to work with
PETROFERTIL for a period of about two months to assist its staff to become
fully familiar with these procedures. The proposal has already been accepted
in principle by the company.

(¢) Finance Plan (see Annex 4)

Although Section 5.07 of the Loan Agreement required PETROFERTIL
to arrange within six months of the date of the agreement additional loans
as necessary to complete the Project, and Section 3 of the Shareholder's
Agreement required PETROBRAS to take shares in the company's capital as
necessary to achieve a debt/equity ratio not greater than 60:40, the finance
plan for the Project still remains obscure (see Annex 4, paras 14 and 15)«
It is recommended therefore that PETROFERTIL be requested to finalize all
financing arrangements and submit a firm finance plan to the Bank as soon
as possible.

(d) Financial Projections for PETROFERTIL and each of its Subsidiaries
(see Annex 5)

It is recommended that the Bank request PETROFERTIL to submit five-
year financial projections for the company and each of its industrial units
as required under Article 5.05 of the Loan Agreement as soon as possible.

- ma . e el e W - e . -



(e) Project Management (see Annex 7)

It is believed PETROFERTIL presently has an over-reliance on
PETROBRAS (who are only directly responsible for provision of technical
services and construction management) for overall management and coordination
of the Project.

The Bank should therefore urge PETROFERTIL to promptly appoint
a suitably qualified Project Manager to assume this function and as a first
step thereafter to prepare a consolidated project schedule to include the
activities of all the groups presently participating in the Project.

(£) Staffing and Training (see Annex 7)

It is recommended that the Bank request PETROFERTIL to submit as
soon as possible a detailed plan to recruit and train staff for the Project
as required under Article 4.05 of the Loan Agreement.

Industrial Projects Department
November 1978
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ANNEX 1

BRAZIL - SERGIPE FERTILIZER PROJECT

LIST OF PERSONS INTERVIEWED

PETROFERTIL

1. Luis de Magalhaes Botelho - Finance Director

2. Carlos Palmarino Acciolly - Technical Director

3. Nilo Jose Buzzatti - Assistant to Finance Director

4. Ramiro Carlos Guedes de Campos - Assistant to Technical Director
5. Paulo Roberto Souza de Amorim - Chief of Planning

6. Wagner Silva - Procurement Manager

7. Geraldo C. R. de Almeida - Chief of Production

8. Antonio Carlos Rebeiro - Marketing Manager

9. Leopold Barcante - Finance Manager

PETROBRAS - CONSTRUCADO DE FERTILIZANTES NITROGENADOS (COFEN)

1.
P
3.
4,
5.
6.

Mr. Horacio Martins - Superintendent

Jose Eduardo L. Barretto - Project Engineer

Mr. Montenegro - Project Engineer

Newton Lima de Freitas Guimaraes - Sergipe Site Manager
Antonio Luiz Menezes - Deputy Sergipe Site Manager
Paulo Freire - Planning Manager Sergipe Site

Industrial Projects Department
November 1978

s ma a il e B a e



ANNEX 2

BRAZIL - SERGIPE FERTILIZER PROJECT

DRAFT PARAGRAPH FOR PRESIDENT'S REPORT

Loan No. 1406 BR - Sergipe Fertilizer Project
Loan of 4/19/1977
Effective Date: 8/15/1977
Closing Date: 11/30/1981
Plant construction is in progress but is running about nine months
behind schedule due to procurement delays. Commencement of commercial

production is now expected in September 1981. The anticipated cost to

complete the Project is presently running about 8% below budget.

Industrial Projects Department
November 1978
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BRAZIL - SERGIPE FERTILIZER PROJECT

SCHEDULE OF BANK LOAN DISBURSEMENTS

ANNEX 3

($ 000's)
Calendar Year T Amount Undisbursed
and Quarter Qutstanding Amount
Calendar Year 1978 /1 /1 /1
Actual to 9/30/78 F (21.0)"= 9.3 (21.0)"== 60.7 (43.0) =
Quarter IV (Estimated) 3.0 (8.0) 6.3 (29.0) S7.¢ €35.0)
Calendar Year 1979
Quarter T 3.0 (8.0) 9.3 (37.0) 54,7 (27.0)
Qua" 1TE 3.0 (8.0) 12:3 ({&45.4) 51.7 (19.0)
H ITIT 4.0 (6.0) 16:3 (51.9) 4.7 (13.0)
L V) 5.0 (4.0) 213 [55.9) 42.7 (9.0)
Calendar Year 1980
Quarter I 6.0 (4.0) 27.3 (59.0) 36.7 (5.8)
W II 8.0 (3.0) 35.3 (62.0) 2847 (2.0)
= FIT 10.0 (1.0) 45.3 (63.0) 18.7 (1.0)
" IV 10.0 (1.0) 55.3 (64.0) 8.7 (0.0)
Calendar Year 1981
Quarter I 5.0 (=) 60.3 (64.0) 347 (0.0)
) I1I 2.0 (=) 62.3 (64.0) 1 (0.0)
M TIT 1 (-) 64.0 (64.0) 0.0 (0.0)
64.0'% (64.0)

/1 Figures in brackets shown in the above table

Report estimates.

/2 Assumes loan will be fully disbursed.

Industrial Projects Department

November 1978
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ANNEX 4

BRAZIL - SERGIPE FERTILIZER PROJECT

EXECUTION OF THE PROJECT

A. Engineering and Project Schedule

L In November 1976, PETROFERTIL signed contracts with Pullman

Kellogg (USA) for provision of process license, basic engineering design,
procurement of critical equipment and technical advisory services relating

to the ammonia unit and general offsites facilities, and with the Toyo
Engineering Company (Japan) for similar services relating to the urea unit.
Subsequently, PETROFERTIL also signed contracts with two domestic engineering
firms, Promon Engenharia S.A. to perform detailed engineering and non-critical
procurement services for the ammonia and_offsites units under the supervision
of Kellogg, and Montreal Engenharia s.A.L/ to perform similar services for the
urea unit under the supervision of Toyo. Neither foreign contractor was able
to commence work, however, until its contract was registered with the Banco de
Brasil, which in turn required the prior approval of the Secretary of Mines

and Energy and the I.N.P.I. ("Industrial Property Institute), the latter
being now responsible to ensure that no contracts are approved involving
payment of foreign license fees unlessthe licensor holds patents registered
in Brazil. The Kellogg contract received all necessary approvals and became
effective on March 16, 1977. The Toyo contract, however, even though it
included license fees as had been previously approved for PETROFERTIL's
Camacari project, was held up by the I.N.P.I., who ruled that Toyo's urea
patents had not yet been approved in Brazil. Toyo therefore did not start

work on the Project until July 27, 1977 (eight and a half months after contract
signing) and then only under a special arrangement with PETROFERTIL. The Toyo
patent was not approved for registration until October 12, 1977, thus opening
the way for formal registration by the Banco de Brasil. (It may be noted

here that the IBRD agreed at the time of appraisal to finance the Kellogg and
Toyo contracts without any competitive bidding in order to expedite implementa-
tion of the Project.)

25 The long delays in registration of these two contracts, by delaying
the start of basic engineering design (and by delaying procurement, as will be
seen in Annex 4C) have significantly extended the completion time of the Project.
As of October 1978, all basic engineering design for the Project had been
completed (by Toyo in January 1978 and by Kellogg in March 1978). Detailed
engineering for the ammonia and offsites units was 40% complete and for the

urea unit 63% complete. Overall, engineering design was 55% complete for
ammonia and offsites and 68% for urea, indicating about a nine-month delay
compared to the appraisal estimate. As receipt of vendor drawings will be
delayed because of late ordering of equipment, however, it is likely that
completion of detailed engineering will be further delayed until at least
September/October 1979, representing a one-year delay in the schedule

indicated in the Appraisal Report. As this will in turn delay site construction

1/ 'Montreal" has now been absorbed by the International Morrison Knudsen
Corporation and has been renamed "Companhia Internacional de Engenharia"
(Internacional).
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work, it is believed little, if any, of this lost time will be made up and
end March 1981 will now represent the most optimistic date for mechanical
completion of the Project.

35 The design of the water supply pipeline from the Sao Francisco

River to the plant site, which is now outside the financial scope of

the Project,lj is being undertaken by a Brazilian firm, "GEOTECNICA,'" and

was 25% complete as of October. The design of the gas supply pipeline from
Carmopolis to Aracaju, which is being undertaken by PETROBRAS, is already 95%
complete, and a construction contract is expected to be awarded soon with
construction scheduled for completion by May 1980. Engineering of the gas/
liquids separation plant at Aracaju is similarly well advanced, and construction,
which is already underway, is expected to be complete by June 1980. The Bank's
gas consultant is visiting PETROBRAS in November to further review engineering
of the gas transmission and treatment facilities as well as updating gas
reserves estimates and examining gas production programs, gas production
facilities and arrangements for dedication of gas to the Project.

B. Site Construction

4, Management of site construction is being undertaken on behalf of
PETROFERTIL by PETROBRAS through a division of its Engineering Services
Department referred to as COFEN,2/ which is additionally supervising the
engineering, and coordinating the entire Project from its Rio offices. The

site manager, Mr. Newton Lima de Freitas Guimaraes, who is responsible to

COFEN's General Manager in Rio (Mr. Horacio Martin ) is a competent and
experienced engineer/manager, having been previously site manager for
PETROFERTIL's ammonia/urea complex at Camacari. The site organization is

shown in figure 1 and is based on PETROBRAS standard site management structure
for large petrochemical plants. It includes four services departments (Planning,
Administration, Materials Control and Finance) and three construction supervision
groups with a total strength of 195 staff to handle both the fertilizer project
at Laranjeiras and the gas/liquids separation plant at Aracaju, about 15 km
distant. Considerable authority is vested in the site manager, who is extended
full autonomy in the control of the works, inclusive of award of all but the

most major contracts. Present staff strength is 87,as shown in figure 1,and is
adequate for the present stage of construction which is confined to civil works.
Later, when erection work begins, it is planned to have the assistance of about
seven expatriates from Kellogg and Toyo to assist with erection planning and
technical supervision.

1/ PETROBRAS will now bear PETROFERTIL's share of the financing of this pipeline.

2/ Construcao de Fertilizantes Nitrogenados. COFEN is currently managing four
projects, Sergipe and Araucaria, which are being financed by the Bank, the
North Rio Ammonia Urea Plant being financed by the IDB and the Aracaju
Gas/Liquids Project mentioned in para A. 3.
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S As of October, all earth moving, levelling and grading work on the
site had been completed with roads and drainage construction in progress and
expected to be complete by January 1979. Construction of plant buildings was

in progress with the guardhouse, medical center and general services buildings
being complete, the administration block (65% complete), canteen (25%), three
maintenance shops (57%) and two general warehouses (75%). A contract for
detailed design of plant foundations and urea prilling tower had previously
been awarded to a Brazilian civil engineering consulting firm (GEOTECNICA),

who had specified piling of foundations for the prilling tower, and some

of the plant units. Construction of the prilling tower foundation had been
completed in October and slip forming of the tower itself was about to begin
under a contract awarded to a major Brazilian contractor (TENENGE). Construction
of foundations and piling for the ammonia and urea units had progressed to the
stage in October where it represented 10% and 7% completion of all civil works
for those units, respectively. Amongst the services facilities, two service
water concrete reservoirs with a total storage capacity of 23,000 cubic meters
were 78% completed and pad foundations for fuel oil and diesel oil storage fully
complete. The liquid ammonia storage tank foundations were about to be started.

6. While reasonable progress is presently being made on construction

of civil works on the site, it is clear that further progress will be severely
hindered due to the delay in completion of detailed design of foundations and
structures. Further, it is unlikely that any significant erection work will
begin for about one year due to late ordering of equipment. In an endeavor

to recover as much of this lost time as possible, the site management is
scheduling a total plant construction time of 20 months to meet the newly
targeted mechanical completion date of March 1981. This is, however, a tight
schedule and will be difficult to meet.

C. Procurement

7s Procurement delays especially in the placement of orders for foreign
equipment have been the major cause of slippage in the overall project schedule.
As at October 1978, no firm orders had yet been placed for foreign equipment

or materials, although letters of intent to a total value of US$9.3 million had
been issued during September/October for the critical items below:

Item Supplier Price USS Equivalent

CO2 Compressor KOBE (Japan) Y 180,813,000 $ 977,000
C02 Booster Compressor KOBE/SUMITOMO Y 88,332,000 $ 477,000
Feed Gas Compressor Demag (FRG) Dm 880,036 $ 463,000
Air Compressor/Turbine Demag (FRG) Im 2,321,215 $1,221,000

AEG (FRG) Dm 1,169,694[1 $ 616,000
Syngas Compressor/Turbine N. PIGNONE (Italy) Us$ 2,163,832'— $2,163,832
High Pressure Decomposer Mitsui (Japan) Y 31,772,000 $ 171,000
Recycle Solution Pumps EBARA (Japan) Y 116,346,000 $ 629,000
Reformer Furnace Internals Heat Research (USA) uUss 2,232,000 $2,232,000
Portal Reclaimer Components ARENCO (FRG) Dm 307,950 $ 162,000
Transfert Line I.H.I. (Japan) Y 19,221,000 $ 103,000
Alloy Steel Plate E.U.D. (FRG) Dm 159,432 $ 84,000
Spray Nozzles Mitsui (Japan) Y 890,000 $ 5,000

TOTAL $9,303,832

/L Bid in USS.
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Additionally, letters of intent for a further US$1.35 million covering ammonia
pumps, urea reactor and potassium carbonate solution pumps were ready for
issuance. There have also been delays in placing orders for local equipment
and supplies with only about 9% of the total by value having been ordered by
the end of September 1978. These long delays in placing orders are attributable
to delays in commencing engineering design (para A.1-2), failure to reach
agreement with CACEX on the local reserve equipment list (para A. 8) and an
extraordinarily complicated and cumbersome procurement procedure (para A. 9).
Figure 2 shows the sequence of events over the 23-month period between November
1976 when the foreign engineering contracts were signed and September/October
1978 when the first letters of intent for foreign equipment orders were placed.
This diagram indicates the two consecutive delay periods, the first being
caused by the late registration of foreign engineering contracts which resulted
in the passage of 12 months before a consolidated registered vendor list was
submitted to the Bank, and the second by the cumbersome project procurement
procedures which absorbed a further 9 monthsl/ for selection of vendors from
the date of issuance of bid invitations. The chart further shows that even
after the passage of this 23-month period, only letters of intent could be
issued to foreign suppliers because agreement had not yet been reached with
CACEXl/ on the equipment reserve list.

8. During Loan Negotiations for the Project in Washington in February
1977, the project authorities submitted to the Bank a draft equipment reserve
list based on a 60/40 split between imported and local supply as previously
agreed between the Bank and the Ministry of Finance. They anticipated at

that time that in view of this basic agreement, approval of this list by CACEX

1/ This nine-month period included only two months for bid preparationm.

2/ CACEX is a branch of the Banco de Brasil which administers all import (and
= export) licensing. It operates under powers bestowed upon it by the C.P.A.
(Customs/Politics Council) pursuant to Brazilian Decree No. 37 and is presided
over by the Ministry of Finance. Its director is Mr. Benedito Moreira, and
the manager of the import licensing division is Mr. Salek. Under CACEX's
normal procedure, a plant builder wishing to import a range of equipment must
first draw up a list of all such items and seek the prior agreement of
ABINEE (The Brazilian Electrical Equipment Manufacturers Association) and
SIMESP (The Brazilian Association of Mechanical Equipment Manufacturers) that
the listed items cannot be produced in Brazil. The final agreed list as
signed by both associations and containing item by item specifications and
prices may then be submitted to CACEX for its blanket approval as a basis
for subsequent applications for import license on an item-by-item basis.
To make such an application, the importer must first obtain a proforma
invoice for the goods from the selected vendor and submit this together
with a certificate of approval from the Ministry of Mines and Energy (who
exercise budget control over each corporation) to CACEX, > who will then
check the price and specification of the %oods against the orginally agreed
list before granting an import license. I
to obtain CACEX blanket approval of the full equipment list and a further two
to three months for the granting of each import license from the date of

application. _However, in the latter case, this period may be extended up to
one year if the spec1f1catlon of the item on the proforma invoice is at

variance with that on the originally agreed list or the invoice price is
significantly above the original estimate. Again, long delays are sometimes
experienced in obtaining the proforma invoice from foreign suppliers made out
in accordance with CACEX standard PGI format, especially when such suppliers
do not have local representationm.

ormally, it takes four to eight months
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as a prerequisite for the granting of import licenses would be duly received.
However, as of October 1978, CACEX's formal approval had not yet been received
and accordingly no applications for the granting of individual import licenses
had yet been submitted, and in turn no firm foreign orders placed. A brief
history of the relevant events over this period is as follows: Following
further detailed review of the draft equipment list by Kellogg and Toyo,
PETROFERTIL,pursuant to a previous telex from the Ministry of Finance to both
CACEX and PETROFERTIL reflecting the basic agreement with the Bank, submitted
the proposed list showing a 60/40 split to CACEX in September 1977. In
December 1977, CACEX responded that while it accepted the basic 60/40 split
obligation, the list per se could not be accepted as it had not been agreed
with the Brazilian Manufacturers Associations, From December 1977 until April
1978, PETROFERTIL contemplated whether the agreement between the Government
and the Bank as accepted by CACEX should be an adequate basis for the granting
of import licenses or alternatively whether the normal procedure of involving
the local manufacturers associations should be followed. PETROFERTIL finally,
however, opted for the latter and submitted the list to the two national
associations through CACEX in April this year. As of mid-October 1978, the
list,which has been through several revisionsl/ since being originally agreed
by the Bank, has now been signed by the two national associations and PETROFERTIL
is awaiting confirmation from CACEX of its own agreement. The present list
exhibits the following features:

ICB Items US$ %
Imported Equipmentlg 20,552,890 22.6
Imported Materials — 3,123,989 3.4
ICB Items/D 12,684,945 14.0
Subtotal 36,361,824 40.0

Local Reserve

Subtotal 54,541,907 60.0

Total Equipment and Materials 90,903,731 100.0

/a Not manufactured in Brazil.

/b With Brazilian participationm.
It is clear from the provisionally agreed list that many items originally
planned for importation have now been shifted to local reserve. But this has
been compensated to the extent of retaining the 60/40 split import by inclusion
of imported raw materials for Brazilian fabricators under the import list and
a switching of the urea reactor from local reserve to the import list following the
insistence of Toyo. Among the items switched from the imported supply to local

1/ Without reference to the Bank.



ANNEX 4
Page 6

reserve are the ammonia unit primary waste heat boiler and steam drum which

the Bank had previously accepted as technically critical items at the request

of PETROFERTIL. While the new list clearly reflects the desired objectives

of Brazilian equipment manufacturers far more than those of the Bank, PETROFERTIL
or its engineering consultants, it may represent the best compromise that can be
reached at this stage of the Project.

9 Procurement of all equipment and materials for the Project is being
undertaken by PETROFERTIL's purchasing department with the assistance of Kellogg,
Toyo, COFEN, PROMON and INTERNATIONAL. The extraordinarily complex procedures
necessary to coordinate these groups and to comply with all required regulations
are best seen by reference to Figure 3, representing the procedures followed

for Bank-financed imported items. Here it is seen that from the time of
identification of an item to be purchased, there are 17 consecutive steps
requiring transfer of documentation between different departments or organizations
for action, study or approval before a letter of intent is finally issued to

the successful vendor. Further complications (which is mot shown on the

diagram) also arises from the steps additionally necessary to obtain an import
license for the item as required before a firm purchase order can be issued

(see footnote 2, page 4, Annex 4). It may be worth noting that under normal
circumstances where there would be one engineering firm and a fully authorized
representative of the owner working in the engineering firm's offices, some 13 of
these steps could be eliminated. The procedures followed for procurement of
domestic supplies are virtually the same except that no public bid opening or
Bank approvals are required and normally a maximum of four or five firms are
invited to bid. PETROFERTIL's intention to itself import certain raw materials
for supply to local fabricators on whom it places orders for equipment will
combine the three major tasks of foreign procurement, import licensing

and local procurement into one huge procurement operation involving a mammoth
coordination task. While therefore serious procurement delays have already been
suffered, the prospects of further such delays throughout the course of the
Project may be anticipated.

10. There have also been delays in placing orders on local suppliers for
certain major equipment items due to the insistence of domestic manufacturers
associations and CACEX that these items be manufactured in Brazil even though
the domestic manufacturers' capabilities were unproven. As a result, it was
decided by PETROFERTIL to bring an expert team from Kellogg to Brazil in

March 1978 to survey local manufacturers' capabilities before selecting those
firms to be invited to bid and consequently such invitations were not issued
until around the middle of this year. Again, there have been delays in
finalizing the order on the domestic firm CONFAB for manufacture of the ammonia
converter, and as at October 1978, this matter remained unresolved. This is a long
deliveﬁy item, and its late delivery will further extend the project completion
time.l

1/ 1In February 1977, the Bank agreed to CONFAB bidding the ammonia converter
subject to the conclusion of a satisfactory collaboration agreement with
Struthers Wells (USA) and the overall approval of Kellogg, which was ultimately
given in March 1978. The invitation to bid had been issued in this case in
January this year, and CONFAB was selected as the supplier in June. However,
following a vendor coordination meeting with Kellogg held in September to plan
commencement of the work, CONFAB requested a price increase and negotiations

are still in progress.
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11, Even with the above delays, which are almost entirely outside of

its control, PETROFERTIL's purchasing department is handling its procurement
task creditably in spite of a serious understaffing problem, which has to

some extent caused priority to be given to the Araucaria Project procurement,
which is proceeding concurrently. It is implementing sound systems for
expediting and for inspec}iOn which for national supply will be undertaken by
PETROFERTIL's own staff,l. although contracts with inspection and expediting
firms may also be awarded. Insurance of purchased equipment is arranged through
PETROBRAS open policy with the Brazilian Government Reinsurance Agency which
covers the equipment up till 60 days after receipt. The heavy work load on
PETROFERTIL's purchasing department, however, is preventing it devoting adequate
attention to requirements for Bank-financed goods and the flow of necessary
documentation to the Bank, particularly detailed bid evaluation has been
inadequate. It is recommended therefore that the Bank dispatch a consultant
procurement expert to work with PETROFERTIL for about two to three months to
provide assistance and guidance in this area.

D. Cost to Complete the Project

12 The estimated cost to complete the Project is $260.3 million, including
$70.8 million in foreign exchanggg.uﬂﬁnh is slightly below the appraisal
estimate of $283.4 million. The current total project cost estimate expressed
in September 1978 prices is itemized in the following table with the correspond-
ing figures contained in the Appraisal Report of April 1977 expressed in

January 1977 prices set out alongside in brackets for comparison. The present
estimate is based on an estimate prepared by COFEN in August 1978, which in

turn was based on a definitive estimates prepared by Kellogg and Toyo towards
the end of 1977. The new estimate shows a significant reduction in infra-
structure costs which is due mainly to PETROBRAS now assuming PETROFERTIL's share
of the financing for the water supply pipeline and rail-link, each of which will
also serve PETROBRAS' own facilities. There have also been reductions in the
amounts allowed for equipment and materials following Kellogg and Toyo's
definitive estimates at the end of 1977 and in "Administrative Support” costs
mainly following a negotiated reduction in the fees charged to PETROFERTIL by
COFEN as a result of PETROFERTIL's enlarged procurement role and COFEN's
Laranjeiras site services being also used for PETROBRAS gas/liquids plant at
Aracaju. The estimated cost of civil works has, however, been substantially
increased following a new study of foundation, piling and concrete structure
costs which was made shortly after appraisal on the basis of a comparison of
costs of the Araucaria Project. Overall, the allowance for price escalation has
been reduced for the reasons given in footnote 1 to the table, but the
contingency provision has been increased by PETROFERTIL. The interest during
construction on the Bank loan has been reduced to reflect the delay

1/ Rellogg and Toyo are handling expediting and inspection of imported equipment.

2/ The amount of $70.84 million includes $58.46 million in ICB items eligible
for financing from the Bank loan and $12.38 million in interest payable
on this amount during the construction period.
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(In millions US dollars)
ICB Local Reserve Total
1. Site Preparation - (=) 4,77 {5:57) 4.77 (5:57)
2. Infrastructure - (-) 0.08 (3.61) 0.08 (361}
3. Civil Works - (=) 21.84 (13.66) 21.84 (13.66)
4. Equipment and
Materials 37.00 (40.61) 55.28 (60.92) 92.28 (101.53)
5. Freight and
Insurance 3,70 (5. 186) 2.76 (3.05) 6.46 (8.21)
6. Plant Erection - (=) 25 .01 (27.83) 25,01 (27.83)
7. Engineering
Services 83.64 (9.10) 11.35 (10.92) 19.99 (20.02)
8. Administrative
Support - (=) 9.13 (13.49) 9.13 (13.49)
9. Preoperational
Expenses - (-) 4.52 (2.89) 4,52 (2.89)
10. Contingencies 4.93 (4.58) 18.70 (12 .5%) 23.63 (17.12)
11. Price Escalation 4,19 (4.88) 18.84/1- (24.31) 23.03 (29.19)
Total Project
Cost 58.46 (64.33) 172.28 (178.79) 230.74 (243.12)
12, Interest During
Construction/2 12.38 (17.59) 6.26 (7.76) 18.64 (25:39)
13. Working Capital - (=) 10.91 (14.95) 10.91 (14.95)
Total 70.84 (81.92) 189.45 (201.50) 260.29 (283.42)

/1 As a result of indexation, PETROFERTIL does not provide any price escalation
on the local cost. Accordingly, the amount shown is the original appraisal estimate
adjusted for the escalation already incurred from the January 1977 prices of the
appraisal estimate to the September 1978 prices of the current estimate, the nine~
month delay in the project completion date, and the new total project cost
(excluding escalation).

/2 Original appraisal estimate adjusted for new total project cost and
construction period, and present disbursements.
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in disbursement arising from late placement of foreign orders which will result
in a bunching of Bank loan disbursements towards the end of construction period
with a commensurate reduction in interest due.if Another new cost estimate
will be made by COFEN and PETROFERTIL in March 1979 based on actual costs
incurred to that time.

E. Disbursements

13. Progress of expenditure and commitments against the Bank loan and the
total project funds up to September 30, 1978, is as set out below:

(Millions of US dollars)

Bank Loan Total Project
Expenditure 4.1;% 11.4
Unexpended Commitments 4.0'— 34,1
Total Commitments 8.1 45.5
Estimated Cost to Finish 50.4/c 214.8
Total Estimated Funds Use Bl = 260.3

/a Expenditures shown are a little higher than actual
disbursements with the difference representing dis-
bursement applications in the course of preparationm,
transit and processing. Actual disbursements as at
September 30 were $3.3 millionm.

/b Not including future interest payments Or letters of
intent to purchase equipment already issued.

/c Slightly under the loan amount of $64 million.

14. At the time of loan approval, the full financing arrangements for
the Project had still not been completed. Consequently, under Article 5.07
of the loan agreement, PETROFERTIL was required to obtain a local currency
loan equivalent to not less than $71 million from the BNDEZ/ (or any other
source) with a repayment period of 15 years, including 4 1/2 years grace, and
within 6 months after the date of the agreement (4/29/77) untied foreign
credit as required to complete the Project, then estimated at $25 million.
Although it has not yet completed all formalities, PETROFERTIL has now made
appropriate arrangements to secure these funds. On the 29 July 1977, it
signed an agreement with BNDE3/ for 2,351,000 ORINﬁf equivalent to about

1/ Rellogg and Toyo are handling expediting and inspection of imported equipment.
2/ Banco Nacional do Desenvolvimento Economico.

3/ Available in Project File.

4/ Obrigacoes Reajustaveis do Tesouro Nacional--A monetary unit of the

Central Bank which has constant real value.
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US$35.5 million or half the stipulated local currency requirement. The balance
will be supplied by FINAME,}/ a special branch of BNDE which finances domestically
manufactured equipment. This agency, however, only enters into loan agreements

on a case-by-case basis, and consequently, there will be loan agreements with
PETROFERTIL to cover the purchase of each piece of equipment. Although this
would seem to be an extremely cumbersome arrangement, it is unlikely that it will
cause any delays in the Project. To secure the balance of the foreign loan funds
required, PETROFERTIL has made arrangements for an untied foreign exchange loan

of $25 million with the Morgan Guarantee Trust Company of New York, and the loan
agreement% is expected to be signed shortly.

15, For the equity finance portion, PETROFERTIL has planned that SUDENEEJ
should take up about 30% of the equity in the Project through the agency of
FINOR.4/ However, FINOR is presently in a weak financial situation having more
demands for funds than available resources and no arrangements have so far been
completed. PETROFERTIL is still negotiating with FINOR, however, but consistent
with the relevant provisions of the loan agreement will inform the Bank before
entering into any binding commitment. The financing arrangements consistent
with the current capital estimate are expected therefore to be as below:

US$ Million
Equity
PETROBRAS/a 72.0
FINOR 28.0
Debt
World Bank 64.0
Morgan Guarantee 25,0
BNDE 355
FINAME 35.5/b.
Total Debt 160.0
Total Financing Available $260.0

/a The actual level of PETROBRAS equity contribution
will be as necessary to complete the Project and
to maintain a debt/equity ratio of not more than
60/40 as provided in Section 2(a) of the Share-
holders Agreement. PETROBRAS may therefore also
provide some loan funds.

/b The actual FINAME loan will be in accordance with
local equipment financing requirements.

1/ Agencia de Financiamento Industrial.
2/ The draft agreement is available in the Project File.
3/ Superintendencia do Desenvolvimento do Nordeste (North East Development

Authority). A regional development agency established by the Federal
Government under Decree No. 3692/59.

4/ TFundo de Desenvolvimento do Nordeste (North East Development Fund).
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BRAZIL - SERGIPE FERTILIZER PROJECT

COMPANY OPERATIONS AND FINANCIAL ANALYSIS

A. Existing Company Operations

119 PETROFERTIL currently has two subsidiaries operating fertilizer
plants, ULTRAFERTILL/ and NITROFERTIL, and three further plants in the design
or construction stage, "'Sergipe" (the subject of this report) and "Araucaria,"
both of which are being financed by the Bank, and "North Rio," being

financed by the I.D.B. Additionally, PETROFERTIL has a 307% equity holding

in GOIASFERTIL, a company formed to develop rock phosphate and other minerals
in the state of Goias, a 207 holding in PHOSFERTIL, a company formed to
explore similar deposits in Minas Gerais, and intends to take up 30% equity
in a new company, CRN,E. formed to establish a coal-based ammonia project in
Rio Grande do Sul, and is about to purchase all government-owned shares and a
substantial new share issue in I.C.C., 3/ a company currently building a
sulfuric acid/phosphoric acid complex. (See also Araucaria Supervision
Report, 7/28/78.) PETROFERTIL has informed the Bank of all these investment
plans as required under Section 4.04 of the Loan Agreement for the Sergipe
Project.

2 In 1977, PETROFERTIL's total production of solid fertilizers was
628,900 tons up from 428,100 tons in the previous year. The projected output
for 1978 shows a further increase to 770,400,tons, mainly attributable to the
achievement of full production of NITROFERTIL's new ammonia/urea plant at
Camacari, Further substantial increases will occur in 1982 and thereafter
following the commissioning of the new projects at Laranjeiras (Sergipe),
Araucaria and North Rio. The installed capacity and outputs from PETROFERTIL's
existing wholly owned manufacturing units over the years 1976 to 1978 are

shown in the table below:

(Figures in '000 tons)

Production Installed

Finished 1978 Capacity

Product 1976 1977 (Estimated) (1978)
Ammonium Nitrate 144,020 215,427 241,204 227,000
D.A.P. 218,570 261,231 266,640 3 R 1
M.A.P. 10,544 e 5 o
CAN - 99,970 120,229 148,500
Nitric Acid (100%) - 13,945 23,600 Nad.
Sulfur - 6,062 10,080 13,500
Liquid Ammonia 17,500 13,700 73,300 162,000
Urea (Technical GradE) 30 M 300 25 ,6 76 53 ,299 346,000
Urea (Fert. Grade) 54,984 52,260 142,249 '

1/ ULTRAFERTIL absorbed the operations of FAFER in January 1977 (refer
Annex 2 of Appraisal Report).

/ Companhia Riograndense di Nitrogenados.
/ Industria Carboquimica Catarinense S.A.
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B. Operations of ULTRAFERTIL

3. Pursuant to the requirements of Article 4.04 of the Loan Agreement,
PETROFERTIL furnished in August 1977 a report on the financial condition of
its subsidiary ULTRAFERTIL S.A.l/ which up till the time of appraisal had
been financially weak and operating at poor profitability. The report states
that the acquisition of FAFER has significantly improved the financial
structure of ULTRAFERTIL by increasing its equity capital in relation to debt
financing and adding some Cr$95 million to working capital. Additionally,
due to the close proximity of the two works (5 km) and the complementary
nature of their marketing activities, a number of operating economies have
been possible, which are producing improved project performance. As a
result, profit increased to US$10.97 million for the year ending December 31,
1977, compared with US$3.73 million for the preceding year representing an
increase in return from 2.47 to 5.6% or the total funds employed or from 9.17%
to 14.1% or shareholder's funds. Some part of this improved profitability,
however, may be due to the attractive prices the company receives for its
products on the domestic market which in some cases are well above the

prices for imported material. This can be seen in the table below, which
shows a comparison of prices prevailing at the beginning of 1978:

Cr$/Ton
CIF/Imports
Including
Works Duties
Realization Imports Imports Port Charges
Price ~(fob) (CIF) and Expenses
Liquid Ammonia 3,308 1,877 2,212 2,365
CAN 2,595 2,310 2,860 3,110
Ammonium Nitrate 3,279 - - =
DAP 4,244 2,549 2,856 3,077

The company is vigorously pursuing technical developments aimed at rationalizing
and streamlining its works operations and projects further steady improvement

in profitability over the six~year period, 1978-1983. Tables 1 and 2 show

the audited balance sheet as at 12/31/77 and income statement for the year
ending 12/31/77, respectively. Tables 3 and 4 show the latest six-year
projected balance sheets and income statements for the period 12/31/78-
12/31/83.2/ 1In 1977, some 97% of the net income of PETROFERTIL from its
consolidated operations was contributed by ULTRAFERTIL, and this high share is
not expected to fall significantly until PETROFERTIL's new projects come into
operation.

1/ Industria e Comercio de Fertilizantes S.A.

2/ These are somewhat more conservative than those contained in the August
1977 report.



TABLE 1

BRAZIL - SERGIPE FERTILIZER PROJECT

ULTRAFERTIL - BALANCE SHEET AS AT 12/31/77

Us$ (000)
Assets
Current
Cash 2,464
Short-Term Investments 14,034
Accounts Receivable 66,717
Inventories 46,776
Compulsory Deposits 1,389
Prepaid Expenses 5,386
Total Current Assets 136,566
Compulsory Loans and Deposits 4,878
Investments 1,461
Capital Assets 48,652
Pre-Operating Expenses 4,595
196,152
Liabilities and
Shareholders' Equity
Current
Short-Term Loans 62,052
Trade Accounts Payable 6,560
Accrued Taxes 7,696
Loans of Materials 1,373
Deferred Fertilizer Sales . 1,680
Proposed Dividends 2,636
Employees' Participation 1,132
Others 4,996
Total Current Liabilities 88,125
Long-Term Debt 30,296
Shareholders' Equity
Capital Stock 76,356
Special Reserve
Legal Reserve 631
Reserve for Contingencies 1,246
Other Reserves
Accumulated Profit (Deficit) ( 502)
77,731

196,152

Industrial Projects Department
November 1978



TABLE 2

BRAZIL - SERGIPE FERTILIZER PROJECT

ULTRAFERTIL - INCOME AND EXPENDITURE STATEMENT FOR YEAR ENDING 12/31/77

UsS$ (000)
Net Sales 237,380
Cost of Sales 165,296
Gross Profit 72,084
Selling Expense 20,738
Financial Expense 26,373
Inflationary Effect on Net Monetary Liabilities
General and Administrative Expenses 10,416
Amortization of Pre-Operating Expenses 3,581
Other Income { 1,917
Employees Participation T ER2

60,323

Income before Taxes, Extraordinary Item and Gain
or Loss on Translation 11,761

Income Tax 3,693
Income before Extraordinary Item and
Translation Difference 8,068
Extraordinary Item
Reduction of Income Tax Arising from
Utilization of Prior Year Tax
Losses Brought Forward
8,068
Gain (Loss) on Translation 2,903
Net Income 10,971
Appropriation to Legal Reserve 631
Appropriation to Reserve for Contingencies 1,246
Dividends Paid out of Profit -
Year Ended December 31, 1976 200
Dividends Proposed out of Profit -
Year Ended December 31, 1977 2,637
6,257
Income (Deficit) at Beginning of Year (_6,759)
Income (Deficit) at End of Year ( 502

Industrial Projects Department
November 1978



BRAZIL - SERGIPE FERTILIZER PROJECT

SIX-YEAR PROJECTED BALANCE SHEETS ULTRAFERTIL AS AT 12/31/79 THROUGH 12/31/83
(Figures in US$ '000)

1978/2 1979 1980 1981 1982 1983
Total Current Assets 119,306 120,930 121,779 124,786 139,103 136,519
Cash L7711 15771 1,771 1,771 1,771 1,771
Other Current Assets 117,535 119,159 120,008 123,015 137,332 134,748
Long-Term Assets/1l 5,893 7,630 9,483 11,254 13,083 14,927
Permanent Assets 67,759 80,971 103,936 127,756 146,159 166,260
Gross Fixed Assets 149,064 179,247 207,827 236,089 262,075 283,428
Investment 2,805 4,640 7,328 10,360 13,774 17,519
Depreciation (Accumulated) (84,110) (102,916) (111,219) (118,693) (126,690) (134,687)
Dividends (Accumulated to be Paid) - - - - - -
Cash Surplus 1,802 959 182 226 14 677
TOTAL ASSETS 194,760 210,490 235,380 264,022 301,359 318,383
Shareholders Funds 90,610 99,205 122,031 144,181 160,992 172,385
Stock Capital 61,687 67,589 86,473 104,177 115,980 121,882
Reserves 28,923 31,616 35,558 40,004 45,012 50,503
Taxes Exemption - - = - - 4
Retained Earnings - - = = - -
Current Liabilities 713119 90,517 98,995 93,604 95,753 93,245
Short-Term Loans 25,583 40,443 40,443 33,505 33,815 30,629
Dividends 12,120 16,278 23,829 26,882 30,272 33,198
Accounts Payable (Raw Materials) 8,924 9,265 9,413 9,561 9,895 10,072
Other Accounts Payable 24,492 24,531 25,310 23.656 21771 19,346
Long-Term Debt 33,031 20,768 14,354 26,237 44,614 525753
Bank Loans 33,031 20,768 14,354 26,237 44,614 52,753
TOTAL LIABILITIES 194,760 210,490 235,380 264,022 301,359 318,383

/1 These are deposits on utilities connections, import license deposits, etc.

/2 Expected as at 12/31/78.

Industrial Projects Department
November 1978
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BRAZIL - SERGIPE FERTILIZER PROJECT

TABLE 4

SIX-YEAR PROJECTED INCOME AND EXPENDITURE STATEMENTS ULTRAFERTIL 1979-1983

Sales

Industrialized
Products Taxes (IPI)

Net Sales
Cost of Goods Sold
Operating Expenses

Operating Profit

Open-Market Receipts

Net Profit Before
Taxes

Income Taxes

Net Profit After
Taxes

Earnings Distribution
Dividends/1
Reserves
Investments in
SUDENE Area
(Incentives)

Surplus During Year

(Figures in USS '000)

1978/2

240,291

698
239,593
171,392

49,975

18,226

18,226

4,101

14,125

12,120
638

1,367

/L Paid to PETROBRAS.

/2 Estimated for the year ending 12/31/78.

Industrial Projects Department

November 1978

1979

267,314

796
266,518
189,594

52,447

24,477

24,477

5,507

18,97