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Working Party on Italy December 31, 1957
Marrey Ross

Draft Report "Cassa per il Messzoglorne and the Econoulc Development of
Southern Italy"

Attached hereto is & draft report on the Cassa 11
the members of the Working Party on Italy.

Flease send all your comments on this draft to me not later than
Jamuary 7, 1958.

Unless specifically requested to do so, no meeting of the Working
Party on this report is intended.
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December 165 1957

Dr. P. Vicinelli
Cassa per il Mezzogiorno
Piazza doi Congressi

Rome, Italy

Dear Dr. Vieinelli:

The rush off writing draft reports on the irrigation projects
which My, Finne and I studied is now over, so that I have some time
to put my affairs in order.

In the first place I want to express my thanks to you and your
associates at the Cassa for the very pleasant way in which you as-
sisted me in my work. It is always a pleasure for me to work on
Italian projects because of the kindness of the people with whomel
have to deal and also because of the close cooperation afforded me
by the officials of the various organizations.

There are, however, two items of information which are still
missing. The Chief of the Agrioculture Division of the Ente Irri-
gazione of Puglia promised to send me a condensed report of the
results obtained from the rimental fields of the Ente,
Secondly, Mr. d'Assarte of Ministry of Agriculture undertook
to ensure that I would receive information on the strength of the
extension services of the Ministry of Agriculture in the areas in
which we are especially interested (Catania, Flumendosa, Volturno
and Fortore). I would appreciate it very much if you would enquire
whether this information is already in the mail and if not, perhaps
you could see that it is sent to me as soon as possible.

My best wishes to you and Mrs. Vieinelli for a joyous
Christmas Season and a prosperous 1958.

Sincerely yours,

Department of Technical Operations

DGroenveld:cch
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DACITARE NELLA RISPOSTA

VS RIFER. DATA VS LETTERA NS RIFEA. SIGLA DATA

December 7 , 1957
Coritlemen:
(1) This will confiria certain understandings which have been reached

during recent discussions between represenitatives of the International Bank
for Reconstruction and Development (hereinafter referred to as the Bank), the
Cassa per (pere 3traordinarie 4i Pubblico Interesse nell'ltalia “eridionale
{the Cassa), the Istituto per lo 3vilupno Economico dell'Italia eridionale
(ISVATITR), and Cantieri !l'etellurgici Italisni S.v.A. (the Company).

P
i
—

Tou have informed us that the 3ank is considering a2 loan to the

Cassa and that rart of that lecan will be specifically allocated for loans
for verious industrial undertakings in the arca of the Casse's competence.

-
Lt

h -

¥ have propo

Asnets

Froject Lit. 1,

sed that there should be financed cut of the proceeds
of the 1san sur project to install snd operate ail our plant in Naples an
cleclrolytic tinning line of 2 capacity of 24,(0C tons per year tinplate of
international standard tyves. Gie have informed you that the »ro-forma balance
sheet of the Compeny, cn comgletion of the project, would be as followss

043, 00¢,000

Cther fixed assets " 1,712,000,000

{n&t)

Total fixed assets " 2y
uet current asseis " s

1 i § - S i
"idditiconal assets"™"

750,0C0, 600
23¢,000,C00
430,000,000

Liabilitiez

Share capital lit. 1,000,0CC,000
Surplus and reserves " 1,499,00C,000
IBRD Loan " 600, 06C, 000

Cther long-ter:i debts "  1,311,000,000 -

Lit. 4,

It is underat

41¢,060C,u0C

EEcaEEIEESE=S

Lit. 4,410,000,000

ood thet the maounis shown as surplus and additional
assels may be reduced by the anount of dividends paid during the interin period
subject to the restrictions of this ietter.
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(4)

(5)

(6)

The cost of the project should be c¢onsidered as Lit.1,040,000,000

for fixed assets and Lit. 800,000,000 for additional net current assets.

We have explained to you that during the first three years of operation the
net current assets requirements will be increasied to an estimated Lit.
1,830,000,000. The increase in net current assets from Lit. 1,230,000,000 to
Lit. 1,830,000,000 will be provided from anyone or the combinationg of any
of the following sources: retained earnings, depreciation accruals, share ca-
pital or shareholders' advances.

We have been informed that if the proposed loan should be made,

it would be made to the Company by ISVEIIER, to which the Cassa would lend a
portion of the Bank's loan for the purpose. You have said that before you could
approve favorable consideration by the Cassa o1 ISVEIIER of the proposed loan
you would require certain undertakings from the Company with respect to share
capital, working capital and shareholdersY advances.

The assurances and undertakings which you have requested, to be

effeotive while any part of the loan to the Company will be outstanding, are
that valid arrangements will be made, under which:

A. If the completion of the project or its successful operation is hindered or
delayed or is threatened with hindrance or delay because the funds available
are inadequate to ensure its completion and the provision of the necessary
working capital, prompt arrangements shall be made in accordance with a
financial plan approved by ISVEILER and Cassa to provide the necessary funds
from share capital or shareholders' advancess, as and when requiredj;

B. Shareholders'! advances provided under subparagraph A.-

I.
II.

III.

Shall not be withdrawn;

Shall in all respects be subordinated to all debts of the Cempany;
and

Interest or any other remuneration shall be payable and paid thereon
only out of net profits and only to the extent that dividends would
be payable thereon if such shareholders' advances had originally
been paid in as share capital;

C. The undersigned will not, without approval of the Cassa and ISVEI'ER, pay
dividends or make other payments to shareholders or adopt any policy if such
payments or policy will result in or envisage:

I.

II.

The ratio of current assets to current liabilities being less,
at any time after completion of construction of the project, than
1257351 3 ~ap

The excess of current assets over current liabilities being less
than:

a. Lit. 1,230,000,000 on couipletion of construction of the project;

b. Lit. 1,680,000,000 at the end of the first year of operation of
the project and at any time during the second year of operation
of the projectj; and

c. Lit. 1,830,000,000 at any time thereafter.
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For the purpose of this letter "current assets'"shall be con-
sidered as cash and assets readily convertible to cash and all other assets
which would, within one year in the ordinary course of the Company's business
be converted into cash or assets readily convertible into cash; and "current
liabilities" shall be considered as liabilities due and payable and all other

liabilities which would be payable or could be called for yayment within one
year.

The undersigned hereby rives you the assurances and undertakings
set forth in paragraph (6) above to be effective on the condition that you
make a loan to the Cassa and that from the proceeds thereof ISVEILWR agrees
to make a loan to the Company for the above mentioned purpose in the approxi—
mate amount of Lit. 60C,00G,000.

It is understood that the terms and conditions of any such loan
will be set forth in an agreement to be nsgotiated and entered into between
the undersigned and ISVIIIZER and that the substance of the assurances and
undertakings given in this letter will be incorporated therein.

Yours truly

¢§/L€;£2%c44a425 C;sz
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Capitale Sociale L. 1.000.000 interamente versato

SEDE SOCIALE IN NAPOLI
CORSO UMBERTO | N. 22

UFFICIO RECAPITO L 6’12!1957 = e T

di VALDAGNO (vicenzs)

International Bank for
Reconstruction and Development
1818 H Street N.7,

Washington 25, D.C.

Gentlemen:

1) This will confirm certain understandinos reached during recent
discussions between representatives of the International Ran) for Recon-
struction and Develorment (hereinafter referred to as the Bank), the
Cassa mer Omere Straordinarie di Pubblico Interesse nell’Italia Meridio-
nale (the Cassa), Istituto per 1o Sviluppo FEconomico dell’TItalia Meridio

(ﬁ\ nale (ISVEIMER) and Varzotto Sud 3,p.A. (the Commany).

. You have informed ws that the Rank is considering a loan to the
Cassa ard that nmart of that loan will be specifically allocated Br loans
for various industrial undertavings in the area of the Cassa’s comnetence.

e have vronosed that there should he financed out of the nroceeds
of the loan our nroject to construct and operate in Salerro a »lant for
the manufacture of readv-made clothing, with a normal canacity of about
220,C0C units per year when onerating on a one shift hasis (a unit consi-
sting of jacvet and trousers, or overcoat$ or three trousers). \We have
: informed vou that the nro forma balance sheet of the Company, after comple
\ tion of constrvection would he as follows:

MARZOTTO SUD S.p.A

Fixed assets Lit. 1,625,000,000 Share Canital¢ Tit. 95C, 000,000
Net current assets 1,200,000,000 Shareholders’

advances 575,000,000

i I8RD Loan 1, 300,000,000

it. 2,825,000,000 r.it.2,825,000,000

4) The cost of the nroject should be considered as Lit.1,625,000,000

for fixed assets and Lit. 2,100,000,000 for net current assets. ‘/e have
exnlained that by the end of the third year of operation of the rroiett,
the net curreut assets reqirements will have increased to an estimated
Lit. 2,100,000,000,

The increase in net current assets from Lit.1,200,000,000C on nroject
comnletion to Lit. 2,100,000,000 by the end of the third operating year
will be provided from anvy one or a combination of any of the following
sources: additional share canital, shareholders’ advances, retained
earnings or depreciation accruals.

wilia
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Capitale Sociale L. 1.000.000 interamente versato

SEDE SOCIALE IN NAPOLI
CORSO UMBERTO | N. 22

FFICIO RECAPITO Ll 8, 12,1 957 R R AR A

di VALDAGNO (Vicenza)

5) ¢ We have been informed that if the nronosed loan should be made,
it would be made to the Company by ISVEIMER, to which the Cassa wonld
lend a portion of the Bank’s loan for the mmrnose. You have said that
before you could anprove favorable consideration by the Cassa or ISVEIMER
of the nroposed loan vou wonld remire certain undertatinas from the

Comnany with resmect to share canital, workina canital and shareholders’
advances,

6) The assurances and undertavings which you have requested, to be
effective while any nart of the loan to the Compmany will be ontstanding,
are that valid arrangements will be made, under which:

A. Except as the Bank, the Cassa and ISVEIINER shall otherwise aqgree:

) On comnletion of the nroject the share canital of the Comnany
shall be at least Lit.950,000,000 naid in as rerired, and
shareholders’ advances shall total at least the difference
between Lit.1,525,000,000 and »aid in share canital;

2 i A Durina the second year of oneration of the project the share
carital of the Commany shall he increased to at least Lit.
1,100,000,0C0 »aid in as remired and share-holders’ advances
shall be increased to at least the difference between Tit,
2,000,000,000 and naid in share canital, and

-”/Z

LY, During the third year of operation of the nroject the share
capital of the Companv shall be increased to at least Tit.
1,500,000,00C paid in as remired, and share-holders’ gdvances
shall be at least the difference hetween 1.it.2,400,000;000
and naid in share canital.

B. If the completion of the nroject or its sirccessful oreration is hindered
or delaved or is threatened with hindrance or delay bhecanse the funds
available are inadequate to ensure its comnletion and the »nrovision of
the necessary worving ca»nital, nromnt arrancdements shall be made in
accordance with a financial nlan amnroved w ISVETi BR and the Cassa to
rrovide the necessary funds as and when thev are rermmired;

C. Shareholders’ advances nrovided nwnder smbnaracraphs . or 2:
1. chall not be withdrawn;

{E ik Shall in all resrects he subordinated to all debts of the
Comnany; and

111, Tnterest or anvy nther remuneration shall he mavahle and raid
thereon only out of net »rofits ard only tn the extent that
dividends would he nayvahle thereon if suech shareholders’
advances had ori~inallv heen maid in as share carital;

sl
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Capitale Sociale L. 1000000 interamente versato

SEDE SOCIALE IN NAPOLI
CORSO UMBERTO | N. 22

UFPFICIO AECAPITO | 41 S F_:l."ﬂ, 1957 Lo A
di VALDAGNO (Vicenza)

P. The undersigned will not, without aprnroval of the Cassa and ISVETIER,

nav dividends or ma¥e anv other navments te shareholders or adont any

~olicy if such »nayments or »olicv will resnlt in or envisace:

) The ratio of errent assets to enrrert liahilities
beinr less, at anv time than 2:1: or

i [l 18 The excess of eurrent assets nver rmrrent liabilities

heinc less than:

a, 1it,1,200,000,00C on comnletion of constrmetion;
h, Tit,.1,400,000,000 at the end of the first onerating vear;
c. Tit.1,70C,000,000 at the end of +the second omeragina yea:
and '
d. Tit.2,1C0C,000,000 at any time after the end of the
third oreratino vear.

7) For the nurmnose of this letter ®current assets” shall e considered
as c2sh and assets readilv convertible Yo cash and a'l other assets which
wonld, within one year in the ordinarv conrse nf the Commanv’s business
he converted into cash or assets readilv convertihle inrto cash; and
"ourrsnt liabilities” shall be considered as liahilities due and nayable
and all other liahilities which wonld he mavahle or could be called for
ravment within one wvear.

8) The undersi-nad hereby cives wvou the assurances and.undertakings
set forth in »naraararh (6) above to be effective on the condition that
vou mae a loan to the Cassa anrnd that from the »roceeds thercof TSVEIMER
acrees to mal'e a loan to the Com-ary for the ahove mentiondd -mrrose in
the amproximate amount of T.it. 1,30C,C00,CCC,

9) Tt is understood that the terms and conditions of any such loan
will be set forth in an aareement to be neaotiated and ontered into
retween the nrdersiconed and 13VZEIIER and that the substance of the as-

surinces and undertakinas aiven in this letter will »e incor»orated
therein.

Yours truly,

MARZOTTC SUD S.p.A. m
It iresdae - J
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CLASS OF SERVICE: FULL RATE DATE: DECEMBER 2, 1957

TO: ¥. SVOBODA
GRANOTEL
ROME

COUNTRY ( ITALY)

EXT:
Cable No. THIRTY

PHONE CIRCUITS OUT CMI APPROVED DRAFT IETTER OK STOP
SEE YOU AT OFFICE NEXT WEEK

Signed: ARMSTRONG
(Type in last name of sender)

AUTHORIZED BY:

NAME: B, Chadenet For Use by Archives Division
DEPT: Technieal rations 3 Checked for Dispatch
SIGNATURE: v 7 [ )/l re 80 . o

(Signaturd of individual” authorized to approve cable).

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)
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GUIDE FOR PREPARING OUTGOING WIRES

Class of Service
Type in class of service desired. Each class is described as follows:

Letter Telegram Letter telegrams are normally delivered the moming after day of despatch. The cost
is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messages are nommally transmitted and delivered immediately. There is a
minimum charge for 5 words, including address and text.

IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.
Messages are sent at full rate speed and at about half the cost. This rate normally
should-sbe used whenever available. It is at present available for the following
counftries:

Bolivia Cuba Guatemala *Peru

Brazil Dominican Republic Honduras * Syria

Burma Ecuador Jordan Uruguay

Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua Yugoslavia

Colombia * France Pakistan

Costa Rica Greece Panama

*In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

Code Code messages are transmitted at full rate (or IBF Govt.) speed and cost. This rate
:}l:ould be used only for confidential messages to staff members having a code with

em.
Day Letter Day letters are delivered during the day of wansmission and should be used only for

messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text.

Telerype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008).
Address
Use only last name of addressee and cable address whenever possible. The Bank cable address "INTBAFRAD" 1s
registered in Paris, Beirut, Rio de Janeiro, Bogota, Guatemala City, Bangkok, Karachi, Quito and Tegucigalpa. The
Intemnational Finance Corporation cable address "CORINTFIN” is registered in New York, Paris and ington.
The name of the country of destination must always be added (No charge is made for the name of a country).

Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to eliminate
ugnecenssa.ry words and unnecessary punctuation. If punctuation is needed, spell out the words "Comma,”
“Stop,” etc.

Use common abbreviations whenever possible, i.e. reourlet, reurfive, etc. Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.

Signature

Type in last name of sender. Use INTBAFRAD as part of the signatre only when addressee does not
know the address of the sender.

Authorization

Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a cable envelope to Room 211 for despatch. The cable service is open
from 9:00a.m. to 5:45 p.m. on working days. pecial arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008.
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December 2, 1957

Dear Dr, Faina: V

Thank you much for your cable and your letter
of November B, “concerning the Crotone Aluminum plant.
As you point out, this project has been fully discussed
between representatives of the Bank and of your company
in Italy.

Ve understand fully your view that the project is
economic at existing prices pald f'or power, However,
since the profitability of the new plant would depend
to such a large extent on the price of powver we felt
unsble to include the project in the fortheoming loan
while this metter was in doubt, I much appreciste your
understanding of our positien on this point,

Yours sincerely,
(Signed) Eugene R. Black

Bugene R, Black

Dr. Carlo Falna, President
Hontecatini
Via Tarati 18

Milan, Ttaly

.mc:.r&- t1lmj

11-29-57
(Cleared with Technical Operations)
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Telegrammi CABBRO MILANO
felefono 6333
Telefoni interurbani
GLI AMMINISTRATOR]I DELEGATI chiedere GABBRO MIL ANO
SEDRDE MILANO
Via F.Turat, 18

"MONTECATINI™

SOCIETA GEMERALE PER LINDUSTRIA MINERARIA € CHIMICA

Milan, November 30, 1957

International Bank for Reconstruction
and Development

1818 H Street, N, W,

Washington 25,D. C.

Gentlemen,

(1) This will confirm certain understandings which
have been reached during recent discussions between representatives
of the International Bank for Reconstruction and Development
(hereinafter referred to as the Bank), the Cassa per Opere
Straordinarie di Pubblico Interesse nell'ltalia Meridionale (the
Cassa), Istituto Regionale per il Finanziamento alle Industrie
in Sicilia (IRFIS) and Societa Generale per 1'Industria Mineraria
e Chimica, S. p.A. (Montecatini) (the Company).

(2) You have informed us that the Bank is considering
a loan to the Cassa and that part of that loan will be specifically
allocated for loans for various industrial undertakings in the area
of the Cassa's competence,

(3) We have proposed that there should be financed out
of the proceeds of the loan our project to develop our potash mine
at Serradifalco and to construct and operate at Campofranco a
processing plant together with connecting cable rope-way. We
have informed you that the project would be operated within the
framework of the Montecatini organization and would not be a
separate financial entity, We have informed you that the pro forma
balance sheet of the mine and plant, on completion of the project,
would be as show below:

Fixed Assets Lit, 8,830,000,000 Head Office
Net Current Assets 300,000,000 Advances Lit, 5,130,000,000
IBRD loan 4,000,000,000

t._9,130,000,000 Lit. 9,130,000,000




"MONTECATINIY

SOCIETA GENERALE PER L INDUSTRIA MINERARIA E CHIMICA

Sequito alla lettera del  November 30, 1957 to IBRD - Washington

(4) We have explained to you that during the first
12 months of operations the net current assets requirements
will be increased to Lit. 1,500,000,000,

(5) We have been informed that if the proposed loan
should be made, it would be made to the Company by IRFIS,
to which the Cassa would lend a portion of the Bank's loan for
the pur pose. You have said that before you could approve
favorable consideration by the Cassa or IRFIS of the proposed
loan you would require certain undertakings from the Company
with respect to head office advances and working capital.

(6) The assurances which you have requested, to be
effective while any part of the loan to the Company will be
outstanding, are that the Company will provide the necessary
funds as and when required, to supplement the loan to be made
by IRFIS, in order to complete the proposed plant and to provide
it with the necessary working capital.

(7) The undersigned hereby gives you the assurances
set forth in paragraph (6) above to be effective on the condition
that you make a loan to the Cassa and that from the proceeds
thereof IRFIS agrees to make a loan to the Company for the above -
mentioned purpose in the approximate amount of Lit. 4,000,000,000.

(8) It is understood that the terms and conditions of any
such loan will be set forth in an agreement to be negotiated and
entered into between the undersigned and IRFIS and that the substance
of the assurances and undertakings given in this letter will be
incorporated therein.

MONT E C AT I N
Soc. Gen. per ] R L ey mdﬂ Chimica
GLI AMBIIS 1 <HFCR1 CLESATI

Yours truly, ! !

-
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SOCIETA INDUSTRIALE CATANESE

SOCIETA PER AZION!I . SEDE LEGALE PALERMO
CAPITALE SOCIALE L. 5.000.000.000 - VERSATO

— ( MILANO, 30th November, 1957,
International Bank for CORSO SEMPIONE,. 2 - TEL. 932,741 - 93z,081
e nonh b tiban au Development INDIRIZZO TeLEGRAFICO, SINCAT
1818 H Street N.We
Washington 25, D.C.

C.CI.LA MILANO 4932P0 * C C POBTALE 3-1383

r r >
| MNELLA RISPOSTA INDICARE 1L N. { 3 J q
' sezione Dire/Amm. AFF/
Gentlemens:
(1) This letter will coniirm certain understandings which have

been reached between representetives of the International Bank for
Reconstruction and Development (hereinaiter referred to as the Bank),
the Cassa per Opere Strzordinarie di Pubblico Intercsse nell’Italia
Meridionale (the Cassa), Istituto Regionale per il Finanziamento
alle Industrie in Sicilia (IRFIS), and Societd Industriale Catanese
Supo.&o- SINCAT (the GOEIPBHY)&

(2) You have informed us that the Bank is considering a loan to
the Cassa and that part of that loan will be specifically allocated
for loans for various industrial undertekings in the area of the
Cassa’g competence,

(3) We have proposed that there should be provided out of the
proceeds of the lcan, acdditional financing towards a proposed expansion
of our project (hereinafter called the First Project) which under Loan
lloo117-IT has received financing in the amount of Lit.3,600,000,000.
The First Project, to construct and overate at Augusta (Priolo),Sicily,
a rertlizer plant with a production capacity of 100,0C0 tons per year
of double and triple compound fertilizers, is expected to be completed
by the end of 1958, The expansion program (hereinafter called the
Second Project) would provide: (a) for the construction and operation
at Augusta (Priole) of (1) additional facilities for the production
of 200,000 tons ver year of compound rertilizers including a sulfuric
acia plant with an annual capacity of 170,000 tons, a nitric acid plant
with an annual capacity of 70,020 tons, an anhydrous esmmonia plant with
an annwual capacity of 35,000 tons, ani facilities for the production
of ammonium sgulfate; (2) facilities for the annual production of
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5,000 tons of caustic soda and 4,500 tons of chlcrine and the manuracture of
chlorine derivatﬂg? (b) for the opening and operatiocn of a potash cre mine at
Sta. Caterina, Sicily, and erection and operation of a plant at Augusta (Priolo)
for the processing of about 130,000 tons annually of potash ore and the mamifs-
cture of potassium suli'ate and Shoenite,
We have informed you that the profcrma halance sheet of the Coipany on comnl'etion
of the two projects would be as follows:
Assets Liabilitles
Fixed assets: Capital Lit. 5,000,GC0,0C0
1st project Lit. 7,500,0C0,0C0 Shareholders?advances 8, 200, 000, 0C0
2nd project 15,000, 000, CCY Surclus 150, Cu0,0CO
Less: Deoreciation 2,145,000,00C IZRD Ioan 117 IT 3,¢€0, 000, 000
21,355,000,0C0 Less Amortization - 717,000, 000
Net Current Assets:
1st project '700, 000,200 Total outstanding 2,572,000,000
- 2nd project 1,100,0C0,C00 IERD 2nd loan &, G00, 000, 0C0
Additional Assets 1,077,000, 0C0
Total Assets Lit.24,232,000,000 Totel Liahilities Lit.24,232,000,300
(4) The cost of the First Proj=cti should be enngidered as Lit.7,500,0C0,0C2
for fixed assete and Lit.70C,000,000 Cor net current assetse The cost of the
Second Project should be considered as Lit.15,000,000,0C0 for fixed assets and
Lit,1,100,000,000 or net current assets,
(5) We have been infermed that if the pronosed loan should te made, it
would be made to the Coupany by IRI'IS, to widch the Cavsa would lend a portion
ol the Bank?e loan f'or the purpose. You havs said that before you could aprove
favorable consideration by the Cassa or IRFIS of the nronased loan ou would
require cortain uncertakings irom the Company wiih resnect to share capital,
working canital and sharehnlders? suvances.
(6) The ass rances and undertakings which you have raauzsted, lo bs ef-

fective while any part of the existing loan to the Company under Loan Ho.117
IT or of the proposed loan to the Company will be outdanding, are that valicd
arrangenents will be ade, under whichs:

A. Except as the Bank, the Cassa and IRFIS shall othervise agree, fhe share
capital of the Company shall be at least 5,000,000,000 kire paid ir as rejuir=d
and shareholders? advances, on comzletion of the nroject, shall totel at least
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the difference hetwsen Lit.13,200,000,000 and paid in share capital.

B, If the completion of the . roject or its successful operaticn is hindered
oxr delaysd or is threatened with hindrsnce or delay bacause the flunds available
are ilnadequate to ensure ita completion and the provision of the necessary
working cepital, prompt arrangements shall be made in accordance with a fi=
nancisl plan approved by IRFIS/to provide the necegssary funds as and when

they are required, and the Cassa

Co Shareholders’ advances provided under subparagraphs A or B:
I, Shall not be withdrawn;

II. Shall in all respects be subordinated to all
debts of the Company, and

I11. Interest or any other remuneration shall be
payable and paid thereon only out of net profits
and only to the extent that dividends would be
payable thereson if such shareholders? advances
had originally been paid in as share capitale.

Do The undersigned vill not, withoutl the approval of the Cassa and IRFIS,
pay dividends or make any other »ayments to shareholders, or adopt any policy,
vhich yould result in, or envisage:

I, The ratio of current assels to current liabilities
being less, at any time, than 2:1; or

I, The excess of current assets over current liabilities
being less, at any time, after completion of the
project, than 1,200,000,000 Lire,

For the purpose of this letter "current assets" shall be considered
as cash ant asssts readily convertitle to cash and all other assets, vhich
wonld within one year in the ordinary coursc of the Company’s business be
senverted intc cash or assets rea ily convertible into cash; and "current
liabilities" sball bLe considered as liabilities due and payable and all other
iiabilities which would be payable or could be called for payment within one year.

The undersigned hereby gives you the assurances and undertakings s-t
forth in paragraph (%) above to be effective and to supersede the assurances
and undertakings given in our letter to you dated May 12,1955, on the conditinn
that IRFIS agroes to make an additional loan to the Company for the above
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mentioned purpose in the approximats amount of Lit.8,000,000,000, thereby
increasing the total amount of financiang of the project by IRFIS to
1it.11,6500,000, 000, :

(9 It is underdood that the terms and ccnditions of any such loan will
be set forth in in an agreement to be n~gociated and entered into hetween the
undersigned and IRFIS and that the substance of the assurance and undertakings
given in this letter will be incorporated therein.

Yours truly,

SINCAT
SOCIETA' INDUSTRIALE CATANESE S.p.A.
u) comu:‘iq: nleA'ro -
Sf—d VT RLlk
IM Ing. Carlo Cirieile)
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CoOMPAGNIA NAPOLETANA APPARECCHI ELETTRIC

-

SOCIETA PER AZIONI CON SEDE IN SAN GIORGIO A CREMANO (NAPOLI) - VIA UMBERTO
CAPITALE VERSATO L. 1.50.000.000

TeLesrammi: CONE - S. GIORGIO a CREMAND
TELEFONO N. 55144
U. P, C. I, NAPOLI: N, 160828

N SrazioNe F. S.: NAPOLI - S. Giovann BarRa

INTERNATIONAL BANK for
RECONSTRUCTION and DEVELOPJIENT VS, RIFERIMENTO DATA Vs, LETTERA
1818 H Street, N.W.

WASHINGTON, D.C.

NS, RIFERIMENTO DATA
DA CITARE MELLA VS, LETTERA)

15052/IAS/rdv. aafaqnovgmhex 1957

Gentlemen:

1.

3.

7 2
4l
This will confirm certain understandings which4been reached

during recent discussions between representatives of the International
Bank for Reconstruction and Development (hereinafter referred to as
the Bank), the Cassa per Opere Strezordinarie di Pubblico Interesse
nell'Italia ileridionale (the Cassa), Istituto per lo Sviluppo Econo=
mico dell'Italia iferidionale (ISVEIMER) and Compagnia Napoletana Ap=
parecchi Elettrici (the Company).

You have informed us thag the Bank is considering a loan
to the Cassa and that part of that(ﬁ?il be specifically allocated
for loans for various industrial undertakings in the area of the
Cassa's competence.

We have proposed that there shouldbe financed out of the
proceeds of the loan our projedt for wmodernization and expansion of
the Company's production facilities to a total capacity of 50,000
refrigerators and 30,000 water heaters per year. We have infor.ed
you that the pro forma balance sheet of the Company, on coupletion
of the project, would be as follows:

Assets Liabilities
Fixed Assets Lit. 1,221,000,000 Capital Lit. 300,000,000
Less Depreciation 47,000,000 Surplus 68,000,000
Net Fixed Assets 1,174,000,000 Shareholders' advances 1,186,000,000
Net Current Assets 1,164,000,000 IBRD Loan 700,000,000
"Additional Assets" 26,000,000 Other long-term loan 110,000,000
Lit, 2,364,000,000 Lit. 2,364,000,000
4. It is understood that the auounts shown as surplus and ad=

ditional assets may be reduced by the amounts of dividends praid du=
ring the interim period subject to the restrictions of this letter.

of o
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The cost of the project should be considered as ILit.
980,000,000 for additional fixed assets and Lit. 600,000,000 for
net current assets. We have axplained that during the first year
following completion of the project the net current assets requis=
rement will be increased to Lit. 1,304,000,000, The increase of
Lit. 140,000,000 will be provided from earnings and depreciation
accruals during the year and through additienal shareholders'
advances.

We have been informed that if the proposed loan should be
made, it will be made to the Coapany by ISVEIiDR, to which the
Cassa would lend a portion of the Bank's loan for the purpose.

You have said that before you could approve favorable consideration
by the Cassa or ISVEIUER of the proposed loan you would require
certain undertakings from the Coapany with respect to the treatment
of shareholders' advances and working capital.

The assurances and undertaking which you have requesteag,
to be effective while any part of the loan to the Comvany will be
outstanding, are that valid arrangements will be made, under whichs

A, Bxcept as the Bank, the Cassa and ISVEI.ZR shall otherwise
agree, the share capital of the Company shall be at least Iit.
300,000,000 paid in as required, and shareholders' advances,
twelve months after completion of the project will total at
least the difference between Lit. 1,619,000,000 and the paid
in share capital.

B. If the coumpletion of the project or its successful operation is
hindered or delayed or is threatened with hlndrance or delay
because the funds available are inadeqguate to qnsure its com=
pletion and the provision of the necessary working capital,
prompt arrangements shall be made in zccordance with a financial
plan¥ approved by ISVEI.LR and the Cassa to provide the neces=
sary funds as and when they are required.

C. Shareholders' advances already made and any new funds provided
under sub-paragraphs A or B in the form of shareholders' advances.
34 Shall not be withdrawn;
IT Shall in all respects be subordinated to all debts
of the Company; and
III Interest or any other "weumuneration shall be payable
and paid thereon only out of net profits and only
to the #gxtent that dividends would be payable thereon
if such shareholders' advances had originally been
paid in as share capital.

D. The undersigned will not, without approval of the Cassa and
ISVEI..LR, pay dividends or make any other payaents to sharehol=
ders, or adopt any policy if such payments or policy will result
in or eanvisage:

of of o
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) 3 The ratio of current assets to current liabilities
being less, at any time, than 2:1;

Il The excess of current assets over current liabilities
being less, at any time after the end of the first
twelve months following completion of the project,
than Lit. 1,300,000,000,

8. For the purpose of this letter "current assets" shall be
considered as cash zand assets readily convertible to cash and all
“other assets which would, within one year in the ordinary course
of the Company's business be converted into cash or assets readily
convertible into cashj; and "current liabilities"shall be conside=
red as liabilities due and payable and all other liabilities which
~ould be payable or could be called for payment within ore year.

9. The undersigned hereby gives you the assurances and under=
takings set forth in paragraph 7 above to be effective on the con=
dition that you make a loan to the Cassa and that from the proceeds
thereof ISVEILIZR agrees to make a loan to the Company for the above
mentioned purpose in the approxinsate amount of Lit. 700,000,000,

10 . It is understood that the terms and conditions of any such
loan will be set forth in an agreement to be negotiated and entered
into between the undersigned and ISVEILER and that the substance
of the assurances and undertakings given in this letter will be
incorporated therein. .

Yours truly,

CONE

Compagnia Ragolelasa Apparocchi Eletirigd
Il Consigligre Delagate
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i International Bank for
Reconstruction and Develop
ment
1 81 8 H Street N. ‘l?n
WASHINGTON, D.C.
Gentlemen:
(1) This will. confirm certain understandings which have been

reached during recent discussions between representatives of the
International Bapk for Reconstruction and Development (herein-
after referred to as the Bank), the Cassa per Opere Straordina
rie di Pubblico Interesse nell'Italia Meridionale (the Cassa),
Istituto Regionale per il Finanziamento alle Industrie in Sici
lia (IRFIS) and Asfalti Bitumi Cementi e Derivati (the Company).

(2) On June 26, 1956, we wrote you a letter setting forth cer
tain understandings in respect of a loan to be made to us by

IRFIS out of the proceeds of a loan proposed to be made by the
Bank to the Cassa.

(3) On April 11, 1957, we entered into an agreement with IRFIS
providing for such loan in the amount of Lit. 3,100,000,000 re
presenting the amount lent by the Cassa to IRFIS out of the pro
ceeds of a loan from the Bank to the Cassa provided for in a loan

{ agreement, dated October 11, 1956, between the Bank and the Cassa.

o/
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(4) Since the date of the agreement, dated April 11, 1957,
‘between us and IRFIS, the project proposed to be financed by the
loan provided for in said agreement has been revised and we have
requested that the amount of the loan to us be increased by Lit.
2,800, 000, 000.

(5) We have been informed that before such increase could be
considered it would be necessary to amend in certain respects the
statements contained in said letter dated June 26, 1956. This let
ter is intended to set forth those modifications.

(6) The project which we proposed should be financed by said loan,
as so0 increaded, is the construction and operation at Ragusa of a
polyethylene plant with a capacity of 10,000 tons per year, a crude
oil stripping plant with a capacity of 200,000 tons per year, a
special cement plant with a capacity of 30,000 tons per year, and
a thermal alectric plant with a generating capacity of 10,000 kw.
The special cement plant and the first section of the oil stripping
plant were completed and put into operation in 1957; the remaining
facilities, representing the major part of the project, are schedu
led to be completed by September 30, 1960. We have informed you
that the pro forma balance sheet of the Company, on completion of
the project, would be as follows:

Fixed Assets Iit.13,895,000,000 Share Capital ILit.3,000,000,000
Less Depreciatian 1,061,000,000 Surplus 2,720,000,000
Net Fixed Assets 12,834,000,000 Shareholders' 2,220,000, 000
5 advances
Net Current Assets 1,790,000,000 IBRD Loans 5,900, 000,000
"Additional Assets" 600,000,000 Other debt long term 660,000,000
short term 724,000,000
Q Lit.15, 224,000,000 Lit.15224,000,000 .

B — —=============c==
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It is understood that the amount shown as surplus and additional
assets may be reduced by the amounts of dividends paid during the
interim period subject to the restrictioms of this letter.

(7) The cost of the project should be considered as Lit. 12,348,
000,000 composed of Lit. 11,548,000,000 for additional fixed as-
sets and ILit. 800,000,000 for additional net current assets. In
addition to the project, an amount of ILit. 754,000,000 will be
required to increase the net current assets pertaining to the other

activities of the Company.

(8) We have been informed that the Cassa would lend to IRFIS for
the purposes of the increased loan to the Company amounts out of
proceeds of loans provided for in loan agreements, dated June 1,
1955 and October 11, 1956, between the Bank and th: Cassa. You
have said that before you could approve favorable consideration
by the Cassa or IRFIS of the proposed loan you would require cer
tain undertakings from the Company with respect to share capital,
working capital and shareholders' advances.

(9) The assurances and undertakings which you hawe requested, to
be effective while any part of the loan from IRFIS to the Company
will be outstanding, are that valid arrangements will be made,
under which:

A. Except as the Bank, the Cassa and IRFIS shall otherwise agree,
the share capital of the Company shall be at least ILit.3,000,
000,000 paid in as required and shareholders' advances on
completion of the project will total at least the difference
between Lit. 5,220,000,000 and paid in share capital;

B. If the completihon of the project or its successful operation
X is hindered or delayed or is threatened with hindrance or

Mod, S 13 b - 2.000 - 7.57 - Russo o/c
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delay because the funds available are inadeguate to ensure i
completion and the provision of the necessary working capital,
prompt arrangements shall be made in accordance with a finan-

cial plan approved by IRFIS and the Cassa to provide the naces
sary funds as and when they are required;

C. During the construction period the aggregate amount of borro-
wings maturing within one year or which could be called for
payment within one year shall not at any one time exceed the
amount of Lit,800,000,000;

Do Shareholders' advances already made and any new funds provided
v
under subparagraphs A and Bpothe form of shareholders' advahces-

I. Shall not be withdrawn;

II. Shall in all respects be subordinated to all debts
of the Company; and

IITI Interest or any other remuneration shall be payable
and paid thereon only out of net profits and only to
the extent that dividendswould be payable thereon
if such shareholders' advances had originally been
paid in as share capital;

E. The undersigned will not without approval of the Cassa and
IRFIS pay dividends or make any other payments to shareholders
or adopt any policy if such payments or policy would result
in ot envisage at any time after the completion of the project:

I. The ratio of current assets to current liabilities
being less than 2;1jo0r

II. The excess of current assets over current liabilities
being less than Lit.1,790,000,000,

ﬁ( (10) For the purpose of this letter "current assets" shall be con

sidered as cash and assets readily convertible to cash and all other

Mod, S 13 b - 2.000 - 7,57 - Russo ./o
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assets which would, within one year in the ordinary course of
the Company's business be converted into cash or assets readily
convertible into cash; and "current liabilities"™ shall be con

gsidered as liabilities due and payable and all other liabilities

which would be payable or could be called for payment within one
year.

(11) " It is understood that the substance of the assurances anfl
undertakings set forth above are to be incorporated in an amend
. ment of the agreement, dated April 11, 1957, between IRFIS and

the Company providing for the proposed increase in the loan pre
sently provided for therein.

(12) It is further understood, however, that the above assurances
and undertakings are to be effective and that the letter dated
June 26, 1956 is to be deemed superseded hereby only when the
agreement, dated April 11, 1957, between IRFIS and the Company |
shall be amended to provide for an increase from Iit.3,100,000,000
to Iit.5,900,000,000 in the amount of the loan therein provided
for,

Yours truly,

Q ‘ ASFALTI BITOMI CEMIHTI E DEEZAT!

L'Amministratore celegalo

Meod. 5 13 b - 2.000 - 757 - Russo
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OUTGOING WIRE

CLASS OF SERVICE: LT DATE: NOVEMBER 29, 1957

TO: L. M. SVOBODA
GRANOTEL
ROME

"l

COUNTRY ( ITALY)

2XT:
Cable No. TWENTL NINE

RECEIVED CMI SEE NO PROBLEMS BUT WILL CALL YOU MONDAY

Si gne d: mmom

(Type in last name of sender)

AUTHORIZED BY:

NAME: W. J. Armstr
DEPT: T.0.D.
SIGNATURE:

For Use by Archives Division

Checked for Dispatch

(Signature o

{
lndMQual authorized to approve cable).

ORIGINAL (File C opy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)



GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service
Type in class of service desired. Each class is described as follows:

Letter Telegram Letter telegrams are normally delivered the moming after day of despatch. The cost
is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messages are nommally transmitted and delivered immediately. There is a
minimum charge for 5 words, including address and text.
IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.

Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following

countries:

Bolivia Cuba Guatemala *Pern

Brazil Dominican Republic Honduras * Syria

Burma Ecuador Jordan Uruguay

Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua * Yugoslavia

Colombia * France Pakistan

Costa Rica Greece Panama

*In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

Code Code messages are transmitted at full rate (or IBF Govwt.) speed and cost. This rate
should be used only for confidential messages to staff members having a code with
them,

Day Letter Day letters are delivered during the day of transmission and should be used only for

messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text.

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008).
2. Address
Use only last name of addressee and cable address whenever possible. The Bank cable address *INTBAFRAD" 1s
registered in Paris, Beirut, Rio de Janeiro, Bogota, Guatemala City, Bangkok, Karachi, Quito and Teguctiéal a. The
Intemational Finance Corporation cable address "CORINTFIN" is registered in New York, Paris and asgm gton.
The name of the country of destination must always be added (No charge is made for the name of a country).

3. Text

Messages o Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to eliminate

unnecessary words and unnecessary puncruation. If punctuation is needed, spell out the words "Comma,”
Stop,” etc.

Use common abbreviations whenever possible, i.e. reourlet, reurfive, etc. Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.

4. Signature

Type in last name of sender. Use INTBAFRAD as part of the signatre only when addressee does not
know the address of the sender.

5. Authorization

Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.
Forward messages in triplicate in a cable envelope to Room 211 for despatch. The cable service is open
from 9:00a.m. to 5:45 p.m. on working days. Special arrangements should be made for the despatch of
of cables outside of these hours.
ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008.
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DATE OF WIRE: NOVEMBER 29, 1957 1130

TO: ARMSTRONG INTERNATIONAL BANK FOR
RECONSTRUCTION & DEVELOPMENT

FROM: ROME

TEXT:

14

/.

ROUTING

ACTION COPY TO TECH. OP.
INFORMATION COPY TO

Decoded By

FIVE COMPANIES AGREED LETTERS INTENT WILL SIGN PRIOR MY DEPARTURE

DECEMBER 4TH. FINAL MEETINGS MARZOTTO CMI PIANNED TUESDAY 3rd

/ MEANWHILE DISCUSSING INSTITUTES ENDUSE PROCEDURES. JOUSSELIN RETURNING

PARIS TODAY

Mrs. Svoboda being notified.

ORIGINAL

SVOBODA
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SALI-POTASSICI TRINACRIA

S. p. A, CAPITALE SOCIALE L. 750.000.000 - VERSATO L.
————— interamente

SEDE IN PALERMO: VIA STABILE, 200

UFFICIO DI ROMA, TIX SAtAmA; 9 -- : TR
: o, Ub i 28 Novembre 1
ks s b ROMA, Ii 28 Novembdre 1957
Telejono B47.738
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International Bank for
Reconstruction and Development
1818 H Street N.W.

WASHINGTOR, D.C.

Gentlemens

1. This will confirm certain understandings reached during recent discus-
sions between representatives of the International Bank for Recomsiruction
and Development (hereinafter referred %o as the Bank), the Cassa per Opere
Straordinarie di Pubblico Interesse nell'Italia lieridionale (the Gassa),
Istituto Regionale per il Finansiamento alle Indusfrie in Sicilia (IRFIS)
and Sali Potassici TRINACRIA S.p.A., Palermo (the Company).

2, You have informed us that the Bank is considering a loan to the Cassa
and that part of that loan will be specifically allocated for loans for va-
rious industrial undertakings in the area of the Cassa's competence.

3. We have proposed that there should be financed out of the proceeds of the
loan our project to open and operate a mine for the extraction of potash ore,
and to costruct and operate nearjtown of Calascibetta, Sicily, a plant for
the processing of 560,000 tons of potash cre per year oz the manufasoture
of "Kalimagnesia" and potassium sulfate. Wo have informed you that the pro
forma balance sheet of the Company, on competion of the project would be
as follows 3}

Fixed Assest Lit. 7,600,000,000 Share Capital Lit. 3,000,000,000
i Net Current Assets 300,000,000 Shareholders’ T e
advances 1,150,000,000
BIRS loan 3,750,000,000
14t. 7,900,000,000 _ Li%. 7,900,000,000

o/ o
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4, We have explained to you that during the first two years of ope-

rations net current assets requirements will increase to Lit,600,000,000,.
The increase of Lit. 300,000,000 will be provided from earnings and de-
rreciation accruals during these years or through additional advances by
the shareholders.

De We have been informed that if the proposed loan should be made,
it would be made to the Company by IRFIS, to which the Cassa would lend
a portion of the Bank's loan for the purpose. You have said that before
you could approve favorable consideration by the Cassa or IRFIS of the |
proposed loan you would requires a) the completion of two additionml bo=
reholes confirming, to the sactisfactiom of the Bank, the Cassa and IRFIS,
the existence of adequate rolorvi; of potash ore in our Corvillo proper-
ties; and b) certain undertakings from the Company with respect to share
capital, working capital and sharoholders' advances.

6. The assurance and undertakings which you have requested, to be ef-
feotive while any part of the loan to the Company will be outstanding ,
are that valid arrangements be made, under whioch 3

A. - Exeept as the Bank, the Cassa and IRFIS shall otherwise agree, the
share capital of the Company shall be at least Lit. 3,000,000,000
paid in as required, and shareholders' advances on completion of
the plant, will total the difference between Lit. 4,150,000,000
and paid in share capital j

B, = If the completion of the project or its successful operation is hin-
dered or delayed or is throatened with hindrance or delay because
the funds available are inadequate to ensure its completion and the
provision of the necessary working capital, prompt arrangements
shall be made in accordance with a financial plan approved by IRFIS
and the Cassa to provide the necessary finds as and when they are
required

Cs = Shareholders' advances provided under subparagraphe A or B 3

I. Shal® not be withdrawn ;

iI. Shall in all reaspects be subordinated to all debts of
the Company : and

III. Interest or any other remuneration shall be payable
and paid thereon only out of net profits and only to
the extend that dividends would be payable thereon if

such sharcholders' advances had originally beemn paid
in as share capital.

o f o
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De. - The undersigned will not, without approval of the Cassa and IRFIS,
pay dividends or make any other payments to shareholders or adopt
any policy if such payments or policy will result in or anvisag. ]

I. The ratio of current assets to cufrent liabilities being
less, at any time, than 211; or

II1. The excess of current esiets over current liabilities
being less than 1@

a) - Lit. 300,000,000 on completion of construction of
the project j;

b) - Lit. 500,000,000 at the end of the first operation
year; and

¢) - Lit. 60C,000,000 at any time aftex/the and of the se-
cond operation year. :

For the purpose of this letter "current assets" shall be considered as
cash and assets readily convertible to cash and all other assets which would,
within one year in the ordinary course of the Company's business be conver-
ted into cash or assets readily convertible into cashj; and "current liabili-
ties" shall be considered as liabilities due and paycble and all other lia-—

bilities which would be payable or could be called for payment within one

year.

The undersigned hereby gives you the assurances and undertakings set
forth in paragraph 6) above to be effective on the conditions that you ma-
ke a loan to the Cassa and that from the proceeds thereof IRFIS agrlﬁ to
make a loan to the Company for the above mentioned purpose in the apprexi-
mate amount of Lit. 3,750,000,000,.

It is understood that the terms and conditions of any such loan will be
set forth in an agreement to be negotiated and entered into between the un-
dersisned and IRFIS and that the substance of the assurances and underta-
kings given in thés letter will be incorporated therein.

Yours truly,

N—" ( Corrudo lLionczda )
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VICE PRESIDENTE

Milan, 28th November 1957

Dear President,

I gwe to your kindness the send
ing me of the papares concerning the International
Bank for Reconstruction and Development.

I am very flattered for your kind
attention in my respect.

While assuring you that these pu
blications are always considered with a particular
interest by me, I beg you to accept my best perso-
nal regards.

Yours sincerely,

;,Z/ﬁ/wwwéb'

Luigi Morandi

Mr.,

Eugene R. BLACK

President of the '"Bank for Reconstruction
and Development''

Washington 6, D. C.
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TO: L, M. SVOBODA
GRANOTEL
ROME

COUNTRY ( ITALY)

£XT:
Cable No. TWENTY EIGHTV
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Signed: ARMSTRONG
(Type in last name of sender)

AUTHORIZED BY:

NAME: W.J. Armgtrong For Use by Archives Division
DEPT: 1+0.D.

SIGNATURE:

Checked for Dispatch

(SignJ!’reUf individual authorized to approve cable).
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GUIDE FOR PREPARING OUTGOING WIRES

Class of Service
Type in class of service desired. Each class is described as follows:

Letter Telegram Letter telegrams are normally delivered the moming after day of despatch. The cost
is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messages are nomally transmitted and delivered immediately. There is a
minimum charge for 5 words, including address and text.
IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.

Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following

countries:

Bolivia Cuba Guatemala *Peru

Brazil Dominican Republic Honduras * Syria

Burma E cuador Jordan ruguay

Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua Yugoslavia

Colombia * France Pakistan

Costa Rica Greece Panama

*In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

Code Code messages are transmitted at full rate (or IBF Govt.) speed and cost. This rate
s]iwuld be used only for confidential messages to staff members having a code with
them.

Day Letter Day letters are delivered during the day of transmission and should be used only for

messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text,

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008).

Address

Use only last name of addressee and cable address whenever possible. The Bank cable address *INTBAFRAD® 1s
registered in Paris, Beimut, Rio de Janeiro, Bogota, Guatemala City, Bangkok, Karachi, Quito and TeguciJaI a. The
Intemational Finance Corporation cable address "CORINTFIN® is registered in New York, Paris and nsgm gton.
The name of the country of destination must always be added. (No charge is made for the name of a country).

Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to eliminate
2:Smecenssary words and unnecessary punctuation. If punctuation is needed, spell out the words "Comma,”
top,” etc.

Use common abbreviations whenever possible, i.e. reourlet, reurfive, etc. Write as one word hyphenated
words, hyphenated names, and certain rwo-word groups, e.g. Airmail, Newyork, enduse.

Signature

Type in last name of sender. Use INTBAFRAD as part of the signature only when addressee does not
know the address of the sender.

Authorization

Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a cable envelope to Room 211 for despatch. The cable service is open
from 9:00a.m. to 5:45 p.m. on working days. Special arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008.
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INTERNA I1IUNAL BANK FOR l

RECONSTRUCTION AND DEVELOPMENT

November 27, 1957

[

To: Mr. Armstrong
From: L. Svoboda }/
Re: CMI

Attached is Amnex II to CMI report giving summary
of the Company's balance sheets and financial state-
ments for the past five fiscal wars,

The preliminary balance sheet for 1957 is still
subject to adjustment, pending receipt from the
Company of the final distribution of the total amount
set aside during this year to reserves as to (a) capi-
tal reserves, and (b) operational reserves and pro-
visions
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C. M, I. ANNEX II

Financial Statements XI=27=57
(million Iire)

Balance Sheets

Year ended Oct, 31 1953 1954 1955 1956 1957
(preliminary)
ASSETS
Current Assets
Cash 1 3 2 L
Receivables 717 939 731 1,11k
Inventories 893 985 24236 2,028
Other 12 23 78
Total Current Assets 1,611 1,939 29992 3,22} 3,310
Fixed Assets 3,721 3,985 115223 L5583 L9280
Less Depreciation 1177 2 1,699 1,970 25270
Net Fixed Assets 245LL 2,553 2452 24613 2,710
Total Assets L1155 h.hSE 59516 5 g837 65020

LIABILITIES & EQUITY

Current Liabilities

Creditors 8L6 939 2,050 24228
Long termdebt maturing within
fiscal year 211 222 281 297
Other 228
Total Current Liabilities 1,285 1,161 24331 24525 24280
Provisions 179 199 217 237 277 l/
Iong term debt 1,688 1,95 1,775 14695 15561
Equity
Share Capital 375 375 375 900 1,000
Revaluation Reserve 287 287 287 - - y
Reserves 338 L6l L6l 380 782
Net Profit for year e 3 &5 67 100 120
Total Equity 1,003 1,178 1,193 1,380 1,902
Total Liabilities & Equity Lsl55  li,hg2 59516 59837 65020
Ratios I.
Current assebs/ourrent liabilities = 1.3:1  147:l 1.3:1 Lol Lohel
Debt /Equity e N 63/371  62/38 6040 55/u5  L5/55

I/ T5RD estimate



Co M, T.

Income Statements

Year ended October 31

Sales
Other Income
Total Income
Expendi tures
Operating expenditures
Depreciation
Interest
Other
Total Expenditures

Net Income

Net Income as % of Equity
Net Income as ¥ of Share capital
Net Income as § of Gross Income

(million Iire)

1953 195k
Ly925 79581
3 &
l19926 79582
liylibly 69865
122 256
1k 165
193 212
149923 79528
==g_ :=£§é
heb
Lh.ly
0e7

ANNEX. II

page 2 XI=27=57
1955 1956 1957
i ~ (preliminary)
95255 10,785 12,h98
2 2 2
99257 10,787 12,500
89607 10,089 11,950
267 271 300
127 151 100
189 176 30 Y
9,190 10,68 12,380
g B =
5¢6 Te2 63
17,8 11,1 12,0
07 049 10,0
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

INCOMING WIRE

DATE OF WIRE: NOVEMBER 27, 1957 1940

TO: ARMSTRONG INTERNATIONAL BANK FOR
RECONSTRUCTION & DEVELOPMENT

FROM: ROME

i

ROUTING

ACTION COPY TO
INFORMATION COPY TO

Decoded By

TECH. OP.

YOUR 25 ABCD AGREES LIT EIGHTHUNDRED MILLION MAXIMUM SHORT TERM

BORROWINGS CONSTRUCTION PERICD RATHER THAN INCREMENT. FPROPOSE THEREFORE

AMEND END PARAGRAPH 9 C DRAFT LETTER QUOTE SHALL NOT AT ANY ONE TIME

EXCEED THE AMOUNT OF LIRE EIGHTHUNDRED MILLION UNQUOTE PLEASE CONFIRM

BY CABLE

SVOBODA

ORIGINAL






INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
1818 H STREET,N. W,
TELEPHONE EXECUTIVE 3-8380 WASHINGTON 25, D.C. CABLE ADDRESS-INTBAFRAD

Rome s November 26, 1957
Noe 22

Mr, Walter J, Armstrong

Assistant Chief, Industry Division

Department of Technical Operations

International Bank for Reconstruction
and Development

Washington 25, D.C.

Dear Walt: Re: CMI - Second Draft Report
Enclosed is second draft of report on CMI together with draft Letter of
Commitment as reviewed by Hugh Scott. - na '

The report is a revised presentation of the project as [éeed with the
Company in the light of the comment of your letter No, 17. The major changes
are briefly reviewed below:

1) Construction

With reference to para 3 of your letter, after carefully investigating into
the construction schedule of the project I have confirmed that a 18 months
construction period may be considered reasonable, in view of the time required
by Ruthner to mamufacture the equipment, Assuming that the loan will become
effective in March 1958, the project may be expected to be completed by September
1959, After a 2-3 months trial period it should come into production by November/
December, i.e, the first quarter of fiscal year ending October 31, 1960, This
by itself would not justify the rather low production figures for that year (50%)
and for the following year (75%). These have been conservatively estimated taking
into account the need for a gradual introduction of the product in the market and
the time required by the customers to adjust their production facilities to the
new type of producte I do not think that there is any intention on part of the
Company to prolong construction of the project for financial reasons, since
sufficient funds should be available from operations (disclosed and hidden) to
meet shheduled expenditures on the project,

2) Profitability of Project

The revised earnings forecast is a refinement over the previous figures

inasmich as it is based on detailed estimates for main production lines (see

table attached) rather than a simple adjustment of overall costs and revemes,as
previously applied,to reflect the expansion of production of the project on the

one hand and conjtrmetion of production in other lines on the other, You will note
from the Company's revised estimates of"real" results, that the project, when in
normal operation, would show a gross profit margin (after depreciation prior to
financial charges) of about 7% and yield a return on the capital investment
(including working capital) of about 11%, It would contribute with about 33% to



Mr. Armstrong -2 -

the Company's total profits while sharing only 27% on its costs, Depreciation and
retained earnings would be more than sufficient to cover the cost of the project,
leaving substantial funds in the form of "additional assets",

3) CMI Financial Position

The Company's official balance sheets and financial statements in general show
a rather poor capitalization and liquidity position with a steady improvement in
both during the past few years, However, as customary in Italy, these figures do
not reveal the actual sitwation and in this particular case recuire a considerable
upward adjustment to show the company's real position, According to the company!'s
general manager, net profits realized in the past two years have averaged Lit.
400 million per year on sales of Iit. 12 billion, Of this only about Lit. 100
million per year were actually declared, the balance being spent on construction
(charged to operations) and/or accumulated in hidden inventory reserves, This has
been generally confirmed by the ISVEIMFR auditor, who has reported that between
1953 and 1956 the company had charged Lit, 472 million construction expenditures to
operations and in fiscal 1955/56 alorvhad in this way written off Lit, 169 million,
The auditor reports that the actual value of CMI's fixed assets on October 31, 1956
may be estimated in the neighborhood of ILit, 6.0 billion, as compared to a book
value of only Lit. L.6 billion, the difference being due mostly to the above method
of depreciation, Moreover, inventories stated on October 31, 1956 at a book value
of Lite 2,0 billion had an actual value of Lit., 2,8 billion due to substantial under-
valuation of stock and products,.some items being carried at as far bactas 1938
prices, No bad debts or other offsetting items are reported, In the light of the
above, and considering CMI's past performance in technical and commercial management,
as well as its strong backing by the Falck Group, there would appear little doubt
of the creditworthiness of this company,

li) Presentation of Report

In order to bring the company's forecasts in line with its past financial state-
ments, I had to make certain major adjustments in the earnings forecasts and the
pro forma balance sheets, Using the simplest possible method I increased the
company's figures of operational costs each year by approximately 2f and reduced sales
by 1% In addition I set aside each year a reasonable amount to operational reserve
(provisions) and made certain other minor adjustments, to arrive at anmal profit
figures corresponding to the company's fiscal policies, In discussing the economics
of the project I tried to separate it from the rest of the company's operations and
to demonstrate its profitability within the framework, and in relation to the
company's overall operations,

I have also made several textual adjustments in the report with reference to your
specific comments, in regard to description of project, comparative costs, method
of foreign exchange savings computation,etc, I apologize for the inaccuracies noted
in the first draft which have slipped my attention due to heavy pressure of work,

I have further refined the financial estimates, using round figures whenever
indicated, TFor example, total additions to net current assets are now Lit, 800
million, rather than ILit, 774 million as estimated in the first draft ( not Lit,

776 as stated page 2, para 3 of the letter) and estimated total working capital at
the end of the third year of operations Iit,1,830 million, I have made appropriate
provisions in the Letter of Commitment for the gradnal increase in net current assets
to the above total, Following your suggestion, I have therein provided for a 1,5:1
current ratio, after completion of the project, with no restrictions during the
construction period,

Attached to the report is summary of past financial statements for the Falck
Company, I expect later today to dispatch by separate mail the financial
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summary for CMI, pending receipt of some supplementary data for 1957, Also
enclosed is copy of the company's revised production and financial forecasts,
reflecting the estimated real results rather than "official" results as shown
in the report,

I hope the revised report together with the above explanations will have
sufficiently demonstrated the soundness of this project to enable a final judge-
ment on its suitability for Bank financing,

With kind regards,

e 6,
Ladislav Svoboda

Enclse

cc: Mr, Ripman



2nd draft
XTI=25=57
Coe M, T,
Borrower
The prospective porrower is Cantieri Metallurgici Italiani (CMI) incorporated
in Naples in 1916 The company owns and operates two plants, one at Naples for
the production of hot dipped tin plates, galvanized sheets and cold rolled sheets,
and one at Castellammare, near Naples, for the production of muts and bolts,
repair of railway rolling stock and various structural work and forgings.
CMI would install a line for the production of electrolytically timmed plate
in their plant at Naples, The cost of the project, including additional working
capital and interest during construction, is estimated at Lit, 1.8 billion
($247 million) of which Lit, 600 million ($0,96 million) are requested from
IBRD funds to finance the imported equipment for the project, CMI is owned by
Acciaierie e Ferriere Iombardi Falck S,pols of Milan, large mamufacturers in
Italy of iron and steel products,

Description of the Project

The project contemplates the installation of a modern electrolytic timming
line where cold reduced steel strip in coils will be electroplated with tin on
both surfaces, This line would have an estimated production capacity of 2,000
tons per year of tin plate of international stgndard typess An increase in
capacity of an additional 12,000 tons per year can be accomplished at moderate
cost through minor modifications and enlargements of the line, At present CMI
produces 395000 tons per year tinplate all of which of the hot dipped types
After the project has been completed, tin plate production is plammed to be
increased to 54,000 tons of which 30,000 tons would be hot dipped tin plate
produced by the existing plant, and 24,000 tons electrolytic tin plate produced
by the new facilities, The cost of the new installatio lis estimated as
Lite 990 million broken down as follows: (million lire):

ymclusive of Iit. 50 million interest during construction capitalized
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Bukldings 92
Machinery and spare parts Th
Contingencies 8L
Start up expenses _ ko

Total _9%0

0f theabove total, about Lit, 600 million would be required for imported machinery
and equipment, financing of which is proposed from the Bank loan,

The electric power required will be about 5.l million kwh per year with an
estimated peak load of 1000 kw and will be supplied by Societd Meridionale di
Elettricita, )

Present Status

The planning and engineering of the project have been completed; tenders for
machinery and equipment received and analyzed; orders can be placed on short notice,
No work has been started. Manufacture by the Austrian supplier of the tinning
line (Riuthner)s; because of its small capacity and special features, will require
about 10 months and deliveries and crection of the equipment about 8 months, On
the assumption that orders can be placed in the first quarter 1958, the plant should
be completed and in trial operation before the end of 1959,

Management

CMI has over thirty years of experience in tin plate mamfacturing, The
company has a managerial and technical staff which has the necessary experience to
operate the electrolytic tin plate section, It can also obtain technical assist~—
ancey if needed, from the Falck Groupe
Financing

It is proposed that of the Lit., le8 billion estimated total cost of the
projecty Lit.0,6 billion would be covered by the proposed Bank loan, The remaining
Litels2 billion would be covered by retained earnings and depreciation accruals,
While the project is under construction, company contributions to the project

would amount to Iit. 61l million (fixed assets - Lit )0 million, additions to
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net current assets = Lite, 17h million) Lit 600 million more would be added to

net current assets from the enmhanced earnings of the company after the completion
of the project, which it is assumed will occur by the end of 1959, The financial
position of the company at the end of fiscal year 1957, and its estimated position
upon completion of the project atthe end of three years of operation of the new
electrolytic line are as follows: (million lire)

Octe 31 Octe 31 Octe 31
1957 1959 1962
(prelIminary) (estimated)
Fixed Assets: H‘Oj&t - 1.0}.10 1.0h0
Other Fixed Assets 115980 14980 115980
Less depreciation 24270 345270 55040
Net Fixed Assets 2,710 29750 980
¥et Current Assets 1,030 1,230 1,830
Additional Assets L30 1@8
Total Assets 327110 hzhlo h=508
Share Capital 1,000 1,000 1,000
Surplus and Reserves 1,179 1,499 2,09
IBRD Ioan - 600 508
Other long term debt 1,561 1,311 906
Total Liabilities & Bouity 357h0 1,110 uggoe

The company's sales have increased from Lit,7.6 billion in fiscal year 195l
to Lite 12,5 billion in 1957, Net income has risen from Lit.Sh4 million to
Lit, 120 million, representing net return on share capital of 14% and 12% respect~
ively, The smaller return in 1957 is due to the fact that during 1956 and 1957
the company had increased its share capital from Iit. 375 million to Lit.1,000
million, It should be noted that the CMI in general conducts its business in
accordance with sound financial principles, An investigation made by ISVEIMER has
fonfirmed that the company has followed very conservative policies in the valuation
of inventories and has set aside substantial reserves for the depreciation of its
fixed assets, (Summaries of balance sheets and profit and loss statements are
shown in Annex1I), |

Markets

Tin plate consumption in Italy for home use and export requirements has



CcMI - - XI-25-57

increased by 150% from the prewar years, In 1956, 116,000 tons were used of
which 57,000 were imported, CMI location in Naples, which is the center of a
very important canning industry, would have the advantage of selling tin plate
for canned foods under the so-called "duty-bound" regulations, that is, tin plate
produced with temporarily imported raw materials without payment of import dubies
which can be sold at especially low prices.%f"’ a”f' et

The project would enable CMI to meet the increasing local demand for
electrolytic tin plate at a price competitive with present prices of other
producers within the Buropean Common Market, It wnld contribute to considerable
savings in the company's production costs and would increase the profitability
of its operationse The company's estimates show that at an assumed sales price
somewhat below the present lowest price for imported tin plate (USA), the project,
when operating at normal capacity, should show a return (after depreciation prior
to interest charges) of about 6% per ton of product sold, This compares to a
return of about 3=1/2%per ton on the present sales price for standard type hot
dipped tin plate of comparable thickness, produced by the company's existing
plant,

The company expects to export about 30% of the electrolytic tin plate
produced to countries in the Mediterranean market using its existing export sales
organization,

Another electrolytic tinning plant is being installed in Northern Italy,

It is estimated that the output of both plants can be placel in the local and
export markets since their hot dip plating production willb e decreased according
to market requirements, Flectrolytic tinning is displacing hot-dipped tinning
all over the world due to ils economic and technical advantages,

E@rninge and Debt Service Coverage

The company estimates that in accordance with the market requirements, the
production of the project would be gradually increased from 50% capacity in

1960 to 100% in 1962, adding 24,000 tons per year of electrolytic tin plate to
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the output of ite Naples plant, This would increase total output of the paant,
after the plamned reduction in hot dipped tin plate and some minor cuts in
other lines, to 75,000 tons per year of rolled products, representing the present
sapacity of the company's cold rolling mill, On the basis of conservative
assumptions in respect to costs and sales prices, CMI's total sales in 1962
would increase to Lite12,9 billion and net profit to Iit;175 million, representing
a return of 17,5% on share capital and of 5.,6% on total equity. It should be
noted that while the project would account for a2bout 27% in the company's sales,
it would share with 33% in its net profitse Estd.mt?d depreciation accruals
have been based on conservative rates, providing for a rate of 107 per ammum
for equipment and buildings, both of the project and the existing plant, Fore-
casts of the company's sales and earnings as a whole are given in Amex I,

Estimated company earnings before interest and depreciation when all facilities
are operating at a normal rate, should cover the debt service of the proposed
IBED loan about § times and the total debt service requirements about 3,3 times,
The project should be able at LOF capacity to break even and cover the IBRD loan
service about 1,6 times,

Economic Justification

The CMI project will produce electrolytic tin plate of international standards
and thereby will reduce the need for increased imports of this product to meet the
growing demand of the canning industry and other users, The plant will be located
in Naples, the center of Italy's important camming industrye The foreign exchange
savings resulting from the project may be estimated as Iit,.2,2 billion ($3.5 million)
based on the assumption that the increase of 15,000'tona Pe2s in the company'!s
production of tin plate, due to the operation of the project (5,000 tons = 39,000
tons)y would result in an equivalent reduétion of imports of electrolytic tin plate,
Some additional foreign exchange benefits would also arise from the reduced require-~
ments of imported tin, due to the substitution of 9,000 tons of electrolytic tin

plate for dipped tin plate made possible by the projecte
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Security Arrangements

If the proposed loan is granted, ISVEIMFR would secure it by a mortgage on
CMI's plant which wmld rank second to mortgages granted to IMI in comnection with
previous loans from this institution, As additional security, ISVEIMER would
require a performance guarantee by the Falck Co., Milan, which owns a 95% interest
in CMI, A summary of Falck's officia)/financial statements for the past four years
is given in Amex III, These statements reveal only partially the financial
strength and earnings capacity of this well known, entirely privately owned
corporation, the onlyhg%/its kind in the metallurgical field in Ttaly,

Conclusion and Recommendations

The CMI project is sound and could form the basis for a loan of Lit, 600
million ($960000) excluding interest during construction, The tem of the loan

could be 12=1/2 years, including 2=1/2 years grace period.

1% 3



ANNEX 1

XI=2
e e T 5=57

Financial Forecasts
on lire
Construction,
Operation

Existing Plant'd/ %esra’cion all Facilities
Year ending October 31 1955 1959

I, Earnings Statement

Production of Project = % 50 75 100
1
Operating Costs
Pro ject p : 1,630 2,460 3,270
Soe Swiiition . L. i 10,480 10,480 9,300 8,980 B84650
Interest |IBRD| L (15) (5) L2 1) 38
Other Lomg=Term Debt — 7 100 100 90 90 80
Depreciation:
Project , 70 100 100
Other Facilities 500 500 500 500 500
Operating Reserves e} Lo 40 50 90
Taxes 30 30 37 L0 12
Total Costs y 11,150 11,150 11,709 12,260 12,770
Net Sales = Project y 1.770 2’650 3.5).[.0
Other Facilities 11,270 11,270 104059 95740 9,05
Total Net Sales 115270 11,270 11,829 12,390 12,945
Net Profit 120 120 120 130 175
= .= = = ==
IT, Sources and Application of Funds
Net Income before Interest 220 220 252 260 293
Depreciation Accruals 500 500 570 600 600
Net Increase in Operational Reserves Lo Lo Lo 50 90
IBRD Ieoan 200 400
Total Sources 960 1,160 862 910 983
3 —_——— = L —
Fixed Assets (Project) 500 490
Interest during Construction 15 35
Total Fixed Assets 515 525
Net Current Assets 200 L50 150
Debt Service:
IBRD Loan 2/ 42 85 85
Other Long-term Debt 225 225 225 225 215
Additional Assets 220 210 145 600 533
Total Applications 960 1,160 862 910 983

‘.I_7'For the purpose of a conservative forecast, the company's estimates of operating costs
each year have been increased about 2% and net sales reduced 1%,

g Assuming loan of Lit, 600 million at 7% for 10 years plus 2-1/2 years grace period
Based on 1957 operation after some adjustments in output and sales to account for
the closing down of the company's obsolete hot rolling mill,
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(million lire)
Construction
Operation mxisting Plant Operation all Facilities
Year ending October 31, 957 1959 %59 %so—m
(prelimin)
III, Balance Sheets

Fixed Assets

- Project 515 1,040 1,040 1,040 1,040

= Existing Plant 19980  Ly980 1y980 Ly980 L4980 1980
Less Depreciation 29270 245770 35270 3,840 LylhO 5,040

Net Fixed Assets 2,710 2,725 24,750 2,180 1,580 980
Net Current Assets 1,030 1,030 1,230 1,680 1,680 1,830
Additional Assets 220 130 575 14175 1,708

Total Assets 3;7!;0 35975  LsllO Ll35  Lsh35 h!518
Share Capital 1,000 1,000 1,000 1,000 1,000 1,000
Surplus & Reserves 1,179 15339 1,499 1,659 1,839 2,104
IBRD Loan 1Y, 200 600 600 555 508
Other Iong=term Debt 1,561 1,436 1,311 1,176 1,01 906

Total Liabilities & Equity 3;7&0 3;975 Liy410 hglﬂs hgh35 h2513

Lite, 1,13} million loans from IMI, ring 1959/1968,
Lite 119 million from Banco di Napoli, expiring 1960/6l, and
Lite 29k million debentures, expiring 1971/7h
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CANTIERT METALIURGICI ITALIANT

International Bank for Reconstruction
and Development

1818 H Street NeWo

Washington 25, D.C.

Gentlemens

(1) This will confirm certain understandings which have been reached
during recent discussions between representatives of the International
Bank for Reconstruction and Development (hereinafter referred to as the
Bank), the Cassa per Opere Straordinarie di Pubblico Interesse nell!
Ttalia Meridionale (the Cassa), the Istituto per lo Sviluppo Economico
dell'Italia Meridionale (ISVEIMER),; and Cantieri Metallurgici Italiani
SePols (the Company),

(2) You have informed us that the Bank is considering a loan to the

Cassa and that part of that loan will be specifically allocated for loans for

verious industrial undertakings in the area of the Cassa's competence,
(3) We have proposed that there should be financed out of the proceeds
of the loan our project to install and operate at our plant in Naples an
electrolytic timming line of a capacity of 24,000 tons per year tinplate
of international standard types, We bave informed you that the pro forma

balance sheet of the Company, on completion of the project, would be as

follows:

Assets Liabilities
Project Lite1,040,000,000 Share Capital it ,1,000,000,000
Other Fixed Assets(net)1,710,000,000 Surplus and Reserves 1,1199,000,000
Total Fixed Assets Z91505000,000 IBRD Ioan 600,000,000
Net Current Assets 1,230,000,000 Other long-term debt 1,311,000,000
"Additional Assets" 430,0004000

mt.h,hlogooolooo nt.h,hlozooo.ooo

It is understood that the amounts shown as surplus and additional
assets may be reduced by the amount of dividends paid during the interim

period subject to the restrictions of this letter,
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(L) The cost of the project should be considered as Iit.l,040,000,000
for fixed assets and Lit, 800,000,0b0 for additional net current assets,

We have explained to you that during the first three years of operations

the net current assets requirements will be increased to an estimated

Litel,830,000,000, The increase in net current assets from Lit,1,230,000,000

to Lite 1,830,000,000 will be provided from anyone or the combinations of

any of the following sources: retained earnings, depreciation accruals,
share capital or shareholders! advances,

(5) We have been informed that if the proposed loan should be madey it
would be made to the Company by ISVEIMER, to which the Cassa would lend a
portion of the Bank's loan for the purpose, Ypu have said that before you
could approve favorable consideration by the Cassa or ISVEIMER of the proposed
loan you would require certain undertakings from the Company with respect to
share capital, working capital and shareholders! advances,

(6) The assurances and undertakings whicgo/zave requested, to be effective
while any part of the loan to the Company will be outstanding, are that
valid arrangements will be made, under which:

A, If the completion of the project or its successful operation is hindered
or delayed or is threatened with hindrance or delay because the funds
available are inadequate to ensure its completion and the provision of
the necessary working capital, prompt arrengements shall be made in
accordance with a financial plan approved by ISVEIMER md*(.fasaa to
provide the necessary funds from share capital or shareholders! advances,
as and when requireds

Be Shareholders' advances provided under subparagraph A -

I. Shall not be withdrawn;
II, Shall in all respects be subordinated to all
debts of the Company; and

III,. Interest or any other remuneration shall be
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payable and paid thereon only out of net profits
and only to the extent that dividends would be
payable thereon if such shareholders! advances had
originally been paid in as share capital;

Ce The undersigned will not, without approval of the Cassa and ISVEIMER,
pay dividends or make other payments to shareholders or adopt any
policy if such payments or policy will result in or envisage:

I. The ratio of current assets to current liabilities
after completion of cémstruetion of the project
being less, at any timej than 1,5:1; or
IT, The excess of current assets over current liabilities
being less thah:

ae ILitely230,000,000 on completion of construction
of the project;

be Litely6805000,000 at the end of the first year
of operation of the project and at any time
during the second year of operation of the
project; and

Ce I.it.l,BIBO,OOO,OOO at any time thereafter,

For the purpose of this letter "current assets" shall be considered

as cash and assets readily convertdble to cash and all other assets which
would, within one year in the ordinary course of the Company's business be
converted into cash or assets readily convertible into cash; and "current
liabilities" shall be considered as liabilities due and payable and a.EIl
other liabilities which would be payable or could be called for payment
within one year,

The undersigned hereby gives you the assurances and undertakings set
forth in paragraph (6) above to be effective on the condition that you make
a loan to the Cassa and that from the proceeds thereof ISVEIMER agrees to
make a loan to the Company for the above~mentioned purpose in the approximate
amount of Lite¢60050005000
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(9) It is understood that the terms and conditions of any such loan
will be set forth in an agreement to be negotiated and entered into between
the undersigned and ISVEIMER and that the substance of the assurances and
undertakings given in this letter will be incorporated therein,
Yours truly,

CANTIERT METALIURGICI ITALIANI S.peds



ACCIAIERIE e FERRIERE LOMBARDE FAICK, MILAN

(Parent Company of C.M.I.)

Year ended Deco, 31

ASSETS

Cash and banks

Receivables

Inventories

Other current assets
Total Current Assets

Tixed assets
Less depreciation

Fixed Assets net
Participations
Total Assets

LIABILITIES AND FQUITY

Banks

Creditors

Other current liabilities
Total current liabilities
Provisions

Iong-term debt

Share Capital

Reserves

Revaluation reserve
Surplus

Total Equity

Total Liabilities & Equity

Current Assets/Current Liabilities

Debt /Bauity

Balance Sheets

on re
1953 1954 1955
Osl 0e2 0,2
L.0 5¢3 SeT
o7 L5 740
36 36 s
120’4 13.6 1795
35¢7 373 3946
22,0 AT 26,2
1.7 1e9 2.0
36,1 40,1 L5e7
2,1 lie3 3.6
2.8 3.3 h.s
2,1 3.0 207
760 10,6 10,8
33 346 367
749 Teb 12,
7.8 7.8 7.8
1.7 2,0 243
Te8 748 7.8
0s6 0o 7 0e9
17.9 1843 18,8
36s1 401 4567
1.881 10321 10631
29/11  LoJéo

30/70

ANNEX TIIT

195

0.5

8ol
349

206k
7002

43,1

27,1
243
9.8

X1/22/57
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ACCIAIERIE e FERRIERE LOMBARDE FAICK, MIIAN
(Parent Company of CMI)
Income Statements
on e

Year ended Dece 31 1953 1954 1955 1956
Gross Income 5eb 6els Te? 9e8
Expendltures 5. 2 5. ? 6.8 8.8
Net H'Oﬁ.t 0.6 007 0.9 1.0

Net Profit as % of Equity 363 348 L7 o9
Net Profit as 4 of Share Capital TeT 940 11.5 Be3

Net Profit as % of Gross Income 10,3 10,6 11.6 10,2



Form No., 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

(9-56)
OUTGOING WIRE

CLASS OF SERVICE: LT DATE: NOVEMBER 26, 1957
TO: L. M. SVOBODA

GRAND-HOTEL

ROME \V\ P_{
COUNTRY ( ITALY)

SXT:

Cable No. TWENTY SEVEN
MARZOTTO AFPROVED USE DRAFT LETTER OF NOVEMBER TWENTYOME STOP WITH CHANGE IN
PROFORMA TO REFLECT POSITION ON CONSTRUCTION COMPLETION SEE NO NEED FOR PARA
SIX D THREE RESTRICTION DIVIDEND PAYMENTS BUT WILL LEAVE TO YOUR JUDGMENT STOP
IF RETAINED INSERT AFTER PROFORMA QUOTE WE HAVE EXPLATINED TO YOU THAT SOME
SECTIONS OF THE PLANT WILL BE IN PARTIAL OPERATION BEFORE THE COMPLETION OF
CONSTRUCTION UNQUOTE STOP PAGE ONE PARA FOUR LAST LINE AFTER AMOUNT CHANGE
TO QUOTE BY THE END OF THE THIRD OPERATING YEAR UNQUOTE STOP PARA SIX A TWO LINE
TWO PUT QUOTE TO UNQUOTE INSTEAD OF FIRST QUOTE AT UNQUOTE STOP PARA SIX A THREE
ADD TO SENTENCE QUOTE AND SHAREHOLDERS ADVANCES SHALL BE AT LEAST THE DIFFERENCE
BETWEEN LIT TWO BILLION FOUR HUNDRED MILLION AND PATID IN SHARE CAPITAL UNQUOTE
STOP INSERT NEW PARA SIX D TWO A QUOTE LIT ONE BILLION TWO HUNDRED MILLION ON
COMPLETION OF CONSTRUCTION UNQUOTE AND RELETTER OTHERS

Signed: ARMSTRONG
(Type in last name of sender)

AUTHORIZED BY:

NAME: W. J, Armstrong For Use by Archives Division
DEPT: T.0.D. Checked for Dispatch
SIGNATURE:

(Signature Qf individual authorized to approve cable).

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)



GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service

.

Type in class of service desired. Each class is described as follows: ~

Letter Telegram Letter telegrams are normally delivered the moming after day of despstch. The cost
is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messages are nomally transmitted and delivered immediately. There is a
minimum charge %or 5 words, including address and text.
IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.

Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following

countries:

Bolivia Cuba Guatemala *Peru

Brazil Dominican Republic Honduras * Syria

Burma Ecuador Jordan Uruguay

Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua Yugoslavia

Colombia * France Pakistan

Costa Rica Greece Panama

*In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

Code Code messages are transmitted at full rate (or IBF Gowt.) speed and cost. This rate
.imuld be used only for confidential messages to staff members having a code with

em.
Day Letter Day letters are delivered during the day of transmission and should be used only for

messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text.

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008).
2. Address

Use only last name of addressee and cable address whenever possible. The Bank cable address "INTBAFRAD® 1s
registered in Paris, Beirut, Rio de Janeiro, Bogota, Guatemala City, Bangkok, Karachi, Quito and Teg:mf;m The
Intemational Finance Corporation cable address *CORINTFIN” is registered in New York, Paris and ington.
The name of the country of destination must always be added. (No charge is made for the name of a country).

3. Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to eliminate
unnecessary words and unnecessary punctuation. If punctuation is needed, spell out the words "Comma,”
Stop,” etc.

Use common abbreviations whenever possible, i.e. reourlet, reurfive, etc. Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.
4. Signature

Type in last name of sender. Use INTBAFRAD as part of the signamre only when addressee does not
know the address of the sender.
5. Authorization

“Type in name and department of staff member authorizing message and have authorizing staff member
'_gﬁ the original (pink copy). A list of authorized signatures is kept in the cable office.
Forward messages in triplicate in a cable envelope to Room 211 for despatch. The cable service is open

from*9:00 a.m. to 5:45 p.m. on working days. Special arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008.

(=
c~
'&:.-';' foaly !‘;l\’ an E‘;

Y6 JUN



Form No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT !

a8 OUTGOING WIRE
Aef

CLASS OF SERVICE: LT DATE: NOVEMBER 25, 1957

To:  Le. SVOBODA
Gl FOTEL (G emw oL )
ROME

COUNTRY ( ITALY)

XT:

Cable No.  TWENTY SIX
BOTH SCOTT AND WHEELOCK AGREEABLE INSERT CASSSNAME IN ILETTERS AS
DISCUSSED BY PHONE

(Type in last name of sender)

AUTHORIZED BY:

NAME: W. J. Armstron For Use by Archives Division
DEPT: T.0.D. Checked for Dispatch
SIGNATURE:

(Signature o‘qndividual authorized to approve cable).

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)
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GUIDE FOR PREPARING OUTGOING WIRES

B

1. Class of Service
Type in class of service desired. Each class is described as follows: .

Letter Telegram Letter telegrams are normally delivered the moming after day of despatch. The cost
is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messages are nomally transmitted and delivered immediately. There is a
minimum charge %or 5 words, including address and text.
IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.

Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following

countries:

Bolivia Cuba Guatemala *Pem

Brazil Dominican Republic Honduras * Syria

Burma Ecuador Jordan Uruguay

Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua : Yugoslavia

Colombia * France Pakistan

Costa Rica Greece Panama

*In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

Code Code messages are transmitted at full rate (or IBF Govt.) speed and cost. This rate
f}l;muld be used only for confidential messages to staff members having a code with

em.
Day Letter Day letters are delivered during the day of transmission and should be used only for

messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text.

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008).

2. Address
Use only last name of addressee and cable address whenever possible, The Bank cable address "INTBAFRAD® is
registered in Paris, Beirut, Rio de Janeiro, Bogota, Guatemala City, Bangkok, Karachi, Quito and Tegu

cigalpa. The
Intemational Finance Corporation cable address “CORINTFIN” is registered in New York, Paris and V?a.ugmgwn.
The name of the country of destination must always be added. (No charge is made for the name of a country).

3. Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to eliminate
unnecessary words and unnecessary punctuation. If punctuation is needed, spell out the words "Comma,”
“Stop,” etc.

Use common abbreviations whenever possible, i.e. reourlet, reurfive, etc. Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.

4. Signature

Type in last name of sender. Use INTBAFRAD as part of the signamre only when addressee does not
know the address of the sender.

5. Authorization

Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a cable cnvelope-ﬁ to Room 211 for despatch. The cable service is open
from 9:00a.m. to 5:45 p.m. on working days. Special arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008.

-
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Form No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

(9-56)
OUTGOING WIRE

s

CLASS OF SERVICE: LT DATE: NOVEMBER 25, 1957

TO: L. M. svoaom{ \
GRAND HOTEL Rano TEL
ROME S :

COUNTRY ( ITALY)

D2 & §-

Cable No. MNTI:;FIVE
ABCD PROJHCT APPROVED USE DRAFT IETTER DATED NOVEMBER SEVENTEEN AS
CORRECTED BY SCOTT STOP TAJANI APIRROVED IN PRIM}IPIE? TO SAVE
TIME SUGGEST FOLLOWING PROCEDUKE OUTLINED LETTER EIGHTEEN STOP

YOUR LETTER NINETEEN RECEIVED

i

Stned: ARMSTRONG

(Type in last name of sender)

AUTHORIZED BY:

NAME: W. J. Armstro For Use by Archives Division

DEPT: T.0.D. /Za/ﬂ Checked for Dispatch

SIGNATURE:
(SlgnaturUf individual authorized to approve cable).

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)



GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service
Type in class of service desired. Each class is described as follows:

Letter Telegram Letter telegrams are normally delivered the moming after day of despstch. The cost
is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messages are nomally transmitted and delivered immediately. There is a
minimum charge for 5 words, including address and text.
IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.

Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following

countries:

Bolivia Cuba Guatemala *Peru

Brazil Dominican Republic Honduras * Syria

Burma Ecuador Jordan Uruguay

Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua Yugoslavia

Colombia * France Pakistan

Costa Rica Greece Panama

*In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

Code Code messages are transmitted at full rate (or IBF Govt.) speed and cost. This rate
f;:ould be used only for confidential messages to staff members having a code with

em.
Day Letter Day letters are delivered during the day of transmission and should be used only for

messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text.

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008).
2. Address
Use only last name of addressee and cable address whenever possible. The Bank cable address "INTBAFRAD” 1s
registered in Paris, Beirut, Rio de Janeiro, Bom Guatemala City, Bangkok, Karachi, Quito and Teguci m The
Intemnational Finance Corporation cable address *CORINTFIN" is registered in New York, Paris and ington.
The name of the country of destination must always be added. (No charge is made for the name of a country).

3. Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to eliminate

unnecessary words and unnecessary punctuation. If punctuation is needed, spell out the words "Comma,”
Stop,” etc.

_Use common abbreviations whenever possible, i.e. reourlet, reurfive, etc. Write as one word hyphenated
-.words, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.
4. Signature

‘:i"y'pe in last name of sender. Use INTBAFRAD as part of the signature only when addressee does not
cknow the address of the sender.

5. Authorization
‘,-_;'_f_ype in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a cable envelope to Room 211 for despatch. The cable service is open
from 9:00a.m. to 5:45 p.m. on working days. Special arrangements should be made for the despatch of
of cables outside of these hours. i

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008.

N
\.'_(, i
W W\



ForM No., 75

INTERNAT | ONAL BANK FOR
(3.52) RECONSTRUCTION AND DEVELOPMENT

Date
ROUTING SLIP
NAME 2 ROOM NO.

Action Note and File
Approval Note and Return
Comment Prepare Reply

111 Report Previous Papers
information Recommendation
Initial Signature

Remarks

From




INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
1818 H STREET, N. W.
TELEPHONE EXECUTIVE 3-6360 WASHINGTON 25, D.C. CABLE ADDRESS-INTEAFRAD

No., 21 Grand Hotel
Rome, November 25, 1957

Mr, Walter J. Armstrong

Assistant Chief, Industry Division

Department of Technical Operations

International Bank for Reconstruction
and Development

Washington, D.C.

Re: Distribution of Loan Funds X
Dear Walt: \/bv.t.tmj o Mo
I enclose copy of a letter dated November 22 from Cassa to the Bank on

the above subject, the content of which I have already transmitted to you
by telephone,

The letter is the result of a discussion called by Professor Pescatore
for the purpose of clarifying our mutual understanding concerning the
allocation of loan funds to the three sectors, From a summary, prepared
by his staff, of the mission's findings, Professor Pescatore had noted
that under the proposed new loan, power was allocated $32,9 million for
three projects (SME, SGFS and Calabria), This is in contrast with
Pescatore's understanding of the tentative agreement reached by him with
Sid Wheelock prior to Sid's departure, which provided for only $29.2 million
for SME and SG¥S, exclusive Calabria, Pescatore felt that this latter amount
was a proportionate allocation to the power sector amd that any balance left,
after covering the requirements of the industrial sector, should be allocated
to irrigation, However, should the Bank consider it important to have Calabria
included in the loan, he would be willing to go a2long on the former basis, He
also proposes that, should Tajani be cleared in time to be included in the new
loan, the required amount for this project could be deducted from irrigation,
As regards the utilization of the balances in the previous two loans, as
recently increased by the withdrawal of the SIL second loan request, Cassa would
prefer to have the surplus, left after financing ABCD, allocated to irrigation
rather than for any of the new industrial projects covered under the new loan,

We finally agreed that a letter by the Cassa to the Bank at this point would
be useful, as it would help to clarify the still outstanding questions concerning
the final distribution of loan funds and would enable the Bank to reach an early
decision in this matter,

With kind regards,

1 ean ol
t‘f

Fncle ladislav Svoboda

‘//Y .41.‘(} i b‘}“ ”7
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November 22, 1957

International Bank for
Reconstruction and Development
1818 H Street N W,

Washington 25, D.C.

Gentlemen:

Subject: Proposed Allocation of Funds under IBRD Loans

Following the meeting of this morning with Mr, Svoboda of the Bank, we
are illustrating below the Cassa desire as to the allocation of the proposed
Ioan funds and of the balances available under ILoan 117 and 150 IT,

A, New Loan

l, Six industrial projects $29 360,000
2. T™wo power projects $29, 200,000
3. Two Irrigation projects $16,14,0,000

$75,000,000

Be. Balances on Previous loans

- Availability under Loan 117 IT $2,400,000
- Availability under Loan 150 IT $3,450,000

Total available $5,850,000

Proposed allocation :

1, ABCD Industrial project (2nd loan) $ L,480,Q00
2. Addition to irrigation,(additional loan) $ 1,370,000
$ 5,850,000

In the same meeting, we have also discussed the following two points
with Mr, Svoboda:

a, In the event that the Taiani TIndustrial Project should be cleared in time
for consideration under the rew Loan, then the Cassa would suggest that
the necessary amount for financing such Project ($1,410,000) be made
available by deducting it from the proposed allocation to irrigation under
the new Loan;

be In the event that the Bank would consider it important to include the
Calabria Project ($3 million) in consideration of a 60% financing on the
expenditure still outstanding after September 1, 1957, then the Cassa
would agree to have the necessary deduction made from the amount proposed
for irrigation under the new loan,



- Q-

Consequently, the Cassa would agree that the allocation of $16,410,000
to irrigation proposed above, could be reduced in the following alternative
ways:

i, Under event a., $15,000,000

ii, Under event b., $13’m1.0,000
111 . Under both event a. and b.s $12,000,000,

Tt is understood that no change is involved in Loan 88 IT which, in
accordance with the understanding reached with the Bank's Mission, will
remain reserved for the Agri Project.

We hope that the clarifications herein given will enable the Bank to
make an early decision on fund allocations under the Ioans, and permit the
prompt signing of the letterscof commitment by the industrial borrowers,

With best regards,

Sincerely yours,

THE PRESIDENT

Gabriele Pescatore
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Form No. 26 l]

(1.50)

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

INCOMING WIRE

DATE OF WIRE: NOVEMBER 23, 1957 1735 ROUTING
TO: ARMSTRONG INTERNATIONAL BANK FOR RECONSTRUCTION |ACTION COPY TO TECH. OP,
& DEVELOPMENT
FROM: INFORMATION COPY TO MR. REAMY
' ROME

MR. PRINS

Decoded By

TEXT:

» PLEASE ATRMATL 200,000 LIRE TO COVER MAILING AND ADDITIONAL MISSION

o "; 12
AN EXPENDITURES

SVOBODA

ORIGINAL






Si prega di trattare per ogni lettera un solo argomento

Mod. E 13 aerea (3.000) Ord. 8595

.

INDIRIZZO TELEGRAFICO: CASMEZ - ROMA

CASSA PER OPERE STRAORDINARIE DI PUBBLICO INTERESSE
NELL' ITALIA MERIDIONALE

1/40825 (CAsSsSA PER IL MEZZOGIORNO)
PROL N s x Posiz,____Pﬂ:E_’_/mg 2 & NOV‘ 1957
Allegali. ... .. PUERA i
" TEL. 84914'2.0 — 28 - 27 - 28 - 20
Risposta s, ... .. . .. .
LN Pl Mo et LT L B
OGGETTO

International Bank for
Reconstruction and Development
1818 H Street, N.W.
Washington 25, D.C.

Gentlemen:

Subject: Proposed Allocation of Funds under IBRD Loans

Following the meeting of this morning with Mr. Svoboda of
the Bank, we are illustrating below the Cassa desire as to the al-
location of the proposed Loan funds and of the balances available
under Loans 117 and 150 IT.

A. New Loan

1. Six industrial projects $ 29,360,000

2. Two power projects $ 29,200,000

3. Two Irrigation projects $ 16,440,000
$

75,000,000

B, Balances on Previous Loans

- Availability under Loan 117 IT $2,400,000
- Availability under Loan 150 IT $3,450,000

Total available $ 5,850,000

Proposed allocation :

1. ABCD Industrial Project (2nd loan)
2. Addition to irrigation, new Loan

4,480,000
1,370,000

& &

$ 5,850,000



Mod. E 9 aerea (2000) Ord. 1532 - Tip. Rincimento - Roma

cCASSA PER IL MEZZOGIORNO

Foglei P

In the same meeting, we have also discussed the following
two points with Mr. Svoboda:

a. In the event that the Taiani Industrial Project should be cleared
in time for consideration under the mew Loan, then the Cassa
would suggest that the necessary amount for finmancing such Pro j=-
ect ($1,440,000) be made available by deducting it from the
proposed allocation to irrigation under the new Loan;

b. In the event that the Bank would consider it important to include
the Calabria Project ($3 million, in consideration of a 60%
financing on the expenditure still outstanding after September 1,
1957), then the Cassa would agree to have the necessary deduction
made from the amount proposed for irrigation under the new Loan.

Consequently, the Cassa would agree that the allocation
of $16,440,000 to irrigation proposed above, could be reduced in the
following alternative ways:

i. Under event a., $15,000,000;
ii. Under event b., $13,440,000;
iii. Under both events a. and b., $12,000,000.

It is understood that no change is involved in Loan 88 IT
which, in accordance with the understanding reached with the Bank's
Mission, will remain reserved for the Agri Project.

We hope that the clarificatioms herein given will enable
the Bank to make an early decision on fund allocations under the

Loans, and permit the prompt signing of the letters of commitment
by the industrial borrowers. '

With best regards.
Sincerely yours,

=

Gabriele Pescatore

| S /ub\ QE&GJQUU._
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Form No. 26
(1-50)

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

INCOMING WIRE

DATE OF WIRE: NOVEMBER 22, 1957 ROUTING
TO: ARMSTRONG, INTERNATIONAL BANK FOR RECONSTRUCTIOMCTION COPY TO TECH. OPER.
& DEVELOPMENT

Decoded By

TEXT:
TEN CASSA RELUCTANT AGREE NEW PROCEDURES RE CLEARING LETTERS COMMITTMENT. FEELS
PROPOSED WRITTEN STATEMENTS BY BORROWERS OF INTENT TO SIGN LETTER WHEN REQUESTED
BY BANK WILL FURTHER OCHP*LTE ALREADY INVOLVED PROCEDURES AND MIGHT CAUSE
RESENTMENT BORROWERS, RPCOMMENDS THAT BANK FOR PRACTICAL AND PSYCHOLOGICAL REASONS
SHOULD PERMIT PROMPT SIGNING LETTERS ALL APPROVED PROJECTS. ROSS WILL REPORT rﬁm
DETAILS ON ARRIVAL WASHINGTCN. AM LEAVING TGMORROW NOON FOR NAPLES TO ACCELERATE
REVISION CMI PROJECT COMMA WILL RETURN ROME SATURDAY

SVOBODA

MRS, SVOBODA BEING NOTIFIED,

DUPLICATE






FoRM No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

{9-56)
OUTGOING WIRE

CLASS OF SERVICE: LT DATE: NOVEMBER 22, 1957

oo
TO: -Le=% SVOBUDA
GRAND=HOPRE— /. K (U OTE hy
ROME

COUNTRY ( ITALY)

ZXT:
Cable No. TWENTY FOUR

AREA AGREES YOUR REQUEST TO HAVE COMPANIES SIGN IETTERS FROMPTLY STOP
YOU MAY PROCEED THIS BASIS WITH MONTECATINT GONE SINCAT TRINACRIA
TMVEDIATELY AND LATER WITH OTHERS AS EACH APPROVED STOP HOWEVER AREA
REQUESTS TEAT YOU TELL GOMPANIES BANK RESERVES RIGHT TO REQUEST AMENDMENTS
IF FOR SOME REASON THIS BEGOMES NECESSARY LETTER FOLLOWS STOP ARRANGE
FOR COMPANIES TO SIGN PROMPTLY AS POSSIBIE GIVING ORIGINAL TO CASSA FOR
FORWARDING WASHINGTON STOP WOUID HOPE HAVE IETTERS HFRE BY END SECOND
OR THIRD WEEK DECEMBER

Signed:
Type in last nameé of sender

AUTHORIZED BY:

NAME: W. J. Armstro For Use by Archives Division
DEPT: T.0:D, Checked for Dispatch
SIGNATURE:

(Signdtu reu:f individual authorized to approve cable).

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)



GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service

Type in class of service desired. Each class is described as follows: S y

Letter Telegram Letter telegrams are normally delivered the moming after day of despatch. The cost
is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messa?es are nomally transmitted and delivered immediately. There is a
minimum charge for 5 words, including address and text.

IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.
Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following
countries:

Bolivia Cuba Guatemala * Peru
Brazil Dominican Republic Honduras * Syria
Burma E cuador Jordan Uruguay
Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua Yugoslavia
Colombia * France Pakistan
Costa Rica Greece Panama
*In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

Code Code messages are transmitted at full rate (or IBF Gowt.) speed and cost. This rate
sglould be used only for confidential messages to staff members having a code with
them.

Day Letter Day letters are delivered during the day of transmission and should be used only for

messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text.

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008).
2. Address
Use only last name of addressee and cable address whenever possible. The Bank cable address "INTBAFRAD" 1s
registered in Paris, Beirut, Rio de Janeiro, Bogota, Guatemala City, Bangkok, Karachi, Quito and Tegucljisl a. The
Intemational Finance Corporation cable address *CORINTFIN” is registered in New York, Paris and nsgmgm
The name of the country of destination must always be added. (No charge is made for the name of a country).

3. Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space berween lines. The text should be edited to eliminate
unnecessary words and unnecessary punctuation. If punctuation is needed, spell out the words "Comma,”
Stop,” etc.

Use common abbreviations whenever possible, i.e. reourlet, reurfive, etc. Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.

4. Signarure

Type in last name of sender. Use INTBAFRAD as part of the signamre only when addressee does not
know the address of the sender.

5. Authorization

Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a cable envelospe to Room 211 for despatch. The cable service is open
from 9:00a.m. to 5:45 p.m. on working days. Special arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008.
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ForRM No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

(9-56)
OUTGOING WIRE

N RT
/ J
CLASS OF SERVICE: 1T DATE: NOVEMBER 22, 1957

TO: A=t¢. SVOBODA
GRANB-HOTEL & /) IVOTE ru
ROME

COUNTRY ( ITAILY)

iXT:
Cable No. TWENTY THREE

YOU MAY DISCUSS TRINACRTIA DRAFT IETTER WITH COMPANY ©F

STOP USE THIRD DRAFT DATED NOVEMBER EIGHTEEN MODIFYING PARAGRAPH SIX D FROM
LINE THREE QUOTE IF SUCH PAYMENTS OR POLICY WILL RESULT IN OR ENVISAGE COLON
ONE THE RATIO OF CURRENT ASSETS TO CURRENT LIABILITIES BEING LESS COMMA AT
ANYTIME COMMA THAN TWO TO ONE SEMICOLON OF TWO THE EXCESS OF CURRENT ASSETS
OVER CURRENT LIABILITIES BEING LESS THAN COLON A LIT THREE HUNDRED MILLION

ON COMPLETION OF CONSTRUCTION OF THE FROJECT SEMICOLON B LIT FIVE HUNDRED
MILLION AT THE END OF THE FIRST OFERATING YEAR SEMICOLON AND C LIT SIX HUNDRED
MILLION AT ANYTIME AFTER THE END OF THE SECOND OPERATING YEAR PERIOD UNQUOTE

Signed: ARMSTRONG

(Type in last name of sender)

o

AUTHORIZED BY:

NAME: We J. Armstrong For Use by Archives Division

DEPT: T.0.D. Checked for Dispatch

SIGNATURE: ____ M' (A
(Signakure/df individual authorized to approve cable).

(

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)




GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service

Type in class of service desired. Each class is described as follows: S——

Letter Telegram Letter telegrams are normally delivered the moming after day of despatch. The -c;-sf
is half the cost of full rate messages with a minumum charge for 22 words including
address and text,

Full Rate Full rate messages are nomally transmitted and delivered immediately. There is a
minimum charge for 5 words, including address and text.

IBF Govt. This is a preferential rate extended to the Bank by some of its member countries,
Messages are sent at full rate speed and at about half the cost. This rate normally
should_gbe used whenever available. It is at present available for the following
countries:

Bolivia Cuba Guatemala *Peru

Brazil Dominican Republic Honduras * Syria

Burma Ecuador Jordan Uruguay

Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua Yugoslavia

Colombia * France Pakistan

Costa Rica Greece Panama

*In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

Code Code messages are transmitted at full rate (or IBF Govt.) speed and cost. This rate
s}l:ould be used only for confidential messages to staff members having a code with
them.

Day Letter Day letters are delivered during the day of transmission and should be used only for

messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text.

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008).

2. Address
Use only last name of addressee and cahle address whenever possible. The Bank cable address "INTBAFRAD” is
registered in Paris, Beirut, Rio de Janeiro, Bogota, Guatemala City, Bangkok, Karachi, Quito and Tegucifal a. The
Intemational Finance Corporation cable address *CORINTFIN” is registered in New York, Paris and asgm gton.
The name of the country of destination must always be added. (No charge is made for the name of a country).

3. Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to eliminate

unnecessary words and unnecessary punctuation. If punctuation is needed, spell out the words “Comma,”
" n
Stop,” etc.

Use common abbreviations whenever possible, i.e. reourlet, reurfive, etc. Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.

4. Signature

Type in last name of sender. Use INTBAFRAD as part of the signatre only when addressee does not
know the address of the sender.

5. Authorization

Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a cable envelope tg -Room 211 for despatch. The cable service is open
from 9:00a.m. to 5:45 p.m. on working days. €cial arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008.
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ForM No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

{9-56)
OIJ'I'GOAI}IG WIRE
MR
CLASS OF SERVICE: IT DATE: NOVEMBER 22, 1957

To: M. SVOBODA
GRANDHOTEL ¢ A/ /VO 72 4o
ROME

COUNTRY ( ITALY)

EXT:
Cable No. TWENTY TWO

YOU MAY DISCUSS DRAFT LETTER WITH SINCAT USING SECOND DRAFT DATED NOVEMBER
TWELVE WITH CHANGES AGREED BETWEEN YOU AND SCOTT PLUS FOLLOWING PARAGRAFPH

ONE S5 RETAIN SINCAT IN BRACKETS BEFORE QUOTE THE COMPANY UNQUOTE IN BRACKETS
STOP MIDDLE PARAGRAPH TWO DELETE QUOTE THREE HUNDRED THOUSAND TONS IN TOTAL
UNQUOTE STOP PARAGRAPH SEVEN CHANGE SHOULD TO SHALL IN EACH OCCURRENCE

Signed: AR}B'IRONG
(Type in last name of sender)

AUTHORIZED BY:

NAME: W. J. Armstrong For Use by Archives Division

DEPT: T.C.D. Checked for Dispatch

SIGNATURE: /A JSOK
(Signature[af individual authorized to approve cable).

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)



GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service -

. at>

Type in class of service desired. Each class is described as follows: T

———

Letter Telegram Letter telegrams are normally delivered the moming after day of despatch. The cost
is half the cost of full rate messages with 2 minumum charge for 22 words including
address and text.

Full Rate Full rate messages are nommally transmitted and delivered immediately. There is a
minimum charge %or 5 words, including address and text.

IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.
Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following

countries:

Bolivia Cuba Guatemala *Pern

Brazil Dominican Republic Honduras * Syria

Burma Ecuador Jordan Uruguay

Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua Yugoslavia

Colombia * France Pakistan

Costa Rica Greece Panama

. : *In these countries the letter telegram rate is lower than IBF government rate and
Al should be used for messages when immediate transmission is not required.

Code Code messages are transmitted at full rate (or IBF Govt.) speed and cost. This rate
fh}lould be used only for confidential messages to staff members having a code with

em.
Day Letter Day lerwers are delivered during the day of ransmission and should be us for

ed
- messages in the United States and to Mexico and Canada. There is 4 minimum
charge for 50 words in rext.

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008). -
2. A_dd:ess : :
Use only last name of addressee and cable address whenever possible. The Bank cable address "INTBAFRAD” 1s
registered in Paris, Beirut, Rio de Janeiro, Bogota, Guatemala City, Bangkok, Karachi, Quito and Teguci :ioa. The
Intemational Finance Corporation cable address *CORINTFIN® is registered in New York, Paris and # ington.
The name of the country of destination must always be added. (No charge is made for the name of a country).

3. Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to eliminate
unnecessary words and unnecessary punctuation. If puncruation is needed, spell out the words "Comma,”
Stop,” etc.

Use common abbreviations whenever possible, i.e. reourlet, reurfive, etc. Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.

4. Signature

Type in last name of sender. Use INTBAFRAD as part of the signawre only when addressee does not
know the address of the sender.

5. Authorization

Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a cable envélGpe to Room 211 for despatch. The cable service is open
from 9:00a.m. to 5:45 p.m. on working days. Special arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008.
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Mr. Sidney P. Wheelock November 22, 1957
W. J. Armstrong

Italy - New Log

Svoboda called today and gave me the following information.

The Cassa does not wish %o use one of the new projects as a substitute
for the SIL project withirawn. Mr. Pescatore has said that he would like the new
loan to be alloeated as follows:

$ million

6 Industrial Projects $29.36
2 FPover Projects 29.20
2 Irrigation Frojects 16.44
Total $15:00

The balance of ¥5.85 million availgble from Loans 117 and 150IT would be covered,
$4.48 million for ABCD and $1.37 million for Irrigation.

If the Tajani project should be approved by the Cassa, the amount $l.44
million would be taken from the Irrigatiom.

Allocation of the new loan
Although the Cagsa is not keen on including the Calabria power plant,
ins

if the Bank would ist on this projeet, the amount of §3.0 millicn should also
be subtracted from the new Irrigation allocation. Thus four possibilities exist
for the Irrigation allocation:
§ million

1. As above » $16.44

2. Tajani only 15.00

3. Calabria only 13.44

4« Both Tajani and Calabria 12.00

Svoboda said Feseatore would appreciate your concurrence in this,
Svoboda also said that (1) the withdrawal of the SIL request would not

affect our earlier loan to the Company; and (2) the Cassa wishes the Bank to permit
the companies to sign the letters as soon as the projects are approved.

©.0.--llessrs. Bateson and Street.le jevn<. Rup man, C-\o.rkl"éccot deQlbg
Ress. Fiane, Groenvel

WJArmstrong spgn
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INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
1818 H STREET, N. W.
TELEPHONE EXECUTIVE 3-63680 WASHINGTON 25, D.C.

CABLE ADDRESS-INTBAFRAD

Rome, November 22, 1957
No, 20

Mr, Walter J. Armstrong

Assistant Chief, Industry Division

Department of Technical Operations

International Bank for Reconstruction
and Development

Washington, D.C.

Dear Walt: Re: SIL & Letters of Commitment

o
1) As I have already cabled you (cable No, 8) the SIL application for an
additional Bank loan has been withdrawn, Cassa informs me that the Company
in financing the project, for fiscal reasons has decided to make extensive
use of its credit facilities with the Fucino bank, Since under the proposed
second loan the IBRD has put up 2 limitation on such borrowings, the Company
has decided to withdraw its loan request rather than change its financing
plan, I have streased to Dr. Besuso the importance of a careful follow up
on the financing of this project, in the light of the financial commitments
(debt/equity provisions) undertaken by the Company under the first Bank loan,
Besuso assured me that this will be done, but felt that in view of the
financial strength of the group, there was no reason for concern over the
financing of this project,

2) Cone i’%gtﬁe Letters of Commitment, I have cable you yesterday (Cable
Noe 10) that the Cassa is reluctant to agree to the new procedures of having
the borrower make a written statement of intention that he will sigh the
Letter when requested by the Bank, Besuso believes that this will further
lengthen the procedures and will have a very bad psychological effect on the
borrowers, He feels the companies, after the strict examination of their
project, are now anxiously waiting for final word from the Bank and would
resent any further delays in the already established procedure of signing
the letters, once the projects have been approved. I explained to Besuso
that some flexibility in these procedures was necessary to conform with the
various actions still to be taken under the new loan which in their timing
in some respects differ from the previous Bank loans, In particular, I
stressed that a final decision was still to be made regarding the distribution
of loan funds among the sectors and the allocations to the industrial projects
from the new loan and from the balances on the previous loans, Besuso was not
entirely convinced of this reasoning and strongly recommended that once the
projects have been approved we should not delay final clearing and signing
of the Letters., Murray Ross whom I have asked to sit in on the meeting,
meanwhile will have reported to the Bank, and, I presume that shortly I will
received further guidance in this matter, Until such time I am holding further
action on the Letters,
With best wishes, 72 '
el é-u-JD I
A

Ladislav Svoboda
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P,S. I have just received your cable No, 21, The withdrawal of the SIL
application for a second loan does not affect the first Bank loan,
The total of unutilized funds under loan 117 IT and 150 IT has now
increased to Lit. 856 milliod?/I will talk to Cassa and cable you
today concerning Cassa¥s wishes in regard to 2 possible utilization
of this suplus for financing one of the new projects,

LeSe
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

DATE OF WIRE: NOVEMBER 22, 1957 ROUTING

TO: ARMSTRONG, INTERNATIONAL BANK FOR RECONSTRUCTIQNCTION COPY TO TECH. OPER.
& DEVELOPMENT
FROM:  ROMA INFORMATION COPY TO

Decoded By

TEXT:
TEN CASSA RELUCTANT AGREE NEW PROCEDURES RE CLEARING LETTERS COMMITTMENT, FEELS
PROPOSED WRITTEN STATEMENTS BY BORROWERS OF INTENT TO SIGN LETTER WHEN REQUESTED
BY BANK WILL FURTHER COMPLECATE ALREADY INVOLVED PROCEDURES AND MIGHT CAUSE
RESENTMENT BORROWERS, RECOMMENDS THAT BANK FOR PRACTICAL AND PSYCHOLOGICAL REASONS
SHOULD PERMIT PROMPT SIGNING LETTERS {LLL APPROVED PROJECTS. ROSS WILL REPORT FLﬁ’HEH
DETAILS ON ARRIVAL WASHINGTON. AM LEAVING TOMORROW NOON FOR NAPLES TO ACCELERATE
REVISION CMI PROJECT COMMA WILL RETURN ROME SATURDAY

S VOBODA

MRS, SVOBODA BEING NOTIFIED,

ORIGINAL
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No, 18 November 22, 1957

Mr. L. ¥, 5voboda
Crand Hotel

Rome, Italy

Dear lLadya:

Farther to our telephone conversation of today, I find that the draft
nportenh}ﬂidﬁutimiﬂoammmuw Since time is
running short and there is little likelihood that the project will be approved
before you leave ,Iwuunmtthﬁo dng procedure. Clear up all the
points mentioned in our cable No. 14 ‘and vwith the Cassa that as soon
as pogsible after you have returned to Haehhgton, an approved drsft letter

wﬂlbouantwthmformmmuthqnmwamjut_mmmsm
in the loan.

With best regards,

€.C.~~esars. Bateson, Wheelock and Street

WdArmstrongspgn
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DATE OF WIRE: NOVEMBER 21, 1957 1705 ROUTING
TO: ARMSTRONG INTERNATIONAL BANK FOR ACTION COPY TO TECH.OP.
RECONSTRUCTION & DEVELOPMENT
FROM: ROME INFORMATION COPY TO
Decoded By
TEXT:
8

SIL LOAN REQUEST WITHDRAWN BECAUSE BANK CONDITION OF LIMITATION ON
FUCINO BANK LOANS UNACCEPTABLE

SVOBODA

DUPLICATE
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INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
1818 H STREET, N. W,
TELEFPHONE EXECUTIVE 3-86380 WASHINGTON 25, D.C.

CABLE ADDRESS-INTBAFRAD

No,. 19 Grand Hotel
e Rome, November 21, 1957

Mr. Walter Armstrong

Asistant Chief, Industry Division

Department of Technical Operations

International Bank for Reconstruction
and Development

Washington, D.C.

Dear Wal t:
Rey MARZOTTO

Pnclosed is second draft of report on Marzotto and draft letter of
agreement as reviewed by Hugh Scott,

I hape/ revised the report in the light of the comments in your Letter
Noe 16,  and have tried to firm up our information on those points which
have caused particular concern in Washington, In this respect I would like
to refer to three major questions asked in your letter, i.e. the market,
Marzotto past performance, and the financial forecast,

Conceming the market, we have had recently some encouraging news as
to future trends, The research chief of the Bank of Italy, who takes a
keen interest in development concerning the ready-made clothing industry,
in discussions with Murray Ross has expressed the opinion that there are
definite indications of an expansion of this industry's market, In parti-
cular he stressed the tendency to buy ready-made clothes, among younger
people, who outweigh the more conservative older generation, I think your
proposed paragraph on the market expresses very well the situation, I have
incorporated it in the report and have added a sentence on Italy'!s favorable
export prospects, as agreed with Murray,.

As regards the operation of Marzotto's present ready-made clothes plant at
Valdagnoy, I have made further extensive investigations into its past perform-
ance, From examination and discussion of the figures submitted so far it
appears that after three years of losses (in amounts yet to be determined),
in 1957 they are at least breaking even, if not making a profit on the ope-
ration, It should be noted that this year's results may have been even
somewhat better , were it not for the training program for the Salerno
project now being carried out in the Valdagno factory, which naturally has
some adverse effects on the efficiency of its operation,

As you will appreciate, under the circumstances it would be difficult (if
at all possible) to determine exactly the results of the Valdagno plant, which
operates as an integrated part of Marzotto's other textile factories, To the
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extent possible I have carefully examined each item of its costs amalysis in
comparison with that for the new project, While certain additional information
has yet to be received to complete this work, I think at this point it is safe
to make a general statement as suggested in my redraft of second sentence of
your section on the Management, We could be more specific in the final report,
if the figures yet to be submitted so permit, No doubt the management question
is a matter which requires careful consideration, although little more can be
expected from further investigations here short of a consultant's wisit to the
companys

Finally, concerning the financial forecasts, in accordance with your suggestions
I have agreed with the company and the institutes on a2 more conserwvative earnings
forecast by reducing estimated output in the first year of operation and increasing
somewhat operating costs in the second and third year, Start up expenses are
included in project costs. I have noted your concern over the fact that depre-
ciation of plant would be at a faster rate than loan repayment, While I fully
appreciate your position in this matter I can understand Cassa's argument, that
while being conservative in respect to depreciation we should exercise also
some caution in regard to loan repayments, In trying to work out & reasonable
solution T found Besuso rather firm in regard to the proposed cut in the amort—
ization period, He insisted that,in accordance with Italian practice, loans
to indestry, with a few exceptions (chemicals), are not made for repayment
periods shorter than 10 years, He also felt that this point should not be of
too much consequence to the Bank and that the Cassa would prefer to have the
money left in productive use with the borrower rather than retire it at an
earlier date, Eventually we agreed on a shortening of the grace period by one
year, but left the amortization period unchanged as 10 years, I hope that this
will find your approval,

As regards the additional Lit,.200 million to be spent after completion of
construction, they represent mostly payments under performance guarantee,
However in order to avoid any complications in the letter of agreement, I inserted
into the forecasts a supplementary pro forma balance sheet as of the date of
completion of the project, I have accordingly revised all figures in the letter
with minor adjustments in its text, I have included a 2:1 current ratio as
suggested,

I hope that the revised report will have sufficiently strengthened the
presentation of this project to enable a final opinion on the main issues
involved,

’}/!Uit KA ,L%Mléo
{ <3 -
O ned,

v
M;,

Encls, Iadislav Svoboda
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Borvower

The prospestive borrower is Mermotto Sud S.pedes incorporeted in 1956, The
ompeny would uild a plant in Salemeo for the manufasture of readyesmade clothing,
The oost of the projest inalbuding working capital and intarcst during omstruction
hmunﬂ.)ﬂm(&’ﬁmcﬂmumm
million) is requosted from INAD funds,

The stosk of Mrsotto Sud 1s 4oLl omed by lnifatture Tane Getens
larsotto & Phgliy Sepedes one of the largest textile companies in Ttaly, cmed by
the imrsotto family, The Marsotto family also owme othoer coampeniecs in the sugar,
sosp and ylass inc:stries, tourist hotels in Ttaly, ctee
Desordption of the Pyojegt .

The rlant st Salemo would be abile to mnafastire 205000 wits (cne "with la "
vﬂdmxmduuﬁwmﬂ'u&m)d*
made clothing per year (290 dayss one 8 bour shift),

The nlant would have modeyn buildings covering o working ares of sbout 12,000 m®
and housing about 660 cutting, saring end pressing machines and 3,000 n® for offices
and servicese

mmmwmthmh*
mumuuﬂﬁ.m "

WMWMhmwt&ﬂmtﬂu&
mm).wmhwmmuw*m

Thie industry 48 of the lsboreintansive type and when opereting at full cape=
elty will amploy about 19200 people,

Jresent Status
6m”wmmmmuuumm%
) have boen started, The emuipments with the exseption of the themo=
powey plant, can be obtained on veary short notice; quotations have been received and
aralysed, The plant is eébimeted to be completed and in oparetion in carly 195,
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Maregonert

Mandfattuye lane G, Mareotto & Figli has opereted a readyunde clotiing plant
ot Valdagno for three years as part of thelr bextile mamifecturing sotivities thares
Although the planty like the wmpany's other taxtile operations, hes nob boen
entirely successful in the past tirve vears, there has been & steady improvewnt
ummmm mgmuwmmmmnmu
Mmummummmmmmm
W.mmwmwmuwh
148,1,8 bi2Mon 1n 1956 Yy are Sélimstedas Tits 2.l biliion in 1957, The
opereticnal losses in the initisl years have beon graduslly vedused and daring the
mqumu%nmmum“mmﬁm;
moderate profite for the entive yoar, The improvement in ite opereting results
appears o be die to the gorrestion of deficiencies in production teshniques and
ssles mothods reveslod in the first yoors of oparetion, The company hos now engaged
a now menager for the Valdagne nlant who hes had exporience with otler firms in the
indastey, and the prospest of santimed successful eperation soms zoods

The company's experimee at Valdagno skeuwldd be very holpful to it in setting
up end opereting dhe Salerno plants for which it is now hiring additional persomnel
The Valdagno management omn provide axmert advice for the solution of any technical
or sales rroblems that arise st the Salermo plante
larkots

The ready made clothing industry is just begiming to be cstablished in Italy.
Statistios on sales are not camplete but production of readyemade gayments smounted
o shost two million umits in 1956, inclnding trousers and children's elothing,
Availsble statistios indicste tiat this reprosented about 20f of the total mmber
of gaymonts mamfactured in Italy, whore most gurments are still produced to order
by individual tailors or very smell comserns, About 14Z of the ready-mmde garments
srodiced ware axportots

T otber uropogn countries, such a8 France Telrium, Cermanyy Forway and
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the UKy sbout 007¢ of all germents produged are readpmede, In spite of the fact
that tiere is still a prejudice agninst readyemade garmants in Italy, )arsotto
mmmmﬂmumuhuumnmmu
the germents are of good quality and sold et reagonedble prices, and that a sound
sales orgamisation is built up, Although Marsotto's fimanclal fovecasts for the
Salerro plant are based on the assumption that it will produge mediumequality
elothing, the compeny intends to maintain comsideruble flaxibility in eoperations,
80 that it can meet mariot demand with respect 0 quality and price,
e L
besis, It has arrengements with same such agents alreedy,/ Sucocess will depend to
a considerable extent on the effectiveness of the sales organization, tut the satioe
fagtory results that the company is now obtaining at Valdagno sugpest that it can
wark out & pood distribution sywtem for & larger cutput,

Through its existing axport sales orgerisation, Marsotto exvoscts to develop
mmmmmumum&cmmm&m
atrond, mucummmumdmm
© 4n the mjor Vestarn "uropean countries, and Kessses of Ttaly's lower labor costss
this odbjective doss not appesr unduly optimistic undar the fortheaning "uropeen
Common Vnriete The compeny recognises the importanse of aggrescive sales activity
in this fleldy tooy and is studying the merket and distribution methods intensively,
Fimning o T .

The cost of the projost is estimated ag 1it, 3.7 billion, insluding Lited.6
Billion for fixed sssets and 1it, 2,1 bilMon for net curremt assetss Of thde total,
uuu;m»mnmmmmwmummm
holders' advarces, mmuwmmmdum
would be covered from the proposed Bank loan, The ralatively large working cepital
requiremantsy represanting S77 of the total cepital investment, are due mainly %o
the extensive use of sales crodits which form an essentinl pert of the contemplated
7 (_seles promotion for tids projost and 1ts kiistribstion systeme The estimated balance
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Zarnings and Debt Sexvise Ooversgp
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aﬁg&ammmlmuﬁumnmm
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mariesty 18 coald prodice lower muality clothing and show & rebum correspanding 0
Shout 1€ of total eguty, _
Potimated company esynings before interest and derreciation, vhen the plant is
oparating 8t norwnl ompecityy should cover the servige of the proposed IR®D loan
shout 2,0 timed. The project stould be able to redice ite o:tmt to sbout 07
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eepacity and still gmnerete sufficiert cash from operetions to mest the service
reqirenonts of the Bank loan,

_The projest Tepresents an importamt step towards retionalimation swdbepreticn
cmmﬁm-—-fmm It will supply low price ready-mmade
elothing of standard quality o & potentially large market pertiowlarly in the
south of Ttaly and will thereby help to relse the living standswds,of Ste-peirdation.
It will provide an important cutlet for tho products of the perert cospany's taxtile
mills in the north and therchy strengthen their oparations) posttion against the
sdverso offects of drestic flustustlons in tho tartile mvkety last but not leest
the rroject will benefit a poverty-stricken ares in the south of Ttely i providing
direct employment for up to 1,200 pesple,

#ir s34 " b A rrde § oy
g N e Sl A - L

The Yersotteo project is sound and could form the basis for a losn of Iit,
1e3 billion (82,1 million) emsluding interest during constructione The Searwe
of the loan could be fur 12 vesrs, including a two yesye greee period,
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Irtervational Rank for Resonstruction

i T .

Vashingtong DeCe

Oentlamens

(1) This will corfim certadn understandings resshed during recent discussions
between perresentatives of the Intermational Rank for Reconstrustion and
Davelopment (hereinafter refarred to as the Dank), the Cassa per Opere Straordl-
narie di fubblico Intermsse nell'Ttalia Meridionale (the Cassa), Istituto per
1o Sviluppe Teonomico dell'Ttalis Morddionale (ISVZIM'R) and Mersotito Sud
Sepets (the Company)s

(2) ¥ou have informed us that the Bank is considering a loan to the Casge
and that part of that loan will be specifically allocsted for loans for
varicus industrial undortakings in the area of the Cassa's camotence,

(3 We have proposed that there should be finansed out of the proceceds of
the loan our project %o construct and oporete in Selewo a plant for the
mmfagture of ready-nade clotldng, with a normel capecity of shout 290,000
wits per year whon opareting on & one shift basts (s unit corsisting of of Sacket

M‘Mﬂ‘h“h We have informed you that the
pro forma balance shect of the Company, after completion of construetion would
be as followss

Tixed assets 14, 1,625,000,000 Share Capital 1it, gm
tet Current Assete 152005000,000 wlm #000000
—i2009000,000

Lt 2287590005000 Lty 2502550009000

(L) The cost of the project should be considered as 188,1,625,000,000 for
fixed sssete and Lit, 2,100,000,000 for net current assets, Ve lave explained
that by the end of the third year of opovation of the projesty the net curremt
assots requirenmts will lave ircreased to an estimated 11%,2,100,000,000, The
increase in not current assets from Lite1920040004000 on raojeet completion to

y Tho trod 1)
ey

/ 1it, 2510050005000 the thind operating year will be rrovided from any one

e —
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Marsotto page 2 LI=R1=57
or a cambination of any of the follawing sources: additional share capital,
shereholdars' advances retained emrmings or depresistion aceyuals,

- (%) Ve have bean informed that if the proposed loan should be mades 46 would
be made to the Campany by DDV TN T, to whish the Cagsa would lend a portion of
the RPank's loan for the purpose, Thu 'sve sald thst before you could approve
favoreble consideration by the Cassa or ISVITH'R of the proposed losn you
mmmmmuhﬂ“um
cardtal, working capital and sharcholders! advarses, |

(6) The agsurances and underbdakings which you have requestod, to be effestive
while any part of the loan to the Company will be cutetanding, aye thet valid
arrangonents will be madesunday whichs
Ao Txpept as the Banky the Cassa and ISVEIM'R ghall othegwise agrees

I.  On completion of the projeet the share copital of the
Company shull be at losst Lit,950,000,000 paid ir ag
roquired, and sharehclders' advanges shall total st least
the differenoe betwosn Lit,1,5254000,000 and peid in shave
capitaly

Iz, mmwm«mnmmmmm

mnmmmuwﬂn1m
I4.141005000,000 pedd 4n &8 required snd shercholdere!
advances shell be incrossed to ot least the difference
betwroan Lit, 2500050004000 and padd 4in shere capdtal, and

III, Duaring the thixd yesr of opmpetion of the project the
stare capital of the Company shall be increased to at
least 14t,1,500,000,000 pedd in a8 resired, T

B. If the completion of the project or its suscessful operetion is Mindered
ar delayed or is threatemed with Mndrange or delay bessuse the funds
available are imadequate to ensure its completion and the provision of



Annerx 2
Rrnette page 3 XI=225T

the nesessary woridng capitals prempt arrengesonts shall be mede in
sgoordange with & finencial plan approved by ISVEIN'T to provide the
necessary funds 8s and when thay are requireds
Ce Shareholders' advances reovided under subpsragrenhs A op By
I, Shall not be withdremy
II, Shall in 21) respests be subordinated to all debts
of the Comperyy and |
IIl, Interest or any other remunearation shall be payehle
and paid thereon only out of met profits and orly to the
axtent that dividends would be payable thereon 1f such
sharcholdars' advences had originally bem paid in ap
share gapitaly
DNe The undersdgned will noty without approwel of the Casse and ISVIIMNR ,
ray dividends or mie any other payments to sharcholders or adopt any
poliey if such paymenta or policy will result in or envisagey
I, The ratio of current assets to current liabilitiocs
baing lessy at any time tian 241 § &
II, The excess of current assets over gurrent lishdlities being
less thamy
8o 146,1,1004000,000 8t the end of the fret opereting yeary
be Lite1570050005000 at the end of the second operating yesry
i
G Lit, 75100,000,000 at any time after the md of the
third opereting year,
IIX, Any payment of dividends before, or owt of enrmings aserued
bafores the complotion of the construction of the rojest.
(7 Por the purpose of this letter “surrent agacts” shell be oonsidered e
cash and assets roedily sonvertidble to cash and all other assets which would,



=ruotto A 2

(8)

(9)

page L XT=2257
within one vear in the erdinary course of the Company's business be
corverted into cash or assets readily convertible into cashy and “gurrant
Mabilitiog" shall bo considercd as liabilities due and payable and ald
other liabilities which would be payable or could be called for payment
within one year,

The undersigned hereby gives you the assurences and undertakings set
forth in pavegraph (6) sbove to be effective on the condition that you make
2 loon %0 the Cossa and that from the progesds thereof ISV-IN™ sgrees 0
maice & loon to the Company for the sbove memtiomed purpose in the appradimate
ancant, of 11t,1430000005000,

It is wndeystood thet the terms and conditions of any sach loan will
be set forth in an agreoment to be negotisted and entered into betwean the
undersigned and ISVIIN'? and that the sabstenge of the assurences and undops
taldngs given in this letter will be insarporeted thorein,

Yours tmulyy

MARZOTIV SUD S.pele



Form No. 26
(1.50)

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

INCOMING WIRE

DATE OF WIRE: NOVEMBER 21, 1957

1050

TO: ARMSTRONG INTERNATIONAL BANK FOR
RECONSTRUCTION & DEVELOPMENT

FROM: ROME

7

ROUTING

ACTION COPY TO TECH. OP.
INFORMATION COPY TO

Decoded By

YOUR 19 SINCAT DEBT SERVICE FIGURES FOR 1958 AND 59 ARE CORRECT

INTEREST SHOULD TWO ZERO SEVEN AND ONE NINE SIX RESPECTIVELY.

NO CHANGES IN DRAFT LETTER.

SORRY FOR MISTAKE

ORIGINAL

SVOBODA
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FORM No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT '

(9.56)
OUTOGCGOING WIRE
S &8
CLASS OF SERVICE: LT v DATE: NOVEMBER 21, 1957

TO:  2%=%, SVOBDA
GRAND-HOTEE-  G-RA/VOTE
ROME

COUNTRY ( ITALY)

Cable No. TWENTY ONE

HAVE DISCUSSED DRAFT LETTERS WITH SCOTT STOP USE HIS VERSION
FOR CONE AND MONTECATINI POTASH PROJECTS STOP WILL GIVE FURTHER
INSTRUCTIONS ON OTHERS AS APPROVAL COMES THROUGH STOP YOUR EIGHT
ASSUME SIL WILL FROCEED WITH PROJECT AND FRESENT ACTION WILL NOT

AFFECT FREVIOUS LOAN STOP WILL CASSA WANT TO PUT ONE OF NEW PROJECTS
IN ITS PLACE

Signed:
Type in last name of sender)

AUTHORIZED BY:

NAME: W. J. Armstrong For Use by Archives Division
DEPT: 9,08, Checked for Dispatch
SIGNATURE:

{Nﬁnatﬁ of individual authorized to approve cable).

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)
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GUIDE FOR PREPARING OUTGOING WIRES

Class of Service 80
Type in class of service desired. Each class is described as follows: '__

Letter Telegram Letter telegrams are normally delivered the moming after day of despatch. The cost
is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messages are nomally transmitted and delivered immediately. There is a
minimum charge for 5 words, including address and text.
IBF Gouwt. This is a preferential rate extended to the Bank by some of its member countries.

Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following

countries:

Bolivia Cuba Guatemala *Peru

Brazil Dominican Republic Honduras * Syria

Burma Ecuador Jordan Uruguay

Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua Yugoslavia

Colombia * France Pakistan

Costa Rica Greece Panama

*In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

Code Code messages are transmitted at full rate (or IBF Govt.) speed and cost. This rate
:I:lo_llld be used only for confidential messages to staff members having a code with

em.
Day Letter Day letters are delivered during the day of transmission and should be used only for

messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text.

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008).
Address
Use only last name of addressee and cable address whenever possible. The Bank cable address "INTBAFRAD” 1s
registered in Paris, Beirut, Rio de Janeiro, Bogota, Guatemala Ciry, Bangkok, Karachi, Quito and Teguuf#al a. The
a£m}' ington.

Intemational Finance Corporation cable address *CORINTFIN® is registered in New York, Paris and
The name of the country of destination must always be added. (No charge is made for the name of a country

Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to eliminate

unnecessary words and unnecessary punctuation. If puncruation is needed, spell out the words “"Comma,”
Stop,” etc.

Use common abbreviations whenever possible, i.e, reourlet, reurfive, etc. Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.

Signature

Type in last name of sender. Use INTBAFRAD as part of the signamre only when addressee does not
know the address of the sender.

Authorization

Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a cable envelope to Room 211 for despatch. The cable service is open
from 9:00a.m. to 5:45 p.m. on working days. Special arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008.

M4 o S 16 N



ForRm No. 26
(1.50)

A= 1es.

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT qﬂ'b"

INCOMING WIRE

DATE OF WIRE: NOVEMBER 21, 1957 ROUTING

TO: ARMSTRONG, INTERNATIONAL BANK FOR RECONSTRUCTIONACTION COPY TO TECH. OPER.
& DEVELOPMENT

FROM: ROMA INFORMATION COPY TO

Decoded By

TEXT: 1/

NINE YOUR TWENTY IN ABSENCE ORIGINAL DOCUMENTS NOW IN WASHINGTON PROMPT TRACING
FIGURES SINCAT SOMEWHAT DIFFICULT., WORKING PAPER INDICATES INTERBST FOR NINE-
TEEN FIFTY EIGHT AND FIFTY NINE IN EARNINGS STATEMENT SHOULD BE SUPPLEMENTED BY
FIVE ZERO EACH FOR FINANCIAL CHARGES CAPITALIZED TO MAKE UP TOTAL INTEREST AND

FINANCIAL CHARGES SHOWN IN CASH FLOW. WILL CHECK WITH CASSA TOMORROW AND CABLE
IF FEXPLANATION OTHERWISE

SVOBODA

)Vsof""‘ .

ORIGINAL
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Form No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

{9.56)
OUTGOING WIRE

CLASS OF SERVICE: FULL RATE DATE: NOVEMBER 21, 1957

GRAND HOTEL | CRaw

TO: L. M, SVOBODA .
DI E 1.--3
ROME

COUNTRY ( ITAILY)

EXT:

Cable No. TWENTY

v

YOUR SEVEN PLEASE REFER TO OUR NINETEEN AGAIN AS UNEXPLAINED DIFFERENCE
IS BETWEEN QUOTE CAPITALIZED INTEREST UNQUOTE IN EARNINGS STATEMENT AND

QUUTE INTEREST AND FINANCIAL CHARGES UNQUOTE NOT REPEAT NOT DEBT SERVICE

Signed: ARMSTRONG

(Type in last name of sender)

e

N -,‘.—c I:}-)

AUTHORIZED BY:

NAME: B. Chadenet For Use by Archives Division
DEPT: T.0.D. Checked for Dispatch
SIGNATURE: B o

Signature of Individual authorized to approve cable).

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)



GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service

Type in class of service desired. Each class is described as follows: el U
Letter Telegram Letter telegrams are normally delivered the moming after day of despatch. The cost

is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messages are normally transmitted and delivered immediately. There is a
minimum charge for 5 words, including address and text.
IBF Govt. This is a preferential rare extended to the Bank by some of its member countries.

Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following

countries:

Bolivia Cuba Guatemala *Peru

Brazil Dominican Republic Honduras * Syria

Burma Ecuador {otdan Jl:lguay

Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua Yugoslavia

Colombia * France Pakistan

Costa Rica Greece Panama

*In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

Code Code messages are transmitted ar full rate (or IBF Govt.) speed and cost. This rate
:I?ould be used only for confidential messages to staff members having a code with

em,
Day Letter Day letters are delivered during the day of transmission and should be used only for

messages in the United States and to Mexico and Canada. There is & minimum
charge for 50 words in text.

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008).
2. Address
Use only Ilatpn!me of ach‘lmssel‘:kuid cable address whenever pg;aihlg. The Bank cahla:‘ddms: ;_mmmn;;s
registered in Paris, Beinut, Rio aneiro, Bogota, Guatemala City, Bangkok, Karachi, Quito an epc;ﬁ a. The
Intemational Finance Corporation cable address *CORINTFIN® is I.'egistereé in New York, Paris and ngmgwn.
The name of the country of destination must always be added. (No charge is made for the name of a country).

3. Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to eliminate
ugeccssaty words and unnecessary puncruation. If punctuation is needed, spell out the words "Comma,”
“Stop,” etc.

Use common abbreviations whenever possible, i.e. reourlet, reurfive, etc. Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Aurmail, Newyork, enduse.

4. Signarure

Type in last name of sender. Use INTBAFRAD as part of the signamre only when addressee does not
know the address of the seader.

5. Authorization
Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a cable euuw"yaﬁ; 211 for despatch. The cable service is open
from 9:00a.m. to 5:45 p.m. on working days. Special arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008.
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ForRm No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

(9.56)

CLASS OF SERVICE: LT DATE: NOVEMBER 20, 1957
y
=
TO: L. M, SVOBODA U\
CRAND-—HOPEE— c-RpnvoTiz .
ROME

COUNTRY ( TTALY)

e
Cable No. NINETEEN

IN LATEST SINCAT FORECASTS FOR NINETEEN FIFTY EIGHT AND FIFTY NINE
CAPITALIZED INTEREST IS SHOWN AS TWO NINE ZERO AND FOUR ONE ZERO
WHILE INTEREST AND FINANCIAL CHARGES THREE FOUR ZERO AND FOUR SIX
ZERO RESFECTIVELY STOF REPLY SOONEST REASON FOR DIFFERENCE AND GIVING
CHANGES IN PRO FORMA OF LETTER IF ANY NECESSARY

Signed: ARMSTRONG

(Type in last name of sender)

AUTHORIZED BY:

NAME: W. J. Armstrong For Use by Archives Division
DEPT: T.0.0, Checked for Dispatch
SIGNATURE: ) (&

(Siﬂitu“ of individual authorized to approve cable).

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)



GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service :
Type in class of service desired. Each class is described as follows:

Letter Telegram Letter telegrams are normally delivered the moming after day of despatch. The cost
is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messages are normally transmitted and delivered immediately, There is a
minimum charge for 5 words, including address and text.

IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.
Messages are sent at full rate speed and ac about half the cost. This rate normally
should_B be used whenever available. It is at present available for the following
countries:

Bolivia Cuba Guatemala *Peru

Brazil Dominican Republic Honduras * Syria

Burma E cuador Jordan Uruguay

Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua Yugoslavia

Colombia * France Pakistan

Costa Rica Greece Panama

*In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission i$ not required.

Code Code messages are transmitted at full rate (or IBF Govt.) speed and cost. This rate
:tl.:ould be used only for confidential messages to staff members having a code with

em.
Day Letter Day letters are delivered during the day of wansmission and should be used only for

messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text.

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008).
2. Address
Use only last name of addressee and cable address whenever possible. The Bank cable address "INTBAFRAD® 1s
registered in Paris, Beirut, Rio de Janeiro, Bogota, Guatemala City, Bangkok, Karachi, Quito and Tegucl:#:ﬁ: The
Intemational Finance Corporation cable address "CORINTFIN" is registered in New York, Paris and ingron.
The name of the country of destination must always be added. (No charge is made for the name of a country).

3. Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to eliminate
ﬁg.nec%ssary words and unnecessary punctuation. If punctuation is needed, spell out the words "Comma,”
top,” etc.

Use common abbreviations whenever possible, i.e. reourlet, reurfive, etc. Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.

4. Signature

Type in last name of sender. Use INTBAFRAD as part of the signatre only when addressee does not
know the address of the sender.

5. Authorization

Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a ﬂ?’lﬂ; envelope to Room 211 for despatch. The cable service is open
from 9:00a.m. to 5:45 p.m. on workifig days. Special arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008.
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FoRM Nd. 26
(1.50)

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

W7 @ INCOMING WIRE

ROUTING

ACTION COPY TO MR PRINS

INFORMATION COPY TO MR REAMY

Decoded By

TECH. OP.

DATE OF WIRE: NOVEMBER 19, 1957 2030

TO: ARMSTRONG INTERNATIONAL BANK FOR RECONSTRUCTION
% DEVELOPMENT

FROM: ROME

TEXT:

6. RECEIVED YOUR COMMENTS CMI. ARRANGED MEETING MARZOTTO CMI LATTER PART

THIS WEEK AND EXPECT ATRMAIL REPORTS BOTH PROJECTS BY SATURDAY 31, IF

APPROVAL THESE PROJECTS AND CLEARANCE ALL LETTERS AGREEMENT POSSIBLE

BEFORE END NEXT WEEK WOULD LEAVE SATURDAY NOVEMBER 30 FOR NEW YORK.

PLEASE SEND 400,000 LIRE FOR ADDITIONAL EXPENSES MISSION AND MILLER

Mrs. Svoboda Notified

DUPLICATE

SVOBODA P‘D'
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Fony No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT g s
OUTGOING WIRE
et
CLASS OF SERVICE: IT DATE: NOVEMBER 19, 1957
TO: L. M. SVOBODA
G HOTEL  (GRANGTEL )
ROME

COUNTRY ( ITALY)

-EXT:
Cable No.  EIGHTEEN
YOU MAY DISCUSS DRAFT LETTERS FOR CONE AND MONTEGATINI POTASH WITH COMPANTES
STOP FOR PRESENT ASK THEM TO GIVE YOU WRITTEN ASSURANCE THEY WILL SIGN LETTERS
WHEN REQUESTED ALSO ASK THEM TO TAKE NOW WHATEVER ACTION NECESSARY SUCH AS
BOARD MEETING TO ALLOW THEM TO SIGN PROMPTLY ON REQUEST STOP HAVE RECEIVED
LETTERS Fm'rm/n SIXTEEN AND SEVENTEEN.”

Signed: Arumst

(Type in last name of sender)

AUTHORIZED BY:

NAME: W. J. A bre For Use by Archives Division
DEPT: T.0.D, Checked for Dispatch
SIGNATURE:

(Signature t] individual authorized to approve cable).

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)



GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service
Type in class of service desired. Each class is described as follows:

Letter Telegram Letter telegrams are normally delivered the moming after day of despatch, The cost
is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messages are nomally transmitted and delivered immediately, There is a
minimum charge for 5 words, including address and text.
IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.

Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following

countries:

Bolivia Cuba Guatemala *Peru

Brazil Dominican Republic Honduras * Syria

Burma Ecuador Jordan Uruguay

Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua Yugoslavia

Colombia * France Pakistan

Costa Rica Greece Panama

*In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

1)1 Code Code messages are transmirted ar full rate (or IBF Govt.) speed and cost. This rate

) :tilwuld be used only for confidential messages to staff members having a code with
em.

Day Letter Day letters are delivered during the day of transmission and should be used only for

messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text.

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008).
2. Address
Use only last name of addressee and cable address whenever possible. The Bank cable address "INTBAFRAD" 15
registered in Paris, Beirut, Rio de Janeiro, Bogota, Guatemala City, Bangkok, Karachi, Quito and Teguuma. The
Intemational Finance Corporation cable address "CORINTFIN” is registered in New York, Paris and ington.
The name of the country of destination must always be added. (No charge is made for the name of a country).

3. Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to eliminate

unnecessary words and unnecessary punctuation. If punctuation is needed, spell out the words "Comma,”
Stop,” etc. .

Use common abl iations whenever possible, i.e. reourlet, reurfive, etc. Write as one word hyphenated
words, hyphenated pames, and certain two-word groups, e.g. Airmail, Newyork, enduse.

ri‘.‘h.;-"Sniggatun:
=

Type in last name Of sender. Use INTBAFRAD as part of the signawre only when addressee does not
<%now the address of the sender.

5= oé,gthmizat.ion
f L

in name and department of staff member authorizing message and have authorizing staff member

3 siyﬂple:he original (pink ¢ . A list of authorized signatures is kept in the cable office.
- Forward messages in triplicate in ble envelope to Room 211 for despatch. The cable service is open

" from 9f0a.m. to 5:45 p.m. on working~davs. Special arangements should be made for the de 5
- of cabl®s outside of these hours. S
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ANY Q TIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE

"~ 'CABLE POST, EXT. 3008.
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INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
18i8 H STREET, N. W.
TELEPHONE EXECUTIVE 3-6360 WASHINGTON 25, D.C. CABLE ADDRESS-INTBAFRAD

Grand Hotel
No. 18 November 17, 1957

Mr, Walter J. Armstrong

Assistant Chief, Industry Division

Department of Technical Operations

International Bank for Reconstruction
and Development

Washington, D.C,

Dear Walt 3
: Nt el 12 Tl

Enclosed is second draft of report and revised draft Letter of /greement
on the ABCD projects

I have revised the report in the liszht of the comments contained in your
letter of November 1 and have adjusted the financial forecasts to reflect a
more conservative estimate, involving the following major changes:

1) earnings in fiscal year 1960 have been reduced to approximately their
1959 levels, representing the operation of the special cements plant and first
distillery only,s since the nolvethvlene plant will not be in production before
the end of the fiscal vear,

2) depreciation rates have been increased to 3% on buildings, 12% on the
polyethylene plant and 8% on most of the other equipment,

As regards the life of the loan, following your instructions, I have
agreed with the institutes &nd the Company on a eight year amortization period
plus three years grace, corresponding to the terms of the first loan, The grace
period for the first loan would be extended by one year, with amortization of
both loans to start on Jamiary 1, 1961,

In the revised financial forecasts I have included the actunal and preli-
minary figures for 1956 and 1957 as reconciled by the Company and have elimi-
nated the other inaccuracies noted, According to your instructions, I heve
based the forecasts on the company's official fimires supplemented by footnotes
whereen required, I have also supplemented the revised table on page 2 by a
breakdown of the IBRD project shown in Annex I, and have commented on the working
capital requirements (p01nts 1 and 2 of your letter), Concerning point 23 of
the letter, as yvou have noted, in fiscal 1955/56 there hes been a decline in
sharcholders! advances, However since this decline occurred prior to the sizgning
of the ISVTINTR loan agreement, April 11, 1957 it does not constitute a violation
of the Letter of Agreement,

Concerning the Letter of Apreement, the revised second draft enclosed has
been prepared by Hugh Scott on the basis of your draft with further tectual
adjustments, to tie in the proposed new Bank loan into that previously received
by the Company, I apree with your proposal to put up a limitation on the short



Vr. Armstrong -2 =

term borrowings during the construction period, but feel that a specific repay-
ment provision may not be necessary, considering the fact that (1) the Letter
includes a current ratio provision, effective after completion of the vroject,
and (2) it would be difficult to determine the appropriate amount of short
term borrowings within the totzl of the company's future current liabilities,
You will note that in the adjusted paragraph & C the amount of Tit. 800 million
has been appropriately defined as the permitted "additional" borrowings during
the construction periody rather than their total, You may want to await Hugh
8cott!s return to Washington (November 21st) before cabling me your final
instructions concerning this paragraph,

As regards the break down of the estimated Iit.l.55L million increase in
net current assets into requirements a) in respect of the project and b) on
account of the sales credit expansion, I am still awaiting a satisfactory answer
from the Company, k

Yesterday I have received your letter No, 16, concerning comments on
Marzotto, and have arranged for a meeting with the Company early next week
to review the proj in the light of your comments, I have also received /
your cable No, 17. I have already answered ypur auestions in my cable No, 5
but soms further explanation concerning the Tajani project may be appropriate,
As Bdvardo will have already reported, contrary to all previous Cassa and
ISVEINTR expesctations, the Pirelli eable cartel has not remained anconcernad
with the Tajani projecty and has'left no doubt that it would fight Tajanits
further expansion plans, This raises a serious question of Tajani's future
market on which so far we have not been able to receive any assurance from the
Company or the institutes. S5id has told Minister Campilli thet unless satis-
factory assurances on this point are soon forthcoming the project will have
to be droppeds Campilli answered that "it is a law of nature that the pigmy
cannot fight the giant", However, yesterday @in his final talk with Dr, Menichella,
8id found the Governor very much interested in the nroject and shocked by the way
it has been handled, The Covernor intends to take up this matter at approoriate
levels, and so there is still hope that this project can be inecluded in the loan,

I am now awaiting your instructions conceming further procedures in respect
to the Letters of Agreement. Because of the time required for clearing the
Marzotto and CMI projects (CMI @emments not yet received), I have tentatively
shifted the date of my departure from Saturday Nov, 23 to Tdesday November 26,
for a direct flight to New York, adding two more working days to wind up my
business, I have received the additional Iit. 450,000 reaquested, which, after
taking care of the other members of the mission showld be sufficient to carry
me through,

There has been little news from the Division recently and I believe that
everybody is extremely busy. I presume that Mugh is very much tied up with the
Indiay, Austria and Japan loan operations and am) therefore addressing the letter
directly to you, WNo doubt you must have had 2 hard time these days in keeping
up with your official duties and at the same time attending to the emergency at
home, I hope that your family by now has fully recovered from the Asiatic flun
and that everybody is doing fine.

With kind regards, :
*-J-'!MM?— Fvee

Enclse Iadislav Svoboda
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

INCOMING WIRE

DATE OF WIRE: NOVEMBER 17, 1957 2100 ROUT ING

TO: ARMSTRONG INTERNATIONAL BANK FOR RECONSTRUCTION |ACTION COPY TO TECH. OP.
& DEVELOPMENT

- INFORMATION COPY TO
FROM: ROME

Decoded By

TEXT:

//W.IS]S 1

5. FEUR SEVENTEEN. ONE HAVE INFORMED CASSA BANK HAS SOME DOUBTS
SUITABILITY MARZOTTO CMI PROJECTS PENDING CLARIFICATION MAJOR
POINTS TWO WILL INVESTIGATE YOUR QUESTION RE CONE THREE TAJANI
DEPENDS ON ASSURANCE MARKETABILITY PRODUCTS. THIS ASSURANCE HAS
NOT YET BEEN FORTHCOMING BUT LATEST DEVELOPMENTS INDICATE MAY STILL
BE RECEIVED BEFORE FINAL BANK DECISION INDUSTRIAL PROJECTS FOUR HAVE
RECEIVED YOUR COMMENTS MARZOTTO AND AM ATRMAILING TODAY LETTER
AGREEMENT SIL AND REVISED REPORT AND LETTER ABCD FIVE CASSA INFORMS
ME THAT CANCELLATION REQUEST FOR CHIMICA TTRRENO HAS BEEN ATRMATLED

TO BANK THREE WEEKS AGO

SVOBODA

ORIGINAL
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SOCIETA FINANZIARIA ELETTRICA NAZIONALE

E

MNE B E T T R 1 IG A

roma, November 16 th 1957

Via AMNIENE, 14

DIREZIONE CENTRALE TEL. 2RI NE: B4 Mo B 401610 — 86158 = 64 457

841. 341

Dear Mr. Wheelock,

I enclose herewith the copies of the'Projects Descriptions" you
gave me the day before yesterday.

The descriptions have been revised by the Companies concerned
and are signed by the same Companies and by Finelettrica.

As for the description of SGES power project, you, will note
that the figure of the pressure tunnel lehgth has only been modified.

The SEC power project has been signed without any change,
while the SME has sent back the description of Napoli power project
with some changes, as follows:

1) The completion date has been postponed to June 30th 1961, as a
regult of the biddings which at present are being received,

2) A bank of single-phase transformers will be installed, in lieu
of two three - phase transformers.

3) The connections to SME grid will be operated at 220 and 60 kv.. |

I regret that it has been impossible to arrange a meeting this
morning before your leave. I wish you a very good trip and hope to see
you here again very soon.

With best regards to Mrs. Wheelock, I remain,
#@-«M/J » Mnﬂ?
( }M

To

Mr, Sidney P. Wheelock
Grand Hotel

ROMA




SOCIETA MERIDIONALE DI ELETTRICITA

PER AZIONI

SEDE IN NAPOLI Qlapals a1, November. 14, 1957
Capitale L, 74.982.800.000 Via P. E. ImMBrIANI, 42
€. C. 1. A NapoLi N. 21917

P B X 25-300

TeLeanr. : TUSCIANO - NAPOLI - TELEF.

da citare mnella risposta

————

New Cassa Loan
Project Descriptions - POWER PROJECTS

v 00
S{MJ/E/ Power Project

This project, to be constructed by Societd Meridionale di
Elettricitd (SME), and scheduled to be completed by June 30, 1961,
includes a thermal electric plant and auxiliary worgﬁrﬁgube construc
ted on the east side of the existing Vigliena Thermal Plant, in the
harbor of Naples. It will be owned by SME and operated as part of
its system. The plant will be equipped with two turbo-generating
units, with a maximum continuous output capacity of 150,000 kW each
end operating at a temperature of 1000 degrees Fahrenheit and at a
pressure of 2,400 1lbs per square inch. Two boilers will produce 1.06
million lbs. of steam per hour each, and will be fired by fuel oil
or pulverizeda?oal.‘g?ﬁ fgﬁi?nsors will be cooled by sea water.
There will be&bank ofktrhnsformsra, with a total capacity of about
430,000 KVA, and 220 kV and 60 kV cables connecting the plant with
the SME grid. The plant will be equipped with all necessary auxi-
liaries including a feed water treatment plant, fuel handling and

storage facilities, switchgear and control equipment.

SOCIETA’ MERIDIONALI, DI ELETTRICITA
\-L
APPROVED b
Societad Finanzia Elottb:ica Nazionale

Sme - Mod, 7 - 10.00

(FINELETTRICA




New Gassa Loan ‘- November 1l 1957
Projects Descriptions - Bl!ﬂlﬂﬂi!ﬂ!

This project, to be constructed by Societd Oenerale Elettrica della

Sicilia (SGES), and scheduled to be co:plitui by December 31, 1960, includes

2 hydro-electric plant to be located at Guadalami, south of Palermo, Sicily,

It will be owmed and operated by SGES as part of its system, The main works

will consist of the followings ang int;ko lt::c:’ra, taking water from the j?,_uﬁj
existing Piani del Grecl reservoir, a long intake pressure tumel,
a surgetank, two steel penstocks about 230 meters long, a powerhouse and an
earth dam - 25 meters high and 150 meters long - across the upper Belice river,
ereating a lower reservoir with a useful capacity of 750,000 cubic meters, The
water of the Guadalami stream will be diverted into the lower reservoir by means
of a small barrage and a 755 meters long canal, The powerhouse will be located
on the right bank of the upper Belice river and will be equipped with two
muiumtﬁlnnuw.cndhcau&ﬂnngotlttmﬂﬁno.l.mnuuﬂuqhu@urlaaltpuqh
The turbines will be of the Francis type and will operate under a head of 170

meters, Each generator will have a capacity of 30,000 kw, The plant will be
equipped with all necessary auxiliary equipment, Two 86,000 kva transformers

will be installed in an outdoor substation, One 18 lm 150 kv transmission line
and three 70 kv transmission lines with a total length of 30 km will be constructed
to conneet the plant with the SGES grid, During the day the plm t will supply
energy to the SOIS system at times of peak load and during the night it will

punp water from the lower reservoir to the Piani del Greei reservoir using

energy from the SGES grid,
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PER AZIONI - CAPITALE SOCIALE L. 3.525.000.000

SEDE IN NAPOLI| - DIRezIONE IN CATANZARO

#*

(Paz.’afwma, November 14,1957

PIAZZA MATTEOTTI, 12

New Cassa Loan
Project Descriptions - POWER PROJECTS

Sl Pl (P
S/%/CJIPower Project

This project to be constructed by the Societd Elettrica
delle Calabrie per Azioni (SEC), and to be operated by it as part of
its existing network, is scheduled to be completed by June 30, ,
1960. It includes the necessary transmission and distribution lines,
cables, transformers and other facilities to serve an additional
60,000 consumers throughout the province of Calabria.
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INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
1818 H STREET, N. W.

TELEPHONE EXECUTIVE 3-8380 WASHINGTON 25, D.C. CABLE ADDRESS-INTBAFRAD

Grand Hotel
Romey November 15, 1957
Noe 17

lfr. Hugh B, Ripman

Chiefy Industry Division

Department of Technical Operations

International Bank for Reconstruction
and Development

Washingtony D.C.

Dear Hugh, Re: Status of Projects

We have now completed analysis of all the projects submitted by the
Cassa and mailed the last report to the Bank (SIL) yesterday. After
Fduardo's departure, yesterday, I am staying on until the end of next
week to revise the remaining draft reports in accordance with TOD comments
and to finalize the Letters of Agreement for presentation to the companies,
pending their final approval by Washington, Hugh Scott will review the text
of the letters prior to his departure, now scheduled for Tuesday November 19,

The following is a brief summary of the status of the projects to date:

Altogether 13 projects have been received and analyzed for a requested
total of Lit.29.9. billion (%L7.,8 million), Of these 5 projects totalling
Lite8e1 billion (412,9 million) have been rejscted or withdrawn for the
following reasons:

CRMATIR - Lit.1.5 billion
TAJANT Tit.0.l billion
MARATEA Tit 046 billion
SIR (resine Yit.1l.6 billion
MONTRCATINT

(Alumimm) TIit)1.0 billion

majority control by Government

poor risk in present cartd controlled market
IEED loan conditions unsatisfactory to borrower
inadequate economic justification

power problem

The supplementary informetion received on the STR Resine Plant has not
improved the presentation of this project which has a poor economic justifi-
cation and lacks adequate financing. Consequently, last wesk, in full agree-
ment with the Cassa, we have informed the institute (CIS) and the borrower
that the project was not sunitable for Bank financing,

Concerning the:lMontecatini Alumimum project, we have had a long final
discusgdonwrith the Montecatini representatives, during which Sid informed
them that, in view of the unclarified power dispute now before arbitraticn,
the Mission was not in a position to recommend this project for Bank financing,
Subsequently Sid has received and answered Raymond!'s cable concerning lir,
Black's enquiry into this matter and I presume that Walt has had an opportunity
to provide the necessary backsround,
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Mr. Ripman -2 -

The Tajani project, in the absence of Cassa support, has been dropped.

After eliminating the five projects mentioned above, there remain
8 projects suitable for Bank financing, Of these,6 projects totalling Lit,
18,4 billion could be included in the proposed new loan and the remaining
2, representing supplementary financing for ARCD and SIL for Lit. 3.4 billion,
conld be covered from the surplus on loans 117 IT and 150 IT, A summary of
the projects is given in table enclosed,

Meanwhile Sid has made tentative arrangements with Prof, Pescatore
concerning the allocation to industry in accordance with the above requirements
and the distribution of loan funds to the other sectors, all subject to final
Bank approval,

I have just received the revised figures on ABCD and expect to mail the
second draft report tomorrow,

With best wishes.
Yours,

Leilv.

¥ncl, Iadislav Svoboda
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Chimdoa del Tirreno
Vetreria i latina
Technical Services

Sub Total
Cancelled Projests 117 IT
Siculaseto

Total Available

Balance (By = By)

z to Iit.3.6 billion
M“nui .
Supplamentary to Iit.3.1 billion

Fovember 154 1957

A1

u.i,-’ 560
25800 LoliB0
2:l400 Soll0
1,600 2,560

400
_3% _i%
2,156 3,450
1,500 29500
34656 3,850
2% Tl

frem loan 117 IT
from Loan 117 IT
from Tosn 150 IT



No, 17 November 15, 1957

oMI

On the basis of your report this project appears to be marginal and
probably unacceptable. It looks as though the company is trying to operate on
a shoestring.

The main guesticn at the moment in our minds is "Is the CMI Company
really in sound shape? If so then the figures in the report should justify

Will it really take until early 1959, or even until 1960, to complete
the project? Incidentally, the early 1959 completion date is not consistent with
your letter when you say a delay of six months would put the completion date to
June, 1960. Also, why such a long "trial" period?

Is this construction schedule made up on technical congiderations or is
it geared to the cash generation of the company? If the latter then clearly Falck
tup advances, even on a short-term basis, to get the equipment in-

in production as soon as possible.

EE

It may be possible that the company is being ultra cautious in its earn-
ing forecasts, but the figures are too conservative to justify the project.

should the line operate for two years at only 75% capacity and then
Jump to 1 in the third year? Why should operating costs and sales be lower at
100% capacity than at 7582 Net income of only 2.5% of sales seems low. While
there is adequate cover on our loan (9 times not 3.6 times) on the present f:l.gunu,
this disappears with a 2% (not 21%) rise in costs and a 2% fall in sales.
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To Mr. Svoboda -2 = November 15, 1957

On the current ratio, I would suggest it be 1.5 to 1 on completion of
the project without restrietions during the construction period.

Following are comments on the report:
Page 1, Para, 1, Sentence 2

The description of the company's activities is not clear. Does it build

and repair rolling stock at its plants at Castellammare and Naples or at other loca-
tiona?

Page 1, Line 7

The cost of the project is given here as Lit. 1.7 billion, and on Page 2,
Financing, Line 1, as Iit. 1.8 billion. The Financial Forecasts show project costs
to be Lit, 1,814 million ($2.9 million) (cost of installation - Lit. 990 million;
interest during construction - Lit. 50 million; additions to net current assets -
Lit, 800 million minus Iit. 26 million = Iit. 776 million).

Yage 1, Description of the Froject
Should include information about present capacity and output of tinmplate,

estimated output after the electrolytic line is installed, and how much of this out-
put is expected to be electrolytic and how much hot dip.

The cost of the installations are given as Lit. 920 million, The Finan-
cial Forecasts show the cost to be Lit. 990 million. It would be clearer, moreover,
to itemize the project costs at this point,

Fage ), Fresent Status, Line 4
The date of completion given here "early 1959 is not consistent with

the statement in your letter that if completion is delayed by six months, the com-
pletion date would be June 1960,

It would be clearer to give a fuller account of the timing, giving dates
when orders are to be placed, how long deliveries will take, and when completion
is mm. 4
Page 2, Fipancing, Line 1

See comment on Page 1, Line 7, on cost of project.

Page 2, Financing, Para, 1

Since the project is to be fimanced out of company earnings, it would
be clearer if this deseription were more detailed. A suggested redraft follows:



To Mr, Svoboda -3 = November 15, 1957

"It is prozond that of the Lit. 1.8 billion estimated total coatrof
the project, Lit. 0.6 billion would be covered by the proposed Bank loan. “he
remaining Lit. 1.2 billion would be covered by retained earnings and deprecia-
tion accruals. While the project is under congtruction, company contributions
to the rroject would amcunt to Lit. 616 million (fixed assets - Lit. 440 millionm,
additions to net current assets -~ Lit. 176 million) Iit. 600 million more would
be added to net current assets from the enhanced earnings of the company after
the completion of the project, which it is assumed will deccur in 1959.%

Page 2, Finanging, Fara. 2

It is difficult to understand (without informstion on share capital)
a rise in the total net income of CMI from Lit. 54 milliom in 1954 to Lit.
0 million in 1957 would result in e decline in the net return on share capital
from 14% to 8%.

In any event, asince the project is to be financed out of CMI's earnings,
it would be desirable to give more information about the company's financial ex~

perience, preferably through a summary income statement and balance sheet for the
last few years.

8%

Instead of referring to "hidden reserves" and estimating actual income,
it would be preferable to say that the company follows a very conservative policy
in valuing inventories, confirmed by an investigation by ISVEIMER.

Fage 3, Markets

Since the project appears to be intended at least as much to reduce
costs by substituting eleetrolytic for hot dip tinplate, some information ought
to be included on comparative costs, and the market study ought to emphasize
that aspect of the project.

Sentence 1 -~ What does it mean to say that production of all facilities
will have increased by about 20% over present levels? In terms of sales, or of

what other units? The increase, compared with 1957 sales, which 1 assume from
your letter was Lit. 12,500 billion is only 12.5%.

Sentence 2 - There should be some reduction in unit costs as a result
of the installation of the electrolytic line. That fact should be taken into
account if only to say that the reduction in costs is so small compared with the
total that it canbe disregarded. Will prices remain unchanged?

Fara. 2, Line 3

Estimated company earnings, before interest and depreciation when all
facilities are operating at a normal rate, should cover debt service on the pro-
posed IBRD loan about 9 times.

Para. 2, last line

The drop in revenues and increase in costs that the company can sustain
simultaneously and still cover debt service is only 2%.



To Mr. Svoboda -4 - November 15, 1957

Economic Justification

Give the basis for the estimate of foreign exchange savings.
Einencial FPorecasts '

The figures for operating costs and net sales are lower in 1962 when
the plant is to be operating at 100% of capacity than in 1960 or 1961 when it is
to operate at 75% of capacity. If they are correct, there should be some explana-

tion. It would be well to show the costs and sales for the project separately
from the rest of the products of the compeny.

letter of Agreement

The letter specifics net current assets of Lit. 1.7 billion but only
Iit, 1.66 is shown in the bslance sheet.

See ny earlier comment on the eurrent ratio requirement.

With best regards,

W. J. Armstrong

c.c,~lessrs. Bateson, Collier and Street
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CLASS OF SERVICE: LT DATE: NOVEMBER 15, 1957

TO: Lo M. SWboda
Grand Hotel
Rome

COUNTRY ( ITAILY)

EXT:
Cable No.

SEVENTEEN

ATRMATLING LETTER ON CMI WITH SOME DOUBTS THIS PROJECT ON BASIS OF REPORT
STOP WILL AWAIT YOUR COMMENTS ON CMI AND MARZOTTO PROJECTS BEFORE ACCEPTING
THESE BUT SEE NO PROBLEMS ON OTHERS STOP HOFE TO GIVE YOU INSTRUCTIONS NEXT
WEEK ON PROCEDURE FOR IETTERS STOP RE CONE RECEIVED TODAY IS THERE NOW A
TARTFF ON IMPORTED APPLIANCES IF SO HOW MUCH AND HOW WILL ITS REMOVAL AFFECT
COMPANYS COMFETITIVE POSITION REGARDING < FROM FRESENT OR POSSIBLE NEW
SOURCES STOP RE WHEELOCK LETTER THREE COMMA SEa INDUSTRIAL PROJECTS TOTAL
THIRTY POINT PIGHT MILLION STOP RECEIVED TODAY FROM CLARK SIL MINUS IETTER

INTENT STOP WHEN WILL CANCELLATION OF CHIMICA TIRRENO BE REQUESTED STOP
WHAT IS HAPPENING ON TAJANI

Signed:
Type in last name of sender)

AUTHORIZED BY:

NAME: W J. Armstrong For Use by Archives Division
DEPT: T.0.D. Chechﬁr Dispatch
SIGNATURE:

(Siuvta]ure of individual authorized to approve cable).

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)



GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service
Type in class of service desired. Each class is described as follows: et

Letter Telegram Letter telegrams are normally delivered the moming after day of despatch. The cost
is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messages are nomally transmitted and delivered immediately. There is a
minimum charge for 5 words, including address and text.

IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.
Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following
countries:

Bolivia Cuba Guatemala * Peru
Brazil Dominican Republic Honduras * Syria
Burma E cuador Jordan Uruguay
Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua Yugoslavia
Colombia * France Pakistan
Costa Rica Greece Panama 1wl
*In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

Code Code messages are transmitted at full rate (or IBF Govt.) speed and cost. This rate
:hhou.ld be used only for confidential messages to staff members having a code with

em.

Day Letter Day letters are delivered during the day of transmission and should be used only for
messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text. B shilke

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008).

2. Address :
Use only Iastpname of addressee a:}d_ cable gd:ess whenever p&ssible. ;&;i Bank cabla:ldxk:& :‘rHNI'IiBAFR.AD:r_I;s
registered in Paris, Beirut, Rio de Janeiro, Bogota, Guatemala City, Ban , Karachi, Quito and Tegucigdlpa. The
Intemational Finance Corporation cable address "CORINTFIN” is registered in New York, Paris aﬁ?ia ﬂmgm
The name of the country of destination must always be added. (No charge is made for the name of a country).

3. Text '
Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008. 4 .
Type text in capital letters and double space between lines. The text should be edited to eliminate
ﬁxciss"y words and unnecessary punctuation, If punctuation is needed, spell out the words "Comma,”

p,” etc. .

Use common abbreviations whenever possible, i.e. reourlet, reurfive, etc. Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.

4. Signature
Type in last name of sender. Use INTBAFRAD as part of the signature only when addressee does not
know the address of the sender.

5. Authorization

Forward messages in triplicate in a cable envelope to Room 211 for despatch.
from 9:00a.m. to 5:45 p.m. on working days.
of cables outside of these hours.

Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

The cable service is open
Special arrangements should be made for the despatch of

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008.
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FORTQNgélz? INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
OUTGOING WIRE
CLASS OF SERVICE: NL DATE: NOVEMBER 15, 1957
TO: WHEELOCK
GRANOTEL
ROME —

LR

COUNTRY ( ITALY)

#XT;

Cable No. { .
A ) “\{
~ Ay

THANKS YOUR LETTER 4 GIVING STORY ON CROTONE /S'I.‘PF_ #‘WE.NI.LI SUPPORT
=1 R1—1L14 R |
YOUR ACTION STOP THANKS ALSO YOUR LETTER 3 STOP GLAD ALL GOES

WELL

Signed:

(Type in last name of sender)

¥y
AUTHORIZED BY:
NAME: m/p For Use by Archives Division
.

DEPT: OPERATIONS, E.A.A Checkeghfor Dispatch
SIGNATURE:

(Signature of individual authorized to approve cable).

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)
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GUIDE FOR PREPARING OUTGOING WIRES

Class of Service
Type in class of service desired. Each class is described as follows:

Letter Telegram Letter telegrams are normally delivered the moming after day of despstch. The cost
is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messages are nomally transmitted and delivered immediately., There is a
minimum charge for 5 words, including address and text.
IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.

Messages are sent at full rate speed and at abour half the cost. This rate normally
should be used whenever available. It is at present available for the following

countries:

Bolivia Cuba Guatemala *Perm

Brazil Dominican Republic Honduras * Syria

Burma Ecuador Jordan Uruguay

Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua Yugoslavia

Colombia * France Pakistan

Costa Rica Greece Panama

*In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

Code Code messages are transmitted at full rate (or IBF Govt.) speed and cost. This rate
tsg}ould be used only for confidential messages to staff members having a code with

em.
Day Letter Day letters are delivered during the day of transmission and should be used only for

messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text.

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008).
Address
Use oanly last name of addressee and cable address whenever possible. The Bank cable address "INTBAFRAD” 1s
registered in Paris, Beirut, Rio de Janeiro, Bogota, Guatemala City, Bangkok, Karachi, Quito and Tegud‘%m The
Intemational Finance Corporation cable address "CORINTFIN® is registered in New York, Paris and ington.
The name of the country of destination must always be added. (No charge is made for the name of a country).

Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to eliminate
unnecessary words and unnecessary punctuation. If puncruation is needed, spell out the words "Comma,”
“Stop,” etc.

Use common abbreviations whenever possible, i.e. reourlet, reurfive, etc. Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.

Signature

Type in last name of sender. Use INTBAFRAD as part of the signawre only when addressee does not
know the address of the sender.

Authorization

Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of-awthorized-signatures is kept in the cable office.

Forward messages in triplicate in a cable envelope to Room 211 for despatch. The cable service is open
from 9:00a.m. to 5:45 p.m. on working days. Special arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008.
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Form No. 57
(5-48)

TO:

FROM:

SUBJECT:

ﬁiﬁh\igf P

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFHCE MEMORANDUM

Mr. M DATE: November 14, 1957
J. He Collier&

Italy - Marzotto Project for Manufecture of Ready-made Clothing

On Vednesdey, November 13 the Working Perty (Messrs. Collier,
Armstrong, Bateson, Street and Jones) met to discuss whether or not
the Bank should include the above project in the new Italien loan.

The project has been approved by the mission in the field des-
pite the feet thet it felt that "in some respects it presents a some-
what grester then normel risk". However, Mr., Armstrong ssid he did
not think it was really any riskier than some other projects we had
financed in Italy.

On the quality of mansgement the mission pointed out that some
of Marzotto's ventures had not been too successful in the past. They
had, however, hired an experienced manager for the new project. The
management could not be regarded as unsatisfactory.

Mr. Armstrong seid that, for the industrial sector of the new
Italian loan, there was no question of selecting a limited number of
projects from a large number of possibilities. We were proceeding on
the basis that we would accept all the sound projects which were put
forward. Hence we should have to have a solid reason for rejecting
this one or there would be protests from the Italians. In these ecir-
cumstences, the Working Party agreed that there was no real ground for
objecting to the project. Mr. Aldewereld later accepted the Working
Party's conclusions.
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RECONSTRUCTION AND DEVEL.OPMENT
WASHINGTON 25, D. C.

Grand Hotel
Noo ki Rome, November 1li, 1957

Mr, 5.R. Cope

Director of Operations

Furopey, Africa and Australasia

International Bank for Recornstruction
and Development

Washingtons D.C.

Dear Ravmond,

I think §#e quickest way to give vou the information requested in your
cable No, 7 is to ask Ellsworth Clark to bring this letter by hand to
Washington,

In the Montecatini presentation of the Crotone aluminum projsct the cost
of power is shown as 2.2l lire ver kwh, This power cost is based on an old
contract with SUE at 2 lire plus a "safety factor" of 10-1/2%, and a written
stazement from the llontecatini company says that this contract is valid until
19764

Assuming that this would be the power cost for the life of the project, the
cost of power would be 1/5th of the cost of the finished product. Assuming that
the cost of power were doubled the propprtion of the cost of the power in the
finished product would rise from 1/5th to 1/3wd and would wipe out 2ll the
profits forecast by Montecatini to be derived from the Crotone projects A
knowledge of what the cost of power will be is therefore essential to an
economic appraisal of the projects

A Government regulation on the price of power, Repulation No, 630 was
promlgated on Jamuary 1, 1957, This regulation nrovides minimum vrices to
the pover companies for contracts of this sort more than twice the price
which Montecatini has quoted to us on the basis of their contract as being
the price of power for this project.

Shortly after my zrrivel in Ttaly when I began to look into this matter,
I was informed by Pescatore that the validity of this specific power contract
was in dispute between SIE and Montecatini. I was told that each company had
appointed an arbitrator and that the two arbitrators had appealed to the Court
of Appeals to appoint a third arbitrator. As of yesterday the third arbitrator
has not vet been appointeds The fact that the conbract had been submitted to
arbitration was never at any time broucht to our attention by lontecatini.

Faina's statement to Mr. Black that "at the last moment some difficulties
have arisen" is somewhat misleading, On October 25 I told the Cassa that this
contract would be a2 problem znd that I would like to speak to Giustiniani, the
General lanager of liontecatini,about the contract as soon as he could see me,
Giustiniani never did come to sees me, On November 12 he sent two representa=-
tives to see me at the hotel, I asked them if my information was correct that
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the contract was under arbitration and they said that this was so, I asked
them why they had not disclosed this fact to the Bank representatives and they
said that their lawyers had advised them that their contract with SUE was valid
and that therefore they had not thought it necessary to mention the arbitration
proceedings to the Bank representatives, I asked them if they would recommend
to the Board of Montecatini to spend money on this project before the result

of the arbitration would be known and thev evaded the question and when pressed
refused to answer it in the affirmstive,

I have tried to find out from Montecatini, from Pescatore, and from Campilli
how long an arbitration prodeeding of this sort might take, WNo one will commit
himself to a zuess, even of 18 months or two years.

The position of the mission here is & very simple one, It is that until the
cost of power is kmown it is impossible to make an economic appraisal of the
projects We have stated this view to Montecatini, to the Cassa and to the
Government and in each case have been told that they understand our position,

The Crotone project is therefore not recommended for inclusion in the loan
presently under discussion nor does any member of this mission wish to press
the Bank to consider it further at this time, !

Best regards.
Yours sincerelys

Se P.;ié;éifik—
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INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
WASHINGTON 25, D. C.

Rome, Vovember 1li, 1957
Vo, 16

Vr., Hagh B, Ripman

Chief, Industry Division

Department of Technical Operations

International Bank for Reconstruction
and Development

Washington, D,C.

Dear Hugh,

Tnclosed is complete draft report on the SIL project., This paper supplements
and supersedes the draft, oreviously submitted, of the technical and economic
section of the report which in part has besn revised (markets)., The draft letter
of intentions is under review by the lawyers and will be furnished shortly,

Completion of the report has been somewhat delayed because of the difficulty
in working out with the Company an a2ppropriate financing plan for the project.
Contraery to the financing methods previously agreed on, the Company subsequently
has presented us a plan whereby a2 substantial part of their contribution would
have been in the form of additional loans,of a gquasi equity nature, from the
Fucino bank which is also owned by the Torlonia interests, While we did not
exclude this form of financing in principle, we insisted that it should be
limited to a reasonable proportion, After several frustrating meetings with
Prof, Colaicli, the Company replaced him by Prof, Parillo with whom I was able
to work out a reasonsble proposal,

The new financial plan, as outlined in the report, contains the following
pertinent provisionss

1) SIIL would, in addition to the second RBanlk losn, obtain a loan from the
Fucino bank for Lit, 350 million, renewable each vear, remyable from current
earnings in the early vears of operations, This would increase the company's
debt/equity ratio to 55/5 representing the proportion envisaged under the first
Banle loan,

2) The Fucino bank, as a commercial bank, cannot crant loans for periods
longer than one year, It would be willing, however, to undertake a2 commitment
in written form that the loan to SIL would be renewed on maturity each wvear,
Alternatively the shareholders would be willing to undertzke 2 commitment that
they would advance the money if the loan should not be renewed by the bank,
This latter alternative is recommended by the Workins Party and an appropriate
provision has been included in the letter of intentions. (¥llsworth Clark is
reviewing the text of the letter, and, on his return to Washington will bringz
with him the complete draft).

From this round about way of financing, the company and the sharesholders
expect to derive important tax savirgs and therefore would want the Bank to
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consider an increase in the total amount of the proposed loan from Fucino,
possibly to Lit. 700 million, I have agreed to submit this request to the
Bank but do not feel, and the Working Party agrees, that we should make any

further concessions to this company towards which the Bank has already shown
more lenience than to any other, less difficult, borrower,

3) On Cassa's and ISVWINMFR's suzgestion the terms of the new IPRD loan
have been set in accordance with those of the 1lst Bank loan, Theyprovide for
a 17 years loan including a 3 years grace period, You will note that this is
in contrast with the recommendations of the Technical Revort, which proposed
for the first loan a 15 year term including a 3 years grace period, I under-
stand that the Bank has subsequently agreed to these ecasier terms, I have
stressed the need for final approval by Washington of the above arrahgement.,

Incidentally, after mailing the 2nd draft of the SINCAT letter of intentions
we have noted that, due to a typing error, one line has been omitted from the
definition of "ecurrent lisbilities, the complete text being as follows:

see that "current liabilitiss" should be considered as lizbilities due and pavable
and all other 11abilities which would be payable or could be called for payment
within one wvear,

With the Asiatic Flu receding, things are petting better here, and, in the
last few days, we have been able to make better prosress in our work,

It does
not appear that in Washington you are better off, despite the protective shots,

We all sympathise with Walt in this emergency at home and wish his family an
early recovery,

With best regards,

Encls

.

W

e RV

Ladislav Svoboda
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Borrower

The prospective borrower is the Societd Idroelettrica Iiri (8.I.1.) 2
company presently operating a hydro-electric station in the Liri valley
supplying seasonal power, This station would be completely integrated with a
new pulp and paper mill near Aveszano in the neighboring Fueino valley which
would make full use of this seasomal power, The total cost of the project as
recently revised, including the written down value of the powe plamby as well
as working capital and interest during construction, is estimated at Iit.6.L
billion ($10,2 million) of which it is proposed that Lite3,2 billion ($5.1
million) should be financed from IBRD funds, The Bank has already financed
Iit, 2,6 billion ($k,16 million) under Loan 117 IT, The additional Lit, 600
million now requested is needed to finance the increase in the cost of the
project,  SIL is controlled by the Torlomia groupy which also owns other
enterprises, ineluding flour mills, sugar factories, agricultural and urban
land,

Deseription of the Project

The mill would have an anmal production capacity of 30,000 tons of paper
(124000 newsprint, 10,000 magazine, 8,000 mediwm and fine) against 255000 tons
ummm The project will include a groundwood mill produsing
12,000 tons of mechanical woodpulp and & strawpulp mill producing 6,000 tons
of bleached sulphite pulp ammally, Another 104000 tons of chemical pulp and
groundwood would be imported, The plant would include equipment for the pro-
duotion of chlorine and caustic soda required in the mill,

The increase in the cost of the project is due to the enforcement of local
earthquake regulations requiring extra heavy foundations and structuress closer
tolerances in erection, and the installation of a higher speed paper machine
than originally planned, increasing the amnual production of paper by 203,

As previously stated, most of the power requirements would be covered by
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the existing hydro-electric station, During the period of seasonally low water
suppliesy thermal power would be available from a sugar factory in the same
region, also belonging to the Torlonia group,
Raw Material Supply

The pulpwood and straw required by the plant would come from the Fucino valley,
About 600,000 poplar frees, planted in the valley as windbreaks, will supply a
perpetual annual yield of 33,000 tons of pulpwood, The Fucino velley is also a
source of large quantities of what straw which are not utilized industrially and
would be more than adequate for the needs of the plant,
Prosemt; Status

The revised schedule of construction and installations estimates the project
to be completed by the end of 1958, Orders for equipment and building construction
amounting to Lit.1,980 million have already been placed, Sinking of piles and
econcrete foundations for the buildings have been started,
Mevs gemont

Management personnel would be provided from the Torlomia Group, Technical
persornel and know-how during construction and early operation of the plant would
be provided by the consultants, Sindicato Cellulose Pomilio, with worldwide
mmmmm“&m-rmm,
Yizencing

Total cost of the project is estimated as Lity 648 billion, consisting of
Lit. 5.8 billion for fixed assets and Lit, 1.0 billion for net current assets,
Ipcluded in the above total is an amount of Idt.367 milliony representing the
written down value of the power plant as at the begiming of the first year
of operations. MmthmhM
Iit 64h billion, as compared to Lite.h.3 billion previocusly estimated, leaving
& balance of Lit.2.1 billion of additional financing requiredi A sumary of
the proposed means of covering this balance and of estimated total scurces of
finaneing the project is given below: (million lire)
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tary Total 1
*Hnaneing  rissmeing
ILiquid funds available 71 383
Additional Share Capital 369 552
Sharcholders! advances i - 1,220
Depreciation and surplus 4 Jo3
Total own funds 1,145 2,858 Lk
Fucine bank loans (medivm term) 350 350
IBRD lean 117 IT - 2,600
2nd loan 600 600
Total flaancing %5 Gl 1

The Company expects during the construgtion period to accummlate Lit, 370
million on net imcome from the power plant, which together with depreciation
asoyuals would be retained for financing the project. Apart from the first and
proposed second Bank loan the company would borrow from the Pucino bank Iit. 350 .
million on medium term repaysble from estimated earnings during the first two to
five years of normal operations, These borrowings would be fully guaranteed by
the shareholders, who would also assume payment of the interest charges,

The estimated pro forma balangce sheets on completion of the project and after
two years of noymal operation are shown below: (million lire)

June 30 June 30 June 30 June 30
Power Plant 760 760 Share Capital 1,200 1,200
Paper mill 59100 5400 Shareholders®
less: Depreciation 567 1,083 advances 1,220 1,220
Net Pixed Assets 59593 Ls677 Surplus 623 Lokl
Current Assets 1,000 1,000 MJ: h:::nlll 350

um
——— — 2nd loan 600
B S S LB
Financial forecasts of the company are given in Ammex . A letter setting

forth the finsncisl conditions agreed to by the compeny is attached as Ammex
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Eexiots

The paper would be sold within Italy, The present Italian imports of news-
print and magagine paper are about equal to the proposed prodection of these
types in the new mill, Since Italian consumption of paper is growing, it is
desirgble to encourage domestic paper production and thereby swvedd increased
inports, Imports are currently subject to a moderate tariff of 187 and SIL
mey be expected to find a ready domestic market for its proposed cutput under
the currently prevailing protection or an even lower one,
Farnings and Debt Service Coverage

The compeny expects to raise production of the project from 50% capacity in
the first year of operation to 100f in the third year, Sales, based on present
m.mmum.mm.x.amnumﬁoum.m
umﬂmmﬁzmuammmorut.’dmnumm.mm

respectivelyy the latter representing a return of about 15% on share capital and
shareholders' advances,

Tstimated earnings before depreciation or interest would provide a coverage
of 3.0 times the amount required for serviecing the two Benk loans, The company
could withstand a simultaneous reduction of about 10f in estimated revemes and a
10% increase in estimated production costs and still maintain service on the IBRD
loans, Adequate dm.hﬁmhtbmwiddhthﬂs forecasts, based
umﬂumuummm.mmmmmmmﬂmm
power plant,e

Economic Justification

The mill's production will replace paper imports by 22,000 tons of newsprint
and magazine papers and should effect a new saving in future pulp imports of
64000 tons, The net foreign exchange savings are estimated at about Lit.2,6
billion ($ke2 million) anmually,

The mill would use regional supplies of wood and straw which, in its absence,
would have & very low egonomic value, In addition to providing new sources of
agricultural income and labor, the mill would create about 375 direct employment

opportunities for industrial laber,



SIL -5 - XT=1=57

Conglusions and Recommendations

The revised SIL project is sound and could form the basis for an additional
Bank loan equivalent to Lit, 600 million, for a term of 17 years, including a
grace period of 3 years,
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PRESENT STATUS GROTONE NOT RECOMMENDED. POWER RATE UNDER ARBITRATION.

ARBITRATORS DECISION CLEARLY NOT AVAIIABLE EARLY ENOUGH FOR THIS LOAN.

BOTH ARMSTRONG RIPMAN ACQUAINTED DETAILS PROBLEM. IETTER FOLLOWS

ORIGINAL
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No. 16 November 13, 1957

Mr. L. M. Svoboda
¢/o Grand Hotel
Rome, Italy

Dear ladya,

We have been somewhat delayed with our comments on Marzotto as the
project met some opposition. Siem hag his doubts about the wisdom of our
financing this type of pfajeot and wanted it discussed further with Wenzell
and the working party. *his has now been done and the way cleared to consider
the project on its merits.

The case for this project does not appear to be strong enough, either
from your letter or from the discussion of the management and market in the
technical report. It appears that there is a small market for ready-made clothing
in Ttely which, judging from the experience in other European countries, is likely
to grow if the prejudice against ready-made clothing can be overcome by manufac-
turers turning out garments of good quality and fit at a reasonable price.
Marzotto's experience to date has not been entirely satisfactory, but the owners
appear to have learned enough to be making woney out of their Valdagno plant at
last (or have they been making money all the time, in spite of the plant's tech-
nical deficiencies?) and it seems reasonably likely that they can earn a profit
from the Salerno plant, :

Your statement that the Valdagno mill "apparently is making money"
bothers me. Didn't the company give you the breakdown you requested or aren't
you convinced? I feel that we have to be able to say the mill is making money
before we can recommend the project.

You also say "provided sound financing is assured" the project can be

recommended. Hasn't the company agreed to the share-capital and shareholders'
advances shown in the report?

Siem was also worried sbout the high breskeven point (about 70%) in a
business which is seasonal, cyclic and highly competitive. It would be better to
give the percentage of capacity which would just cover the IERD debt service.

A 3:1 current ratio seems high to us and will not correct Siem's point
and might even harm the company's operations. If the project can be accepted we
would feel that a 2:1 current ratio would be good enough.



To Mr. Svoboda -2 - November 13, 1957

To strengthen the case for the project, it would seem desirable to
redraft the sections on management and markets by giving a fuller account of
the company's difficulties at Valdagno, ineluding, if they are available,
financial results in order to show why it seems reasonable to expect that the
Salerno plant will be successful.,

Attached are suggested redrafts which ineclude some of the information
given in your letter and which you may have to modify, if the information in-
cluded is not accurate.

Einancial Forecasts

In view of the riskiness of the projeect, it would seem desirable to
be particularly comservative in the financial forecasts. The operating costs
have been forecast roughly proportionally to the rate of operations. Since unit
costs are likely to be higher when the operating rate is below capacity than at
normal capacity, it might be more cautious to assume that total operating costs
for the first three years of operation will be higher than the figures eupplied,
unless the cost figure supplied for 1962, the first year of capacity operation,
is a very conservative one,

Fage 1, Para. 1

Line 4 - Lit, 3.7 billion = $5.96 million
Line 5 - Lit. 1.3 billion = $2.08 million

fage 2 - Finaneing

Should not the figure on the cost of fixed assets be given in this
paragraph?

Line 5 - Lit. 2.1 billion represents 57% of the investment.

If the project is to be complete at the end of 1958 why is onme third
. of the loan to be disbursed in 19597 Also in 1959 the increase in fixed assets
is shown as Lit. 200 million while the loan disbursement is shown as Lit. 400
million., ISVEIMER can disburse only for fixed assets so a larger proportion of
the loan should be drawn in 1958.

If only partial operation (70%) is achieved in 1959, it does not seem
reasonable to charge full depreciation for that year especially as equipment
installation, or so it appears, will still be taking place in 1959.

The more serious question is that, according to the figures shown, the
plant will be fully depreciated before our loan is paid off. Also while a 3-year
grace period is recommended in the text, the forecasts show a 3}-year grace period.
For a 3-year grace period, one-half of the total annual payment would be dve in
1960. FHowever it might be well to make it only 2} years so that the full payment
would come in 1960, It would be well also to shorten the amortization period by
at least ome, or perhaps better two years, so that the loan will be paid off before
the plant is fully depreciated.



| To Mr, Svoboda - November 13, 1957

There are a number of inconsistencies in the Letter of Agreement.

1) Para. 4 - net current assets to be increased to Lit. 2.1 billion during
second operating year. However, balance sheet shows this to
be third year.

2) Para. 6(D)I - net current assets not to be less than Lit. 2.1 billion
after project complation.

The following suggested paragraphs will make the letter conform to
the balance sheet but you will have to let us know if they conform to your inten-
tions

1) Para., 3 - 4th line - after ".... units per year" insert "when operating on a
one shift basis"

2) Para. 3 - to follow pro forma balance sheet - "we have explained to you that
some sections of the plant will be in partial operation Lefore the
project is completed".

3) Para. 4 - second sentence - "We have explained that by the end of the third
year of operation of the projeect, the net current assets require-
ments will have increased to an estimated Lit. 2,100,000,000. The
increase in net current assets from Lit. 1,200,000,000 on project
completion to Lit. 2,100,000,000 during the third operating year
will be provided from any one or a combination of any of the
following sources: additional share capital, shareholders' advances,
retained earnings or depreciation aeeruals".

4) Para. 6A- "except as the Bank, the Cassa and ISVEIMER shall otherwise agree,
on completion of the project, the share capital of the Company shall
be at least Lit. 950,000,000 paid in as required, and shareholders'
advances will total at least the difference between Lit. 1,850,000,000
and paid in share capital,

The share capital of the company shall be increased as follows
during the first three operating years:

(a) to Lit. 1,100,000,000 paid in as required during the
second operating year;

(b) to Lit. 1,500,000,000 paid in as required during the
third operating year."

5) FPara. D - "The undersigned will nmot, without approval of the Cassa and ISVEIMER,
pay dividends or mgke any other payments to shareholders or adopt any
poliecy if such payments or poliey will result in or envisage:

I. the ratio of current assets to current lisbilities
being less, at any time, than 2:1(?).

II. the excess of current assets over current lisbilities

being less:
a. than Lit. 1,200,000,000 on completion of
the project;

b. than Lit. 1,500,000,000 at the end of the
second operating year;



sectors of industry, power and irrigation.

For the moment, all I can suggest is that you give us the revised reports
end letters as guiekly as you can and vwill do our best to get you home soon.

We'll get over CMI tomorrow I hope. On SIL what is meant by "an adjust-
mt of the h‘b.!‘.tt rate and grace perlod of the first 1088 covsensasnes m be
appropriate? The grace period may be changed but T don't see how the interest
rate will be affected.

Best regards,

W. J§ Armstrong

Wlarmstrongipgn

c.c.--lMessrs. Bateson, Collier and Street



ENCLOSURE
Management

HManifattura lane G. Marzotto & Figli has operated a ready-made clothing
plant at Valdagno for three years as part of their textile manufacturing activi-
ties there. Although the plant, like the company's other textile operations, has
not been entirely successful in the past ..... years, there has been a steady im-
provement in the plant's results. Production has increased from ..... units in
ssansene BO seens Hits In sresssany and the ”nmla operating logses of sessasns
and sievsseeese respectively in ...v..v. @and ........ Were converted into a net
profit of .isiseeseasss in sivevees The improvement in its operating results
appears to be due to the correction of deficiencies in production techniques and
sales methods revealed in the first years of operation. The company has now en-
gaged a new manager for the Valdagno plant who has had experience with other firms
in the industry, and the prospect of continued suecessful operation seems good.

The company's experience at Valdagno should be very helpful to it in
setting up and operating the Salermo plant, for which it is nmow hiring additional
personnel, The Valdagno management can provide expert sdvice for the solution of
any technieal cr sales problems that arise at the Salerno plant.

Marketg

The ready-mede clothing industry is just beginning to be established in
Ttaly. Statistics on sales are not complete but production ¢f ready-made garments
amounted to about two million units inm 1956, including trousers and children's
clothing. Available statistics indicate that this represented about 20% of the
total number of garments in Ttaly, where most garments are still produced to order
by individual tailors or very small concerns. About 14% of the ready-made garments
produced were exported.

In other European countries, such as France, Belgium, Germany, Norway
and the U.K., about 80% of all garments produced are ready made. In spite of the
fact that there is still a prejudice against ready-made garments in Italy, Marsotto
believes that the market can be expanded there as elsewhere in Burope provided that
the garments are of good quality and sold at reasomable prices, and that a sound
sales organization is built up. Although Marzotto's financial forecasts for the
Salerno plant are based on the assumption that it will produce med ium-quality
clothing, the company intends to maintain considerable flexibility in operatioms,
80 that it can meet market demand with respect to gquality and price.

=

Marzotto expects to sell its garments through agents operat on a
commission basis. It has arrangesents with some such agents already. necessary,
the company will also market its output through its own stores, Success will depend
to a considerable extent on the effectiveness of the sales organization, but the
satisfactory results that the company is now obtaining at Valdagno suggest that it
can work out a good distribution system for a larger output.

Through its existing export sales organization, Marzotto expests to
develop the export market further, and to dispose of about 20% of the Salerno
plant's output abroad. The company recognizes the importan¢s of aggressive sales
activity in this field, too, and is studying the market and distribution methods
mtﬂnﬂi"ho
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INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
WASHINGTON 25. D. C.

Grand Hotel
No, 15 Rome, November 12, 1957

Vr. Hugh B, Ripman
Chiefy, Industry Division
Department of Technical Operations
International Bank for Reconstruction
and Development
Washington, D.C.
_‘\\‘3‘\
Dear Hugh, I/t““ 4
I have received today Walt's letter No, 15 and your cable No, 15 of November
7 concerning comments on the SINCAT and TRINACRTA projects.

Tnclosed are the following documents:
1) Second drafts of Letters of Intention for the SINCAT and TRINACRIA projects;

2) Revised tables of Financial Forecasts and revised pages 3 and lj of the
SINCAT reports

3) Project Descriptions for the following industrial projects: ABCD, SIL,
TRINACRIA, Montecatini Potash, STNCAT, Marzotto, CMI, CONE, Montecatini
Aluminmum, Tajani, All these drafts have been reviewed by the lawyers
and cleared with the Working Party.

Some explanations regarding the above follow:

SINCAT - The second draft Istter of Intention incorporates all editorial changes
suggested, except for the pro-forma balance sheet. It is rather difficult to
provide the proposed break down of the balance sheet into the first and second
project for some of its items, such as surplus, and "additional assets", I am
therefore suzgesting a somewhat simplified form, giving the break down for the

fixed assets and working capital only and stating all other items in totals,
thereby leaving the Company a certain amount of flexibility in the distribution

of IPRD loan funds and of own capital and advances between the two projects.

I also enclose the reounested full brezk down of the balance sheet, using arbitrary
figures for some of the items mentioned above, Should you prefer this latter alter-

native, I would still have to agree with the Compzny on the final fipgures for these
items,

Concerring the financial forecast, we have agreed to upward revise SINCAT!s
depreciation figures, to bring them in line with the more conservative rates
used by Montecatini and TRINACRIA, I have revised the financial forecasts and
respective text in the report accordingly, .

i D ®

As regards vour auestion concerning Taxes "capitalized" shown in the Farnings
Forecast, this is a typing error which has slipped my attention, it should be
Taxes "carried over" as indicated by footnote, Thank you for catching up with it.

TRINACRIA = We have changed the Draft Letter of Intention for all your editorial
comments and have eliminated the provision for an accelerated depreciation of the
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Mr. Ripman -2 -

exploration and research expenditures on the project stated as Lit, 600 million,
This provision we have agpeed on with the Company in view of Mr. Barr's and
Hduardo's doubts as to whether it was appropriate to charge these expenditures
to the project, thereby imposing on it an additional financial burden not
carried by the competition (Montecatini)., We expressed to the Company our
concern over this situation, whereupon they volunteered to write off these
costs over a five year period, provided they obtain an imereaseiin the loan
from the Lit. 3.5 billion originally proposed, to Iit, 3.75 billion, We felt
that this was a sound proposal which would strengthen the company's finances,
and agreed to submit it to the Bank, We did not elaborate, whether or not,
this provision should be incorporated in the letter of intentions.,

As regards further procedures we have discussed this matter with Sid who is
reporting today to his depertment the status of the mission's work (copy enclosed
with my letter No. 1l sent this morning): all drafts of the legal documents
concerning the loan will be finished before the end of this week and there is
enough flexibility between and among the three sectors to work out a tentative
allocation of Munds within the proposed total of $75 million, subject to final
approval by Washington, While thus the total for the industrial sector will
not be know before all projects have been approved by TOD, this need not delay
my meetings with the companies on the letters of intentions,provided final
clearance by the Bank can be obtained as soon as the revised renorts have been
received in Washington,

With best regards.

Yours s
M
Encls, Ladislav Svoboda
CMAM?-—
P.S. Concerning vour g¥estio oductlon costs in Europe of potassium sulfate

etec. (Cable No, 15) we are still collecting certain supplementary data
which should be ready before fduardo's departure on Wovember 1l

M IS § b
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ANNEX 3
SINCAT

Draft Lebter of Agreement 2nd draft
XI=12-57

International Bank for
Reconstruction and Development
1818 H Street ¥. W,

Mm. D.G.
Gentlemens

(1) This letter will confirm certain understandings which have been reached

between representatives of the Intematimal Bank for Reconstruction and Develop=
ment (hereinafter referred to as the Bank) the Cassa Opere Streordinarie di
Pubblico Interesse nell'Italia Meridionale (fihe Cassa), Istituto Regionale per il
Finansziamento alle Industrie in Sicilia (IRFIS), and SINCAT,

(2) You have informed us that the Bank ils gonsidering & loan to the Cassa

and that part of that loan will be specifically allocated for loamns for various
industrial undertakings in the area of the Cassa's competence,

(3) We have proposed that there should Be provided out of the proceeds

of the loamy additional financing towards a proposed expansion of owr project
(hereinafter called the First Project) which undsr Loan No, 117-IT has received
finaneing in the amount of Iit, 3,6004000,00(), The Pirst Projects to construct
and hW(M.W&ﬁMWM th a production

umr»m:;mmm.r;mt«:g««m-:xh. o~
chlorine and marufacture of chlorine derivatives opening
operation or.mhmmnmwu&.umum
of a plant at Augasta (Priolo) for the procesising of about 130,000 tons amually

of potash ore and the manufacture of potassium sulfate and Schoenite,

Ismmm:ﬁtmﬁnmmmahﬁefmcma
completion of the two projects would be as follows:

Assets Liabilities
Fixed assets: Capital Lit, 5,000,0004000
1st project Lite 7450040005,000 Shareholders' advances 8+200,000,000
2nd pro 16,000,0005000 Surplus 150,000,000
Less: Depreciation 2 IBRD lLoan 117 IT 3 600,000,000
21,355,000,000 Iess Amortisation 728,000,000
Net Current Assets: Total 2
Tob Teadeeh 790,000,000 outertanding +882,4000,000
2nd project 1,100,000,000 IBRD 2nd loan 8,000,000,000
Adaitional Assets  ___ 1,077,000,000
Total Assets  118.24,232,000,000  Total Lisbilities  Lit,2,232,000,000

(1) The cost of the first project should be considered as Lit, 7,500,000,000
for fixed assets and Lit,700,000,000 for net current assets, The cost of the
second project should be considered as Lit,16,0005000,000 for fixed assets and
Lit.1,10040004000 for net current assets. .



AWK 3 (2nd draft

(%) We have been infommed that if the proposed loan should be madey it w
Company by IRFIS, to which the Cassa would lend a

of the Bank's loan for the purpose, You have said that before you
& prove favorable consideration by the Cassa or IRFIS of the

B g
;
g
g

(6) The assurances and undertd ings which you have requested; to be effective
while any part of the existing loen to the Company under lLoan No, 117-IT or
of the proposed loan to the Company will be outstanding, are that valid arrenge-

A, ™xcept as the Bank, the Cassa and IR'IS shall otlerwise agree; the
share capital of the Company shall be at least 5,000,000,000 lLire paid
in as required and shareholders' advincess on completion of the project,

difference hetween Lit, 13,2005000,000 and paid

project or its successful operetion is hindered
or delayed or is threatened with hindrance or delay because the funds

I, Shall not be withdramn;

and peid thereon only out off net profits and only

to the extent that dividendss would be payable thereon
if such holders' advances had originally been
paid in as = capitalj

De The undersigned will not, W thouth the approval of the Cassa and
IRFISy pay dividends or make any other payments to shareholders,
or adopt any polieyy which would result in, or envisage:

I. The ratio of current assets to current liabilities
to be less, at any time, than 231

II. The excess of current sgssets over currsmd liabilities
to be less, at any time, after completion of the project,
than 1,800,000,000 lird,

(7) For the purpose of the preceding paragreph we have agreed that
» should be considered as cash and assets readily convertible
other assets, which would within one year in the ordinary
course of the Company's business be converted into cash or assets readily
convertible into cash, and that "ourremt liabilities" should be considered
as paysble or could be galled for payment WiLGhin one year,



2nd draft
XI=12-57
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Lo

6680 90 100
Operating costs 3,682 1378 7675 95U5T 10,7WO 114970
a4 i st/ @ W)
Iﬂ ﬁ 11!9 ™ 652 ‘568
Texen W R 2SR S
Total Costs LodOh  Le889 20,11 12,178 m 0568
Net Sales Lslol  Ly889 mﬁ giﬁ
Net Income after taxes - - _% 1,300 1,
MW!#M' .
m.. 11 8.8 9.9 1.6
KW
et before interest 207 196 879 1,87 1,952 2,120
" Depreciation acoruals 200 300 1,645 1,910 1,910 1,910
Share Capital 201 1,799 3,000
Sharecholders' advances 1308 1 586 3333 L4821
IBRD 1st loan TAS 2,585 300
Total scurces 2020 2800 L3 el 2208 3,781 3,062 1L,030
Fixed Assets 2nd project 950 64060 65,190 2,000
1st project 2,220 L6690 350
Interest and Financial
charges s Gl A B e
Total Pixed Assets 25220 5,880 6,750 6,650 2,000
Net Current Assets ' 700 1,100
IBRD Debt service lst Mﬁ 33 k79 }g 478 k79 L78
1,126 1,126
-mmw 1,077 2177 2257 25
Total Mpplications 2,220 282 LB 182 23X LB e Lo

9 uuus.smus—sﬁamnmmmuammm
;jmmm.a.ounm-tnmum.mm;smmm
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Share Capital
IBRD 1lst loan
2nd loan

Total Iishilities and
Equity

2220 8,100 14,850 21,500 23,500 23,500 23,500 23,500
- 200 _ 500 28 luoss 51963 o813

2,220 0,100 1650 21,000 21,355 19,L5 17,535 15,625

700 1,800 1,800 1,800 1,800
o Lo e D@y 7iss

i g g0 7o M2 29 2l 208

201 2,000 5,000 5 5 5 5,000 5
1,30L 2,800 3,386 6% a::: e:z 8,200 l:g
150 1,310 2,610 kslh2

T IO% e 3 Bl ok o s

220 Sux X0 I,Jeo 2 Zui) Zuld 2060
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Financial rosition
on Completion of Project

Fixed Asscts
Less Depreciation
Net Fixed Assets
Net Current Assets
“Additional Assets
Total Assets

Capital
Shareholders' advances

IBRD loans
Less Amoptisation
Total outstanding
Total ILiabilities

st Project  2nd Project  Total

79500

20025
64L75

HIZTRIE

16,000

20120
14,880

15100
50
v

34000
54600

50
84000

L
164650

23,500
~202h5
21,355
1,800
077
24232
S
59000

8,200

H1AY
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would be required in the south alone, In addition to this, some increase in
complex fertiliser consumption in the rest of the country is bound to take place
in line with the modernisation of agriculture which is in progress., Tius the
market prospects for an additional output of (100,000 tons of complex fertiliser
appear quite favorable,
Firancing
The cost of the project interest ¢ construction is estimated as
Lit, 16,0 billion and working tal requirements as Lit, 1,1 billion, The
total ingluding the first part of the pro now under construction
(fertiliser plant) is estimeted as Lit, 25,3 tdlldon Iit. 1.8 billion
for working capital, It would be financed as t 1ire)
lstpert  Znd part  Project
Share Capital 2.0 3.0 5.0
Shareholders' advances 2.6 z.& 8.2
IBRD loans 3.6 «0 1.6
Retained earnings o 0.5 2.5
8.2 i  za
The estimated pro forma balance sheets on completion of the first and second
parts of the project and after three years operations are shown below;
(million livre)
31 Des. N1 n
T
Fixed assets  1st project 79500 500 »500
2nd project 12350 .!tﬂ 112
LUplSSo 23,500 23,500
Iess depresiation 200 2505 7,875
Net Fixed Assets Usef50 20,355 15,625
Wet Current \ssets 700 1,800 1,800
"Additional Assets" ﬂ Ts938
La320 208
ShareCapital 59000 »000 5000
Bhareholders' advances 3,386 _ 84200
IBRD 1st loan 3ok6h 2,882
2nd loan 23500 85000 '
B0 M3 228
Financial forecasts of the company given in Annex 24 A letter embodying

¢
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(1) This will confirm certain understandings reached curing recenmt

Straordinarie di Pubblico Interesse nell'Italial . (the Cassa), Istituto
Regionale per il Finanziamento alle Industrie in Sicilia (IRPIS) and Sald
Potassiei TRIVACRIA S.ped. Palermo (the Company),

(2) You have informed us that the Bank is considering & loan to the Cassa
and that part of that loan will be specifically allocated for loans for various
industrial undertakings in the area of the Cassa's campetence,

(3) We have proposed that there should be finsnced ocut of the

ef'M' and potassium sulfate, We have informed you that the pro
forma belance sheet of the Company, on campletion of the project would be as

follows,
Fixed Assets Iit, T,600,000,000 Share Czp 1tal Lit. 3,000,000,000
Net Current Assets 300,000 5000 Shareholders'
advances 1,150,000,000
DD lean  ___ 3,750,000,000
Iit, 75900,000,000 Lit. 7,900,000,000

(5) We have been informed that if the proposed loan should be mades it

(6) The assurances and undertakings which you
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difference between Lit.l,150,000,000 and paid in share

capitals

Be

cashj

imteo
due and

If the completion of the project or its successful operation
II, Shall in all respects be subordinated to all debts

is hindered or delayed or is

(

payable

ould be cslled for payment within one

hereby gives you the assurances and undertaiings set

on the condition that you make

puarpose in the approximate

be

9

Sali Potassici TRINVACRIA S.pehe




November 12, 1957
DIDUSTRIAL PROJICTS

A,B,0.Ds = Polyethylene and Special Cements Project

This Project consists of a plant at Ragusa to be constructed, omed and
operated by A B.C,D, (Asfalti, Ritumi, Cementi ¢ Derivati, s.p-l-s to produce
about 30,000 tons of special cements and 10,000 tons of

with facilities for processing 700 tons of erude oil per day and to generate
about 70 million lovh of electric power per yegr.

Selele = Newsprint and Magagine Paper Project

This Project consists of a mill near Aveszano to be constructed,
ommed and operated by 5,I,L. (Societd Idroelettrica Iiri) to produce about

E

This Project consists of a mine at Serradifaleo to be opened and worked,
IM‘MﬂcmthMMMMIT
between these two points to be ingalled and operated by Montecatini, Soci
Generale per l'Industria Mineraria e Chimica S.pehs to mines transport and -
process amually about 840,000 tons of potash ore into potash fertilizers with
a8 K0 content of 65,000 tons,

SINCAT = Fertilizer and ChlorinesCaustic Project

This Projest consists of a complex fertilizer and a chlorine-gaustic soda

plant Prioclo near Augusta, to be constmected, owned and operated by SIICAT,
Industriale Catanese; S.peie t0 produce 300,000 tons of complex ferti-

lizersy 54000 tons of caustic 115500 tons of chlorine per year, The
Project also includes the construction or enlargemen
production of 1704000 tons of sulphuric acid, 70,000 tons of ni
tons of phosphoric acid and 364,000 tons of anhydrous ammonia to be used in the
manufacture of the complex fertilizersy The company will mine and process
anmally 1304000 tons of potash ore to cbtain shhoenite and potassium sulphate
uﬁamnntmtamwmmmmommmdm

E
|

This Project consists of a plant at Salemo to be constructedy owned and
operated by Mersotto Sud S.peles to produce ammually about 290,000 units of
ready to wear .
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Gsl,I, = Mectrolytic Tin Flate Project

This Project consists of the installation and operation of an
tin plate line at an existing plant at Naples owned and operated by
Metallurgici Italiami to produce anrmally about 21,000 tons of electrolytically

CME = Mectric Household Appliances Project

This Project consists of the modernmisation and expansion of a plant at
Raples owned by Compagnia Napolitana Mlettrici, to produce about 50,000
refrigerators and 304000 water heaters per year,
MONTCATINI = Aluminum Project

This Project consists of an alumina peduction plant at Crotone to be
constructed, owned and operated by Montecatini Societd Cenerale per 1'Industria
Mineraria e Chimica S,p.A. to produce about 104000 tons of aluminum per vear,

TAJANT = flectrie and Telephone Cables
This Project comsists of a plant at Anagni, near Romes t0 be construsted

omned and O Cavi S.peh, to 1,200 kilometers
FIEERLSA TR R

Ee de Albasa)



INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
WASHINGTON 25, D. C.

frand Hotel

Wo,. 3 Romey November 11, 1957

¥r., Michael I, 7
Assistant Dipéctor of Operations
Furope, Afylca and Australasia
Internatitnal Bank for Reconstruction
and Pevelopment

aslington, D.C,

Deer Mike, Jﬁ’/’

— Thank you for your letter Wo, 2 of November 7.

-

Elsworth's arrival on Tuesday last week was, I think, particularly timely,
Since he has been here we have drafted loan, guarantee and project agreements
which we are in the process of clearing with the Cassa, We hope to have the
Cassa's agreecment on these texts before F1leworth leaves here on Thursday
Vovember 1li,

I am sorry if anyone in the Bank thinks that anything we are do
would in any way "inhibit complete freedom on the Bank's part to ar
disapprove any of the projects being considered,"

What we have told the Cassa is that these are the projects which the mission
would recommend to the Bank for consideration, While we would hope and even '
expect to obtain the Bank's approval for the projects that we would recormend,
we were not, in giving the Cassa this information, binding the Rank in any way
to the acceptance of our recommendations, To save time and the necessity of
another trip to Italy, we would even agree with the Cassa on the text of the
documents; 211, of course, ad referendum to the Pank, As this is the third
time through this sort of operation we do not anticipate that many changes in
the texts will subsequently be necessary,

What we are talking about with the Cassa at the moment is a loan of 475
million made up as follows:

7 industrial projects £3042
2 power projects 29,8
1 irrigation project 15.0

£75.0

The seven industrial projects are: Sincat, Montecatini potash, Trinacria,
Marzotto, CMI, Cone, Tajani,

The two power projects are the SMF thermal power plant and the SGFS projects
The irrigation project is Fortore,

Information available in the Bank on these projects should be very nearly
complete by now,



Mr. Lejeune -0 -

In conversations of the kind we have been having we are aware of the
faet that the Bank has not approved the projects we are talking about and
we have other projects in reserve which we think are less attractive, but
still bankable and on which the Bank hags 2lso been supplied with information,

In our first line of reserve we have one power project (Calabria) for
£3.2 million and one irrigation project (Volturno) for %10 million, both of
which were approved by the Bank for inclusion in last yeart!s loan, but which
were not needed to reach the figure we had then in mind.

In case the first line of reserve proves inadequate, we have 2 second
line of reserve, These are projects ABCD and SIL totalling a little over
8¢ million, These can probably be financed from vnallocated funds from the
previous loans, but if the Cassa desires to have a loan totalling #75 million,
and needs projects additional to those mentioned above, we could cancel theze

amounte in Ipans 117 and 150 and bring these projects into the loan currently
under discussion,

To sum up, we feel that we have nearly 2100 million worth of projects from
which we can recommend $75 million to the Bank,

There ig still another project in reserve, the Montecatini Crotone project,
in which the status of the powetr contract is still ambiguous, We hope to
bhave final information on it tomorrow, I do not think that it is likely to
be a project we can recommend,

In our first order of preference there is an industrial project (Tajani)
which may have to be dropned, This too we should know in the next day or two,
If we drop it we will probably recommerd the third power project to replace it
and reduce the amount to the Fortore irrigation project to keep the total
£75 million,

T am surprised that anyone has had any com ern that we would prematurely
commit the Bank's funds, e have all lmown for a long time how difficult the
industrial sectors of these ogations are, Svoboda and de Alba in particular
have been workinz heroically we all feel that if we can have some clear
indication from the Bank, before the end of this week, whether any of the
induatrial projects proposed will not be acceptable to the Bank it would help
us here very muich, I shonld emphs8Ize however that while such an indication
would be helpful it is by no means necessary for the conclusion of our labors,
especially as Svoboda and Scott will remain after my dsparture to finalize and
furnish to the companies the letters of intent as soon as they are approved by
Washington,

e all believe here that much time can be saved and that the Bank would
give up no essential rights if we proceed to agree at this time on the texts
of 211 agreements, including letters of intent, which would be necessary for
the conclusion of the loan, The whole thing would then be ad referendum to
the Bank, Any necw @aﬂwc d be made by correspondence and we would
hope to invite the Italians to Washington for "definitive negotiations" and
the signing of a loan in January 1958,

T must say that T had ba¥isved that thic procedurs was understood and agreed
to befors I left Washington,  T¢'certainly has the unanimous agreement of 211 of
us here 2t the present timeg v

Tith best regards, Sincerely wvours;

sm.wmﬁé _
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

uaﬂhin‘bon 25, D.C.

Grand Hotel
No, 14 Rome, November 11, 1957

Mr. Hugh B. Ripman

Chief, Industry Division

Department of Technical Operations

International Bank for Reconstruction
and Develo t

Washington, D.C.

Re: CONE
Dear Hugh,

I enclose second draft of report on the CONE project revised in the
light of Walt's letter dated November 1.

We have adjusted the text of the report and the letter of intentions
for the factual and editorial comments contained in the letter. As regards
point 9, concerning SME's share in the sale of CONE products, it amounts to
a relatively small proportion represented by electrical appliances sold to
SME employees at special discount, and the Bank of Naples enjoys the same
privilege.

In the financial part we have made two major adjustments, i.e.:

(a) a reduction in the grace period of the proposed IERD
loan to two years; and

(b) an increase in total amortization aceruals from Lit. 50
million to Lit. 80 million p.a. in 1961 and after when
all facilities will be in normal operation.

In regard to (a) we have followed your instructions putting the company
on a minimum schedule, as apparent from the cash flow estimate. Concerning (b)
we have had another look at the depreciation rates and have induced the company
to increase them above the maximum permitted by law.

I have revised the financial forecasts accordingly, eliminating some
of the inaccuracies, as noted in the letter, for which I apoligize. (As regards
points 5 and 12 of the letter you seem to have compared figures for 1957 with
those for 1958 etc. thereby arri at different ratios.) I am still awaiting
the CGE finaneial statement for 1956, to include their summary in the tables
attached to the report.

I hope that in the revised report we have adequately covered all your

comments, which have helped to improve the report both in substance and presen-
tation.

With kind regards,

Yours

ladislav Svoboda
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Borrower

The prospective borrower is Compagria Napolitana Elettriei (CONE) of
Naplesy incorporeted in 1951, The company produces electric refrigerators
and water hesters, CONE is proceeding with the modernimation and expansion
of the companmy's production fagilities at Waples to a totel capacity of
504000 refrigerators and 30,000 water hoaters per year, The cost of these
installations, ineluding additional working capital and interest during
construction, is estimated at Lit, 1.6 billion ($2,56 million) of which
Iit, 700 million (81,12 million) is requested frem IBFD funds,

CovEts stock is held 50 by COE (Compegnia Generale di ettricita),

25% by SME (Societd Meridionale @i Elettricita), and 25¢ by Banco di Napoli,
09% is omed by FIAT and Inteynationel Gemeral Fleotrie voughly on & £ifty
fifty basis,

Description of the Projest

CONE operates an electric household applicangss plant at Naples, whose
production capacity has been increased from 2,000 units in 1952 to 22,600
units in 1956, The capacity of the plant is now being increased to 80,000
units, including 50,000 refrigerators (140 lts, and 180 lts, capacity) and
30,000 water heaters (80 1ts, capssity), based on & one shift operation,

The water hesters are manufsctured entirely at the plant,

In the case of the refrigerators, only the fremes, shell end chawber ave
manufactared at the plant, The refrigerating unit, plastie parts and insulating
materials are purchased from other mamifacturers, Plant produced and purchased
parts are then assembled and finished,

mmmotummmumuugnum
of the existing facilities is estimeted 2t Lit, 980 millionm,

DPresent Status
Buildings are 95 campleted, All equipment has been ordered and about 50%
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has arrived and is now being installed, Total completion of the plant is
estimated by Mareh 1958, Up to September 1, 1957 about Lit, 155 million had
been spent on the project,
Mvapement

In view of the successful operation of CONE duting the last five vears and
thelr axperience in the mamfacture of electric appliances, it seems unlikely
thet any serious problems should arise as a result of the propesed expansion,
Should any sach problems arise, the company Eppesrs to have qualified persemnel
to deal with them,
Himnsing

It is proposed that the cost of the projecty estimated as 1it,1,580 million,

would be covered as followss ¢

Increase in share capdtal

Stareholders' advances

Retained earnings
Total own funds

IBRD Loan
ISVEIMYR Loan

Total borrowings
Grand Total

A8
-

The additional stare gapital as well as the shareholders' advances would
all be furnished by COFy inereasing that company's majority positiom im CORE
eorrospondingly, CONE's estimated position on completion of the project and
at the end of the fourth yemr of normal operations is shown below

e —_—

1
]

& b ks eh&sE

Fixed Assets
lessy depreeiation
Net Fixed Assets

Yet Current Assets
"Additional Assets"

Total Assets

B o 8
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958 0 1962
Share Capital 300 450
Shareholders! advances 1,186 1,170
Surplus 68 210
IBRD loan 700
Other long=term debt 110

The financial forecasts of the CONE compeny are given in Amnex )
A letter setting forth the financial conditions agreed to by the Company is
attached in Amex 7 ,
SO Opepetions

Het sales of the Cone gompany inereased from Iit, 146 million in 1993 to
lite 14186 million in 1956, producing & net ineome of Iit, 1 million and
Lit, 10 million respectively, This latter mmount represents a net return on sales
of sbout 17 and on share capital of 3,38, The low profitability apparent from
the above figures is due to the fact that the CONE company operetes essentislly
as 2 mamfagturing plant for its main shareholder, the 0%y with widch it has
a technical management and sales contract, Under this contragt COX receives a
sales commission (16%) and 2 manpgement feey 21l of which representing sbout
20% of COVE's total costs, Im additiony in three major business centers where
CO% performs retailers services, it retaine a 25%=30f mark-up on factory prices,
The two minority sharcholders of CONT enjoy, erential positon in regerd to
dividends (6%) and also derive certain other benefits from commereial relations
with the company, The Bank of Naples acts as Cone's banker and SMPE benefits
fram the increased sales of power required for the operstion of the electric
appliances mamfactured by CONE,
Yarkots

Betwesn 1953 and 1956 sales of refyigersitors in Italy increased by sbout
507 a year and sales of water heaters by atout 208 a yesr (see Ammex 3), Although
the rate of inerease las besn declining, the sales inoreaso between 1955 and 1956

maummmmamnrumw fven Aif 1t is
consepvatively assumed that sales of refrigerators would increase by only 158 a
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year and sales of water heaters by 108 a year, sales of these appliances by 1961
would amount to L00,000 refrigerators and 327,000 water heaters, Fstimeted

sales in 1960 by CONE of 45,000 refrigeretors and 21,000 water heaters would
represent 11 of total estimated sales of refrigerators and 7,5% of total estimated
sales of water heaters in Italy, In 1956, COUE's sales amounted to 6% and 5¥
respectively of total sales of these appliances, By using the well established
COT sales organisation for distribution of its products, CO'E should be able to
achieve the above sales targets,

Retail prices of CO'K's appliances compare favorably with the same type
and size of other local mmfesturers, Mo serious competition is expected when
the Turopean Common Market's provisions come into effect, because of the
company's close relations with producers of similay @ pliances in other Furopean
countries,

Eaynings and Debb Service Coverege

The Comparyr expects the new fagilities to reach nommal operation in the
third year after completion of the project, and forecasts a net profit of Iit,

76 million on sales of about Lit,3.98 billion, This represchts a profit margin
dmﬁmdauunnmu#mmm‘nmﬂhu.

On the basis of & 2% profit mrgin, the mmpany's earnings before depresiation
and interest would cover approvimately 1.8 times the service of the proposed IBRD
loan and sbout 1,5 times the debt service of the company's emtire long~term debt,
In view of the clese interrelationship between COMT and COE, appropriate guarantee
arrangements with COT would be required to secure the proposed loany A summary
«wg--mmmmmmwmmymmﬁs
is shown in Amnex  attached, These statements indicate a socund financial position,
Feonomle Justification |

The plant will produces at an economie costy refrigerators and heaters to meet
the growing demand of the local market for household sppliances, ¥t will
ereate new working opportunities in the Naples area providing direct employment
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for about 135 additional workers,
Conglusions and Necommendatdons

The CONT project is soumd, and could be the basis for a loan, the equivalent
of Iit, 700 million ($1,12 miliion), éMoluding interest during econstrustion, for
a temm of 12 yearsy inmcluding 2 years grege period,
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Except as the Bank, the Cassa and ISVTIMER shall otherwise agree,

The shaye capital of the Campany shall be at least
Iit,30040004000 paid in as required

o

|
|
%
?
|

because the funds available are inadequate to ensure its completion
and of the nescessary working capitel, prompt arrangements
shall be made in accordance with a financial plan approved by ISVITMIR
to provide the necessary funds as and when they are required,

|

II, Shall in all respocts be subordinated to all debts of the
Companyy and
ITI, Interest or smy other remmeration shall be payable and

paid thereon only out of net profits and only to
extent that dividends would be payable thereon if such

I, The ratio of current assets to current liabilities
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INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
WASHINGTON 25, D. C.

Grand Hotel
No. 1l Rome, November 11, 1957

Mr. Hugh B, Ripman

Chief, Industry Division

Department of Technical Operations

International Rank for Reconstruction
2nd Development

Washington, D.C.

Re; CONE
Dear Hugh:

I enclose second draft of revort onfthe CONE project revised in the
light of Walt'ls lebter dated November 15

Te have adjusted thas text of the report and the lebtter of intentions
for the factual and editorial comments contained in the letter. As regards
point 9; concerning SM®'s share in the sale of CONE products, it amounts
to a relatively small proportion represented by electrical appliances
sold to SME employees at special discount, and the Bank of 1Maples enjoys
the same privilege,

In the financial part we have made two major adjustments, i.e.:

(a) a reduction in the grace period of the proposed IBRD loan
to two vears; and

(b) an increase in total amortization zccrwals from Lit. 50 million
to Iit, 80 million p.2, in 1961 and after when 2ll facilities
will be in normsl operatioen,

In regard to (2) we have followed your instructions putting the
company on & minimum schedule, as apparent from the cash flow estimate,
Concerning (b) we have had another look at the depreciation rates and

have induced the company to increase them above the maximum permitted
by law,

I have reviged the financial forecasts accordingly, e=liminating sonme
of the inaccuraciesy as noted in the letter, for which T apologize, (L&
rogards points 5 and 12 of the lebtter you seem to have compared figures
for 1957 with those for 1958 etc, thereby arriving at different ratios,)
T am still awaiting the OCFE financial statement for 1956, to include
their summary in the tables attached to the report.

T hope that in the revised report we have adecuately coversd all your

prasentation,

With kind regards,
Yours,

Warln .

hels, Ladislav Svoboda
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COVNE
Borrower
The prospective borrower is Compagnia Napolitana Elettrici (CONE) of
Naples, incorporated in 1951, The company produces electric refrigerators
and water heaters, CONE is proceeding with the modernization and expansion
of the company's production facilities at Waples to a total capacity of
505000 refrigerators and 30,000 water heaters per vear, The cost of thess
installations, ineluding additional working capital and interest during
construction, is estimated at Lit, 146 billion (82456 million) of vhich
Iit, 700 million ($1,12 million) is requested from IBRD fundse.
COE's stock is held S50% by COE (Compacnia Cenerale di Flettricita),
25% by SME (Societd Meridionsle di Wlettricita)y and 254 by Banco di Napoli,
CCE is owned by FIA:T and International General Electric roughly on a2 fifty
fifty basis,

Description of the Project

CONE operates an electric houschold applicances plant at Naples, whose
production capacity has been inereased from 2,000 units in 1952 to 22,600
units in 1956, The capacity of the plant is now being increased to 80,000
unite, including 50,000 refriggators (1k0 1ts, and 180 1lts, capacity) and
30,000 water heaters (80 1ts. capacity), based on a one shift operation,

The water heaters are manufactured entirely at the plant,

In the case of the refrigerators, only the frames, shell and chamber are
manufactured at the plants The refrigerating unit, plastic parts and insulating
materials are purchased from other manufacturers, Plant produced and purchased
parts are then assembled and finished,

The total cost of new building and assenbly lines as well as modernization
of the existing facilities is estimated at Iit. 980 million,

Present Status

Buiddings are 95% completed, All equipment has been ordered and about 50%
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has arrived and is now being installed. Total completion of the plant is
estimated by Merch 1958, Up to September 1, 1957 about Iit. 155 million had
been spent on the projecte
Management

In view of the successful operation of CONE duking the last five vears and
their experience in the mamufacture of electric anplisnces, it seems unlikely
that any serious problems should arise as a result of the proposed expansion,
Should any such problems arise, the company appears to have qualified persomnel
to deal with them,
Finaneing

It is proposed that the cost of the project, estimated as Iit,1,580 million,

would be covered as follows:

Million lire ;4
Increase in share capital 150
Shareholders! advances 625
Retained earnings 35
Total own funds 810 52
IBRD Loan 700
ISVEIMZR Ioan 70
Total borrovings 770 _L8
Grand Total . 1,5€0 100

The additional share capital as well as the sharsholders! advances wonld
all be furnished by CGE, increasing that company!s majority position in CONE
correspondingly, CONE's estimated position on completion of the project and

at the end of the fourth yesr of normal operations is shown belows

Dec. 31 Decl 31

1958 1962

(M1lion Tive)
Fixed Assets 1’221 1’221
less: depreciation 47 28l
Net Fixed Asczets T,170L o537
Net Current Assets 1,16 1,304
"Additional Assetsh 26 192

Total Assets 2436) 2,033
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Dec. 31 Decs 31
1958 1962
Share Capital 300 1450
Shareholders! advances 1,186 1,170
Surplus 68 210
IBRD loan 700 539
Other long-term debt 110 &l
Total Liabilities & ®auity 2436l 2,1133
——— ———————

The financial forecasts of the CONE company are given in Annex /
A letter settinz forth the financial conditions agreed to by the Company is
attached in Annex 2 .

CQTE Operations

Net sales of the Cone company increased from Lit, 18 million in 1853 to
Lit, 1,186 million in 1956, producing & net income of Iit, 1 million and
Lite 10 million respectively, .  This latter amount represents a net return on sales
of about 1% and on share capital of 3,3%. The low profitability apparent from
the above figures is due to the fact that the CONE company operates essentiall.y
as & mamufacturing plant for its main shareholder, the CGE, with which it has
a technical management and sales contract, Under this contract CGE receives a
sales commission (16%) and & management feey all of which representing zbout
20% of COVE's total costs. 1In addition, in three major business centers where
CCE performs retailers servit.%é'l, it retains a 25%-30% mark-up on factory prices,
The two minority sharsholders of CONE enjoy/;refererntial positim in regard to
dividends (6%) and also derive certain other benefits from commercial relations
with the company. The Bank of Naples acts as Cone's banker and SME benefits
from the increased sales of power required for the operation of the electric
appliances manufactured by CONE,
Markets

Between 1953 and 1956 seles of refrigerators in Italy increased by sbout
50% a year and sales of water heaters by' about 20% a year (see Arnexd). Although
the rete of incrsase has been declining,; the sales increase between 1955 and 1956

amounted to }j3% for refrigerators and 18% for water heaters, T%Even if it is
conservatively assumed that sales of refrigerators would increase by only 15% a
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year and sales of water heaters by 10¥ a2 year, sales of these appliances by 1961
would amount to 00,000 refrigerators and 327,000 water heaters, REstimated

sales in 1960 by CONE of L5,000 refrigerators and 2},000 water heaters would
represent 118 of total estimated sales of refriserators and 7.5% of total estim-ted
sales of water heaters in Italy, In 1956, CONE'e sales smounted to 6% and 5%
respectively of totel sales of these appliances, By using the well established
CGE sales orgemization for diziribution of its products, CONE should be able to
achieve the above sales targets,

Retail prices of COME's appliances compare favorsbly with the same type
and size of other local mamifzcturers, No serious competition is expected when
the Buropean Common Market's provisions come into effect, because of the
company's close relations with producers of similar apliances in other Buropean
countries,

Earnings and Debt Service Coverzge s

The Company expects the new facilities to reach normal operation in the
third wear after completion of the projecty and forecasts a net profit of Iit,
76 million on sales of about Lit,3,98 billion, This reprosedts a profit margin
of azbout 2% and a return on share canital end sharcholders'! advencescf leT%.

On the basis of a 2% profit ggergin, the company's earning;s before denreciation

*

and interest would cover approximately 1.3 times the service of the proposed IRRD
Ioan and shout 1.5 dimes the debt service of the companyts entire longz-term debt,
In view of the cdlese interrelationship bebwesn CONE and COE, appropriate guarantee*
arrengements with CCE would be regnired to secure the proposed loan, A summary
of COR's official balance shects and financial statements for the years 1953/5%
is shown in Annex attacheds These statements indicate a sound finaneial position,

Feconomic Justification

The plant will produce, at en economic cost, refrigerators and henters to meet
the srowing demand of the local market for household appliances, It will

creabe new working opportunitiss in the Naples arsa providing direct employment
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for about 135 additional workers.

Conclusions and Recommendations
The CONE project is sound, and could be the basis for a loan, the equivalent
of Lit, 700 million ($1,12 million), &Xcluding interest during construction, for

a term of 12 years, including 2 years grace period,



year ended Dece 31

T. E2rnings Statement

Prodnction(% of capacity)

Operating costi
Interest IBRD _/

other
Depreciation
Taxes

Total Costs
Net Sales

Wet Income after Taxes

Net income (¥ of share capital)

IT, Sources and Applications

of runde

Net income befors interest
Depreciation aceruals
Share capital
Sharcholders! advances
IBRD loan

Other long term debt

Total Sources

Plant and Eq!ipment
Interest during construction

Totel Tixed Assets
Net Current Assets
IBRD debt serviee 3/
Other long term debt
"Additionzl Assetd!

Total Applications

CONE

Financial Forecasts

(corrected Tor Weshington Comments)
(million lire)

Construection

-

(Refrigerators
(Heaters

S rnan /)

ond draft
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BTN R

30¢% 52% 715 907  92%
50% 604 70% 807 90%
1,162 1,585 1/ 25103 3,121 3,80 3,912
- (25)= 119 18 L5 Lo
3 6 5 5 I I
9 12 35 45 80 80
2 1 2 3 3 5
1,176 1560L 2,9k 3,232 3,933 L0l
1,186 1,645 2,500 39250 3,978 Lh,110
10 a1 10 18 L5 69
303 S = h
g n R L E
7 i) a0
150 5 150 2/
309 163 133 (-150)2/
700
70
gg 92 232 . 116 17k 193
——rr— - ————3 - ——— — ===
530 1125
25
530 450
- W60 140
- ho 98 98 o8
11 16 16 14 14 15
10 16 27 2 60 7
_ooL 92 232 16 _17h 193

'].’/Interest auring construcition capitalized
&

Canitalizatior of Lit, 150 million shareholders! advances
_/Assumb.d loan Lit, 0,7 billion at 7% for 12 years including 2 years grace period
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Financial Torecasts
(corrected Tor Washington camments)
(million lire)

Construction Operation
1956 ) L 1050 5 oF
actual
III, Balance Sheets
25 oF DECe
Fixed Assets 21 7T 1,221 1,221 1,201 1,221 1,221
1ess Depreciation 26 35 L7 g2 127 207 287
Vet Fixed Assets 215 736 1,17h 1,139 1,00L 1,01} 934
Net Current Assets 70l 70l 1,16} 1,304 1,304 1,304 14304
tpdditional Sssetst 10 24 3 o 115 194
919 150 2,36l 2096 2,453 2,433 2;l32
Share Capital 150 300 300 300 5o 1150 L50
Shareholders! advances €9, 1,003 1,186 1,319 1,16 1,169 1,159
Surplus 17 ¢« 27 68 78 96 A 210
IBRD Iozn = u/ 700 700 650 597 539
Other long term debt 58 120 110 99 88 76 6l
Total Tiabilities & ‘
n
Equity 919 1;&50 24360 2,196 2=h5'3 2,433 2,h32

L/Including Lit.70 million loan from ISVEIMER at 5,5% for 10 year period ending June 30,1967
and ILit,})9 million loan fro nco di Napoli at 5% repayable by June 30, 1962



AnnEx 2

CONE
?nd draft
International Banlc for - XI-11=57
Reconstmection and Development
1818 H Street NV,
WASHINGTQN, D.C.
Gentlemens:
(1) This will confirm certain understandings reached during recent discussions

betwesn reoresentatives of the International Bank for Reconstriction and Develop~-
ment (hersinafter Peferred to as the Bank), the Cgfsa per :re Streordinarie
di Pubblico Interesse nellfItaliay Meridionale,(the c]::?ﬂ: Istit per 1o
Sviluppo Economico della Ttaliz Meridionale VEDMER™] 2nd CONE (¥Ehe Company™

(2) You have informed 98 that the Bank is considering a loan to the Cassa and
that part of thet loan will be specifically allocated for loans for various
industrial undertakings in the areas of the Cassals competence,

(3) We have proposed that there should be financed out of the procesds of the
loan our project for modernization and expansion of the company's production
facilities to a total capacity of 50,000 refrigerators per year and 30,000 !
water heaters per year, We have informed you that the pro-forma balance sheet
of our company, on completion of the nroject, would be as follows:

Assets « Liabilities

Tixed Assets : Lit, 15221,000,000 Capital Lit. 3003000,000

Less Depreciztion 117,000,000 Surplus 68 500045000
Sharcholders! advances 1,18£,000,000

Net Fixed Assets 1,517),000,000 -

Net Current Assets 1,16L4,000,000 IBRD Ioan 700,000,000

"Additional Assets" 26400054000 Other long-term loang 11.04000,000

Lit, 2536L,000,000 Lit, 2,36&;000.000

(L) It is understood that thﬁmounts shorn as surplus and additional assets
may be reduced by the amounts dividends paid during the interim period
subject to the restrictions of thiks letter,

(%) The cost of the project should be considered z2s Lit, 980,000,000 for
additional fixed assets and Lit, 600,000,000 for net current assebs, We have
explained that during the first year following completion of the project the
net current assets requirement will be increased to Iite 1,30l 40004000, The
increase of Lit, 110,000,000 will be provided from earnings and depreciation
accruals during the year and through additional shareholders! advances,

(%) We have been informed thet if the proposed loan should be made, it will
be made to the Company by ISVEIMTR, to which the Cassa woudd lend a portion
of the Bank's loan for the purrose. You have said that before you could approve
favorable consideration by the Cassa or ISVEIMER of the proposed loan you would

require certain undertalkings from the Company with respect to the treatment of
shareholders! advances and working capital,

(7) The assurances and undertakings which you have requested, to be effective
while any part of the loan to the Company will be outstanding are that walid
arrangements be made, under whichs
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A, Except as the Bank, the Cassa and ISVEIMER shall otherwise agree,

I. The shaye capital of the Company shall be at least
Lit,30050005000 paid in as required

II. Shareholders! advances; twelve months after completion
of the project will totel at least the difference
between Lit, 1,619,000,000 and the paid in share capitel,

Be If the completion of the project or its succesful operation is
hindered or delaved or is threatened with hindrance of delay
because the funds available are inadequate to ensure its completion
and the provision of the necessary working capital, prompt arrangements
shall be made in accordance with a2 financial plan approved by ISTEINER
to provide the necessary funds 2s and when they are required,

Ce Shareholders' advances provided under subparagraphs A or B:
I, Shall not be withdrawn;

IT, Shall in all respects be subordinated to all debts of the
Company; and

III, Interest or any other remuneration sghall be payable and
paid thereon only out of net profits and only to the
extent that dividends would be payable tlhereon if such
shareholders' a2dvances had originally been p2id in as
share capital,

De The undersigned will not, without approval of the Cassa and
ISTEINER, pay dividends or make any other payments to share-
holders, or adopt any policy if such payments or volicy will
result in or emnvisage:

I The ratio of current assets to current liabilities
being less, at any time, than 2:1;

II. The excess of curraﬁ asgets over current liabilities
being less, at any time, 2fter the end of the first
twelve months following completion of the project, than
Iit. 1,300,000,000,

(8) For the purpose of this lstter "current assets" shall be considered
as cash and assets readily convertible to cash &nd all other assets which
would, within one vear in the ordinary course of the Company?s business
be converted into cash or assets readily convertible into cash; and
"eurrent liabilities" shall be considered ag liabilities due and payable
and all other liabilities which wmld be payable or could be called for
payment within one yezr,

(9) The nndersigned Company hereby gives the assurznce and undertakings
set forth in paragraph (7) above to be effective on the condition that you
make 2 loan to the Cassa and that from the proceeds thereof ISVEIMER agrees
to make a loan to the Company for the above mentioned purpose in the approximate
amount of Iit, 700,000,000,
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(10) It is understood that the terms and conditions of any such loan
will be set forth in an agreement to be negotd@ted and entered into
between the undersigned Company and ISVEIMVR and that the substance of
the assurarces and undertakings given in this letter will be incorporsted
therein,

Yours truly,

CONE
Compagnia Napolitana Elettrici



Year

1953
1954
1955
1956

1957
1958
1959
1960
1961
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SALES OF REFRIGERATORS AND WATER HEATERS TN TTALY FROM 1953 to 1956

(in thousands)

Refrigerators Water heaters
Tot=l Number Increase 5 oY Total Number Increase % of
Nunmber Inecrease Number Increase
60 120
100 L0 67 145 25 21
1o Lo Lo 170 25 17
200 60 L3 200 30 18
ESTIML TED SATES OF REFRIGFRATORS AND WATER HEATERS TN ITALY FROM 1957 to 196X

230 30 15 220 20 .10
265 35 S 21,5 25 1
305 1,0 15 270 25 10
350 L5 15 297 27 10
| elo) 5Q 15 327 30 10
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ISTITUTO REGIONALE PER IL FINANZIAMENTO ALLE INDUSTRIE IN SICILIA

Risposte allanota del . N.__. -

OGGETTO

L.BsRsDe industrial
loans

- A A

ENTE DI DIRITTO PUBBLICO

Dalermo, November 9th 1957

Via Gen. Magliocco, 1 - Tel. P.B.X 15674 - Ind. Telegr. IRFIS

-

®)
5
S
&

(«,c’ INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT MISSION
¢/o Grand Hotel 14

R O M A

EETooCCoRSSEES

We send you, here enclosed, copies in
English of three letters that we have sent to day
to the Cassa per il WMegszogiorno.

The above copies will be officially for-
warded by the Cassa to this respectable Mission.

Yours faithfully

Istiliic Regionsle pe

r il Finahziamenlo
e Induslrig; in Si A7
il 1 % -
/
X
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ISTITUTO REGIONALE PER IL FINANZIAMENTO ALLE INDUSTRIE IN SICILIA

ENTE DI DIRITTO PUBBLICO

Dalermo, November 9th 1957

N f E 1% Vis Gen. Magliocco, 1 - Tel. P.B.X 15674 - Ind. Telegr. IRFIS
GM/AA/1s
Rispons Alle nems oo oo Mg Cassa per il Mezzogiorno
Servizio CIFT
Qe Piazza dei Congressi, 20 - EUR
IBRD industrial loans R 0 m a

~AAAN

We beg to refer to the verbal request submitted by Mr. Edward
De Alba of the I.B.R.D. who has recently examined the industrial pro-
jects suggested for +the next loan of the Bank. You may rest assured
that the patents used by the Company Montecatini in connection with
the enrichmént of kainitic ore and with the production of potassic
sulphate do not interfere in any way with the process proceedings
adopted by concurrent Companies.

We beg you to kindly inform at your earliest convenience the
I.B.R.D. Mission of the above, and in view of such we enclose a copy
in English of this letter.

Yours faithfully

Istilule Red

alle Indusiri vicili

- i QICIHIg

Dominici Sesto
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ISTITUTO REGIONALE PER IL FINANZIAMENTO ALLE INDUSTRIE IN SICILIA

SENCCRYN

ENTE DI DIRITTO PUBBLICO

Dalermo, November 9th 1957

Via Gen. Magliocco, 1 - Tel. P.B.X 15674 - Ind. Telegr. IRFIS

Finanz. IIT - GM/AA/1s .

Risposta alla nota del

OGGETTO

Cassa per il Mezzogiorno
Servizio CIFT
Piazza dei Congressi, 20 - EUR

IBRD industrial loans R () m a

~AN

We beg to refer to the verbal request submitted by Mr.Edward
De Alba of the I.B.R.D. who hae recently examined the industrial
projects suggested for the next loan of the Bank. You may rest as-
sured that the process proceedings chosen by the Company Sali Potas-
sici Trinacria do not interfere in any way with the patents however
registered in Italy.

It is stressed furthemore that the machinery chosen by the
Company will be supplied by an outstanding foreign industry which
is responsible and enjoys the sole manufacturing rights of the pro-
cessing adopted in relation to other similar processing.

The above stated excludes the possibility of interference
among the industrial projects of other companies for the production
of potassic fertilizers.

We beg you to kindly inform at your erliest convenience the
I.B.R.D, Mission of the above, and in view of such we ennlose a copy
in English of this letter.

Yours faithfully

Istitule Regionsie per il Finanziamento
slle Indusirie in Sicilia

Dominici Sesto
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ISTITUTO REGIONALE PER IL FINANZIAMENTO ALLE INDUSTRIE IN SICILIA

ENTE DI DIRITTO PUBBLICO

L, — Novembre 9th 1957

Via Gen. Magliocco, 1 - Tel. P.B.X 15674 - Ind. Telegr, IRFIS

__ Finanz. IIT - GM/AA/1s

Risposte alla nota del ... ... ..

OGGETTO

IBRD Industrial loans

~AN

Cassa per il Mezeogiorno
| PR Servizio CIFT
Piazza dei Congressi,20 - EUR

R 0 m a

We beg to refer to the verbal request submitted by Mr.Edward
De Alba of the I.B.R.D. who has recently examined the industrial pro
jects suggested for the next loan of the Bank. You may rest assured
that the process proceedings chosen by the Company"S.IN.CAT." do not
interfere in any way with the patents however registered in Italy.

It is stressed furthemore that the machinery chosen by the Com
pany will be supplied by an outstanding foreign industry which is re-
sponsible and enjoys the sole manufacturing rights of the processing
adopted in relation to other similar processing.

The above stated excludes the possibility of interference among
the industrial projects of other companies for the production of po-
tassic fertilizers.

We beg you to kindly inform at your earliest convenience the
I.B.R.D. Mission of the above, and in view of such we enclose a copy
in English of this letter.

Yours faithfully

Istilulo Regionale per il Finanziamento
alle Indusirie in Sicilia

Dominieci Sesto
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INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVEL.OPMENT
WASHINGTON 25, D. C.

Grand Hotel
No, 13 Rome, November 9, 1957

Wr, Hugh B, Ripman

Chief, Industry Division

Department of Technical Operations

International Bank for Reconstruetion
and Development

Washington, D.C.

Dear Hughs

Enclosed is draft report on the CMI project together with draft letter of
representations, both of which have been cleared with the Area reoresentatives,

This project for the installation of an electrolytic tinning line is technically
sound and does not appear to pose any major market problems,

There are, however, some financial aspects which require further explanation:

1) The company proposes to provide the entire amount of its share in financing
the project from internal retentiorg The cash flow estimate indicates that
this should be possible, although appears to leave only a small margin for
unforeseen requirements and for dividend distribution durinc the construection
period, This forecast, however, may be considered conservative since estimated
earnings have been based on the 1957 fimires with no sales expansion provided
for during the two construction vears, Moreover, as in the past, net income is
shown after setting aside considerable funds to hidden reserves, In view of
the above T have accepted the proposed financing method on the condition that
the company would undertake to make up any possible shortfall in financing
through pay in of additional share capital or shareholders advances,

2) The company, in the past, has shown a rather poor liquidity position, with
a current ratio varying between 1l.1:1 to 1,3:1, and no substantial improvement
in this situation has been foreseen for the future, The company contends that
this is an apparent rather than actwzal situation beczuse of the drestic under-
valuetion of inventories, Taking account of hidden reserves, stated as about
Tt 0 billion,the ratio would exceed 2:1, In view of this situation I have
tentatively sucgested a current ratio of 1,5:1 provided the existence of
unimpaired hidden reserves in approx the stated amount czn be confirmed, Since
the company does not went to Mirnish any written statement on this subjcct, I
hare suggested that ISVEINIR should investigate into the situation on the spot
and furnish a written report on the company's reserves, status of bad debts,
adequacy of depreciation rates on the existing plant, etec, Both parties have
agreed to the proposal, Subject to the report of the ISVEIMER auditor, which
las been promised for the end of next week, I sugsest that we agree on a 1,5:1 cur~
rent ratio for this project, and, if the company insists, permit = somewhat lowey
ratio (say le3:1) during the transitional period of congruction, ’

3) The company's capitalization appears rather poor, showing in 1956 a debt/
equity ratio of 55/L5 (if pension fund and other provisions are excluded from
the equity computation), This is due mainly to the considerable indebtedness
towards IMI incurred by the company in financing its postwar reconstrction
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program, largely due within the next ten years, The situation may be expected
to graduzlly improve, as the debt is being repsid, provided the company incurs
no additional indebtedness in financing further expansion, I have been told
that no expansion plans other than the proposed project are contemplated at
present, However, to assure & sound sitvation in the future we may put up a
debt limitation by proposing a2 minimum dabt/equity ratio of say 50/50. I have
tentatively included such & provision in the draft letter of finaneial commit-
ments, but do not feel strongly about the point, considering the fact that
CMI enjoys a strong backing by its parent company, the Falck Group of Milan,
generally known as one of Ttaly's best steel mamufacturers. I wounld therefore
propose not to insist on this provision provided the proposed mortgage on the
plant, which would rank behind the mortgages previously granted, would be
supplemented by a fiduciary guarantee by Falck as security of the ISVETMER
loan, I will send the revised summary of balance sheets and financial state=-
ments for Falck, a8 soon as latest figures are made available,

L) The Iit, 600 million Bank lozn is proposed for 10 years, plus 3 vears
grace period, I have accepted the somewhat longer grace period considering
the fact that because of the tight constmiction schedule it is possible that
completion of the nro;;ect may be delayed six months, until June 1960, with a
corresponding delay in the trial period until June 1961,

As regards our further work schedule, we hope to have a final meeting with
SIL on Monday November 11, whith should enable us to complete the last report
still outstanding. A mesting with Mr, Giustiniani, Vice-Chairman of Montecatini,
concerning the aluminum project, is set for Tuesday next. Meanwhile we are
working on the revisions of the several draft reports on which com.n:nezrrlsﬂI by the
Division have been received,

The members of the Rank mission are aware of the time still required to obtain
final approval by TOD of the projects recommended for Bank financing ond we have
agreed that this would not delay preparation of the loan documents and discussion
on the approximete amount of the loan and broad distribution of loan funds by
sectors, subject to final figures, for further reference to Washington, Ellsworth
Clark has agreed to review the vreliminary drafts of the letters of representation
on the understanding that these are still subject to changes vending comment and
final approvel by TOD, This ®Wéuld enable Tllsworth to leave for Washington on
Thursday November 1L and Sid for Vienna on November 17, while Scott would stay on
a few more days, if necessary, to help to finalize the letters of representation,
Fduardo has postponed his departure until November 1li,

With best regards from all of us,

: o Yours,
Undselu,

Bnels, Ladislav Svoboda
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Borrower

The proppective borrower is Cantieri Metallurgici Tteliani (CMI) incorporated
in Naples in 1916, The company operates plants a2t Castellammere and Naples for
the production of galvanized sheets, hot=dipped tin plates, mte and bolts and
builds and repairs railway rolling stock, CMI would install a line for the
production of electrolytically tinned plate in their plant at Waples, The cost

s

construction, is estimated at Tit.l.7 billion ($2imillion) of which Iit, 600

.—-——"—-_-_~
million (%0496 million) are requested from IBRD funds to finance the imported

of the project, including additional }orlc'mg capital and interest during

equipment for the project. CMI is owned by Acciaierie e Ferriere Lombardi
Falck S.peds of Milan, large manufacturers in Itely of iron and steel products.

Description of the Preoject

The project contemplates the installation of a modern electrolytic tinning
line where cold reduced steel strip in coils will be electroplated with tin on
both surtces. This line wuld have an estimated production capacity of
215000 tons per year of tin plate of international standard types. An increase
in capacity of an additional 125000 tons per year can be accanplished with minor
modifications and enlargements of the line, The cost of this installation is
estimated at I.it..z:i?- million of which some Lit, 600 million would be required
for the acquisition of imported machinery and equipment,

The electric power required will be about 5.l million kwh per vear with an
estimated peak load of 1000 kw and will be sipplied by Societ? Meridionale di
Elettricita, '

Present Status

The planning and engineering of the project have been completed; tenders for
machinery and equipment received and analyzed; orders can be placedon short
notice. No work has been started. Installation is expected to be completed by

early 1959,



W

1st draft

CMI -2 = wx XT-9=57

Management
C¥I has over thirty years of experience inﬁb/in plate memifacturing, The

company has a managerial and technical staff which hae the necessary experience
to merate the electrolytic tin plate section, It can also obtain technical assiste
ancey if needed, from the Falck Groupe

Financing

It is proposed that of the Iit, __‘L_:E_ll::illion estimated total cost of the project
Iite 1.2 billion wuld be financed from depreciation accruals and retained earnings;
the remaining Iit, 0.6 billion would be covered by the proposed IBRD loan, The
financidl position of the Company at the end of fiscal year 1957, and its esti-

mated position upon completion of the projsct at the end of three years of ope~

ration of the new electrolytic timning line are as follows: (million lire)

Octe 31 Octs 31 Oety 21
1957 1959 1962
(preliminary) (estimated)

Fixed assets 119980 65020 6,020
Iess Depreciation 2,270 2,870 1,070
Net Fixed assets 2,710 3,150 1,950
Net Current Assets 1,036 1,210 1,810
"Additional Assets 160 1,418
Total Assets 3576 145520 59208

* ———1 ———3 1

Share Capital 1,000 1,000 1,000
Surplus and Reserves 1,185 1,625 2,842
IBRD loan - 600 L76
Other long term debt 1,561 1,295 890
Total Egnity and ILiabilities 397h6 14520 5,208

The Company's sales have increased from lite Te6 billion in fiseal wyear 195
to Lite 12,0 billion in 1957, Net income has risen from Lit, 5l million to
Iit, 80 million, representing net return on share capital of 14% and B8Y respect~
ivelyes Considering the substantial amounts set aside each year to hidden reserves,

the ampany's actual income in recent years may be estimated at four to five times

the officially declar .
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Markets

Tin plzate consumption in Itzly for home use and export requirsments has
increased by 150% from the prewar vears, In 1956, 116,000 tons were used of
which 57,000 were imported, CMI location in Naples, which is the center of a very
important camning industry, would have the advantage of selling tin plai;e for
canned foods under the so-called "duty Bound" regulations, that is, tin plste
?rod.uced with temporzrily imported raw materials without payment of import duties
which can be sold at especially low prices,

wofild be able to produce tin plate at a price competitive wi th present
Vw‘ prices of other producers vithin the aropean Common Market, The Company expects
to export about 3084 of the electrolytic tin plate produced to countries in the
Mediterranean market using their existing export sales organization,

}nother electrolytic tinning ﬁlant is being installed in Northem Italy, It is
estimaeted that the output of both nlants can be placed in the loecal and eport *
markets since their hot dip plating production will be decreased according to
market requirements, Tlectrolytic tinning is displacing hot—dipped tinning all
over the world due to its economic and technical advantages,

Earnings and Debt Service Coverage

The company estimates that ime1962, when the project will have reached full
capacity, total production of all faecilities will have increased by about 20% over

presant levels, Based on present costs and sales prices, sales would amount to

Lit. 1k, Billion per yvear, and net MM milliony representing a
return of 10¢ on the compa._nyls_ ec;uity investment and as much 2s 38% on its share
gcapital, Forecasts of the company's sales and earnings as a whole are given
in Annex / '

Bstimated company earnings before interest and depnrecistion vhen d 1 facilities
are operating at a normal retey should cover the debt service of the proposed

IBRE loan abG.l'b 3. :'..nes and the total debt service requirements about 2,9 times,

The company shouldbe able to withstand a simultaneous drop of ?l" in revemues
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and an increase of A% in operating costs and still meet the servicing require-
ments of the proposed TBRD loan and its prmsenf debts,
Economic Justification

project
The CMI/will produce electrolytic tinplate of intermational standards and

thereby will reduce the need for increased imports of this product to meet the
growing demand of the canning industry and other users, The plant will be
located in Naples, the center of Italyts important canning industry, It will
contribute an estimated savings in foreign exchange of Lit.1l.8 billlion p.a.
(8249 million),

Conglusion and Recommnendations

The CMI projectis sound and could form the basis for a loan of ILit, 600 million
(8960,000) excluding interest during construction, The term of the loan could

be 13 years, including 3 years grace period,

1 cubchide 12,000 Vos of hal-dyped fn phle ol
J iiu:u f{w:i o A2oo lewy of mpesked ol fin pte o

s CIF (Jrice a{ (50,000 l/rm.

I
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(VEIllion Iire)

Comtruction Project

Operation %ggggg Plant

Opsration all facilities

vear ending Oct. 31 1960 1961 1707
I, Farnings statement
Pro duction (% OF capacity ’\
of electrolytic tinning \
line) 75 75 100
Operating costs 11,850 11,850 13,282 134282 13,110
Operating reserves 100 100 100 100
Interest = IBRD Loan-/ (15}~/ (35}‘/ L2 12 38
= Other long term debt 100 90 90 80
Depreciation 300 300 h0o 1,00 L0o
Taxes 30 30 1) L0 L3
Total Costs 12,380 12,380 13,954 13,95 2 7TTL
Net Sales 12,500 12,500 1);,220 1,228 11,156
Net Income aftor taxes 120 120 266 266 385
f———— F———— ———3 f———_&
Vet Income as % of share
capital and Reserves g 5 9 8 10
II, Sources and Application
ol runds
Net +ncome before interest 220 220 398 398 503
Depreciation accruals 300 300 ;00 1100 100
Accruals on operational ressrves 100 100 100 100 100
IBRD Loan 200 1,00
Total souwrces 820 _1,020 898 898 1,003
Tixed Assets 500 hoo
Interest and Financial charges 15 35
Total Fixed Assets 515 525
Net current ascots (=26) 200 1450 150
IRRD debt Serviee L2 102 102
Service on other long term debt 231 235 225 225 215
"Additional assets" 100 60 181 571 5356
motal applications "L 820 1,020 898 898 1,003
f—————— 1 b—{——1 = - ——§

%/1ﬂﬂ1na1qg Pension Tund and other pre—profi% reserves
assuming loan Iit, 0¢6 billion at 79 for 13 wezrs ineluding 3 ye
/iﬂtercﬂt during construction capdtalized

1.€Y0, ™, 00

§ grace period
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Operation Txisting Plant
Operation all facilities

year ending Octe 31 1957 1958 L9 19860 1081 1962
preliminaxy
IITI. Balance Sheets
Tixed assets = project 515 ‘1901;0 ) 1,040 1040 1,040
Existing

plant 15980 119980 115980 115980 145980 115980
Iess depreciation 2,270 245570 2,870 3,270 3,670 11,070
Net Fixed Assets 2,700 24925 3,150 24750 2,350 1,950
Net Current Assets 1,036 1,010 1,210 1,660 1,660 1,810
"pdditional assetst 100 160 3 912 1,148
Total Assets 3=7h6 115035 119520 9751 19922 5208
———— e | ——— —— ]

Share Capital
Surplus & Reserves

1,000 i 1,000 1,000 1,000 1,000 1,000
: 2 1,105 1,625 1,991 24357 24842

IRRD Ioen 200 600 £00 540 L76

Other Iﬂﬂg Term Debt 1,)430 1,295 1’160 1'025 890
Total Equity and

Tisbilities 3976 L,035  L,y520 lis 751 149922 55208

Ly/Tncluding loans Lit.1.2 billion from IMI, repeyeble within 15 year period ending 1968
Iit,0.,2 billion from Bank of Waples rapyable by 196k, and
bonds ILit.0.,3 billion repayeble within 20 year periods ending 1971 and 197h
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TRRD
Washingtony D.C.
Gentlemens
(1) This will confirm certain nnderstandings which have been reached

during discussions between representatives of the International Bank for
Reconstmiction and Devel opment (hereinafter refsrred to as Bank) ths Cassa
per Opere Straordinarie di Pubblico Interesse nelltItalia Meridionale ( the
Cassa ), the Istituto per lo Sviluppo Weonomico dell!Ttalia Meridionale
(ISVEIMER), and Cantieri Metallurgici Ttaliani S.p.A. (the Company):

(2) You have informed us that the Bank is cmsidering a loan to the Cassa
end that part of that loan will be specificzdly allocated for loans for various
industrial undertakings in the area of the Cassatls competence,

(3) We hgve proposasd that there should be financed out of the proceeds
of the loan our project to install and operste at our plant in Waples an
electrolytic tinning line of a capacity of 21,000 tons%'\ Q@a’o of
international standard types. We have informed you tlat the pro foxma balance

sheet of our commany, on completion of the project, wuld be as followss

Assets Tiabilities
Tixed Assets Tit. 6,0208000,000 Bhare Ganital ite 15000,000,000
Denreciztion 298705000,000 Surplus and reserves 1,625 30005000
Net Fixed Assets 35150,000,000 IBRD loan 60040005000
Net Current Assets 1,210,000,000 Other long-term debt 1,295 ;000,000
"Additional Assets" 160,000,000

Lit. L,520,0005,000 ite l13520,000,000

It is understood that the amounts slown as surplus and additional
assets may be rediuced by the amount of dividends paid during the interim period
subject to the restriction of this letter,

(L) The cost of the project should be considered as Lits §8L0y0004000

composed of Iit,1,040,000,000 for fixed assets and Iit, 800,000,000 for net

current assatbs,
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(5) We have been informed that if ke oroposed loan é‘:ﬁfzg-gz made, it
would be made to the Company by ISVEIMFR, to which the Cassa would lend 2
portion of the Bank'!s loan for the purposa You have said that before you
could approve favorable consideration by the Cassa or ISVEIVER of the proposed
loan yon would require certain undertakings from the Company with respect to
share capitel, working cepital and shareholders! advances,

(%) The assurznces and undert2kings which you have requested, to be
effective while any part of the loan to the Company will be outstanding are
that valid arrangements will be made, under whichs

A+ The undersigned will not, without approval of the Cassa and
ISVETMFR incur any additional long term debt, if such debt
will result in th;e ratio of equity to long term debt being less
than 1:1.

B. If the completion of the project or its successful operation
is hinderad or delayed or is threatened with hindrance or
delay because the funds available are inadequate to ensure
its completion and the provision of the necessary working capital,
prompt arrangememds shall be made in accordance with 2 financial
plan approved by ISVETMER to provide the necéssary funds from
share capital or whareholders' advances, as and when required;

Cs Shareholders! advances provided under subparagraphs e B -

I, Shall not be withdrawm;

II., Shall in all respects be subordinzted to all debts
of the Company; and

ITI. Interest or any other remuneration shall be payable
and paid thereon only out of net profit and only to
the extent that dividends would be payable thereon if
such shareholders' advances had originally been p2id

in as share capital,
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De The undersigned will not, without the prior spproval of the

Cassa and ISVEIMER, pay dividends or make other payments to the
shareholders or adopt any policy if such payments or policy will
result in or envisage: 4

I, The ratio of current assets ;,S‘Gurrent liabilities /
h -

being less, at any time, than 1,5:1

-

II. The excesas of current assets over current liabilities /-
being lees, after the first twelve months of operation, ’51,
than Tit. 1,L$oo,ooo,ooo. -
(7) For the purpose of this letter “current assets" shall be considered

2s cash and assets readily convertible to cash and all other assets which
would, within one year in the ordinary course of the Company's business be

converted into cesh or assets readily convertible cash; and"current liabilities"

shall be considered as liabilities due and payable and 211 other liabilities
which would be payable or could be called for payment within one year; "equity"

shall be considered as paid up share cgpital, shareholders! advances, the

Ordinary and Extraordinary Reserves and the Inventories snd Fixed Assets Reserve

(Fondo Svalutazione Merce e Impianti); ;{Mg_rln_ggp_?:shall be considered as

all liasbilities other than shareholders! advances due and payable after a period

of one or more years,

(8) The undersigned hereby zives you the assurance and undertakings set
forth in paragraph (6) above to be effective on the condition that you make a
loan to the Cassa and that from the proceeds thereof ISVEIMER agrees to meke a
lozn to the Company for the above-mentioned purpose in the approximate amount
of Lit. 60050005000,

(9) It is understood that the terms and conditions of any such loan will bé
set forth in an agreement to be negotiated and entered into bebtween the under-
signed and ISVETMTR and that the substance of the assurances and undertakings

given in this letter will be incorporated therein,

Yours trulvy
Cantieri Metallurgici Ttaliani
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ISTITUTO PER LO SVILUPPO EcoNOMICO
DELL’ITALIA MERIDIONALE
I.8.V.E.1.M.E.R.

NAPOLI

November 8, 1957

IL DIRETTORE

Mr. Murray Ross
¢/o Grand Hotel
ROME

Dear Mr.Ross,

According to your request, I am pleased to enclose
herewith a copy of the Report of the Board of Directors
and the Balance Sheet for the year 1956, as well as a ta
ble giving the classification of the applications accor-
ding to the residence of borrowers.

Placing miself at your disposal for any other infor
mation you may require, I remain,

Yours faithfully,

i

3,
/
#

Encls/ M#’é c\oum‘“‘-‘“-\' ‘
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INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
WASHINGTON 25, D. C.

Grand Hotel
Romey November 8, 1957

No, 12

Mr, Hugh B, Ripman

Chief, Industry Division

Department of Technical Operations

International Bank for Reconstruction
and Development

"-.‘.’ashingt.on, Dt C .

Deaxr Hugh:

I enclose second draft of report on the Montecatini Potash
Project, incorporating the comments of Walt's letter dated Wovember
e I have included in the report the two paragraphs on Montecatini's
financial position and development program previously contained in the
report on the Montecatini Aluminum Project, as it does not appear
probeble that this latter project will qualify for Bank financing,
I have made the improvements suggested under ths two headings except
for redraft of paragraph on financing the Program (No, N in Walt's
letter) since we have no reliable informetion on its estimated total
coste

We hope to send the revised ABCD and CONE reports within the
next few days, pending agresment with the companies on the proposed
reduction of the amortization and crace periods respectively.

Completion of the report on the SIL project has been delayed
because both negotiators are sick with the flu, We hope to mest them
this Saturday or early next week to work out.a reasonable financial
program, Meanwhile I enclose draft of the first part of the report
covering the technical and market aspects of the project,

With best regards.

Yours,

arw

Frcls. Ladislav Svoboda
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Borrower

The prospsctive borrower is the Societd Idroelettrica Iiri (SeI.L.)s 2 company
presently operating a hydro=electric sta.t:ion in the Liri velley supplying seasonal
power, This station would be completely integrated with 2 new pulp and paper
mill near Avezzano in the neighboring Fueino valley which wmould make full use of
this seasonal power., The total cost of the project as recently revised, ineluding
the written down valne of the power plant, as well as working capital and interest
during construction, is estimated at ILite 6,4 billion ($10,2 million) of which it
is proposed that Lite 342 billion ($5,1 million) should be financed from IBRD
fundse The Bank has already financed Lit 2,6 biliion (#li,16 million) under Ioan
117 IT. The additional Lit, 600 million now requested is needed to finance the
increase in the cost of the project,

SIL is controlled by the Torlonia group, which also owns other enterprises;
including flour mills, sugar factories, agricultural and urban land,

Description of the Pw ject

The mill would have an annual production capacity of 30,000 tons of paper
(12,000 newsprint, 10,000 mgaz_.&"ne, 85000 medium and fine) against 25,000 tons
as originally vplamned, The project will include a groundwood mill producing
12,000 tons of mechanical woodpulp and a strewpulp mill producing 6,000 tons
of bleached sulphite pulp ammually, Another 10,000 tons of chemical pulp and
groundwood would be imported, The plant would include equipment ;or the pro-
duction of chlorine and caustic soda required in the mille .

The increase in the cost of the proiect is due to the'énforcement of local
earthquake regulations requiring extra heavy foundations and structures, closer
tolerances in erection, and the installation of 2 higher speed paper machine
than originally planned, increasing the annual production of papesr by 20%.

As previously stated, most of the power requirements would be covered by
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the existing hydro—electric station, During the period of se2sonally low water
supplies, thermal power would be available from a:sugar factory in the same region,
also belonging to the Torlonia group,
Raw Material Supply

The pulpwood and straw required by the plmt would come from the Fueino valley,
About 600,000 poplar trees, planted in the valley as windbreaks, will supply a
perpetual annual yield of 33,000 tons of pulpwood, The Fucino valley is also a
source of large quantities of wheat straw which are not utilized industrially
and would be more than adequate for the needs of the plant.

Present Status

The revised schedule of construction and installations sstimates the project
to be completed by the end of 1958, Orders for equipment and building construetion
a_.mounting’to Tite 1,980 million have zlready been placed. Sinking of piles and
concrete foundations for the buildings have been started,

Management

Management personnel would be provided from the Torlonia Group, Technical
pérsomel and know-hd¥during construction and early operation of the plant would
be provided by the consultants, Sindicato Cellulose Pomilio, Wl th worldwide
experience in the design and opg:;ttion of paper mills,

Markets

The paper would be sold within Ttaly, The present Italian imports of news-
print and magazine paper are about equal to the proposed production of these
types in the new mill, Since Italian consumption of paper is growing and imports
are contrelled with a view to encouraging domestic paper production, SIL may be
expected to find a ready market for thir productse
Financing (to be supplemented)

The Torlonia Croup wonld supply Lit, 143 billion as share capital, This

depreciated
includes the power plant ab a/value of Iit, 376 million as at the end of the first

operating year. In addition, they would contribute Iit. 2,0 billion in loans
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under coveneznts which would make them equivalent to equity including Iit., 0.6
billion retained earnings from operation of the power plant, The amount of the
proposed additional loan from IBRD funds would be Iit, 600 million increasing
the Bank's share in the finaneing of the nroject (including the Iit, 2.6 billion
from Ioan 117 IT) to Lit, 3.2 billion, The estimated nro forme balance sheests

on completion of the plant and after three years of operation are show belows:

Table
Financial forecasts for SIL are given in Annex , A letter cntaining the
financial conditions agreed to by the Company is atbached zs Annex .

Earnings end Debt Service Coverage (to be supplemented)

SIL estimates that in the first year of production the plant will operate at
50% capacity at 2 small profit and that it will reach full czpacity in the third
year, Tor that year sales are sstimated as Lit. 3.6 M1lion and net income afte?
taxes as Lit. 430 million representing 16% on share capital and shareholders!
advances,

The debt service coverage of the two IRRD loans in the third year of operation
would be zbout three times. Even on the assumption of a 10% fall in prices, this
coverage would still be aboub t:g times which would leave some margin in the event
of exceptional price falls or cests inflation not paralleled in the ma jor paper
exporbing countries,

Beonomic Justification

The mill's production will replace paper imports by 22,000 tons of newsprint
and magazine pepers and should effect a new saving in future pulp imports of
65000 tons, The net foreign exchange savings are estimated at about Iit., 2.6
billion ($l4.2 million) anmially.

The mill wuld use regional supplies of wood and straw which, in its absence,
would have a very low economic value, In addition to providing new sources of
agricultural income and labor, the mill would create about 375 direct employment

opportunities for industrial labor,
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Conclusions and Recommendations (to be supplemented)

The revised SIL project is sound and could form the basis for an additional
Bank loan equivalent to Lite 600 million, for a term of 13 years, ineluding a
grace period of 3 years, An adjustment of the interest rate and grace period /-)
of the first loan of Lit. 2.6 billion to mateh the terms of the nar loan, as \

proposed by ISVEIMER, would be appropriate,
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MONTECATINTI
Potash Project - Sicily

Borrower

The prospective borrower would be the Societd Generale per 1'Industria Mineraria
e Chimica S.peh. (Montecatini), a privately mmed company ipcorporated in 1888,
The company would open & mine for the extraction of potash mineral (kainite) at
Serradifalco and erect 2 new plant to process the kainite into potassium sulphate
at Campofranco in Caltanissetta province, Sicily, The estimated cost of the project,
inclnding working capital and interest during construction is estimated at ILit,.
10,3 billion ($16.h million) of which ILit, L billion (%6.4 million) would be financed
from IBRD fundse, Montecatini is the largest mamufacturer of fertilizers as wellas
the largest chemical manufacturer in Italy,. |
Description of the Project

The project includes the development of the Bosco mine 2t Serradifalco for the
extraction of sbout 8L0,000 tons per year (280 days) of unsorted potash mineral,
The mine contains two grades of potash mineral with a K50 content of 12,5% and 179
respectively, The proved reserves of the deposit are ebout 25 million tons of good
quality kainites The unsorted cre_gmld be transported from the mine to Campofranco
by & 17,4 km three-cable ropeway, with & minimum capacity of 150 tons per hour, At
Campofranco 2 processing plant would be erected consisting of a flotation unit with
a capacity to concentrate 810,000 tons per wear of unsorted mineral with a Ks0
content of from 12% to 17, After concentration, the kainite would be transformed
in another unit into schoenite from which potassium sulphate is derived, The potassiu
sulphate would then be separated and dried, The plant would be able to produce
5705000 tons per year of concentrated kainite (173 K50), from which about 133,000
tons per year of potassium sulphete (50% Kp0) would be obtained, This assumes
that the plant will operate on a two-shift basis,

Water needed for the vrocess would be obtained from the Platani river at Campo=

francoe
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The process for kainite treatment have been developed and patented in Ttaly by
Montecatini,

Present Status,

The mine area has been explored and the location, size and characteristics of
the mineral body have been determined, The mineral obtained from mine exploration
(about 2,000 tons of kainite) has been processed in pilot plants at Porto Marghera,
near Venice, to establish the correct production process and equipment,

The shafts for extraction and ventilation for the exloitation of the mine are
almost completed, The electric substation has been installed.

A1l engineering designs for the mining operation and ths plant installations havé
been prepared and mining equipment has been ordered,

The compeny estimates that construction can be completed by the end of 1959 if
financing is arranged within 6 months,

Management

Montecatini has large mining holdings in Sicily as well as several fertilizers
plants, one of which is already in operation at Campofranco, There is, therefore,
no problem of securing competent managerial and technical telent for the new mining
and industrial activities in that area,

Financing
&

The project will be constructed and operated as an integral ‘part of the Montecatini
organization and not as a separate legal or financial entity, Its financing, both
for fixed assets and working capital will be provided from the general funds of the
company through the inbterplant accouts, Total cost of the pro:ject is estimated as
Tite 1063 billion (including Lit, 0e3 billion interest during construction and
Lite 1.5 billion working capital) of which Lit, 0.li billion represent work completed
todate, MNot included in these figures is an additional Iite Olli billion spent for
research and construction of experimental plant which have been charged to Montécatiﬁ
ordinary developmental activities, It is proposed that of the capital cost of the
projecty Lit. 663 billion would be wvered from a long-term advance by Montecatini

and that the remaining Iit. L0 billion would be financed with IBRD funds, Addi-
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tional working capital, if required; would be provided by Montecatini through
internal credits,
Estimated balance sheets for the potash plant operation, taken for illustretive

purposes only, as & separate entity, on completion of the project and after five

years of operation are showmnbelow: (in million lire)

Deco31 Dec, 31 Dec, 31 Dec.31
1959 196 1959 196

Fixed Asscts 8,830 84830 Head Office advences 5,130 64330
Iess depreciation - 35530
Net Fixed assets B5830 “T9300 Surplus - 2,283
Net current Assets 300 1,500 TIBRD loan 115000 2,341
"Additional Assets" l515)

99130 10495l 95130 10,954

== ———— ——— f— — - — ]

Financial forecasts for the plant, again taken for illustrative purposes, as a
separate entity, are shown in Amex |, A letter setting forth the financial condi~
tions agreed by the Company are shown in Amex 2 .

Financial position of the Company

The net profit of the Montecatini company has risen from Iit, 8.1 billion ind
1953 to Iit. 10,9 billion in 1956, which represented z return increasing from 9,6%

to 13% on share capital, At the end of 1956 the company'!s assets amounted to

Iit, 256 billion and its eguity to Tit. 152 billion, Ite current ratio was 2121,
Vontecatinits long term debt at the end of 1956 stood at Iit, 53.lL billion, showing

a2 moderate increace over the paqb,four yearsy, mainly due to the financing require-
ments of the Company!s large scale modernization and expansion program, Consequently

the Company's debt/equity ratio has showm a gradual deterioration from 1l,/86 in 1953
to 27/73 in 1956, The high level of the Company's ammual depreciation accruals and
retained earnings (Iitel3.1 billion in 1956) and its conservative financial policies
would appear to provide a safe margin of funds for meeting the service requirements
of its expanding debt, Financial statements of the company for the past four years
are attached as Amex 3 .

Montecatini Expansion Program

In the past five years Montecatini pent more than Lit, 83 billion ($133 million)
for modernisation and expansion of its production facilities in major fields of the
chemical, metallurgical and mining industries and for supplementary industrial power,
In addition the company invested sizable amounts in subsidiary and associated enter-
prises domestic and foreign. Expenditures in plant and equipment in 1955 and 1956
were at a rate of Lit, 12 billion p.2.y egual to the rate of armual depreciation
accruals, The creation of the Wuropean Common Market has caused the Montecatini
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company to review its modernization and expansion plans to meet the challenge of the
future Common Market, The company's four year program provides for considerable new
investments mainly in the mining seectbr and for further expansion in the chemical
field, In 1956 the company borrowed locally Lit, 16 billion and, in early 1957,
raised its share capitel by Lit, 16 billion, These moneys together with the proposed
for the potash pro ject

Tit. L billion TRRD loan/will provide the necessary outside financing required for
comple ting the program,
Markets

The potential market for petash fertilizer in Italy seems likely to be large
enough to absorb the output of the propesed nroject as well as of two additional
potash projects being undertaken in the same area, Any surplus not saleable on the
domestic market can probably be sold on the Buropean market since the production cost
of the Italian potassium sulphate is expected to be lower than that of other Furopean
production (See Annexs Market for Potash Fertilizers' dated October 31, 1957)

Montecatini is in a good position to take advantage of these two markets, As the
largest Italian mamfacturer of fertilizers, it maintains an efficient and wide=
spread sales organization through which the potash fertilizer would be distributed,
Exports would be marketed through its international organizations In preparation for
marketing the new project, Monteca®¥ni is engaged in extensive research work and
large-scale praomotional activities,

Earnings and Debt Service Coverage

The company expects the new plant to be operating at 2 normal capacity level in
the third year of operation, At an assumed sales price appreciably below the present
price for imported notassium sulphate, net sales would amount to ILit, L1 billion per
vear and produce a net income of Lit, 6L} million which would represent a return of
about 107 on the total amount of Montecatinits capital advances,

Estimeted earnings of the project, before interest and depreciation would provide
a coverage of about 2,8 times the amount required to service the proposed Bank loan,

The project would be able to withstand 2 drop of about 15% in-estimated revenue along
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with an increase of 15% in estimated operating costs and still maintain its scheduled
debt service,

Company earnings might be further increased by operating the plant on 2 three-
shift basis, rather then on a two-shift basis, as has been assumed in 21l the forescasts,

Economic Justification

The discovery of large potash mineral deposits in Sicily has opened the possibility
of a potash industry in Italy, It will stimp@ate the application of this product, which
has been very low, even compared to countries with similar soil conditions, To the
extent that any surplus over domestic demand 15 available, it will yield foreign
exchange, since potassium sulphate will be produced at = lower cost in Italy than
elsewhere in Europe, The Montecatini potash operations, located in an old sulphur
mining area presently going through a serious depression, will create direct employ-
ment for about 700 workers and employees,

Conclusions and Recommendations

The Montecatini potash project is sound and could form the besis for a loan
equivalent to Lite lieO billion (#6.L million) excluding interest during construction,

for a term of 12 years, including two years grace period,



MONTECATINTI

Potash Project = Sicily

Financial Forecasts

(ME1lion Lire)

ANNEX /

2nd draft
XI=7=-57

11.0

Construction O p e ra8a %1 on
year ending Dec. 31 1957« 1958 1050
I« Earnings Statement
(1000 tonégyésoh
Production( 50% K0 90 110 133 133 133
( # capacity 68 80 100 100 100
Operatin%ﬁosts 1,530 1,870 2,210 2,210 2,210
Interest 275 255 233 209 18l
Dep~-giation 706 706 706 706 706
Tax and general charges 250 330 330 330 330
Totzal Costs 29761 3,161 3,479 3,455 3,430
Net Sales 2,790 3,400 1y123 L1123 4,123
Net Income zfter Toxes 29 219 6Ly 668 £93
j— -, I - — ] _—— 1
Net Income (% of Montecatinils
long term investment) 05 3.9 10,2 10,6
II. Sources and Application of
nds
¥et Income before Interest 30 5ol B77 877 877
Der—~ciation Accrnals o / p:a'%40 S 34 9.1 706 706 706 706 706
He: Office Advances OO =/ 2,746 1498L 14200
152 Joan 25250 15750
Total Sources l:,OO 1(4996 ﬁg 2,210 1’?10 13583 13583 1’583
_—— — S =====\ ———
Plant and Equipment o 2/ 1,901 3,239
Interest durinz construction 75 195
Total Fixed Assets Loo  Ly996 3,434
Net Current Assets 300 1,200
Service IRRD Ioan ?./ 563 563 563 563 563
"Additional Assets! W7 L7 1,0D 1,020 1,020
Total BPdplications 100 12996 3473k 2,210 1,210 1,583 1,583 1,583

1/‘Assumes that the plant will operate two shifts
2/ Including Lit, 357 million spent by October 1ly, 1957

Q/AASSuming loan Iit, lie0 billion at 7% for 12 years including 2 years grace period
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gs, Constmection 0O p e raa t 1 o n
Year ending Decs 31 5 1960 1961 1962 1963 1960
III. Balance Sheets (as at
December 31)
Tixed Assets LLOO 5,396 8’839 69830 89830 8}830 8’830 8’830
Less Depreciation 706 1412 2,118 2,824 3,530
Net Fixed Assets 400 59396 85830 8y12L 7,418 6,712 6,006 55300
Net Current Assets 300 1,500 1,500 1,500 1,500 1,500
"Additional Assets" Lh7?  1509h 2,114 3,134 L,15L
Total Assets L00 55396 9,130 10,071 104012 10,326 10,6L0 10,95L
Head Office Advances 1,00 3,146 5,130 65330 65330 6,330 6,330 6,330
Surplus 29 278 922 1,590 2,283
IBRD loan 25,250 L,000 3,712 3,40 3,07k 2,720 2,311
Total ILiabilities and
Equity 1,00 2396 9,130 10,071 10,012 10,326 10,640 10,95h
—— EE—— e e L - - p—— —— ——

1;"
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Internatienal Bank for Reconstruction

and Development

1818 H Street N.W,

Washington, D.C,

Centlemens:

(1) This will confirm certein understandings wlich have been reached during
recent discussions betwWween representatives of the Internationzl Bank for
Reconstruction and Development (hereinafter referred to as the Bank), the
Cassa per Opere Straordirnarie di Pubblico Interesse Nellt!Ttalia Meridionale
(the Cassa), Istituto Regionale per il Finanziamento alle Industrie in
Sicilia (IRFIS) and Societa Generale per 1'Industria Mineraria e Chimica,
Sepehe (Montecatini) (the C;ompany).

(2) You have informed us that the Bank is mnsidering a loan to the Cassa
and that part of that loan vill be specifically allocated for loans for
various industrial undertakings in the arez of the Cassa's competence,

(2) We have proposed that there should be financed out of the proceeds of
the loan our project to develop our potash mine at Serradifalco and to
construct and operate at Campofranco 2 processing plant together with
connecting cable rope-way, .Iie have informed you that the project would be
operated within the framework of the Montecatini organization and would not
be a separate financial entity, PRor illustrative purposes we have informed
you that the pro-formz balance sheet of the plant, on completion of the

project, would be as shown below:

Fixed Assets ILit, 8,83040004000 Head office Advances Iit. 5,130,000,000
Vet Current Assets 3005000,000 IBED loan 1} 00040004000
Lite 2,130,000,000 Iit, 9130500045000
——— I ———— —

(L) We have explained to yon that during the first 12 months of operations

the net current assets requirements will be increased to Lits 1,500,0005000,
(5) We have been informed that if the proposed loan should be mede, it would

be made to the Company by IRFIS, to which the Cassa would lend a portion of the




(6)

(7

(8)
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Bank's lozn for the purpose, You have said that before wou could &pprove favorable
consideration by the Cassa or IRFIS of the proposed loan you would require certain
undertakings from the Company with respect to head office advances and working
capital,

The assurances which you have requested,; to be effective while eny vart of
the loan to the Company will be outstanding, are that the Company will provide
the necessary funds as and when required, to supplement the Loan to be made by
IRFTS, in order to complete the proposed plant &nd to provide it with the necessary
working capitale

The undersigned hereby sives you the assurances set forth in paragraph (6)
above to be effective on the condition that you make a loan to the Cassa and that
from the proceeds thereof IRFIS agrees to make a loan to the Company for the
above-mentioned purpese in the approximate amount of Iit, l;y000,0004000,

It is vunderstood that the terms and conditions of any such loan will be set
forth in an agreement to be negotiated and entered into between the undersigned

and IRFIS and that the stbstence of the assupances and undertakings given in

this letter will be incorporated therein,

T
Yours truly,

MONTFCATINI, S.poA .
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As at December 31

ASSETS

Current assets

Cash

Receivables
Inventories
Intra~Company advances
Other

Total Current Assets
rixed assets (net)
Investments

Other assets

Total Assets

ITABILITIES and EQUITY

Current Idabilities

Banks

Debt maturing within one year
Creditors

Other

Total Current Iiabilities

Ionz=-term debt
Other long—term liabilities

Equity

Share capital
Revaluation reserve
Reserves

Surplus

Total Equity

Total Iiabilities and Equity

Ratios

Current assets/current liabilities
Equity/Potal liabilities Z equity

ATNEX 3
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on Lire
1953 195k 1955 1956
0.2 042 i Py 3 Qad
36s6  3heS5  3TeT 5349
35,2 373 Ile3 41,1
10.3 13.0 13,9 13.Lh
5e2 Sl 645 Ts
8842 90.Ls 99«5 11643
8149 9542 9h.6 9LeT
379 3845 3847 L1l
e 249 3e2 3.9
21047 22740 236,0 256,0
0.9 3.6 li48 0s8
1.1 1,8 1.7 2,2
15,2 18,0 15.7 174
17,1 2047 2349 2746
3h.3 el L6l 18,0
2h.3 2,5 28,2 1247
el 1,2 12,0 13T
Xy
8Le0  8Ls0  BLeO  8LeoO
3041 30,5 30.5 30,5
20.5 26,1 25,0 26,3
8al 8eb 10,2 10,8
l]-l207 114902 1’4907 15106
210,7 227.,0 23640 256,0
2457 2,05 2,16 2.142
0469 0,66 0,63 0,72
/86 18/82 2/19  21/73

Debt /Equity



Sales

Other income

Total Income
Expenditures

Net Profit
Net Profit as © of Equity
Net Profit as ¢ of share capital

Vet Profit as ¢4 of sales

MONTECATINTI
Income S2tements

on Tre

1953 195k 1955 1956

118,1 12642 11,7 152,1
2.6 2.5 3okt 5e2

120,7 12847 1451 1573

11246  120,1 13Le9 16l
8.1 Beb 1042 10,9
507 5.8 608 7.2
9.6 10,2 12,1 13,0
649 6.8 Te2 Te2

ANNFEX 3
page 2
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SOCIETA GENERALE PER L INDUSTRIA MINERARIA E CHIMICA

MILANO, November 8, 1957
IL PRESIDENTE VIA TURATI 18

AMMINISTRATORE DELEGATO 7

Mr, Eugene R. Black
President

Bank International
Reconstruction Corporation

Washington

Dear Mr. Black, / ‘

Following the cable I have taken the liberty to
address to you just now and reading as follows:

"I have been informed that at the last moment some difficulties have
arisen with regard financing our envisaged Crotone aluminum plant
Letter follows'',

I wi sh to put it clear that our project had been
discussed at long length, these last days, with the BIRS officials
now in Italy and that they had found the setting up of our program, as
well as the documentation we submitted at their request, fully
satisfactory,

Furthermore, the economical balance of the envisaged
initiative has been based upon an agreement which we have stipulated,
some time ago, with an Electric Company of the I.R,I Group (and,
therefore, a State-owned Company), which agreement ensures to us
(against some services lent by us in the past) the supply at cost of
electric power still for a long time ahead., However, the Electric
Company is now claiming a plus cost, which we are now contesting,

Under these circumstances, the BIRS officials, though
having taken cognizance of the clear contract provisions upon which our
thesis is based, and having seemed quite convinced of our good right,
have not deemed it possible to leave out of consideration the attitude
taken by the Electric Company and have instead judged advisable to
suspend any decision in respect to our request, until the dispute will
be settled, \

Although having but to take note of the point of view
of the BIRS officials, which point of view I well understand, I cannot,

Oz Pa< |57
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Seguito alla lettera dei. November 8, 1957 to Mr, E.R, Black - Washington

however, help expressing to you my regret at seeing that the actuation
of such an important initiative presenting a considerable interest for
Southern Italy, has to be postponed. The new factory is, in fact, to be
built at Crotone, where there is already a large Montecatini factory
for the production of nitrogen which should , unavoidably, reduce its
activity, owing to the excess of production which will occur following
the entering into service of the new large plants set up at Ravenna by
the Government, through E.N.I. The new plant for the production of
aluminum, replacing the nitrogen plant, should, according to our
intention, prevent, or at least reduce the consequences deriving from
the reduction of production of the plant existing in that highly under-
developed area.

I feel quite confident to be able to prove, when the
dispute with the Electric Company is settled, that our point of view was
quite unobjectionable and that the economical balance of our project was
fully grounded and such to ensure the rentability of the initiative,

Anyway, well recalling the confidence you have showed
to me with regard to Montecatini, I will give me the pleasure to write
to you again, just to assure you that the financing application filed by
our Company was well established.

With my best personal regards,

Yours sincerely,

(Dr. Carlo Faina)
- —F '_.T._'-'f’/?”) —— /B

= //
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FORM No. 26 o _ <
om.;o; } i P ‘tcf
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT |
DATE OF WIRE: NOVEMBER 8, 1957 2225 ROUTING =
TO: BIACK INTERNATIONAL BANK FOR ACTION COPY TO MR WHEELOCK
RECONSTRUCTION & DEVELOPMENT
FROM:  MILAN INFORMATION COPY TO MR BLACK
Decoded By
TEXT:

I HAVE BEEN INFORMED THAT AT IAST MOMENT SOME DIFFICULTIES
HAVE ARISEN WITH REGARD FINANCING OUR ENVISAGE CROTONE AILUMINUM
PIANT IETTER FOLLOWS REGARDS

CARLO FAINA CHATRMAN PRESIDENT OF MONTECATINI
COMPANY MIIAN

ORIGINAL
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operation, both as t» substance and timing,

Best wishes,

(ﬁIGNED) MICHARL 1, LEJEUNE

Yours sincerely,
Michael L, Lejeuns

HMLLe jeune sns
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No. 15 November 7, 1957

This will be a hurried letter as I'm trying to get home soon since
down with the flu,

is
Enclosed are suggested changes in the Letters of Agreewent for Trinacria
and Sineat. The reports, aside from drafting changes, are all right. In Sineat
one thing puszles us - what are "Capitalised Taxes"?

We see no reason to make Trinacria write off their development exempts
in five years. Was this an intent expressed by the Company or a condition you
wish to impose? This is a point which should be left for the Company to decide.

as

As possible, let us have your comments on the changes suggested
and send up new draft letters ineorporating the changes.

Best regards,

Attachments W. J. Armstrong
¢.c.—lfessras. Bateson, Collier and Street

il
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(1)

Fara. (1) = last line - delete
" - 3.7.FP, =" unless this is a part of the official corporate
name .

Para., (3) - first sentence -
We have proposed that there should be financed out of the pro-
ceeds of the loan our project to open and operate a mine for
the extraction of potash ore, and to construet and operate

i

(4) - first sentence, second line -

Para. (5) - We have been informed that if the proposed loan should be made,
it will be made to the Company by IRFIS, to which the Cassa
would lend e portion of the Bank's loen for the purpose. You

Para. (6) - delete

Para. (7) - now new (6), first line delete "finsncial®

New (6) A - insert comra after agree im second line

New (6) E - delete

Fara. (8) - becomes (7)

Para. (9) - becomes (8) - second line "paragrarh (6) above"
Para. (10)- becomes (9)
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Form No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT l

(9-56)
OUTGOING WIRE

CLASS OF SERVICE: LT DATE: NOVEMBER 7, 1957

TO: L. M. SVGBODA

GRAND HOTEL
ROME
<
COUNTRY ( ITALY) -mfl/

IXT:

Cable No. FIFTEEN
ATRMATLING COMMENTS ON TRINACRIA AND SINCAT RECEIVED MARZOTTO TODAY STOP
FOR POTASH MARKET STUDY BE PREPARED TO DISCUSS MORE FULLY HOW PROJECTS FIT
INTO COMMON MARKET COMMA POTASH COSTS IN OTHER PRODUCING COUNTRIES COMMA
POTASSIUM CHLORIDE VERSUS SULFATE NEEDS IN ITALY COMMA COSTS OF SULFATE

PRODUCTION IN OTHER EUROFPEAN COUNTRIES AND PROSPECTS FOR SULFATE SALES
OUTSIDE ITALY

Signed: RIPMAN
(Type in last name of sender)

AUTHORIZED BY:
NAME: H. B. Ripman ’ For Use by Archives Division

- To elo .f., i 3 i 21 A7 i
DEPT: T.0.D ; iﬁ’@ A WAL Checked for Dispatch

SIGNATURE:
(Signature of imdividual authofized to approve cable).

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)
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GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service
Type in class of service desired. Each class is described as follows:

Letter Telegram Letter telegrams are normally delivered the moming after day of despstch. The cost
is half the cost of full rate messages with 2 minumum charge for 22 words including
address and text.

Full Rate Full rate messages are nomally transmitted and delivered immediately, There is a
minimum charge for 5 words, including address and rext.
IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.

Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following

countries:
Bolivia Cuba Guatemala *Per
Brazil Dominican Republic Honduras * Syria
Burma Ecuador Jordan Uniguay
Chile El Salvador * Lebanon Venezuela

* China * Ethiopia Nicaragua Yugoslavia
Colombia * France Pakistan

: : Costa Rica Greecé 1 Panama g

*In these countries the letter telegram rn;e is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

Code ‘Code messages are transmitted at full rate (or IBF Govt.) speed and cost. This rate
:hbould be used only for confidential messages to staff members having a code with

em. : :
Day Letter Day letters are delivered during the day of transmission and should be used only for

messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text. ' .

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008).

2. Address
Use only Igatpn-_ne lz'fﬂ addmgeed:t}d cable gﬁdrcss gbemwr p(o;aiblg;n The Bank muasmﬁ;mmm%u
registered in Paris, Beirut, Rio aneiro, Bogota, Guaremala City, Bangkok, Karachi, Quito egucigalpa. The
Intemational Finance ion cable address *CORINTFIN" is registered in New York, Paris and ﬂmgmﬁ.
The name of the country of destination must always be added. (No charge is made for the name of a country).

3. Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to eliminate

gg{n:ce”smy words and unnecessary punctuation. If punctuation is needed, spell out the words “*Comma,”
p,” etc.

Use common abbreviations whenever possible, i.e. reourler, reurfive, etc, Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.

4. Signature

Type in last name of sender. Use INTBAFRAD as part of the signawre only when addressee does not
know the address of the sender,

5. Authorization
Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a cable envelope o Room 211 for despatch. The cable service is open
from 9:00 a.m. to 5:45 p.m. on working days. Special arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008.

/5]
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ForM No. 57

(5.48) INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPME
OFFICE MEMORANDUM %

TO: Mr. S. Aldewereld DATE: November 6, 1957

FROM: W. J. ArmstrongW

SUBJECT:

It appears that the following eight projects will be acceptable for
financing under the new loan:

Proposed
IBRD Ioan
Billion Lire

¥Tajani - Power and phone cables
Marzotto - Clothing manufacturing
*Cone - electric appliances
CMI - Electrolytic tin plating line
*¥*Montecatini - Potash
#Sincat - Fertilizers and potash

\A)O:I-P‘-?OI-'CJ
OO AW

#Trinseria - Potash 75
#¥¥Montecatini - Aluminum 4,00

Total 23+25
($37.2 million)

*Report received.
#*Report received and comments sent to mission.

It appears, however, that the Montecaftini aluminum project may have
to be eliminated from the list because of a controversy between Montecatini
and SME over the power rates. The question i3 to be settled by arbitration;
the company arbitrators have been appointed but the court appointment has
not yet been made.

If this project is dropped the total for the new loan will be reduced
to Lit. 19.25 billion ($30.8 million).

Three projects, submitted to the mission, have been or will be elimi-
nated:

1) Cementir - 51% of the shares would be held by government
controlled companies wawilling to reduce this
percentage.

2) Maretea - a woollen mill financed under Loan 50-IT wanted
a small additional loam to finish the project.
However, the company withdrew the request because
they were unwilling to accept the financial pro-
visions currently applied to the Italian projects.



To Mr. S. Aldewereld -2 - November 6, 1957

3) SIR - a small petroleum refinery and plastics plant -
expected to be rejected by the mission for
technical and economic reasons.

Two projects, ABCD and SIL, included in loans 150-IT and 117-IT res-
pectively, have asked for additional financing. ABCD wishes Lit. 2.8 billion
to double the size of the plant in the original project and SIL wants an
additional Iit. 600 milllion because the costs have risen considerably over
original estimates. Both of these requests are reasonsble and probably will
be approved.

Funds for these two projects are available from Loans 117-IT and 150-IT
as the following projects have been or will be cancelled:

117-IT Siculazoto Lit. 1.5 billion
150-IT Vetreria de latins 0.4 "
- Chimica di Tirreno 1.6 "
Technical Services 0,156
Total Iit. 2.6& n

Formal action has not beer taken on Chimica di Tirreno but the mission
has informed us that this may be expected soon.

The last reports are expected to be received by November 12. deAlba
probably will return to Washington on the 15th and Svoboda about a week later.

¢.c.~-Messrs. Chadenet, Bateson, Collier and Street



INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
WASHINGTON 25, D. C.

1

CGrand Hotel
Wo. 2 Rome, November 6, 1957
Mr. S.R. Cope M
Director of Operations
- Furope, Africa and Australasia - %
Interrational Bank for Recors truction

and Development @ h" ﬁw

Washington, D.C.

Dear Raymond:

I enclose a copy of an aide-memoire which I left with Dr,
Baffi on Monday November lj; on the same dey he showed it to
Dre Menichella who approved it but gave instructions to Dr,
Caffe of the Bank of Ttaly staff to clear it with the
Ministry of Foreign Trade,

This morning Dr, Caffe asked me to call on him, He
enquired whether in the Bank's opinion the words " under the
same conditions under which the lire were originally released
to the Bank" meant that lire released on a transferable basis
would continue to be relent by the Rank on a transferable
basise I said that was the meaning the words had in my mind,
He expressed the view that this interpretation would be accept~
able to the Ttalian authorities and promised to give me a
confirmation in writing as soon as possible,

With best wishes,
i

Yours sincerely,

d

Enc]-a S.P 7 W

gy 3 v ob i LiL i . "
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AIDE MFMOIRE

Mr. Wheelock spoke to Dr, Baffi on Nonday, October 28 and
again on Mondays November 1} on the subject of the Bank's right
to lend repayments of Ttalian Lire loans,
Dr, Baffi explained that the Italian position was that the
Bank would have the right to re-lend repayments of Italian Iire
under the same conditions under which the Lire were originally
released to the Bank, He expected that there would be no undue
rigidity on the Italian side on the interpretation of the conditions,
Mr. Wheelock said that the Bank was grateful for this inter-
pretation and did not wish at the vresent time to raise the question

of removel of restrictions on lending repayments,

November li, 1957
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Form No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

(9.56)
OUTGOING WIRE

CLASS OF SERVICE: IT DATE: NOVEMBER 6, 1957
<
GRAND HOTEL
ROME

COUNTRY ( ITALY)

IXT:
Cable No. 14
ON TAJANI IN VIEW OF HIGH EARNINGS FORECAST RECOMMEND YOU CONSIDER
REDUCING AMORTIZATION PERIOD BY TWO OR THREE YEARS STOP ALSO SEE
NO REAL NEED FOR FURTHER SHAREHOIDER ADVANCES IN THIRD YEAR STOP
FOR FINAL REPCRT BE PREPARED TO INCLUDE STATEMENT CONCERNING INFLUENCE
OF COMMON MARKET ON FROJECT

Signed: TJ’PI
Type in last name of sender)

AUTHORIZED BY:

NAME: H., B. Ripman For Use by Archives Division

DEPT: T.0.D. W) '\/h/l/v\/w\r”\ CF ked for Dispatch
SIGNATURE: g ~

(Signature of individual authorized to approve cahle)

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)
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GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service

o e
Type in class of service desired. Each class is described as follows:

: Jii (hidiw
Letter Telegram Letter telegrams are nommally delivered the moming after day of despatch. The cost |
is half the cost of full rate messages with a minumum charge for 22 words incl o
address and text. Y = -
Full Rate Full rate messages are nommally transmitted and delivered immediately. There is a
minimum charge for 5 words, including address and text.
IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.

Messages are sent at full rate speed and ar about half the cost. This rare normally
should be used whenever available. It is at present available for the following

countries:

Bolivia Cuba Guatemala * Per

Brazil Dominican Republic Honduras * Syria

Burma E cuador Jordan Uruguay

Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua Yugoslavia

Colombia * France Pakistan

Costa Rica Greece Panama )

*In these countries the letter télcgram rate is lower than lBl:-'. gove;-nmelit ra te and
should be used for messages when immediate transmission is not required.

Code " Code messages are transmitted at full rate (or IBF Govt.) speed and cost. This rate
:i:.ould be used only for confidential messages to staff members having a code with

m’ ol . . .. i . -
Day Letter 'Day letters are delivered during the day of transmission and should be used only for
messages in the United States and to Mexico and Canada, There is a mmfmnm

! charge for 50 words in text, ol W SR Jda Al
Teletype To be used only for messages to the New York Office, United Nations, and certain

commercial firms, For informacion, call (j.hlf Post (Ext. SQOS)_.
2, Address
Use only last name of addressee and cable address whenever possible. The Bank cable address "INTBAFRAD" 1s
registered in Paris, Beirut, Rio de Janeiro, Bogota, Guatemala City, Bangkok, Karachi, Quito and Teguum The
Intemational Finance Corporation cable address "CORINTFIN” is registered in New York, Paris and gton.
The name of the country of destination must always be added. (No charge is made for the name of a country).
3. Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to eliminate

t:g:;:ct.sury words and unnecessary punctuation. If punctuation is needed, spell out the words "Comma,”
p,” etc.

g ol st ponis ot o e ooy ol o et e
4, Signature
Type in last name of sender. Use INTBAFRAD as part of the signawre only when addressee does not
know the address of the sender.
5. Authorization

Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a cable envelope o Room 211 for despatch. The cable service is open
from 9:00a.m. to 5:45 p.m. on ing days. Special arrangements should be made for the despatch of
of cables outside of these hours. .

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008. ‘~_



INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
WASHINGTON 25, D. C.

Grand Hotel,

Rome, November li, 1957
No. 11

Mr. Hugh B, Ripman

Chief, Industrv Division

Department of Technical Operations

International BRank for Recors truction
and Development

Washington, D.C.

Dezr Hughs

Enclosed please find draft reprt on the Marzotto Project together
with proposed Letter of Representztions, all of which has been cleared
with the Area Department,

During the weekend October 26/27 we visited the Marzotto textile
mill at Valdagno near Vicenza to look over their operation, in particular
that of the ready-made clothing department,

Te generally confirmed our previous observabions:

(1) that Marzotto's textile operations and some of his other
ventures, including the hotel business, have not been too
successful in the past;

(2) that since last year there has been & definite improvement
in their textile operation, sharedby the ready-made clothing
department;

(3) that the ready-made clothing plant, established some three
years agoy apparently is mekingz money, althouph seems to be
lacking proper technical orgenization (production lay-out),
which, we are told, is now being corrected,

We have noted that in regdrd to the new project the company will be
in an excellent position of Atilizing the experience gained from operation
of the existing plant and that considerable efforts are being made to start
off the new business in a sound way,

The company maintains contacts with US producers, representative in
the business, One’of the Count's sons has made several visits to the US to
acquaint himself with latest production and sales methods, and appears to
take a keen interest in the project, The company has Just hired an experienced
manager for the Valdagno plant previously engaged by the competition.

The company intends to maintzin considerable flexibility in quality and
pricing, to introduce the products of the new plant in the market, which still
is very much affected by the existing prejudice against ready-made clothing,



MI‘. Ripmﬂ.n - 2 it

Considerable experience is being accumulated in Valdagno in various sales
methods including sales at fixed prices through 2gente or own retail stores.
An efficient sales organization and distribution system and agressive

promotional action no doubt will in the end decide on the final success of
this venture,

To sum up, we feel that this project in some respects presents a

somewhat greater than normel risk, However, considering its general econamic

merits, provided sound financing is assured, it can be recommended for Bank
finﬂm’.ng.

With best wishes from all of us,
Yours,
iy

Fncls,. Iadislav Svoboda



VA RZOTTO

Borrower

The prospective borrower is Marzotto Sud S.pelss incorporated in 1956,
The company would build a plant in Salerno for the manufacture of ready-made
clothing, The cost of the project including working capital and interest
during constmection is estimated at Lit, 3.7 billion ($6.,2 million) of which
Lite 143 (81,92 million) is requested from IBRD funds,

The stock of Marzotto Sud is totally owned by Manifattura lanes Gaetano
Marzotto & Figliy Sepeles one & the largest textile companies in Italy, owned
by the liarzotto family, The Marzotto family also owns other companies in the
sugar, soap and glass industries, tourist hotels in Italy, etc,

Description of the Project

The plant at Salerno would be 2ble to mamufacture 290,000 wnits (One
Maunit" is represented either by jacket and trousers, one overcoat, or three
trousers) of ready-made clothing per year (290 days, one 8 hour shift),

The_plant would have modern buildings covering a working areas of about
12,000 r%? and housing about 660 cutting, sewing and pressing machines and
39000 m* for offices and services,

Ancillary installations include thermo-electric plant (two boilers),
water softening and heating and ventilating equipment,

Electric power requirements would be provided by their own plant (using X
back pressure turbines), Water will be supplied from the city water service,

This industry is of the labor-intensive type and when operating at full
capacity will employ about 1,200 people,

Present Status

Project engineering hasﬁeen completed; plant site has been acquired;
building foundations have beén started, The equipment, with the exception of

the thermo-power plant, can be obbained on very short notice, auotations have

been ;eceived and analyzed, The plant is estimated to be completed by the end
of 1958,

Management

Vanifattura Lene G, Marzotto & Figli has operated for several years a
ready-made clothing plant at Valdagno as a part of their textile mamufacture
installations there, The experience acquired at Valdagno would be very help-
ful for the organization and operation of the Salerno plant, WMarzotto is now
hiring additional persomnel to fill out the staff needed for the new plant,

I; is expected that any technical or menagerizl problems at Merzotto Sud would
be promptly solwed by the parent company,

Market

Ready=-made clothing is an industry beginning to be developed in Italy and
statistics of its market are incomplete, Production of ready-made clothes in
Taly in 1956 amounted to about two million unite including trousers and child-
ren's clothingy about 4% of this production was exported,
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Marzotto -2 -

Ready=-made clothes represent only about 20% of the totel number of
clothing units mamifactured in Italy where the industry is mostly made up of
very small concerns or individuals who mamifacture their products on a tailor-
made basis, In other Furope8n countries like Frence, Belgium, Germany, Norway
and the U.K,y the proportion of ready-made to tailor-made clothing is above
80%e Therefore, Marzotto estimates that a large market for ready-made clothing
exists and can be de¥elopped in Ttaly with a sound sales promotion campaign
backed up by low prices and good quality products. Merzotto expects alsoy
using their existing export sales organization, to further develop the export
market to azbsorb about 20% of the Salerno plant's production, The marketing
of the product will be done through already established or soon to be esta-
blished distributors operating on a commission basis and, if necessary, through
Mzrzotto's own stores,

Financing

Of the total cost of the project, estimated as Lit, 37 billiony Lit,1.5
billion would be financed from share capital and Lit, 0,9 billion from share-
holders! advances, The remaining Iit, 1.3 billion, representing 35% of the
total,; would be covered from the proposed Bank loans The net current assets
would be gradually increased to a toal of Iit, 2,1 billion representing 56%
of the total investment, The relatively large working capital requirements
are due mainly to the extensive nse of sales credits which form and essential
part of the contemplated sales promotion for thie project and its distribution
system, The estimated balance sheets when the project is completed and after
three years of operations are shown below:

2 Dec, 31 Dec. 31 Deces 31 Dec, 31
! B - % 1962 1939 1962
Fixed Assets 1,625 1,625 Share eapital 250 1,500
Less depreciation 163 652 Sharcholders! advances 900 9200
Net Fixed Assets i 7Y 73
Net current assets 1,200 24100 Surplus 36 610
"Additional Assete.n 52, 1,042  IBRD loan 1,300 1,105
39186 8,115 3,186 1,115
p - —] p—— —— 4 ” —— —

Financial forecasts of the Company are given in Amex [; and a letter of
finanecial conditions agreed with the Company is given in Annex 7,

The operations of the Marzotto textile mills at Valdagno for several years
in the past have shown poor results, due in part to the adverse developments in
the textile market, in particular for woollen textiles, Since late 1956, there
has been a markedl improwsitin the company's operation which during 1957 has
attained an accelerated rate, Sales in the first nine months of this year
totalled Lit. 22,4 billion and they are estimeted to reach Lit, 31,0 billion at
the end of the year, as compared to Lit, 23,6 billion in 1956, A net profit
of Lit, 1,5 billion is foreseen for this year as compared to Lit, 0,6 billion .
actual profit in 1956,

Earnings and Debt Service Coverage

Operating at normal capacity and selling medium quality clothing at oprices
somewhat below those presently prevailing, the project in the fourth year of
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operations would have net sales of an estimated Lit. 5.3 billion and produce

a net profit of approzimately Tit, 0,3 billion, 2 return of about 114 on share
capitel and shareholders! advances, The company has estimated that, if
required by the market, it could produce lower quality clothing and show a still
higher return correpponding to about 13% of total equity,

Estimated company earnings before interest and depreciation, when the
plant is operating at normal capacity, should cover the service of the proposed
IBRD loan about 2,8 times, The project should be able to break even at less
than 707 capacity and generate sufficient cash from operations to provide for
a 1,5 times coverage of the Bank loan,

Economic Justification

The project represents an important step towards rationaligation and
integration of the Ttelian textile and clothing industry, It will supply
low price ready-made clothing of standard quality to a potentially large market
particularly in the soubh of Italy and will thereby help to raise the living
standards of its population, It will provide an important outlet for the
products of the parent company's textile mills in the north and thereby
strengthen their operational position against the adverse effects of drastic
fluctuations in the textile market, ILast but not least the projeet will benefit
a poverty stricken area in the south of Ttaly in providing direct employment for
up to 1,200 people,

Conclusicns and Recommendations

_ The Marzotto project is sound and couvld form the basis for a loan of Iit,
3.3 billion ($2,1 million) excluding interest during construction. The terms
of the loan could be for 13 years, including a three years grace period,

v



MARZOTTO ANNEX /

Financial Forecasts
ORllion LLre)

Construction Operation
Year ending Dece 31 by ) B e 1 1 14
L. Earnings Statement
ﬁEEc%Ion (Z of capacity) 70 80 20 100

Operating coste 3:375 34824  Ls272  LiyT20
Interest on IBRD loan 91 91 91 8l
Depreciation 163 163 163 143
Taxes ; 10 10 10 10
Total Costs 39639  Ls088  Ly536  Ly977

Net Sales 3'675 15200 Ly725 54250
Net Profit after taxes 36 112 189 273
Net Profit - % of share

capital and advances by 2 5.6 Te9 1,L

shareholders

IT. Sources and Application

of runds
Net profit before interest
on debt 127 203 280 357
Depreciation 163 163 163 163
Share capital 600 350 150 1,00 -
Shareholders! advances 1,00 25 475
IBRD loan 900 100
Total sources Loo _]_.3525 1,5}_5_ 516 83 520
Installations & equipment Loo "991; 200
Interest during construction 31
Total Fixed Assets L4oo 1,025 200
Net current Assets 500 700 300 600
IBRD debt service 91 91 185 185
"Additional Assets" 521 125 58 335
Total Application 4O 1,525 1,515 516 8L3 520
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Construction operation
1957 1950 19
IIT. Balance Sheets (as
at Dece 31)
Fixed assets Joo 1,425  1,6F 1,625 1,625 1,625
Depreciation 163 325 1,89 652
Vet Fixed Assets B0 1,425 1,h62 1,299 1,136 973
Net Current Assets 500 1,200 1,500 2,100 2,100
Net "Additional Assets® ool 649 707 1,042
Total Assets BO0 1,925 3,186 3,448 3,943 14,115
Share Capital 600 950 1,100 1,500 1,500
Shareholders! advances 1400 25 900 900 900 200
Surplus 36 18 337 610
IRRD loan 900 1,300 1,300 1,206 1,105
Total liabilities &
equity 4OO 1,925 3,186 3,Lh8 3,943 L,115

ql
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Draft letter of representations

INTERNATTIONAL BANK FOR

RECONS TRUCTION AND DEVELOPMENT
1818 H Street N W,
Washington, D.C.

Gentlemen:

(1) This will confirm certain understandings reached during recent dis=
cussions between representatives of the International Bank for Reconstructiq,
and Development (hercinafter referred to as the Bank), the Cassa per
Opere Straordinarie di Pubblico Interesse nelltItalia Meridionale (the
Cassa), Istituto per lo Sviluppo Eeonomico dell!Ttelia Meridionale
(ISVEIMFR) and Merzotto Sud S.psA. (the Company)s

(2) You have informed us that the Bamik is considering a loan to the Cassa
and that part of that loan will be specifically allocatied for loans for
various industridl undertakings in the area of the Cassa's competence,

(3) We have proposed that there should be financed out of the proceeds of
the loan our project to construct and operate in Salemo a plant for the
mamfacture of ready-made clothing, with a2 normal capacity of about
2905000 units per vear (2 unit consisting of jacket and trousers, or
overcoat or three trousers), We have informed you that the pro-forma
balance sheet of the Company, 2fter completion of the project wuld be
as follows:

ed assets Lite14625 30005000 Share capital Lit. 950,000,000
ess depreciationg 163,000,000 Shareholders!

“Net Fixed Assets m advances 900450005000
Net current assets 1,200,000,000 Surplus 3645000,000

"Additional assebs" 52119000,000 IBRD loan 1,30050004000
TiT.35186,000,000 EEJ:IEEGBTS,W

(L) The cost of the project should be considered as Iit, 357250005000
compbsed of Lit, 1,625,000,000 for fixed assets and Lit, 2,100,000,000 for

net current assets, We have explained that during the second year of operation
of the project, the net current agsets requirements will be increased to

Lit, 2510050005000, The increase|Lit, 900,000,000 will be provided from
additional share capital and from rebained earnings and depreciation accruals,

(5) We have been informed that if the proposed loan should be made, it
will be made to the company by ISVEIMER, to which the Cassa would lend a
portion of the Bankt's loan for the purpose, You have said that before
you could approve favorable consideration by the Cassa or ISVEIMER of
the proposed loan you would require certain undertakings from the
Company with respect to share capital, working capital and shareholders!
advances,

(6) The assurances which you have requested, to be effective while any part
of the loan to the Company will be outstanding, are that valid: arrange=-
ments be made, under whichs



(7)

(8)

ANNTEX
page 2

A, Except as the Bank, the Cassia and ISVEIMER shall otherwise
agreey the share capital of the Company shall be at least

Lit,195005000,000 peid in as required, and sharsholders! e
advances, on completion of the plant, will total &ttleast Lit,
900500050003 ‘

Be If the completion of the project or its successful operation
is hindered or delayed or is threatened with hindrance or
delay because the funds available zre inadequate to ensure
its completion and the provision of the necessary working
capital, orompt arrangements shall be made in accordsnce with
a financial plan approved by ISVEIMER to provide the necessary
funds as and when they are reguired.

C. Shareholders' advances provided under subparagrarhs A or B:
I. Shallnot be withdrawn;

IT, Shall in all respects be subordinated to all debts
of the Company; and

III, Interest or any other remuneration shall be payable
and paid thereon only out of net profits and only
to the extent that dividends would be payable thereon
if such shareholders' advances had originally been
paid in as share capital,

D. The undersigned will not, without approval of the Cassa and
ISVETMER, pay dividsmnds or make any other payments to share-
holders or adopt any policy if such payments or policy will
result in or envisage at any time after the completion of
construction:

5 1 The excess of current assets over current
liabilities being less than Lit, 24100,000,000; or

4 ITs The ratiiep of ¢ z_?enﬁ"- asgets to current liabilities
\ being less,-{ .
For the purpose of this lYetter Meurrent assets" shall be considered

as cash and assets readily convertible To cash and all other assets which
would, within one year in the ordinary course of the company's business
be converted into cash or assets readily convertible into cash; and
"Current liabilities" shall be considered as liabilities due and payzble
and @il other Iiabilities which would be payable or could be called for
payment within one year,

The undersigned hereby gives you the assurances and undertakings set
forth in paragraph (6) above to be é&ffective on the condition that you
make a loan to the Czssa and that from the proceeds thereof ISVEIMYR
agrees to make a loan to the Compeny for the above mentioned vurpose in -
the approximate amount of Lit, 1,3004000,000,
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ANNEX 9_
page 3
It is understood that the terms and conditions of any such loan
will be set forth in an agreement to b e negotiated and entered into
between the undersigned and ISVEIMER and that the substance of the
assurances and undertakings given in this letter will be incorporated
therein,

Yours truly,

VARZOTTO SUD Sepehs
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Mr. L. M, Svoboda
¢/o Grand Hotel
Rome, Italy

Dear ladya,

This will cover our comments on the Montecatini Potash project.

1. Borroyer ~ Montecatini should follow the legal name and should be
in brackets. "........S.p.A. (Montecatini)"

2. Froject deseription - para. 1 - add a new last sentence.
"This assumes that the plant will operate on a two-shift basis."

3. Finaneing - para. 1 - second sentence.
PTts £iNaNCANg, seeesessssssssWill be provided from the general funds of the
Company through the interplant accounts."

ds Markets - suggested redraft attached.

3. Earnings and Debi Service - last para. - Might be changed to:

"Company earnings might be further increased by operating the plant on a three-

shift basis, rather than on a two-shift basis, as has been assumed in all the
forecasts.”

6. Ecopomic Justification - Suggested redraft is attached.
7. Egrnings Statement

Production - Stub should read (Thousand tons of potassium sulphate,
50% K20) Footnote to say: Assumes that the plant will operate twu shifts.

8. Earnings Statewent - Operating Costs

The forecasts for 1960 and 1961 (especially 1960), The assumed opera=

ting rates are 68% and 80% respeetively, and the operating costs 69% and 85%
respectively of normal costs. Shouldn't one assume costs would be higher, pro-
portionally, in the earlier years than in the later years?

v



To Mr. L. M. Svoboda -2 - November 4, 1957

9. farnings Statement - Taxes - The taxes seem high (about 1/3 of net
income before taxes), and remain unchanged from 1961 to 1962 even though
earnings go up. It appears the company has not taken into account the tax
relief possible under the Cassa program.

10. Source and Application of Funds

Should not the table be set up to show the Lit. 400 million already
spent? As it is given, it shows this Lit. 400 million being paid in by the
Company and spent in 1958-1960, rather than before that date.

& Balance Sheets - The pro forma balance sheet (p.2) is inconsistent
with the balance shects for 1959 and 1960 because Lit. 100 million of the IBRD
loan is to be withdrawn after the completion of the project.

The simplest way to take care of this would be to have all the loan dis-
bursed by the end of 1959, Otherwise the Letter of Agreement would have to show
the loan on project completion as Lit. 3.9 billion and an explanation that the
last Lit. 100 million would be drawn down after completion.

Aside from minor drafting changes, this report looks to be in good shape.
However, let us have a clean draft for final clearance.

With best regards,

Attachment

C.C.~-Messrs. Bateson, Street and Collier

WJ Arustrong spgn



The potential market for potash fertilizer in Italy seems likely to
be large enough to absorb the output of the proposed project as well as of two

since the production cost of the Italian potassium sulphate is ted to be
lower than that of other Buropean production. (Sce ;.

Montecatini is in a good position to talte advantage of these two markets.
As the largest Italian manufacturer of fertilizers, it maintains an efficient and
widespread sales organization through whieh the potash fertilizer would be distri-
buted. Exports would be marketed through its intornational organization. In
preparation for marketing the new project, Montecatini is engaged in extensive
research work and large-scale promotional activities.

E

The discovery of large potash mineral depesits in Sieily has opened the
possibility of a potash industry in Italy. It will stimulate the application of
this product, which has been very low, even compared to countries with similar
conditions. To the extent that any surplus over domestic demand is available,
ld foreign exchange, since potassium sulphate will be produced at a
Italy than elsewhere in Europe. The Monteecatini potash operationms,
old sulphur mining area presently going through a serious depression,
irect employment for about 700 worker's and employees.
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INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
WASHINGTON 25, D. C.

Grand Hotel
No, 10 Rome, November 2, 1957

Mr, Hugh B, Ripman

Chief, Industry Division

Department of Technical Operations

International Bank for Reconstruction
and Development

Washingtony D.C.

Dear Hughs

Enclosed is draft report on the TAJANI Flectric Cable Project, This
paper is still preliminary, inasmuch as its financial part has yet to be
firmed up by certain supplementary information yet tobe received from
the Companye,

In order to prevent further delays, we have furnished Tajani our own
financial forecasts based on the company's latest estimates, variously
adjusted for scheduled expenditures,working capital requirements, interest
and depreciation charges, to provide a more accurate and conservative
picture of the prospective situnation, You will note that, even after
these adjustments, the project present a very attractive proposition,
vielding an estimated 80% return on the equity investment,

We believe that the report, despite its preliminary nature, will
provide a sufficient basis for passing judgement on the merits of the
project and its suitability for Bank financing, As soon as the financial
forecasts have been agreed on with the company, I will send you the final
version of the fimancial part of the report together with draft letter of
representations,

Despite the many delays in our work, I still expect to wind up our
business by‘Noyember 15, although amny things still remain to be done and
time is running short,.

With wvery best wishes, ks
Yours ever,

kit

Encls, Tadislawv Svoboda



TAJANI

Borrower 7

5. 0%
/

The prospective borrower would be Ing, G, Tajani Cavi S, pe. A, a company
wholly owned by Ing., Gaetano Tajani and Dr, Imciano Fedeli, with office in
Milans, The company would build a new plant for the manufacture of electric
power conductors and tele phone cable at:,f'Anagni, near Rome, The cost of this
projecty including working capital and/interest during construction, is

estimated at Tit, 1,900 million (#3,2/million) of which Tit. 900 million
) ($1.5 million) would be financed from IBRD funds,

Ing, Tajani and his son-in-law Dr, Fedeli, operate a very successful
family=-owned electric cable plant in Milan, which cannot be expanded there
due to lack of space,

Description of the Project

The new plant at Anagni would have the installations required to produce
1,200 km per year of impregnated paper, rubber and plastic insultated electric
cebles and 480 km per year of telephone cable, The plant will also have
ancillary facilities and a testing laboratory,

Present Status

Plant engineering and designs have been completed, a2cquisition of the
plant site is being negotiated, Quotations for equipment and construction
contracts have been received and analyzed, Orders for equipment can be
placed on short notices The plant is expected to be completed in 18 months,

< l/ The Company will be organized within one month after approval of the loan,

Markets

The Italian market of electric and telephone cables has been controlled
by the Pirelli-Ceat group integrating 35 manufactures, many of their plants
cen be considered outdated, .

Tajani does not belong to this group =nd its production represents only
about 1% of the Italian production of electric czbles, When the new plant
will be operating at full cepacity by 1960, Tajani's production will represent
about 3% of Italian productione

Imports and exports of electric conductors are very small and do not
affect the local market,

Since no statistical data are available on sales of different types of
electric cables sthe trends on the generation of electric power|and=the-—Jemabh
ef=high-—tensien—slectric—lines/will give 2n indication of future requirements
@EEmEm), The generation of power has increased in the last six years from
25 billion kwh to L1 billion kwh per year, and the electric emergy high tension
network (above 12 kv) has increased from 18,700 km to 28,300 km during the same
period, According to recent estimates the generation of electric energy will
be zbout 53 billion kwh by 1960 (1/3 above 1956 production) amd is expected
to double during the next ten years (80 billion kwh by 1966).

1/A company to carry out the project will be organized by the same two men
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The market for telephone cable can be appraised from the figures of
Appendix #, The mumber of telephone subseribers has increased from 750,000
in 1948 to 1,820,000 in 1955, The telephone network's extension has increased
from 1,300,000 km to 35370,000 km in the same periods ILarge programs now unders
wayy especitally in Southern Italy, for the improvement of telephone services
would insure a good market for telephone cable for several years,

Tajani has been unable to enlarge its production facilities to keep pace
with pending orders, The new plant at Anagni is expected to solve this situa-
tion,

Management

Ing, Tajeni and Dr, Fedeli have successfully operated an electric cable
plant in Milan for several years, The plant at Anagni would not present any
technical problems different from those found and solved at liilan,

Financing

0f the total reguirements, estimated as Iit, 1,9 billion, Messrs Tajani
and Fedeli would furnish Iit, 1¢0 billion, including Lite 0425 billion as
share capitaly Iite 07 billion in loans under covenants which would make
them equivalent to equity #nd Iit, 0,05 million from retained earnings, The

Xy remaining Lit, 0,9 billion would come from the proposed IRRD loan, The
W estimated pro forma balance shects as of fthe date of completion of the
'5!/\ project and after three years operation are shown belows (million Lire)
Sﬂ \ Upon Project After  yrs Upon Project After L yrs
A completion Operation completion Operation
Fixed Assets 1,600 1,600 Share capital 250 250
Less depreciation 62 437 Shareholders! ad- ) 5L
' Net Fixed Assets 1,538 138y Tone 1 650 (ks
Cnrrent Assets 200 300 Surplus Wj 3 H"@ 29369
"Additional Assets® (383D gy 25582 IBRD loan 'S 900 726
2,121 L»0L5 29121 Ls0l5

Financial forecasts are shown in Amex 9, A letter embodying the financial
conditions agreed to by the company is attached in Annex M,

Earnings Prospects and Debt Service Coverage

The Company expects, within the first 12 to 15 months after completion of
the projecty to increase gradually output to full capacity. If this output is
sold at somewhat lower than present cartel sales prices the company's sales
would increase from Iit, 1.8 billion in the first ycar of operation to
Lite, L3 billion in the third year and net income from Iit, 0,3 billion to
Lite 0,7 billion, The latter figure represents a return of as much as 80%
on sh&ire capital and sharcholders! advances,

Estimated company earnings before interest and depreciation, when the
plant is operating at a normal rate, should cover the service of the proposed
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Bank loan about 7,3 times, The company could sustain a simultaneous drop of
10% in sales revenues and an increase of 10% in operating costs and still
maintain service on the preoposed Bank loan.

Economic Justification

The development of the Italian economy makes necessary a contimed
expansion of power generating capacitys The consequent extension of the
national and regional transmission systems together with the increasing
industrial and residential power distribution requirements will generate
a growing demand for electric cables,

The proposed project, while taking a relatively small share in total
national output, will perform a significant economic function: as an
independent small scale producer the plant will be in a position to supply
the market with a variety of quality products at lower than existing sales
prices, thereby introducing an element of competition in the monopoly
controlled market, The plant will give direct employment to about 100
skilled 2nd unskilled workers,

Conclusions and Recommendations

The Tajani project is sound and could be the basis for a loan of
Lite 900 million ($1.LL million) excluding interest during construction,
The term of the loan could be 12 years, including a two-years grace period,



‘Tajani

Year

1918
1949
1950
1951
1952
1953
1951
1955

Subscribers (in 1000) Sets in use (in 1000)

750
830
930
1,040
1,160
1,360
1,580
1,830

1,010
1,120
1,240
1,380
1,540
1,770
2,010
24330

anNTxX §

Extent of town
networks

1,300
1,400
1,600
1,800
2,000
21100
29900
3,400



ANNEX L

TAJANT
Financial Forecasts
Iion Iire)
Construction Operation
ist year 2nd yre. 3rd yr. LUHh yr, DGh yre
I, Earnings Statements /"’
Production (5 of capacity) 43 8L 100 100
Operating costs 1/ thi / 2,602 3,133 3,133
Interest IBRP loan (21)= (29) 63 59 53
Depreciation 125 125 125
Taxes etc 98 190 232 v 232
Total Costs 1,503 2,980  3,5h9 34543
Net Sales 1,82) 3,528 119296 119296
Net Income A 321 SL8 7h7 753
'-‘.1
Net Income (as % of capital and @-3' : o~
shareholders! advances) 36 6 80 \&)}/ _
IT4 Sources and Application of Funds
Vet Income ’ae%ore Interest 321 611 806 806
Depreciation Accruals 62 125 125 125
Share Capital 250 _
Shareholders! Advances 369 281 50
IBRD loan 515 385
Total Sources 1,130 1,019 786 931 931
Fixed Assets 1,113 W37
Interest 21 29
Total Fixed Assets 130 156
Net Current Assets 200 100
Service IBRD loan - - 95 127 127
"Additional Assets" 383 591 8ol 8ol
Total Applications 1,13l 1,049 786 931 931

y Interest capitalized
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Construction Operation
13_{_31'0 2nd,yre 3rdeyTe 8th Yre DSTH JTe

III. Balance Sheets (as of end of

year

Fixed Assets 1,13L 1,600 1,600 1,600 1,600
less depreciation 62 187 312 h37

Vet Fixed Assets 1,13L 1,538 1,13 1,288 1,163
Net Current Assets 200 300 300 300
"Additional Assets" 383 97h 1,778 2,582

Total Assets 1;13) 29121 24687 34366 hs0L5
Share Capital 250 250 250 250 250
Shareholders! advances 369 650 700 700 700
Surplus 321 869 1,616 24369
IBRD loan 515 900 868 800 726

Total Liabilities ) 1,13 2,121 29687 34366 lys0L5
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No. 13 November 1, 1957

Mr. L. M. Svoboda
¢/o Grand Hotel
Rome, Italy

Dear ladya:

This letter will cover our comments on ABCD., For the most part we have
not been concerned with editorial changes, but Cicely, in going over the report,
has been able to suggest certain changes and we'll pass those along with our other
questions and comments.

First, general comments -

1. A statement on the company's depreeiation policy should be included
in this and all other reports. Special reference should be made to the depreciation
rate for the polyethylene.plant.

Re In each foreecast, the term of the loan and interest rate should be speei-
fied as you did with the Crotone project.

3. "Reserves in Current Assets" and "hidden reserves". As muech as possible
we should use the official figures since the others are given to us in confidence
and the reports do get rather wide cireulation. Therefore I feel these terms and
figures should be removed and a statement made in the text about the comservative
valuation of current assets.

Ao Mtamofthomlomnhoulﬂwnfmtothehnofthepreviouu]m-
1l years including a 3 year grace period. This shorter term was decided last year
bmmdmmwmmrmwmmwofphnt.

More specific points follow -

Igble, p.2 - This would be more clear if "IBRD project" were broken doym
into (a) speeial cements (b) polyethyleme (¢) power and "working capital® into (a)
polyethylene and (b) other.

2¢ What is the amount of the net working capital needed? If the polyethylene
project needs Lit. 1.5 billion why have Lit. 0.953 expenditures already been made for
this item when the plant won't be ready for three years? Isn't this, instead, in-
creased requirements for the expanded cement and asphalt products ssles and a some-
what longer turnover period? This point should also be cleared in the letter.
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3. Zable, p.2 - Regquirements

Other construction - The figure of 68l agrees with the figures for -
ditures on other construction shown in the Financial Forecasts (Annex 1, p.l) ?1956
- 358; 1957 - 323; totael - 681) but does not agree with the figures for increase in
value of other fixed assets shown in the Balance Sheet (Annex 1, p.2) (1956 - 358,
1957 - 316, total - 674).

be Sources

Other borrowings - long-texm - In the Financial Forecasts (Amnex 1, p.l)
the figure of 294 is shown as other loans - short-term.

5. Table, p.3

Fixed Asgets - If expenditures on other fixed assets is taken as 681, the
value of other fixed assets and for total fixed assets should be 7 millionm lire
higher than the figure shown in the Balance Sheet (Amnex 1, p.2) and in this table.

6. Reserves in Current Asgetg - Should not be shown at all.
7. Page 3, Para. 2 - Sentences 2 and 3. Change to -
"For 1955/1956, this represented a return of about 14% on the combined

value of share capital and sharecholders' advances. Net income was considerably
reduced, however, by the conservative practices followed in valuing current assets."

8. Annex 1
1. Earnings Statement
Operating Costg

1956 and 1957 ~ Adjust the figure on the first line so that the net
current assets reserve would not have to be showm.

1258 -~ 1962 - Show only the figure now given as operating costs
adjusted, with a footnote to say that the figure
shown represents an upward adjustment by 4% of the
figures submitted by the . Algo should not
these adjustments be exaectly and not percentages
varying from 3.5 - 4.4%.

9 Interest - Recompute for loan of 11 years with 3 years grace.
Bjummtw - Show only first line, mot figure prior to

1. pces - Recompute.
12. Interest on IBRD project should be shown even though capitalized and

deferred, ethmmmmumappamtmmrerthlupimnmmmta
in 1961 and 1962,



13. Shouldn't net sales for 1957 be 3,835 instead of 3,3857
1. Why are taxes in 1962 the same as 196l since sales have increased
sharply?
IT. Sources and Application of Funds
15. Should footnote (2) be applied to 1961 and 19627
16. IBED 1st logn - Should 1957 be 600 insitead of 300, and later years ad-

0 - Should 1947 be O instead of 300 and later

17, Other loang short-term - 1956 - 294 should be long-term.
18. Other debt servige - Note discrepancies on balance sheet.
19. III. Balance Sheet

Should 1956 be actual?
Should 1957 be preliminary?

20. Other fixed assets - The 1957 figure should be 3,370 to conform to expen-
ditures on other construction 1957.
21, Eixed Assots Adjustment - What is this adjustment and is it necessary?

If so, supply footmote - 1955 - 403 explain., Probably this will come out when
using the company's figures.

22. Depregiation - 1956 does not agree with entry on Sources and Application
table. Out by 1. '
23. Shareholders' advances - 1956 - Accoumt for deeline of 48 from 1955.
leng-term Debt
2. 1957 - Decrease from 1956 = 565. Debt; service in 1957 - 621 minus
interest of 135 = 486. Explain difference.
25. 1960 - Decrease from 1959 - 76. Debt service in 1960 - 191 + 18 = 209,

minus interest payments - 113. Difference = 96.

a. 1958 appears to be a typographical. error - shouldn't it be 7,5987
b. 1958 liabilities then do not balarice with total assets.

27. Debt-equity ratio should be showm.
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To Mr. L. M. Svoboda -4 - November 1, 1957

The following are suggested drafting changes.
Para. 1 - Second sentenge - Change to:

The company plans to erect a polyefthylene plant with an annual capacity
of 10,000 tons per year and a 10,000 kw. thermal-power plant.

- Thixd sentence - Change to:
The project is a revision of a portion of an earlier projeet which received
Bank finaneing under Lesn 150-IT. This portion of the earlier project involved the

construction of a polyethylene plant with an annual capacity of only 5,000 tons; neo
power plant was included.

Parg. 3 - Change to:

The original project involved: (1) the comstruction of a plant for the
production of speecial cements which are made by reprocessing ordinary cement elinker;
it would therefore result in no appreciable inerease in the company's total cement
output; (2) the installation of two erude oil stripping towers operating on Ragusa
crude which would provide the raw materials to be used in the production of poly-
ethylene as well as additional fuel for ABCD''s cement and asphalt plants; each tower
would have an annual ecapacity of 100,000 tons; and (3) the erection of fasilities

for the production of 5,000 tons per year of polyethylene. The cost of the project

was estimated at Lit. ...iveeecveeesy ineluding working capital and interest during
construction.

(No mention need be msde of the oo sli of the original pelyetiylene
plant alone)

Hara, 4 - Senteuce 3. - Change to:

Even after the increase in its capacity to 10,000 tons per the
mmhmm-mponmhmmtmhmmm.

-W-&nboﬁ“.
Para. 6 - Seutence 2 - Change:

"in spite of the increase in plant capacity" te
"in spite of the planned inerease in polyethylene production capacity"

Eresent Status - Fara. 1
Sentence 1 - Change to:

"The special cement plant and the first oil stripping tower were
aml.w.'otl...t..

Para, 2, - Sentence 1:

Insert "second oil stripping tower and the" before "polyethylene®.
Para, 3 - Sentence 1:

Insert "second oil stripping tower and the" before "polyethylene".



Financing - Para, 1, Sentences 2 and 3, Change to:

This represents an increase of Lit. 6.5 billiom over the original estimate.
The increase would be covered, ......ete.

Markets - Change to:

Information on Ttalian consumption of polyethylene is not available.
Until recently, when the first Italian polyethyleme plant was completed, all the
polyethylene consumed in the country was imported, and even in 1956, consumption
exceeded the domestie production of some 8,000 toms. There are no data on imports,
however, because polyethylene is included with 21l other plastic materials in the
import statisties, Bven if current consumption were known, it would be difficult
to predict the future growth of demand for this product which has already increased
so spectasularly. Although its outstanding electrical properties, high chemical
resistance and mechanical toughness have already found it a wide variety of uses,
its full secope is not yet kmown. The experience of other countries suggests however,
that Italian consumption which is still relatively small, will grow rapidly. In the
ﬂl;gnd Btates, for example, consumption increased almost five times between 1952 and
1956.

Current Italian production of 8,000 tons would be inereased to 28,000 tons
by the addition of the ABCD's proposed plant and another plant with a capacity of
10,000 tons now planned by the Edison interests, However, ABCD appears to be in a
good competitive position. Because of the favorable location of its proposed plant
with respeet to raw materials, it is estimated that its production costs will be
about 60% of the curremt U.S. selling price for polyethyleme, which is 35¢ per 1b.,
and about 40% of the current selling price in Ttaly, whieh is 554 per lb.

The output of the stripping plant, apart from the ethylene to be used for
the production of polyethylene, can be disposed of without difficulty. Most of the
heavy ¢il would be consumed by ABCD and its associated companies. Other by-products,
such as crude gesoline and butane, should find a ready market locally.

Page 4, FPara, 1 - Change to:

The company expects its polyethyleme plamt to be producing at 40% of capa-
eity in 1960, when the project will be completed, and to reach full capacity operation
two years later. With polyethylene selling at 27¢ per 1b, (compared with the current
price in Italy of 55¢ per 1b.) the company expects its total net sales to amount to
Lit. 6.6 billion in the first year of operation and to Lit. 9.9 billion in the third
year, Its net income would be Lit, 1.4 billion and Lit. 1.7 billion respectively, a
return in each year of about 32% on share capital and shareholders' advances. It
should be noted that in preparing the financial forecasts, the company's estimates
of operating costs have been adjusted upward by about 4% to provide a margin of safety.
Forecapts of the company's ssles are given in Amnex .....



To Mr. L. M, Syoboda -6 - November 1, 1957
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hmmﬁphﬂelmmmm“ummﬁum
diture would only be 15%.

Attached is revised letter of Agrecment for your consideration. We have
left most of the figures out since these will change as the report is revised.
We would also like your thoughts on the new pmragraph 6C.

With all these changes we would lilte to see a revised report and letter
before giving approval to the project. Flease date ecach report se we won't get
mixed

W. J. trong

Attachment P. S. A last though = the funds in 150IT won't
cover this loan so the letter also will

C.C.—=ir, Bateson have to include a reference to 117IT,

Mr, Street
Mr, Collier

szﬁp



A B.C, D,
International Bank for Reconstruction
and Development
1818 H Street N.W.
\hlhi.ng‘km, D.G.
Gentlenen:
() This letter will confirm certain understandings which have been rea

ched
during recent discussions between tatives of the Internationsl Bank
rummmmwmmmmuumun.m
Cassa per Opere Stracrdinarie di Pubblico Interesse nell' Italia Meridionale
fﬂuﬁuu). Istituto Regionale per il Finansiamento alle Industrie in Sieilia
IRFIS) and Asfalti Bitumi Cementi e Derivati (the Company).

(2) You have informed us that the Bank is considering a loan to the Cassa and
that part of that loan will be speecifically allocated for loams for various
industrial undertakings in the area of the Cassa's competence and that certain
wutilized funds under the loan between the Bank and the Cassa dated October 11,
1956 (Loan No, 150IT) may alsc be made available for allocation of such indus-
trial undertakings.

3) We have proposed that there should be provided, either out of the proceeds
of the prospective loan or the wnutilized proceeds of loan No. 15017, additional
finaneing towards a proposed extension to our projeet which under Loan No. 150IT

the amount of Lit., 3,100 million. The project as
for the construction and operation at Ragusa of a poly-
etiylene plant with a capacity of 10,000 tons per year, a erude oil stripping
phtﬁ&umivwm,omt:mrm.n:puialnnntplututha

g

eapacity of 30,000 toms year, a thermal electrie plant with a generating
capacity of 10,000 kw. special cement plant and the first section of the
oil stripping plant were completed and put into operation in 1957, the remaining
faeilities the major part of the project are scheduled to be com~
pleted by September 30, 1960. We have informed you that the pro forms balance
sheet of the Company, on completion of the projeect, would be as follows:
Fixed Assets Lit. Share Capital Lit.
Less Depreciation Surplus
Het Fixed Assets Shareholders' advances
Net Current Assets IBRD loans
"Additional Assets" Other

ut‘m n"m

numm&.ttumumnummmmxmmwh
reduced by the amounts of dividends paid during the interim period subject to
the restrictions of this letter.

) The cost of the project should be considered a8 Lit. sveevevvesveassens
composed Of Lit. cececvccsvosnsnse for fixed assets and ILit. “tasssstsrannnne
for “tmﬁm. In addition to tb‘pﬂ’m’ an amount of ILit. .eeccesnces
will be required to increase the net current assets pertaining to the other acti-
vities of the Company.
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Yours truly,
ASFALTI BITUMI CEMENTI eDERIVATI



INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
WASHINGTON 25, D. C.

Grand Hotel
Noe 9 Rome, November 1, 1957

Mr, Hugh B, Ripman

Chief, Industry Division

Department of Technical Operations

International Bank for Reconstruction
and Development

Washington 25; D.C.

Dear Hugh:

I enclose drafts of report and letter of representations concerning
the SINCAT project and the general market appraisal for the potash industry,
These papers have been cleared with the Area repreijagggjvgg( _

* 5

Meanwhile we have received your cable No, 11 including :lmments on
the ABCD project report, According to your suggestion regarding the
liquidity provisions in the ABCD draft letter of representations, I propose
that paragraph (6) should be supplemented as follows:

E., Except as the Bank the Cassa and TRFIS shall otherwise
agreey short term loans used as interim financing for
completion of the project, shall not exceed, at any time,
the total sum of Iit, 800,000,000 and shall be repaid on
completion of the project from retained earmings or
shareholders! advances,

In conjunction with the above, subsections (6) D would now read as
followss

De The undersigned will not without approval of the Cassa and IRFIS
pay dividends or make any other payments to shareholders or
adopt any policy if such payments or policy would result in or
envisage at any time after completion of the project:

I The excess of current assets over current lisbilities
being less than Lit. 1!790’0009000,

TI. The ratio of current assets over current liabilities
being less than 2:1,

I had previously discussed with the Company the possibility of an
alternative liquidity provision along the lines of the above proposal, pending
further clarification of the Company's prospective working capital position in
the peak construction years, The modified provision as above would no doubt be
a welcome relaxation for the Company in a prospective period of increased
financial commitments, I am awaiting your letter and possible further comment
on the present propdsal, before presenting the revised draft letter to the
Company, \Incidentally, in sending the first four reports in 2 hurry I failed
to make a few minor corrections in the ABCD financial forecasts as indicated






Mr, Ripman -2 -

in attached copye I apologize for this overlook,

Preparation of the remaining five reports has been somewhat retarded
because of the inadecuate financial presentation of the projects. The
intervening holidays, this week, have further delaved their completion,

We have now set deadlines to the various companies for final agreement on
financial matters which will expire Thursday next weeke

A meeting with Marzotto is set for November 2, to review the final
presentation of their Tinanciel plan as agreed on in principle duing our
visit to the Company last week=-end, SIL a2fter the last heated discussion
on financing, have now replaced Prof, Colaiori by Prof, Parillo as main
negotiator, The latter has suggested what appears a quite reasonable
alternative proposal, which, pending approval by the shareholders, will
come up for discussion early next week, A reaction by Maratea to our
requirements in respect to the proposed 2nd Bank loan is still awaited.
CMI have yet to furnish earnings forecast for their entire operation in
order to demonstrate the availability of own funds from retained earnings
for financing the project. As regards Tajani, we have now received a
favorable report by the ISVRIMER auditor resarding the Company's cavacity
to finance the project and I am preparing a financial forecast based on
the company's rather confused figures,

Singe all technical matters have been cleared and the technical part
of the reports drafted, we expect Hduardo to return to Washington at the
end of next week, I hope to follow one week later.

With best wishes,
Sincerely yours,

bondielns

Enclse Tadislav Svoboda
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The capital of SI'CAT would be hald exslusively by companies belonging
to the "dison which 48 the in and which has
- largest power corcern hr
Description of the Projest
The second SDICAT project involvess 1) an increase in the of the
facilities now under construgtion (first end 2 &

of facilities for the mamufagture of
Undey 1) increase in capocity of the following units is plarmoeds

a) complex fertiliser plant from 100,000 to 300,000 tons per yours
b)wm plant from 30,000 t0 170,000 tons per year of
150,

o)mmma-m“mm”mdwm,.
The fasilities for new produste, incladed under 2) as followes

a) Mining installations at Sta, Catorime for the extrection of 130,000
tons per yoar of potesh minesd g i

b)umsmumummg’.“
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o) Macilities to prodwe amondum sulphate and ghloarine derivatives,
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AmEX

300,000 tone of complax fertilisers of whichs
1005000 tons of Gelded
2004000 tons of 10=15=10

564000 tons of anmordum sulpbate

(09000 tons of salpimric acid (as monohydrate)

59000 tone of pevohlovoethylene
54000 tans of gmustie soda
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Form No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

(8-55)
OUTGOING WIRE

%
AR
CLASS OF SERVICE: LETTER TELEGRAM DATE: NOVEMBER 1, 1957
TO: WHEELOCK
GRANOTEL
ROME
COUNTRY ( ITALY
JEXT:
Cable No. THREE e
able INo. / ‘

REFERENCE YOUR LETTER ONE AND OUR TODAYS TELEPHONE CONVERSATION
FIRST GLAD TO HEAR BANK HAS RELENDING RIGHT AND AGREE THERE IS
NOTHING MORE TO BE DONE THAN MAKE ATDE-MEMOIRE OF YOUR CONVERSATION
WITH BAFFI SECOND I AGREE THAT YOU SHOULD NOT REPEAT NOT RAISE
QUESTION OF REMOVAL OF RESTRICTICNS ON LENDING REPAYMENTS REGARDS

Signed: COPE

AUTHORIZED BY:

NAME: S. R.Cope - For Use by Archives Division
DEPT: Burope, Africa and Australasia Checked for Dispatch
SIGNATURE:

SRCope :mln

ORIGINAL (File Copy)
(Cleared with Mr. T1iff)
(IMPORTANT: See over for quide in preparing Outgoing Wire)



GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service
Type in class of service desired. Each class is described as follows:

Letter Telegram Letter telegrams are normally delivered the moring after day of despatch. The cost
is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messages are nommally transmitted and delivered immediately. There is a
minimum charge for 5 words, including address and text.

IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.
Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following

countries:

Bolivia Cuba Guatemala *Peru

Brazil Dominican Republic Honduras * Syria

Burma E cuador Jordan Uruguay

Chile El Salvador * Lebanon Venezuela
* China * Ethiopia Nicaragua Yugoslavia

Colombia * France Pakistan

Costa Rica Greece Panama

*In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is nor required.

Code Code messages are transmitted at full rate (or IBF Govt,) speed and cost. This rate
sl_!:ould be used only for confidential messages to staff members having a code with
them. #

Day Letter Day letters are delivered during the day of transmission and should be used only for

messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text,

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 2008).
2. Address
Use only last name of addressee and cable address whenever possible. The Bank cable address

“INTBAFRAD" is registered in Paris, Beirut, Rio de Janeiro, Bogota, and Guatemala City. The name
of the country of destination must always be added. (No charge is made for the name of a country).

3. Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 2008.

Type text in capital letters and double space between lines. The text should be edited to elirinate
unnecessary words and unnecessary punctuation. If punctuation is needed, spell out the words "Comma, "
“Stop,” etc.

Use common abbreviations whenever possible, i.e. reourlet, reurfive, etc. Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Aurmail, Newyork, enduse,
4. Signature

Type in last name of sender. Use INTBAFRAD as part of the signature only when addressee does not
know the address of the sender.

5. Authorization
Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a cable énvelope to Room 210 for despatch. The cable service is open
from 9:00a.m. to 5:45 p.m. on working days. pecial arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 2008.

YET3A 30 on
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dev\I%Ci,

INTERNATIONAL BANK FOR

RECONSTRUCTION AND DEVELOPMENT
1818 H STREET, N. W.
TELEPHONE EXECUTIVE 3-63680 WASHINGTON 25, D.C. CABLE ADDRESS-INTBAFRAD

November 1, 1957,

Noo, 12

Mr, L M. Svoboda
Grand Hotel
Rome, Italy

Dear Ladya:

This will cover our comments on Conee

e

To answer your question on surety arrangements, it is not neces=
sary to include anything about this in either the report or the Letter of v/
Agreement, ISVEIMER takes the commercial risk for all the loans and they
are the ones to be satisfied on the security and, as you indicate, they
will get surety from CGE.

In order that all the project presentations are uniform, two
points should be watcheds

1, Percent return should be on the total of share cgpital and
shareholders' advances,

2, In specifying production as % of capacity, the expected normal
production rate, allowing adequate time for maintenance and re-
pairs, should be considered 100% of capacity. Also, if three=-
shift operation is possible but only one or two shifts are plan-
ned for an indefinite time, the latter basis should be termed
100% with an appropriate footnote.

For the Crotone aluminum plant for example, the theoretical rate
is 11,000 tons per year, but about 9% of the pots are expected to be out
for rebuilding once the plant is run in, The normal production capacity
would be 10,000 tons per year, this should be considered 100% and not 90%
as shown, Sorry to mix up Crotone in the discussion on Cone but the ex=
ample is much clearer,

Now to more specific points ==
l. The statements in the project description about the complete

manufacture of the water heaters and in management about the
simple operations are incompatible.



To Mr. L. M. Svoboda November 1, 1957

2e In the section on "Present Status" expendifures prior to o
September 1, 1957 should be shown, in order to show that
this loan will not be a refinancing operation,

3. Table at top of Page 2

What are "other funds" - short term or long term loans and [/
from where?

to Page 2 = Second Table = Some of the figures for 1962 seem

incorrect, (oee comments on the Balance Sheet below) v

S5¢ The return on share capital should probably be 6.6%, but VfﬁJT”?*f&i
see my comment 12, q@ﬂn? Aot
6o Page 2 - last sentence bottom of page = This appears to be
misleading, I thought CGs had only three retail stores in
all of Italy?

Te Financing = Tt might be well to put the information on market-
ing arrangements in as a separate section headed Marketing.

8+ Markets = This should be expanded with a short discussion of
The retail prices of the products and their competitive posi-
tion in the Ttalian market, including their position in view
of the common market aspects,

9. What percentage of the total output does SME sell? Does this L
go through CGE first?
10. Earnings and Debt Service Coverage - The last sentence of the
first paragraph adds nothing to the discussion and should be Vr
removed -- unless you are implying that CGE is considering
such a step,

11, Conclusions and Recommendations = A three=year grace period is J#L“4“i 4
entirely too long for this project ~-= wasn't our original dis= {,_,v{ e
cussion on the basis of one or 1 years? If not, then I cer=

tainly slipped up. b/?/
. 12, FEarnings Statement - Net Income as % of Share Capital =~ The 440

Tigures for the four years 1957=00 appear to be incorrects &7;ngh~4{ f«
They should be 6,6%, 1347%, 3.3% and 6% of share capital. wa ’ %
However, as I said above, you should show earnings as & per- i &
centage of share capital plus shareholders' advances,

13« Sources and Application of Funds: Share Capital and Shareholders! V/
Advances - 1960 = This proposed capitalization of 150 million
Iire of shereholders' advances should be footnoted for clarity.




To Mr. L.

Mo Svoboda November 1, 1957

L,

15,

17

18.

Sources and Application of Funds =~ Debt Service = 1962 ./ be 42
Should the IBRD debt service drop from 98 in 1961 %o Bl in .4 /
1962? 1In addition, there is an inconsistency between the

change in long term debt shown by subtracting interest from

debt service and the changes in long term debt shown on the

balance sheet,

Footnote terms of "Other long term debt service", 4 s
Balance Sheet - Depreciation = 1960 and foll - The in- )
crease in the depreciation from 1959 to 1960 is ____53 (135-82), |/

This is inconsistent with the figure for depreciation accruals
for 1960 shown on the earnings statement, which is h2e of .4 4 42

IBRD Ioan and Other Long Term Debt, 1962 - The decrease in

total debts from 1961 to 1962 is 26 /698 = (622 + 76) minus

672 (587 + 85)//. This is inconsistent with the difference 4
between debt service and interest payments as shown in the .
Sources and Application of Funds and Earnings Statement which sttt é
show a total debt service in 1962 of 100 (84 + 16) minus in-

terest payments of L9 or a debt reduction of 51,

Iletter of AJgreement

Para, 3

a) insert "a" between "to" and "totalh ¥

b; delete "per year" after "refrigerators" Y

¢) check figures against revisions in report R — :
d) after the table insert ["It is understood that the amounts

shown as surplus and additional assets may be reduced by ,\}"m v’
/ the amounts of dividends paid during the interim period :
|_subject to the restrictions of this letter, unless you

194
20,

21.

22,

" want to restrict dividend payments during the construction
period, If so use a paragraph similar to the one in the
original SIL letter, However, I don't think this restrice-
tion is necessary,

Pare, li - instead of ™working capital" use ™net current assets", |

Para,6A = Except as the Bank, the Cassa and ISVEIMER shall otherw v
wise agree.

Para,6C - Shareholders' advances provided under sub paragraphs Y
A or B,

CGE Balance Sheets - the 1956 figures should be included, A Bemy




To Mr, L, M, Svoboda November 1, 1957

Again we'd like to see a revised draft before final approval,

Best regards,

We Jo Armstrong

C.C.--MI'. Bateﬂon
Mr. Street
Mr. Collier
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INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT
1818 H STREET, N. W.
TELERHONE EXECUTIVE 3-6300 WASHINGTON 23, D. C. CABLE ADDRESS-INTBAFRAD

November 1, 1957

No. 11

Mr. L. M. Svoboda
Grand Hotel
Rome, Italy

Dear Ladya:

This letter will cover our comments on Crotone even though there
seems to be no hurry on this project. Unless the*pﬁﬁﬁfg;ate question is
resolved favorably by the middle of November or unless the Cassa is willing
to take the risk on its inclusion with a possible later cancellation then
we should drop the project.

If the project does stay in, there is no problem in considering
financing 53.5% of the total coste.

More specific points -~ mostly drafting changes -- follow:
l. Financing - Page 1, Para 1, Line 3 "and working capital, will be

provided from the general funds of the Company through the inter-
plant accounts".

2. Page 2 - Footnote the reason for the increase in advances "after
our years of operation',

3. Page 2 - "Financial Position" - add a sentence on the ability of
Montecatini to service its debt-burden.

Le %@W - The end of this paragraph would be
clar a ect reference to the potash project for which
Montecatini is requesting Bank financing. A suggested re-draft
of the last three sentences is as follows:
"The Company has developed a four-year program which provides for l
a considerable volume of new investment, mainly in mining, for the |
present proposed expansion of aluminum production, and for further |



5.

7

8.
9.

-2—
v \
]
expansion in the chemical field. Total expenditures are estimated
at Lit. 40 billion. In 1956, the Company borrowed locally Lit. 16 '
billion, @nd in early 1957, it raised its share capitel by Lit. 16 | J/;:;
——

billign. The balance of Lit., 8 billion would_be covered the
IBRD loan for the present project t. 4 billion) and another IBRD
loan also for Lit. 4 billion, proposed to be made for a potash

project in Siecily." N

age 2 — 3 Markets - The market deseription might be strengthened
e following revisions:

a) Page 3, Para 1 might be altered to read:

"Total production has ris aboyt 70% since 1 while production
b s atagn uns ciagn g e ey Siaoe 1000 Mhils popdns

expansion project completed in 1951."

b) Para, 2 - Foreign trade in aluminum has fluctuated from year to
year, but, in spite of the steady rise in production, total imports
exceeded total exports by some 3-4,000 tons in 1954 and 1955. On
the other hand, exports of semi-processed materials have exceeded
imports.

¢) Para. 4 - Omit the first sentence.

d) Para 5 - A further expansion in Italian consumption of aluminum
seems probable, in view of the fact that Italian per consumption
in 1955 was only 1.29 kilos, compared with 2.51 in France, 3.52 in
Germany, and 4.30 in Austria,

e) Para. 6 - Should the Italian market not be able to absorb the
increased domestic output of aluminmum by 1960, the company should

roba not find_it difficult to market surplus - which would
Be relatively small - in other European cgggtrieso BWeatarn E:gopean

consuggtion in 1955 was 795,700 tons, compared with a production of
547,100 tons. Although there may be an increase in competitive
pressure as a result of the current still uncompleted wave of expan-
sion of capacity, particularly in the United States and Canada, the
favorable price of power insures the plant a production cost com-
petitive with larger plants elsewhere in the world,

Page 4 - Earnings and Debt Service Coverage

Para 1, sentence 2., - Change to "At current prices of ...¢ per
1b., the Company's net sales would amount to, ete.

Economic Justification

Para 1, sentence 1 - The new plant will produce aluminum at a
competitive price to meet the growing Italian demand,

Annex 1 - Percent of Capacity - (See letter on Cone)
Annex 3 - Ratio

a) Current Assets/Current Liabilities

1953 - should be 2.57% ‘uolivsl L &
1956 - ®  ®26%¥ 4,7



o e

b) Equity/Total Liabilities and Equity
pA; ALy 1973
1956 - should be 0.597 but use debt-equity ratio instead
¢) Net Profit as % of Share Capital
1956 - should be 13.0+ ‘walecd # /h.4
d) Net Profit as % of Sales
1953 - should be 6.9¢~ - # _ (:f
10, Letter of Agreement
a) Paragraph 2: "Cassa'" in the last line should be "Cassa's",
b) Paragraph 3: Revise the third sentence as follows:

"For illustrative purposes we have informed you that the proforma
balance sheet of the Crotone plant on completion of the project
would be as shown below. We have also informed you that, within
the first operating year, the Company would make further advances
amounting to Lit. 620,000,000 for net current assets."

c) Paragraph 4: Revise the fifth line to read:

"or ISVEIMER of the proposed loan you would require certain assur-
ances and under ="

There's no agEarent hurry on this one but if it looks as though the
E;g%gsglwill stay in, then we will want a clean draft to submit for final

Best regards,

7%

W, J. Armstrong

cc: Messrs, Bateson
Street
Collier
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