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INTRODUCTION

Under an agreement berween the United Nations Development Crganization
{UNIDO) and che Islamic Development Bank (IDB), UNIDO provided the services
of a comsultant to join an IDB appraisal mission in reviewing the application
of the Govermment of 3angladesnh and the Bangladesh private sector for
assistance in financing the construction of a 1250 MIPD export oriented

pethanol plant.

The UNIDO expert, Mr. B.D. Bohna, from the U.S., jcined twe staif
specialists from the IDB, Mr. Nasimuddin Sidiqui, and Mr. Musa Musaifar Gul
in 3angladesh on September 3, 1932. The appraisal team then spent seven
days in Bangladesh reviewing the Methanol Project and another proposed
oroject for the production of soda ash. A separata report nas been
oraparea covering the Soda Ash Project. Under the terms orf refarence and
in view of the limited time available priority was given to the Methanol

Prciect.

This report prepared bv the expert is iatended o provide data Zor
inclusion in the formal Appraisal Report being orepared bv IDB for

osrasentation to its 3oard of Ziresctors.




The privata sector sponsor of the aroject, Janglaaesn Zxport [moort
Corooration Lzd [3EXIMCO), nas, ~ith the approvai of tne 3angladesnh Government
approached +the [slamic Jevelcoment 3ank “aor assistance in financing the proposaq

Hdetharol Praject.

3EXIMCO has nad “he assistance of a major UK contracting firm, specialized
in the design and construction of large scale methanol nilants in oreparing
oreliminary studies con olant capitail ¢3sts, operating costs and econecmic vizdpility.
This firm,ldavy-ilckee (0i1 and Chemicals) Limitad has preparea and made availacle
to the Government of 3Jangladesh 2 technical analysis in the form ¢f a contiactor's
preliminary oroocsal and 3 detailed financial 2nalysis, ali based upcn a2 firm
commitment 0 the ICI low oressure orocess, procurement from UX sdurcas, 2nd 3
negotiated turnkey centract with Cavy-dcKee for oslant angineering, arocurement,

and erection.

Jased upon the work done 2y 3EXIMCO and Davy-'icKee the Government of
3angiadesn nas an antered into an exclusive contract with these Two
firms giving them the ricnt 3 Suy natural zas from tne Government at a Fixed
formula Jrice over the life of the diant, and to0 proceeg with the 2romotion,
financing, construction, and aperation of 3 1250 metric :on ser day methanc
alant. To assist in ensuring zhe succass of the pJroject, the Sovernment 2is
quaranteed certain benefrits %o the new industry in the way of tax holiday for

an initia} zeried, lefarred payments fcr gas in the case of cash flow srobiems,

cartain tax Senefiss, arotecticn of foreign investors, Juty drawdacks. 2tC.




The Government has also agreed to take an equity dosition in the project,

contributing 10% of the total required financing of $250 million.

The private sponsors of the project, BEX[MCO, Javy-McKee and others
who may participate will arrange the balance of 20% of the total required
financing. In particular Javy-icKee in consideration of receiving a negotiated
turnkey contract Yor the piant will fake a 7.3% equity position. The balance of
the equity, excluding that taken by the Government, will be taken 2y 3EXIMCO

and others including possibiy the financial institutions.

A copy of the contract between the Banciadesnh Government and EEXIMCO
and Davy-McKee together with a clarifyin- letter dated 2-11-31 is attached as

Exhibit A heretgc.

[t can be noted that the wngle agreement Seccmes effective only upon
the fulfillment of the following conditions:

(i) Evidenca that =he full feasibility of the oroject has been established
to the satisfaction of the Covernment.

(ii) The total Financing nas teen arranged by 3EXIMCO and Cavy-iicKee o
the satistaction of the Government.

(111) Specifically +that any loans arranged fcor the project are consistent
with maintaining the economic viability of <he sroject ind will impose
no requirsment :hat *he Government srovide iny foreidn exchange *ar
the construction or operatign of the project.

(iv) Finaiization of a quaranteed export marketing centract.

This agreement remains valid up to Oecember 21, 1982 on the condition
that progress on its imolementation will te raviewed in July, 1382 and the
Government nhas :the rignt t0 tarminate %ne agreement in the avent no sutstantial

srogress nas seen ichieved.




REFEREMCE MATZRIALS PROVIDED
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The appraisal team was provided with copies of the following preliminary
studies:

(1) “Feasibility Report - Zangladesh !lethanol Plant, Yol.l - Financial
Analysis." (Davy-icKee-i381]

_—
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~

"Feasibility Report - B3angladesh Methanol Plant, Yol.2 -
Technical Analysis! (Davy-McKee-1331)

(3) "Technical and Economic Yiability of Methanol Production in Sangiadesn?
(UNIDO-Manderstam 1332)

A reference ccpy of the Summary section of "3angladesh znercy Stugy'(Asian

Development 3ank “sr UilOP) was made available from the library of the [D8.

Copies of various pertinent correspondence were availabie from the [33 Tiies.




ASSISTANCE 7O THE APPRAISAL TzAM

The IDB appraisal te=am was greatly assisted while in 3angladesh by
arrangements made Dy the Zxternal Resources Givision of the Ministry of Finance
oFf the Government of B3angladesh. The follcwing Government officials were
especially nelpfui:

Or. Muhuiddin Alangir - Joint Secretary {Also Zxecutive Jireczor - [D8)

Or. Aminul Hug

Mr. M.A. Malek - Senior Section Officer

Usetul information was also provided by staff of the Government 2owned
Chittagong Urea Fertilizer Ltd., which is starting work on a ldarge urea olant
in the same general area as the proposed methancl plant. The [DB is particinating
1

in the financing of this project under 3 ieasing arrangement for the onsite ocwer

plant.

Mr. 2jaz R. Chaudhury - Project Jirector !Dacca)

.A. Chaudhury - Chief Zngineer (Jacca)

<
3
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Mr. 1.D. <amal Uddin - Assistant Civil Engineer (Chittagong)

Mr. A.S.4, Shah Alam - Assistant Civil Zngineer {Chittagong)

The basic presentation by the local srivate sector sponsor 2f the
project, BEAIMCC, was made by:
Mr. 4. Saifud Dahar Shakid - Senior Vice President (Mechanical Inginaer)

Mr. 1.D. Aminul Hoque - Zxecutive



FIELD INSPECTIONS

The IDB appraisal t2am visited the proposed site (3-1) for the methanol
plant on the West Bank of the Xarnafuli River adjacent to the Chittagong Expor<®
Procaessing Zone, Patenga , as well as alternative sites considered upon both the

West and Zast 3anks.

They also visited the site of the new urea glant being built by the
Chittagong Urea Fertilizer Plant and talked with engineers in charge of the

dredging and sita filling work wnich was just starting.

Other construction sites visited for the purpose of obtaining information
on current construction practices and co-ts included:

(a) 230 XV aerial crossing of Jamuna (3ranmaputra) River, termed the
tast-West [nterconnector, being constructed by the Korea Develupment
Corporation.

(b) Pipe hauling and stringing ooerations for Sakhrabad-Cnittagong naturai
gas pipeline zeing constructea dy




COMMENTS

1. Export of Gas as Methanal Within the Context of the Qverall Zneray
Plan rFor the Country.

A pre-feasibility study on the potential for export of methanol or

liquified gas was presentad in the Bangladesh Enerqy Study (1376).

This study placed the export value of natural gas t.0.b. Chittageng at
$4.03/1000 SCF with Persian Gulf crude ail at $24.C0 per barrel. 3i1 at the time
of the study was $12.00 ger barrel predicted to rise by the year 2000 to 524.00

per barrel.

The opportunity cost for gas within the overall context of the snergy
nlan for the country was caicuiated. This estimate, based upon & cas suppiy
adequacy of 30 years, as relevant to the projects recommended in the energy
study, and a discount rate of 10% and a value of crude oil of $12.00 in 1990,
set the value of gas in the ground 2t 3 Taka or $50.26/1000 SCFM based on zodays

exchange rate of $£1.00/22.0 Taka.

The Energy Study clearly established the favoradbie ecgnomics of methanol
over liguified natural gas for the puroose of exploitation of gas reserves for

domestic or export use as a ‘uel.

Althougn this Energy Study is now out of date it is sossible to
deduce in a quantitative sense that the change in parameters.i.2. (a) higner
crude oil prices (b) continued hignh interest (discount) rates, and (c) expnanding
prospects for discovery of additional qas reserves, all favor the =2arly

exploitation of natural nas providing it is commercially orofitable to do so.



2. Gas Reserves

ATl sources indicate sufficient gas raeserves o serve the plant for

an estimatea iife of 13 years or longer.

3. Selecticn af Process

This subject is covered adequataly in the Manderstam Report (1982). As noted
there are two low oressure orocesses available on the market, ICI and Lurgi.
Although the ICI orocess, which is proposed ©or the present plant, seems t3 be
favored in general in terms of large plants already built or under construction
the Lurgi arocess nas certain xnown advantages i.e. smaller cooling water and
feedwater requirements &nd reduced usage of catalysts and chemicals. A disadvantage
of the Lurgi srocess is a 47% increase in the use cf electric power. P2ge 23 of
the ilangerstam report sets out the rationale for competitive bidding as a means
of selection cf the most economic orocess. Competitive bidding on both 2rocass
and ¢osts is normally recommended on process type plants and can often affect

finai plant costs oy :-10%.
4. Cacital Cost

Two separate 2reiiminary estimates of caoizal ¢ost ire available:

a) Davy-McXee srovides a contractor's negotiated :turnkey price prooosal
of 3205.0 million exclusive of 3 senarate contingency allowance of
$21.3 million. Incluged is a figure of 35.6 miliion for land and
site oreparacion.

b) Manderstam using more generalized engineering estimating procecures
arrives at a 1382 orice of 3212 aillion. It is not clear wnether =his
2stimate includes the cost of '3ana and site srecaration but nermaily
it would not. The astimating procedure used while commoniy accsoted
for oreliminary easibility surcoses may 2asily vary from actual
cost ty + 28%.
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¢) Placing the two estimates an a cormon base the capital cost for
the purpose of analysis of financial viability of the nroject,

the cost of the project would be:

Davy-iicKee 5205.GC mm
21.3
3226.2 mm
‘danderstam $212.3 mm
Land and Site 5.8
orenaration 53.0
Possible Zrror(23%) 3270.6 mm

d) Thus the sensitivity testing -< the Davy-McKee price in the aconcmic
viability analysis should inciude the possidility ¢- a cost over-run

on plant cost on the order Gf:

The sensitivity znalysis provided includes that far an over-run

in plant cost of 20%.

e) Therefore it seems realistic to acceot the Davy-McXee 2stimate
of plant cost of $226.3 million for the purpose of aconomic viadilily

analysis.
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5. f.o.b. Price of Methanol

The Manderstam report projects a 1936 f.o.b. price of S253/MT, with
a 3% per annum rise in price between 1286-1990. This places the 1990 projected
orice at 5237. However with a oredicted oversupply in the Asian Pacific Region
the prospects for an improvement in the trend before 1390 are slight. The
arnspects for an oversupply resulting in 3 20% fall in prices could bring the

nrice as low as 31380/MT in 1236.

Oavy-tcKee assumes a 1981 f.o.b5. oarice of S16Q/MT with an escalation
rate c¢f 6% per annum. This places the orojectea 1986 orice at 3214/MT and the

1990 orice at 270.

The Qavy-tcKee sensitivity analysis covers the full range of f.o.b.
srices including a "worst case” scenarioc of a 20% increase in Fixed Investment

Cost and a 20% decrease in the assumed Methanol sales arice.

The lower Davy-ilcKee sales price estimates in the early years sppear
to be more raalistic and acceptable for inalytical use at this stage in the
project, 2specially since negotiations ire yet to be initiated on quaranteed

contract sales.

6. Qperating Costs

It is premature with the procass not finally selectaed, 2nd site location,
infrastructure, and utility costs indeterminite to attempt any comment on

operating costs.

The fiqures projected by Oavy-McKea may be accectad for use in studying

financial viability until more accurate data is available.
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7. Plant lLacation

For an export oriented methanol nlant all indications are that the plant
should be located in the Chittagong port area. It would appear premature
however tn zonclude at this time that the BEXIMCO - Davy-ricKee selectea 8-1 site

on the West Bank is more suitable than a site on the East 3ank.

The principal factors influencing the Project sponsors to favor Site B-1
rather than an £as:t 3ank site adjacent to the developing chemical complex
are stated as a lack of suitable position for a product loading jetty and lack

af infrastructure in the area as presently developed.

[t would appear that with the start of construction on the Chittagong
Urea Fertilizer Plant the situation could change rapidly. Furthermore it is
understood that the KAFCC project, a proposed export oriented urea giant, is
not yet financed and its construction is therefore not assured. Likewise the
soda ash project proposed by Basic Chemicals Limited, which the [Z8 is also
currently reviewing is still in tne very early stages of deveiopment. The site
currently favored by the sponsors of the soda ash nroject is at helurguat, 2utside
of the Chittagong area. Hence it appears that by the time financing nas Zeen
srranged for the Methanol Project, one of the other two more desireable West
Bank sites might be found %o be avaiiable. [t is understood that ail of the
iand on the West B8ank area is owned or controlled by the Government. Hence some
optimization of the siting of new chemical industries in wnich the Government

has an equity position could normally be expectad.

Ultimately the final selection of the site should be made with full
consideration of its effect on capital c.st but also on the operating costs and

the f.0.b. caost of the finished oroduct.




-13 -

3. Plant Utilities and Infrastructure

The several new cnemical plants pruposed for the Chittagong port area
have certain requirements in common.

(a} A1l are large users of natural cas to be obtained Trom the 3aknrabad-
Chittagong 7ipeiine now under conscruction.

(b) A11 are users of electrical power, i.2.

Chittagong Urea Fertilizer Limited i
Proposed 3EXIMCO Methanol Plant a
Proposed 2asic Chemicals Limited

Soda Ash 2lant 13 MW

(c) A1l nave large plant cooiing water requirements, {.e. :
Chittagong Urea Fertilizer Limited 1200 TPH
Proposed SEXIMCO Methanol Plant 10,800 T7H
Proposed 3asic Chemicals Limited 35,000 “PH
Soda Ash Plant

(d) A11 nave a certain amount of waste product which will discharge
into the river.

(e) A1l have a need for ready access to water, rail, and rscad transcortaticn.

(f) A1l have a need for housing and f3cil{ties for employees.

It s~ems obvious that the above reguirements in the Chittagong zort zres
should be analyzed by Government planning sythorities and integrated into an
overall plan wnich would sraovide for further gcaveluoment of industry in the zre:.
This plan wouid address sucn items as zoning, poiiution contral, traffic patierns,

and provision of basic services.

In fact, there may now be such plans but the 0B team was not made
aware of them., The impression is that each new industry is prcceeding on it3
own to develop wnatever new facilities it needs for its own purposes. As a result
already major proolems are deveioping and they will rapidly beccme

unmanageable without overall olanning.
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There could also be the probability of major savings in capital

and/or aperating costs should it be possible to combine steam and electric

power requirements into iarger installations common to more than one plant.

To illustrate this point some exampies can be cited:

(a)

Electric Power - The Bangladesn Znergy Study projects the investment
required in power generation through the year 2000. In the oceriod
between :980-1986 there are a number of new generating faciiities
planned. These are generaliy in the 63-120 M4 size. dould 1t not e
more economic and perhaps provide more reliability in service %o
industry to install one new 30-75 MW steam oower olant in the
Chittagong Port Area using high pressure steam for power and icw
pressure exnhaust for process heat rather than forcing private
industry to install its cwn more costly small plants in the 10-2Q My
range? Private industry now generally relys on the national power
grid for tackup to more reliable on-site power generaticn Sut it may
be yuestionable whether the grid can écccmodate Toads of the

magnitude indicated shouid the need arise.

Plant Cooling Water - In this country of abundant watar the chemical
industry is already struggling with its cooling water regquirements.
By as early as 1978 the Tripie Phosonate Complex in Chittageng nad
developed a serious problem with the deterioration of water from

its tube well system, Over 2 period of time the gquantity from eacn
well had decreased and the salinity increased. Plant operation was

intermittaent with the management making do in a makeshift manner with




water from three sources - well water, water direct from the river,

and fresh water piped from the Chittagong city water sucpiy.

Zecause of the continuing water probiem the IDB aporaisai f2am

found the BEXIMCO Methanol Plant plianning upon using sea watar in

a once tarcugnh system distilling sea water for toiler makeuo 3nd
general purposes - normaily a very expensive alternative.

The Chittagong Urea Fertilizer Plant apparently pians on duilding

3 25 kilometer water pipeline from Xalurgnat.

The Basic Chemicals Limited Soda Ash Plant has been moved out of the
Chittageng area to Xalurghat to tne source of iadequate watar supoly
sacrificing pernaps an coportunity to purchase needed ammonia Trom a
larger slant rather than manufacture its own in a small high cost plant.
There are undoubtedly Zovernment cians for watar suopiy o the
Chittagong Zxcort Pracassing Zone, Patenga, but the develcgment ¥
water supply for larger olants seems 0 De ceveicping in a aifece -

fashion.,

waste Water Poliution Control - wWhile it is recognized :that deveioping
countries cannot pernaps arfford to odurden themselves with the cast of
grotacting the environment o the extsnt that it is Jone in the
industrialized world it appears that at least some general guidelines
should be promuigated. At the mment the impression i3 that there are no
environmental controls. Tn areadssuch as the Chittagong Port where a
concantration of nlants may develop it is important £o 3t i2ast Ze aware

of the conseguences of uncontrolied dumping of wasie.




9. Sconomic ‘fiability

The basic economic viability of the proposed plant 's confirmed

by both the Manderstam and Javy-vicXee studies.

Manderstam statas that the cast of production in a deveioped country
T

to give a reasonable rate of return or equity (about 153 after tax) wouid

currently be on the arder of 3230-240 per ton.

The detailed financial analysis orovided by Javy-i#cKee sased upon their
assumed conditions of slant siting and utility cost, the characteristics of the
ICI low oressure process and financing formula shows costs well below this figure.

R

A full range of sensitivity testing is provided.

Subjinct to further detailed checking by the IDB financial section it
would appear unnecessary o Guesticn the economic viability of the project at

this stage.

Plant economics may be substantially effectad by marketing arrangements
however and it would appear that final detailed analysis must await the

finalization of market contracts.




CONCLYSION

1. Preliminary analysis shows that for the ccnditions assumed in the

(93

-

Davy-#cKee Financial Analysis the project is economically viable.

The whole question of BEXIMCO - Davy-icKee's ability to proceed

with the ~roject depends upon their success in arranging firm market
contracts within a reasonable period. Given reasonable effort and
progress in this area the Government will probably extend their present
"Memorandum of Unacerstanding” beyond its expiration cate of

Decemper 31, 1332.

Fina} marketing arrangements may greatly effact the general and financial
structure of the company. [f as expected the primary 2xport market is

in capan it seems uniikely that firm contractual arrangements for
marketing say 30% of the plant producticn c3n be canciuded without

some change in the contractual ccrmitlents to Savy-ricXee.

In the final znalysis, if there are more fiavcrable aiternatives
available to =he Government than the initial conditions set with
Davy-ricKee, it is expected that the "''emorandum of Undarstanding’ may e
renegotiated. Ine of the :0st desireable cnances wouid e o dgree on
some ‘orm of competitive bidding which would impose a form orf cost
control and assure the selection of the most efficient process for

the prevailing 3angledesh canditicns. [n the end this is likely

to he dictatad by the commercial aspects of arranging ¥4

marketing contracts.
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If the present contractuai arrangements tetween 3EXIMCD, Javy-cKee,

and the Government are to prevail it #4111 be necassary for the
Sovernment or the outside Financial institutions 0 arcvide
unusually strong indesencent acdministrative control In the araject
0 2nsure that no conflict ar intarest snhould develop 2uring turnkey

contract negotiations.

The zroplems of s5it2 and servicas are not iikely to se r2so0lveq in

an sptimum way without 2uidanca “rom tne Government oJn cveriii 3lanning

for industrial cevelopment in the Chittagong 7aort area.

Tne Government of Bangladesn snould te isked for writtan confirmation
that they nave raviewed the cragress on the aroject as of July 1982 and
are satisfied that substantial pgrogress has Seen achisved and %o stata
until wnat data the"Memorandum of Understanding” is valid (i.a. nas da%a

of Decemper 31, 1982 been ax:anded).




RECOMMENDED FOLLOWUP

1. The present organization and structure of the project does not grovice

for any independent check by competitive bidding on the project
orocess or cost. At the appropriate time the IDB should start
developing an independent data base on the actual current cost of
plants of a similar size to permit knowledgeable negotiations with
BEXINMCO~ Davy-iicKee to praceed on an informed basis as the project

proceeds.

A new world scale methanol plant has just been commissioned by

Ocelot Industries Ltd. with Mitsui as a marketing partner in Kitimat
British Columbia. legctiations on purchase of gas for this plant were
carried out with the provincial government. Since this plant is current
and competitive in the world market with the proposed Banglacdesh
methanol project, it would be useful to place on file as much detailed
information as can be cbtained cn this piant including capital cost
(including details of items included), plant process and mechanical
details, utility costs, gas purchase formula, etc. Such information

can then be used to supplement more generalized data available through

the World Sank, UNIDQ, or other international organizations.




MEMORANDUM OF UNDERSTANDING ON METHANOL PROJECT IN BANGLADESH

(1)

(i1)

(111)

AMONG

GOVERNMENT OF THE PEOPLE'S REPUBLIC OF BANGLADESH, Dacca,

Bangladesh (hereinafter referred to as GOVERNMENT OF BANGLADESH)

BANCLADESH EXPORT IMPORT COMPANY LIMITED, a public limited company
registered in Bangladesh under the Companies Act, 1913 and having
its registered office and principal place of business at l7 Dhanrondi
Residential Area, Road No.2, Dacca, Bangladesh (hereinafter referred

to as BEXIMCO)

vAVY McKEE (0il and Chemicals) LIMITED, a company incorporatad
under the laws of England and having its principal place of
business at Powergas House, 8 Baker Street, London, United Kingdom

(hereinafter referred to as DAVY)




ARTICLE l: BACKGROUND

1.1. GOVERMMENT OF BANGLADESH is desirous of promoting axport oriented
natural gas based project in 3angladesh and accords high priority
to the development of this sector. In pursuance of this policy,
GOVERNMENT OF BANGLADESH have agreed to allow setting up of an
export oriented methanol plant in collaboration with the private

sector.

1.2, BEXIMCO and DAVY have expressed their desire to collaborate
with GOVERMMENT OF BANGLADESH in the framing, comstruction
and operation of such a plant to be located in Chittagong.
based on gas to be supplied from Bakhrabad Gas Field. DAVY
has the required know-how and tecnnology for construction
of such a plant and is engaged in the business of design and

construction of such plants.

1.3. BEXIMCO and DAVY have agreed to secure 90% of the total
finance of the project and the balance 10% will be provided

by GOVERNMENT OF BANGLADESH.




ARTICLE II: DETAILS OF THE PROJECT

~o
.

The project involves the constructicn of a 1250 tonnes

per day capacity of methanol plant and associated off-sites
at Chittagong. The plant will use the feed stock of natural
gas from Bakhrabad Gas Field. It is expected that the
methanol plant would use up to 30 MMSCF of gas every day

to be supplied from the Bakhrabad Gas Field.

The estimated cost of the projecz is USS$ 250 milliom with

the foreign exchange component of US$ 206 million. It is
agreed between the parties that the cost estimated should

be thoroughly scrutinized, examined with reference to similar
plants elsewhere and revised if necessary, before final

acceptance of the cost.

The entire production of the plant shall be earmarked Ior

export from Bangladesh.
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ARTICLE III : FINANCING ARRANGEMENT

3.

3.

1.

3

=~

N

The total estimated project cost of US$ 250 million is proposed to

be divided into a debt-equity ratio of 70:30.

The contribution of GOVERNMENT CF BANGLADESH to the total cost
of the project will be limited to 10% of the total cost which
roughly comes to arcunc 30% of the equity. This contribution will

be made entirely im local currency.

The private sponsors of the project i,e. BEXIMCO, DAVY and other
sponsors to be inducted will provide the balance 907% of the total

cost of the project including the total foreign exchange cost.

DAVY has agreed to take 7.5% equity of the project and the balance
62.5% will be arranged by BEXIMCO and other sponsors including

the financial institutions.

DAVY has obtained commitment in principle from the Export Credits
Guarantees Department (ECGD) of the United Kingdom and other

Export Credits Anthorities for loan financing of the project at

the consensus interest rate for export credits of the OECD countries

for up to 85% of the Goods and Services from outside Bangladesh.

International Finance Corporation, an affiliated body of World
Bank, has shown interest in participating in the equity and
syndicating loan for the project., Positive response has also been
received from the Islamic Develorsent Bank for equity participation

at the initiative of BEXIMCO




ARTICLE IV : ASSURANCES BY GOVERNMENT OF BANGLADESH
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.6

GOVERNMENT OF BANGLADESH shall accord fair and equitable treatment
to the foreign investors who shall be given full protection and

security in 3Bangladesh.

GOVERNMENT O BANGLADESH shall accord a aigh priority to the prnject
and shall aot accord the foreign investors a less favourable
treatment than what is accorded to its citizens or legal entities
engaged in similar export industry/business in Bangladesh in the

application of the relevant laws, rules and regulationms.

GOVERNMENT OF BANGLADESH shall accord the foreign investors the
protection and priveleges as available under the Foreign Private

Investment (Promotion and Protection) Act, 1980.

GOVERNMENT OF BANGLADESH shall accord five year tax holiday to
the proposed company and 50% rebate on income thereafter for being

an export oriented industry.

GOVERNMENT OF BANGLADESH shall not insist on retained earnings
on profits by the proposed company during the tax holiday period
and withholding tax on dividends for all foreign share-holders

shall be at a rate not exceeding l07%.

The proposed company shall enjoy duty draw-backs on imports of
chemicals/raw materials used in the production and export of

mechanol.

The foreign lenders shall be fully exempted from payment of any tax,
duty, levy, charges fee etc., on interest and other income in respect

of the loans granted for the projects.
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4.12

4.13
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The expatriate personnel needed for execution and operatiom of
the project shall not be subject to any income tax on their
salaries during the first three years from the date of their
arrival in Bangladesh provided such salaries are not taxed in

their own countries. 4

GOVERNMENT OF BANGLADESH shall actively assist in the initiative
of BEXIMCO and the foreign spomsors to secure loan and equitv for

the financing of the project.

GOVERNMENT OF BANGLADESH shall actively assist the proposed

company to obtain or acquire land needed for the project site.

GAS PRICE

There shall be a floor price of gas equivalent to US$ 2 per million
BTU from the firsé.year of operation which should be not later than
1985-86. The price of US$ 2.00 shall be inclusive of all taxes and

duties.

Subject to the floor price of US$ 2 per million BTU the gas price
shall be tied o an escalation formula linked with the intermational

price of methanol.

Price formula is given in APPENDIX - A

In the event of any cash flow problem, 30% of the gas price for

the first years, from the date of operation may be allowed to be

paid on deferred payment basis.
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ARTICLE V : CONDITIONS BEFORE INCORPORATION OF THE COMPANY

(L)

(i1)

(iii)

(iv)

The Understanding in this Memorandum will become eifective and
steps would be taken to form a public limited company with the
share capital as specified in Article III for the purpose of
construction, erection and operation of the said methancl project

upon fulfilment of the following conditions:

Evidence that full feasibility of the project has been

established to the satisfaction of GCVERNMENT OF BANGLADESH.

The total financing of the project has been arranged to the

satisfaction of GOVERNMENT OF BANGLADESH.

The loan for the project has been arranged on such terms and
conditions as would make the project econoridcally viable and

also that the repayment of the loan including incerest thereonm,

as also recurring foreign exchange requirements for the operation
of the plant, should be met out of the export proceeds of the
product and that GOVERNMENT OF BANGLADESH shall provide no foreign

exchange for this purpose.

The guaranteed export marketing arrangement has been finalised
and evidence to this effect has been produced to the GOVERNMENT

OF BANGLADESH.
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ARTICLE VI: INCORPORATION OF THE COMPANY

o 3}
.
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6.3.

6.4.

6.5,

On fulfilment of the conditions of Article V above,

the parties would form a joint venture company to bde
incorporated under the Companies Act, 1913 in 3angladesh.
The name of the said joint venture company shall be
3ANGLADESH METHANOL COMPANY LIMITED (hereinafter referred

to as the COMPANY).

The objective of the COMPANY will be to establish and
to operate the plant for the production of methanol

in Bangladesh and to market the product abroad and to
carry out works and activities which are necessary for
the project. The private sponsors also agree that they
shall take the respomsibility for incorporation of the
COMPANY under the laws of Bangladesh and take all

measures required in this respect.

The authorised capital of the COMPANY shall be approximately
Tk. 200.00 crores divided into 20,00,000 shares of

Tk. 1000.00 each.

The issued capital of the COMPANY shall be

Tk. 150.00 crores approximately.




ARTICLE VII : MEMORANDUM OF ARTICLES OF ASSOCIATION AND MANAGEMENT

OF THE COMPANY

7.1

7.2

7.3

7.4

7.5

7.6

The Memorandum and Article of Association of the COMPANY shall

be finalised in consultation with the Export Credits. Guarantees
Department of the United Kingdom, the Internmational Finance
Corporation, the Commonwealth Development Corporation, Islamic
Development Bank and other persons who nave shown interest in
contributing to the equity of the COMPANY and/or otherwise

participating in the fimancing of the project.

There shall be a Board of Directors of the COMPANY which will

remain responsible for the management of the COMPANY.

The Board of Directors shall be constituted with minimum nine
Directors with GOVERNMENT OF BANGLADESH representation

proportionate to its share-holding.

The Managing Director of the COMPANY shall be the Chief Executive
of the COMPANY and shall be appointed by the Board of Directors

on the nomination of BEXIMCO on behalf of the private investors,

The Chairman of the COMPANY shall be appointed by the Board of

Directors of the COMPANY.

The management of the plant for operation may be given to a
reputed company experienced in methanol production on such terms

and conditions as may be agreed by the Board of Directors.




ARTICLE VIII :
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CONTRACT AND AGREEMENT

8.1.

Simultaneously with the formation of the COMPANY or

as socon as possible thereatfter the parties to the

Memorandum of Understanding agree to finalise and sign

the following contracts and agreements:

i)

ii)

i1ii)

iv)

v)

A gas supply agreement between COMPANY and

Bakhrabad Gas Systems Limited.

A Methanol Sale Agreement between COMPANY and

the purchaser of Methanol.

A supply contract for the plant between COMPANY

and NAVY.

An agreement for the operation of the plant between

COMPANY and the Operating Company.

Financial agreements with the Export Credits Guarantees
Department of the United Kingdom, and/or the Internmational
Finance Corporation and/or the Commonmwealth Development
Corporation and/or the Islamic Development Bank and/or
others to obtain sufficient financing facilities to

enable the plant to be built by a mixture of export

credits, commercial loans and equity in COMPANY.
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ARTICLE IX : SUPPLY OF PLANT AND EQUIPMENTS

Yo
—

9.2.

9.3.

In consideratior of DAVY arranging credits from the

Zxport Credits Guarantees Department of the United Xingdom
and contributing 7.5% in the equity of the COMPANY,

the DAVY shall be awarded contract for supply of plant

and machineries to the CCOMPANY for the said project at

the internationally competitive price to be negotiated
between the GOVERNMENT OF 3ANGLADESH and DAVY. Supolv of

machineries and equipments could be on a turnkey basis

with adequate guarantee for operatiom.

DAVY may proceed with the preliminary works relatiag to
engineering and design work of the plant on condition
that such expenses as may be incurred by them for this
purpose would be reimbursed to them and/or capitalised
on the formation of the COMPANY after fulfilment of the

conditions stated in the Article V of this Understanding.

The expenses incurred for the porject by BCIC acting on
vehalf of GOVERNMENT OF BANGLADESH and by BEXIMCO and DAVY
shall, after incorporation of the COMPANY, be reimbursed ts5
them and/or capitalised if the Board of Directors approve

the same.
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ARTICLE X: VALIDITY OF THE MEMORANDUM OF UNDERSTANDING

10.2.

This Understanding shall remain valid upto December 31, 1982
on condition that the progress im its implementation snall
be reviewed in July, 1982. In the event no substantial
orogress nas deen achieved by them, GOVERNMENT OF 3ANGLADESH

T,

ayv at its option terminace the Understanding.

GOVERNMENT OF BANGLADESH shall not enter into any other
Understanding or make any commitments for another methanol
plant in Bangladesh during the pendency of this Understanding
which shall affect the interest of this project, without

the consent of the private sponsors.

o




ARTICLE XI: AMENDMENT

This Understanding may be expanded, modified or amended in

writing by unanimous decision of the parties to this Memorandum.

ARTICLE XII: NOTICES

All notices and other communications hereunder shall be made
in English, by Telex, Cable or by Mail and any notice and other
communication shall be deemed to have been properly served if

the same are addressed as follows:

GOVERNMENT OF BANGLADESH: MINISTRY OF INDUSTRIES
SHILPA BHABAN
MOTIJHEEL COMMERCIAL AREA
DACCA, BANGLADESH.

BEXTMCO : 17, DHANMONDI RESIDENTIAL AREA
ROAD NO.2, DACCA, BANGLADESH.

DAVY : POWERGAS HOUSE
8 BAKER STREET
LONDON /UK.

Enclosed: Appendix I forms part of this Understanding
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IN WITNESS WHEREOF THE PARTIES ABOVE-NAMED HAVE DULY SIGNED

THIS MEMCRANDUM OF UNDERSTANDING ON THIS TW.YTY THIRD DAY OF

DECEMBER, 198l.

YOR GOVESNMENT OF THE PEOPLE'S
REPUSLIC OF BANCLADESH

Secretary
Ministry of Industries,

TOR BANCLADESH EXPCRT IMPORT COMPANY LIVITED
A. S. F, Rahcan
Chairman

FO» DAVY McXZZ (Oil & Che=icals) LIMITED

Derek Mark+erc
Director
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APPENDIX A

Gas Price formulae

For Gas delivered during the first Contract Year the price

shall be equal to:

3o - Co
Ao 2 — X o
D

Where:

Ao = price of Gas in US Dollar per MMBTU

Bo = The initial sales price of meihanol product in
US Dollar per metric ton FOB Chittagong fixed

for the first shipment.

Co = The estimated total operational expenses per metric ton
of methanol product during the first Contract Year
excluding the cost of Gas, but including depreciation,

taxes paid or taxation liabilities incurred, and payments

of interest and repayments of principal on outstanding debt.

D = The Daily Contract Quantity expressed as MMBTU per

metric ton of methanol product.

r = A factor which will ensure 20% return net of taxes
on a discounted basis to the share-holders. This

factor is to be negofiated.
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B. For Gas delivered in the second and subsequent Contract Years

the price shall be equal to:

((B-Bo) - (C-C0) }
X r

A = Ao +
D |
L 4
‘“hevre:
A = Price ~f Gas in US Dollar per MMBTU for the current vear.

Ao = Price of Gas in US Dollar per MMBTU in the first

Contract Year as calculated in accordance with A.

B = The weighted average sales price of methanol product
in US Dollar per metric tom FOB Chittagong during

the preceding Contract Year.

C = The ac.aal total operational expenses per metric
ton of methanol product produced during the preceding
Contract Year excluding the Cost of Gas but including
depreciation, taxes paid or taxation liabilities incurred,
and payments of interest and repayments of principal

on outstanding debt.

and Bo, Co, D and r are as defined in A.
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GOVERNMENT OF THE [ZOPLE'S REPUBLIC OF BANGLADESH

MINISTRY OF INDUSTRIES

To: Mssrs Bangladesh Export Import Company Ltd.,
Dacca.
and
Messrs Davy McKee (0il and Chemicals) Led.,
U.xX.

Sub: Setting up of Methanol Plant in

Private Sector in Bangladesh.

Dear Sir,
With reference to your letter of August 28, 1981 addressed to
the undersigned, I am to inform you the following Govermment decision

on the question of gas price and other fiscal incentives for the

above project:

a)

b)

c)

d)

The gas price should be tied to an escalation
formala linked with the international price
of Methanol. However, irrespective of the
result of the formula, the floor price of

gas from the first year of operation, which
should be no later than 1985-86, should be

$ 2,00 per million BTU inclusive of all

taxes and duties. The details of the formula

are given in the enclosed sheet.

In the event of cash flow problem, 50% of
the gas price upto 3 years rway be realised on

a deferred payment basis;

GOB will not insist on retained earnings on

profits during the tax holiday period;

Withholding tax on dividends shall be limited
to 10% for all its share~holders;

Dated: 2-11-1981.
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e) The Company will be entitled to a tax holiday for a periocd
0L > vears from the date of commercial producticn on the
basis of its projected ilocatiom and 307 rebate on income

thereaiter, being a 100% export oriented industry;

£) The lompany will enjoy duty-draw back on chemicals
importad :nto Bangladesh and used in the production

of Methanol;

g) The foreign lenders shall be fully =xempt from payment
of any taxes, charges, etc. on interest and other income

in respect of the loan grantad for the Plant;

h) The expartriate personnel shall not be subject to any
income tax on their salaries during the first three years
of their arrival in Bangladesn provided that such salaries

are not taxed in their home countries;

1) The cost of the project including the fixed cost
in foreignm exchange should have to be thoroughly checked
with comparable projects financed by the World Bank or
other Agencies elsewhere before final acceptance of the

cost-estimate.

2. You are now requested to organise the required financing of
the Project on acceptable terms with assured export market for the
product. A promotor's company will be formed with BCIC holding 30%

of the equity as soon as these arrangements have reached a final stage.

Yours faithfully,

( M, Matiul Islem )
Secretary.
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Recent Developments in Methanol Production in Canada

The principal point of interest is the world scale methanol plant
recently put into operation in Kitimat, British Columbia by Ocelot
Industries Ltd. This plant is rated at 1250 tons per day and uses the
ICI low pressure process. Lt nas contracts for the purchase of natural
gas feedstock from B.C. Petroleum Corporatiom, a provincial government
orzanization, and with the Japanese Companv Mitsui for purchase of 37.3%
of plant production. The balance of production is to be sold in the
U.5. and/or world spot marker. The plant site is on Pacific tidewater
with facilities for loading 40,000 ton tankers. The plant cost was
originally astimated at $130,000,000. Final reported costructed cost

was close to $200,000,000 including infrastructure.

Thus the proposed Bangladesh Plant appears to be directly comparable
in size, manufacturing process, and presumably in operating costs. Capital
costs will be higher due to escalation in construction costs and an
overseas construction cost factor. Because of the similarities, data on
the Canadian plant should be valuable in evaluating the proposed Bangladesh

project.

This Canadian plant was built and is owned by:

Ocelot Industries Ltd.
900 - 333 Fifth Avenue S.W.
Calgary, Alberta

A diversified independent public Canadian Energy Company.

The plant was designed and builc on a turnkey contract by:

Partec Lavalin Inc,
909 Fifth Avenue S.W.
Calgary, Alberta
The plant design utilizes a combination of Davy Powergas modular
steam-methanetubular reformer with the new low emergy Davy Powergas ICI

version of the ICI LP methanol process.
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Information for the purpose of this suppiemental report was obtained
from discussion with J. Richardson, Senior V.P. Partec Lavalin and
publication research at the Vancouver Public Library. Primary source

documents were newspaper reports between [980-82 in the Vancouver Sun

and Toronto Globe and Mail and annual reports of Ocelot Industries Ltd.

and B.C. Petroleum Corporation.

The general conclusions which can be drawn from this additicmal

data are:

(1) Because of the large surplus of natural gas in ZTanada and the
proximity to an expanding North American market, especially in
methanol as an additive to motor fuels, current and future
developments in the productibn of methanol from natural gas in

Canada can be expected to have a large effect on the world market.

(2) Of the four new world scale plants which have been built in
Western Canada in the past four years, the new Ocelot Industries
Plant in Kitimat is the most favorably located to serve the
competitive Japanese market. The proposed Bangladesh plant must

be able to compete directly with this plant.

(3) The initial gas purchase contracts in Canada are in the same
range as the negotiated gas purchase contracts in Bangladesh
(i.e. $2.00 for 1000 CF). The escalation in feedstock cost in
Canada will definitely rise faster in Canada than in Bangladesh
because of the North American demand for natural gas as a fuel
(i.e. current price for natural zas exported to the U.5. as a
fuel is $6.11 per 1000 CF).

(4) Preliminary cost data available on the Kitimat plant inicates
a possible capital cost on the Bangladesh plant of up to $266 million
(i.e. $190 million escalated 5 vears at 77%). Special attention
must be paid to the detail of the cost estimates in differentiating
between on~-gite and off~site plant costs and the effect of overseas

congtruction cost factor.




(3)

The feasibility of tue Bangladesh plant is almost wholly
contingent upon the arrangement of firm marketing contracts.
The percentage of the plants production capacity which must be
guaranteed may not be as high as 807, but must be carefully

studied.







