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INDUSTRIAL, IRRTICGATTON AND POWER
A . \.\JJEC LS
I. SUMMARY AND CONCILUSICNS

1.
Italy submitted a number of projects
and electric powexr.

in three ca uc’gux ies:

w\. uDlLJ ?

development program for the south of Italy being carried out by the
il Mezzogiorno or directly relsted to the objectives of that program.

2.

In connection with the loan under conS¢derat¢on, the uovernment of
s

All these projects were either an integrel part o

These projects have been investigated and 15 of them have been
selected as the basis for a Bank ioan of about $75 million equivalent.

In-

cluded in this to*al is an amount allocated for the use of the Cassa to obtain

teclnical services relating to the Cessa's program.

The pro,]eccs Se.LeCT;eCl,

and the arount of the proposed loan zllocated to each of them, are as foliows:

Industry
Forino
Fovilegni
Chimica del Tirreno
Vetreria di latina
Saint Gobain
Viberti
Fiat
AB.C.D.
Cementerie di Augusta
Cementerie di Sardegna

(Cannery)
{Hardboard )
(Fertilizer)
(Pressed Glass)

$ Million
Equivalent

(Plate and Pressed Class) 4. OOO

(Truck and Bus Bodies)
(Automobile Assembly)
(Polyethylene)
{Cement)

{Cement)

Total Industry

Irrigation
Flumendaosa Project

Electric Power
" STAL (Subsidiary of SRE)

TIFEO (Subsidiary of SGES)

SME

Total

QJAO
4.800
4,960
1.440
2.400

23.963

25.000




3. The selected projects have been investigated in the field by Bank
staff members. They are all designed to meet established need of high econ-
omic priority. The Flumendosa irrigation project is an integral part of the
Cassa program in Sardinia and is the only large single opportunity to increase
agricultural production on the islend. The three power projects, two on the
mainland and one in Sicily, will all be needed to meet the growing demand for
electric 1+1r which is evidence of the succeass of the Cassals progsram to foster
it N " ke Wadda WAl s VA LAWL) L Vd A ¥ ) MO 24 W2 IJL VS-L CAdis Vs W U
the economic development of southern Italy. The various industrial plants,
of 1.vh-\nh seven are on tx;% mainlanA Faem S Q3 adder amd Arma AN QarnAdinda w111

el d Vidddodsad v hed ma..x.u.n.auu., wvWww Ll WALl Adll WVILT Ll UG.L\.A..LAJ.-LG’ Wil d
complement the projects in the Cassa program proper, which is primarily con-

Mmool sridlh Taman +mislaT 3 A crvmaalera Swn bla 2 VD A menl man T daana danm1n v S e
VU.I..L.LUU. Wi vl Jdadlgo 1) ML WU.LILD’ L UiIC L e dU] Ul agLJ_UuJ.ULLLU, Llallopul bd bivil
and construction.
Lo The projects are all well planned. The estimates of their cost are

reasonable. Their engineering is in good hands. Their management is sound.
Satisfactory arrangements have been made to provide the funds which will be
needed in addition to the proposed Bank loan. The financial structure of
each of the industrial and electric power companies concerned is sound.

5. It is proposed that the loan be made to the Cassa, with the guarantee
of the Italian Government. The part of the proceeds allccated to the Flumen-
dosa irrigation project would be used by the Cassa to defray the bulk of its
expenditures on this project in the years 1956, 1957 and 1958, As far as the
electric power projects are concerned, the Cassa would relend the amounts
allocated to the three power companies concerned. These comparnies would
undertake vearious obligations to carry out the projects, supply information
about progress, etc., in Project Agreements with the Bank. The amounts allo-
cated to the 10 industrial projects would be re-lent by the Cassa to the
appropriate regional institute (IRFIS, ISVEIMER or CIS) which would conclude
the loan zgreement with the company concerned. The terms and conditions of
these loans to the individual industrial companies would be subject to Bank
approvel. In the case of the industrial projects, the regional institutes
would bear the normal commercial risk and administer the industrial loan funds
for the Cassa. Neither the power companies nor the industrial companies would
bear a foreign exchange risk., This is nominally on the Cassa but in the last
analysis would be borne by the Italian Government.

6. It has been assumed in appraising the selected projects that the
loans to the power companies would have a term of 20 years with a grace period
of 2% to 35 years, and that the terms of the loans to the industrial companies
would vary from 7 to 13 years, with grace periods varying from 2 to 3 years.

On these assumptions, reasonable forecasts show that the companies concerned
should earn a satisfactory return on their investments after paying interest
on their loans, and that their operations should generate sufficient funds to
neet repayment installments of debt without impairing their liquidity position.
As far as the irrigation project is concerned, the increase in national income
which may be expected to result from the project bears a satisfactory relation
to the total investment. The benefits to farmers should greatly exceed the
service of the investments which they will have to make in order to obtain
full benefit from the public works, and their contributions to the cost of
operating the i rrigatlon system. The 1ncreas Government revenues which

in
mav reasonablv he expected as the result of orascad aoriennltural nroduction
™ - Nl W N uw-l-v N vnrvv WA A A A - UM-I- v N J‘VL VGUD\-L as& v b b W N CA ol t/‘- WA AN VA



in the area chould be cf the order of 3% per anmum on the amount of public
investment.. Tnis takes no account of Government revenues from the movement
and processing of the agricultural products, or of those arising from induced
development in non-agricultural fields.

7. In deciding the term and grece period of the proposed loan to the
Cassa, account has been taken of *hese forecasts.

8. The 15 projects, which are individually appraised in the body of
this report, are a suitavle basis for a Bank loaan of about $75 million

equivalent to the Cassa.
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9. In September 1955, the Italian Government asked the Bank for further
support of the l2-year program for the economic development of southern Italy
under the auspices of the Cassa per il Mezzogiorno for which the Bank ““d al=-
ready made three loans; two in 1951 and 1953 for %10 million each, and one in
TOELE PAv 70 mi1714 An
-~ i) AL WiV dad.d. Vil e

TN MTha Ranle Snformald +he TEaTlian Cavernment that 34 wme acroeashls in
R ] dilT Ol Al VLIIUTW VT A VAL LQLE UV VTR IELCIL Y WiG Y LV WG Qs vaa s ol
princivle to con51der a loan recuest favorably and asked that a list of pro-
[ T, HRCIPNS .-..1,.4. T tvcimAd maew o oo a Prae tlaa yunamanad Tamm e avhmd 404
Jevo 1ilisil é-lb U Wotld aov 4 baolds LUVl LG PLUPUDTU 1Uudil VO DULULL b UT -

11 Troe 2 et A e b e _die craome aemmmtarad 2an LTl St v s S

Lle Irelldiilaly uduva LIl uile projecus wele lfcicolvou 1l wasilllpguull ol
Janery and Febrvary of 1956. These data related to an irrigation project
with a totel estimated cost of about $85 million equivalent; 5 power programs
vith an estimated cost of $83 million eqaivalent' and 19 industrial projects
with an estimatad cost of $74 million equivalent.

12. The preliminary data were examined and a tentative selection was

made of those which appeared most suitable for Bank financing. These projects,
plus some submitted during the field studies, were investigated and analyzed
in more detail in the field and a final selection was made consisting of 10
industrial projects, one irrigation project and three povwer projects.

13. The 10 industrisl projects are:
Forino (Cannery)
Novilegni (Bardboard )
Chimica del Tirreno (Fertilizer)
Vetreria di Iatina (Pressed Glass)
Saint Gobain (Plate and Pressed Glass)
Viberti (Truck and Bus Bodies)
Fiat (Automobile Assembly)
A.B.C.D. (Polyethylene)

Cementerie di Augusta (Cement)
Cementerie di Sardegna (Cement)
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1. The irrigation project is the Flumerdosa scheme in Sardinia.
15. The three power projects are those of:

Societa Fomana di Elettricita (SKE)

Societa Generale Della Sicilia (SGES)

Societa Meridionale di Elettricita (SME)
16. In addition, an amount of $
allow the Cassa to obtain technical
Cassa's program.

W £

465,000 equivalent has been included to

orIrl
Sa

17. The 15 projects are described and appraised in the following sections

T
of this report
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ITT. TINDUSTRIAL PROJECTS
A. General
18. Loan applications for 19 industrial projects, totalling about $36

willion eguivslent, and with a total cost estimated at "k’7/ million eaquivalent

ek AL UY Al VDAL U g diVA Wide Wid G VWU VAL VWD VU Ui vauQ uow Qv A e e ke dd TR R VLTIV g

were submitted to the Bank by the Cassa. The appllca+1ons had been received

and anavasnad hy +ha vracianasl dnaditdtan (TQUTTVER An +ha madrndand TRETS 3n
CUIMA DWwd TTLITWL UJ vl J.UE‘,_LULLG..L .L.I..LD UJ.UU.UCQ \-=WViaaruuds Vil Vilco LLLG.A.J.J..LG.«HKL’ Sdbd AbS LdD

Sicily, and CIS in Sardinia) which are to be directly reopon51ble for making
4+ha TAara Ml Lromd e armmard aend dlia TAanm i | mwrm I T 2T +n 41
vile LO4liSe 0e 1 U.LLLLD L Uqu‘l..l cu 1. UJ. blﬂd LUELIO WJ..L.L UB deut: avaiiaolLe vO uLc
institutes by the Cassa out of the loan from the Bank., The Cassa takes the
Fmamn A e psaemln ae L3P P AT AL o e mcm e T e e o 2 -

J-VJ.U...EJJ. UAblldu.gc r.LDA UU.U bllk‘j J.UDU.LUU.\JSB LaxKe une nuxma.l. LUﬂullUle.dJ. .I.J.D 2 ald
administer the funds for the Cassa.

19. Before the submission of the loan app*lcatlons, the institutes had
exenined both the projects and the credit standing of their promoters. The
subumission of an application to the Bank was, in fact, an indicaticn that the
appropriate institute had found the project sound according to its standards.

20. Of the 19 applications submitted, 13 projects were re-examined in
detail by the Eank. In most cases involving expansion and modernization,
Bank representatives visited the existing plant; visits were made also to

the sites of a number of proposed plants. Meetings were held to discuss

the projects with the promoting groups together with representatives of the
Cassa and of the appropriate regional institutes. These meetings enabled the
Bank to obtain additional information where necessary and also to form a judg-
ment as to the capabilities of the promoting group. The most important
factors taken into account in deciding whether to recommend a project for
financing vere the benefits that might be expected to accrue to the Italian
economy, the financial soundness, and the state of preparation.

21. Of the 13 projects examined in detail, 10 were selected for Bank
financing, in the amount of about $24 million equlvalent. Their total esti-

mated cost is about $51 million equivalent.

224 In Loan 117 IT only 7 industrial projects, totalling $18.41 million
equivalent, were selected for Bank financing, although a larger number of
applications had been submitted (28 applications totalling about $52 million
equivalent, compared with the 19 applications totalling about %36 million
equivalent submitted in connection with the present loan). The fact that the
applications submitted this year included a larger number of projects suitable
for Bank financing than those submitted a year ago is an indication of the
economic expansion thkat has taken place in southern Italy in that short period
and a measure ol the success of the Cassa progran.

23. The character of the 10 industrial projects selected for financing
under the present loan offers further evidence of this progress. The projects

are well diversified. They include a fruit and vegetable cannery, a a forest
products processing plant, two flat glass plants, two motor vehicle plants,

wie g AVLToslly il - _—ae s VW P CLIACLT

a fertlllzer plant, a petrochemical plastlcs plant and two cement plants.



Three of the projects will be the first branches in southern Italy of large,
well-established concerns that have been operating in northern Italy for a
long time.

24. The plants will have competent and experienced managements and,

Vads | L
ern equipment, should be relatively iow cost producers. when

ode
a normal rate, they are expected to have total annual sales
T4

hadr» m
Wi Uh VLT L

"i

'y

operating a

o LR PR + ) [ T Y +3 41
estimated a . 48 A billion (w 7745 million egul valent Je 1€l TO tential

foreign exchange earnlngs and/br sav1ngs are estimeted at Lit. 6.0 billion

($9.6 million equivalent). They will elso mske possible an increszse in

domestic consumption of certain items (e.g. cement, fertéllaer, polyethjlene)

the sales of which would probably not increase if the items had to be im-

- porved.,

c+<+E
c+t5

25 When in normal operation, the projects will provide employment for

about 3,100 persons in the plante and another 1,000 persons in directly con-
nected employment (fruit and vegetable growing and timber cutting).

26. The projects selected are the following:
Estimated Proposed loan
Total Cost $ Million
(Lire Million) Lire iMillion Equivalent
Forino S.p.A. (Cannery) 1,150 575 .920
Novilegni S.p.A. (Hardboard) 1,410 564, .903
Chimica del Tirreno S.p.A.

(Fertilizer) 3,200 1,600 2.560
Vetreria di latina S.p.A.

(Pressed Gless) 740 400 640
Saint Gobain

(Plate and Fressed Glass) 5,450 2,500 4,000
Officine Viberti S.p.hA.

(Truck and Bus Bodies) 1,974 840 1.340
Fiat S.p.A. (Automobiles) 7,000 3,000 4,800
AB.C.D. S.p.A. (Polyethylene) 6,581 3,100 4960
Cementerie di Augusta (Cement) 1,800 900 1.440
Cementerie di Sardegna (Cement) 2,680 1,500 _2.400

31,985 14,979 23.963
27. Except in cases where the individual project appraisals contain
specific statements to the contrary, the following observations apply to all

(a) The projects have been carefully planned and are well
engineered. Their construction will be supervised
either by parent companies or consulting firms. There
is every reason to expect good construction and proper
ingtallation of equipment;
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N

-
~

The construction schedules are realistic;

—
Q
~—

The project cost estimates are reasonable and include
adequate allowances for contingencies, interest
during construction, and working capital;

(@) The top rate of production assumed is a "normal"
and not a maximum rate; the normal rate allows
sufficient down time for repairs and cen be main-
tained year after year; in every project, it is
possible to operate at a rate higher than the
normal rate for periods varying from industry to
industry;

(e) The estimates of sales volumes underlying the
financial forecasts are realistic in the light
of the market analyses;

——~
Hy
-

The estimates of production costs and prices are
reasonable in view of present prices; the estimates
of sales prices make allowance for the possibility
of price declines in response to the prospective

ML LT -S> Ldd

increase in domestic supply,

(g) Depreciation allowances have been conservatively

celculated;
(h) The credit standing of all the promoters has been
found satisfactory by the appropriate regional
institutes.
28, The neced for establishing and maintaining a sound financial position

has been discussed with the managenen nt of every company. Agreements have been
reached on the amount of share capital and shareholders! advances, the treat-
ment of shareholders! advances, the ratio of long-term debt to equity, the
limitation of dividend payments, and the maintenance of adequate working
capital. These agreements, the terms of which vary from company to company,
have been embodied in letters, copies of which are included in the annexes.

29. A minimum equity-debt ratio of about 1:1 has been required for the
projects. In most cases, the ratio of equity to debt is even higher and in
no case does the debt amount to more than 55% of the total estimated cost,
including working capital. The required ratios are conservative and more

1T

favorable than is usual in Italian practice.

30, In those projects where the share capital is supplemented by share-
holders' advances, these advances have been subordinated to the proposed loans
from Bank funds, and are in effect to be treated as share capital. They cannot
be withdrawn during the life of the loan.
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31. For purposes of calculation, an interest rate of 5% has been
assumed on the proposed loans from Bank funds. The various terms suggested
for the loans are based on the probable economic life of the equipment and
on the expected generation of funds. The grace pericds suggested for the
loans correspond approximately with the construction period. The terms on
which the loans will be made by the several regional institutes (leblMLR
IRFIS or CIS) may differ in some cases from those suggested, but will in all

cases be subject to Bank approval,

32. The financial forecasts make no allovwance for the payment of divi-
dends. Funds are expected to be available for dividend payments in every
case and, subject to a provision in every agreement binding the borrower to
maintain current ratios ranging from 1.,5:1 to 2:1, dividends are expected to
be paid out. However, management policy will determine how much of the
available funds will be paid out in dividends and how much will be used to
increase working capital, to retire debt, to accumulate reserves, or to make
additicnal capital investments. The earnings expected to be available for
thege purposes are shown as accumulated surplus; a corresponding entry is
showa as "additional assets".

B. Features of the Projects

33. The location of the projects is shown on the attached map (Annex 1).

34. The Forino canrery project will treble the capacity of a well~
established fruit and vegetable processing plant which has already more than
doubled its output since 1954. The strong foreign demand for Italian tomato
products, in which this plant specializes, justifies a further expansion of
capacity. Although the plant exports about half its output, it cannot now
fill alli its foreign orders. Increased output should enable it to increase
its annual foreign exchange earnings to about $1 million equivalent.

35. The Novilegni hardboard plant will produce about 18,000 tons a year
of hardboard from wood wastes and local wood no longer in demand as a fuel.
The product can be produced at a cost estimated at about 35% below the whole-

sale price of similar imported products. It should find
make possible annual foreign exchange savings of about $1 mi

36. The Chimica _del Tirreno project will produce about 75,000 tons of
ammoniated superphosphate (6,000 tons of nitrogen and 12,000 tons of available
phosphate). Consumption in its market area has been increasing by over 15% a
year and amounted to 44,000 tons of nitrogen and 59,000 tons of available
phosphate in 1954-1955. Even after the project is completed, production in
its market area will amount to only 12,000 tons of nitrogen and 5 ,000 tons

of phosphate. The plant should have no difficulty in selling its output and
should save the farmers the cost of transportation from more dlstant plants.
Tt will add only 2% to Italy's current production of nitrogen and 3% to its

current phosphate productlon, compared with annual increases of 20% and 13%

respectively in consumption of these fertilizers in Italy.
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37. The Vetreria di Iatina and Saint Gobain projects will each produce
about one million square meters per year of pressed glass. Saint Gobain will
also produce about 650,000 square meters per year of plate glass. Their pro-
posed output represents about 55% of current Italian production of each type

of glass. However, rapidly rising Italian demand and an absence of any in-

Avre warmclas w41 doma lnma wmamttldhad 2 o rranr xnv‘ne increase
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in 1mports. These now meet 28% of Italian requlrements for pressed glass ard
close to 40% of requirements for plate glass. Even if the increase in demand
slows up, there should be a market for the output of both plants on their
completion, with an annual saving in foreign exchange of about $1.5 million

equivalent.

38. The Saint Gobain plsnt will be the first branch in southern Italy
of a large glass producer which now operates a plant in northern Italy. Tﬁe
location of a new plant in southern Italy by such an important company indi-

cates the growing attractiveness of that area to industry.

C. This fazct is even nore strikingly reflected in the two projects in
tlie sutomotive industry, the Viberti Truck and Trailer project and the Fiat
Autonotivs Assembly projsct. Viberti is the leading Italian producer of truck
and bus bodies and trailers; its two northern Italian plants account for about
one-third of the total Italian output of bodies and one~half of its output of
trailers, The proposed plant will increase the company's output by aboutAone-
quarter and will ensble it to meet the large and expanding demand south of
Rone,

40, The Fiat company which accounts for over 80% of Italy's output of
motor vehicles has until now confined its operations to northern Italy. The
proposed plant will add capacity for about 30,000 vehicles a year, about the
amount by which Fiat has been expanding each year in the rast few years. The
new plant is well located to meet not only the demand in southern Italy but
the foreign demand. In 1955, Fiat exported 28% of its output.

41. The A.B.C.D. Polyethylene and Special Cements project is an expan-
sion of a plant now producing cement and various bituminous-base building
materials. The project consists of a 5,000~ton per year polyethylene plant
including a 700-ton per day crude oil stripping plant which will produce

light fractions for the polyethylene plant and fuel oil for the Company's

own use and facilities for the production of 30,000 tons per year of special
cement. Polyethylene is a new product with unique properties, which has found
a rising demand wherever it has been introduced. Italy's ability to enter the
new field of petrochemicals is greatly facilitated by the availebility of
crude oil in Sicily where the plant will be located.

L2. Two cement projects are included in the loan, the Cementerie di
Augusta project in Auguste, Sicily, and the g_gggig;;g_g__§__g§g2g_ng1___
negr Sassari, Sardinia. The first project involves an increase in the
capacity of an existing cement plant from 130,000 to 300,000 tons per year.
ine second project is a new plant with an initial capacity of about 100,000
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43. The heavy public works program on both the islands and the economic
expansion that is in part a response to it justifies both projects. Sicilian
cement consumption has more than doubled in the past four years and amounted
to close to 800,000 tons in 1955. Although production on the island will
reach 1,200, 000 tons by 1959, it will not exceed demand, even if demand in-
creases only half as fast as it has in the last few years.

Llye Sardinian consumption of cement amounted to 283,000 tons in 1955 and
exceeds the output of the one plant on the island. The capac1ty of that plant
cannot be evynarded rther. Moreover, it is located at the extreme southern
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fur
end of the island while demand is also growing at the northern end of the
the r e

island. Since all the raw materials required for cement making are aVallable

in northern Sardinia, the construction of a plant there is economlcally Justi

fied I+ will save the heavy transrortstion costs from the mainland and from
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the one plant now operating in Sardinia.
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of the proposed Bank loan, in the amounts and on the terms set out in the
individual project appraisals that follow immediately.



Borrover

46, The proposed borrower, Forino S.p.A., a companJ constituted on
January 9, 1954, plans to modernize and expand a fruit and vegetable canning

plant at Nocera Inferiore, near Naples.

47, The shareholders of the Company are two large farming companies,
the Societa Agricola Carboidrati and the Societa Azionisti per le Bonifiche,
each of which reports a net worth of over Lit. 1 billion, and two local land-
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owners with substantial means, Giuseppe Ajelli and Antonio Conforti.

48, The cost of the project is estimated at Lit. 1.15 billion ($1.8
million) including interest durlng constructlon and working capital; 1
proposed tnat Iit. 575 million ($0.,92 million) should be financed from
funds.

Degeription of the Project

49. In 1954, the present shareholders purchased the name and fixed
assets of an old, well~Xnowmn cannery which had an annual production of 600-
700 tons of tomato paste and 50-60,000 cases of canned whole tomatoes. During
the first year of operations, the new ovmers increased production to approxi-
mately 1,260 tons of tomato paste, 97,000 cases of canned tomatoes, 3,500
cases of tomato juice, 400 tons of canned vegetables and 400 tons of canned
fruits. The Company plans to modernize and further enlarge the plant to per-
mit an annual production of 3,300-4,400 tons of tomato paste, 150,000-200,000
cases of canned whole tomatoes, 20,000-25,000 cases of tomato juice, 750-1,000
tons of peas and green beans, and 800-1,000 tons of fruits.

50. The plant is located in Nocera Inferiore which has adequate power,
water, and transport facilities. A turbine and generating facilities suffici-
ent for the power needs of the plant are to be installed to make the best use
of the large amount of steam used in processing. The bulk of the vegetables
will be grown by the two associated agricultural companies. The remainder
will be purchased from growers in the surrounding area, which is an important
vegetable and fruit growing district. Cans will be manufactured in the plant
from both TItalian and foreign tin plate. Imported tin plate and boxes are
used for export shipments so that foreign importers avoid payment of import
duties on the packaging materials.

cn completion, the plant will be the most modern in Italy. It
fth in size and account for about 6% of the total production of



Present, Status

52, Preparation of designs and selection of the equipment have been
completed. About Lit. 316 million has already been spent on construction
work and the installation of equipment. Estimates of costs for the project
are considered reasorable. They include a contingency allowance of 5% for
the fixed assets which remain to be purchased. It is estimated that the
project can be completed within 18 months after financing is arranged.

Management

53. The experienced operating personnel of the old Company were retained
vwhen the new owners took over the plant. Management personnel from the share-~
holding group are capable and experienced in vegetable production and commer-
cial affairs.

Financing

54« Tt is proposed that the project te financed from the following

(million lire)

Share Capital 155
Shareholders! Advances 365
Depreciation Accruals (partial) 55
TRRD Loan 575
dadilis NIQAdL (U -4
1.150
1,150
e ——
55 Shown below are the estimated balance sheets of the Company at the

end of the present fiscal year, after the project is completed, and after
three years of expanded operations:

April 30 April 30 April 30
1956 1958 1961

......

- = = = (Million Lire) - - = -

Assets
Fixed Assets 461 995 995
Less Depreciation Allowance _28 86 221
Net Fixed Assets 433 909 T
Net Current Assets 1,9 300 300
"Additional Assets" - 107 L4
Total 582 1,316 1,515
Liabilities
Share Capital 200 300 300
Shareholders' Advances 365 365 365
Surplus 17 76 460
Total 582 1,316 1,515
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56. The value of the fixed assets as of April 30, 1956, includes the
Lit. 145 million paid for the old plant ({estimated by ISVEIMER to represent
half its replacement value) and the Lit. 316 million slready spent on the
expansion and modernization project.

57. Because of the seasonal nature of the pusiress, current lisbilities
may reach an annual peak of about Lit., 450 million. By providing that net
working capital shall not fall below Lit., 300 million, assurance is given
that even at the height of the cannirg season, when demand for working capital
reaches its peak, the current ratio will not fall below 1.6:1, which seems an
edeguate ratio.

58. Financial forecasts of the Company are given in Annex 2. A letter
setting forth the financial conditions agreed to by the Company is attached

as Annex 3.

Markets

59. The output of the plant will be sold on both the domestic and export

markets. The original firm name was well established in both markets, and in
the short neriod the new owners have been operating the plant, they have been
able to increase both export ard local sales.

60. Since exports account for about 50% of the Company's total sales,

its prospects ere dependent on the export prospects of the Italian fruit and
vegetable camning industry. Data given below show that Italian exports of
canned fruit and vegetables have increased considerably since the war. Further
expansion seems probable, The United States, Canada, and the United Kingdom
are the principal markets for canned tomato products, which bulk large in the

b

total. Demand for whole tomatoes continues strong in the United States, while
the United Kingdom offers an expanding market for all types of canred vegeta-
bles.

~ s

Exports of Italian Canned Vegetables
(Tons)

Whole Tomato Other

Tomatoes faste Vegetables
1949 31,610 20,867 Na
1950 A - 105,144 32,807 Na
1951 98,007 36,628 Na
1952 ' 59,077 43,449 Na
1953 73,714 39,721 Na
1954 117,573 68,797 8,887

1955 113,546 70,932 9,727
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61, The Company has shared in the general expansion of export sales.

At present, it is unable to £ill all its foreign orders. So long as it maln-
tains its present high quality, it should kave no difficulty in increasing
its exports along with the industry. Export prices are at least equal to
domestic prices. In the case of tomato paste they are higher.

Earnings agnd Debt Service Coverage

62. The enlarged plant should reach full production in the secord year
after completion of the project. As the financial forecasts given in Annex 2
indicate, it is estimated that ssles should then reach about Lit. 1.5 biilion

per year, and net income Lit. 158 million, a return of 24% on share capital

and sharenolders' advances. Thigs estlmate is reasonably conservative. It
assumes prices somewhat below the present level and an operating rzte of
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about 92% of rormal capacity. Earnlngs before interest and deprec;atlon,

egtimated on thig 'hne-la’ would amount to sbout 2.6 times debt service. The
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actnal output and earnings of a cannery mey of course vary from year to year,
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dropued to 73% of capacity, as in the forecast for 1958/59, the Company's net
incore would represent a return of gbout 10% on share capitul nd shareholders'
advarces, while net earnings before interest and depreciation would amount to
1.6 times debt service.

63, The uompaﬁy will have net foreign exchange earnings of about %1.0
million equivalent annually if export sales reach the expec+ed level. The
project will provide permanent employment for about 80 persons, and employment
for an additional 700 workers during the six-month canning season.

Conclusion and Recommendationsg

6. The project is sound and is recommended as the basis for a loan in

the amount of Lit. 575 million ($0.92 million) including intcrcst during
construction., The term of the loan could be 10 years including a two-year
grace period,
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2« Novilegni

Borrower
6C. The proposed borrower, lovilegni S.p.A,, a privately owned firm
established in 195l, plans to erect a hardboard plant near Avezzano. The
cost of the project is estimated at Lit. 1,41 billion ($2.256 million),
;ncluding interest during construction and working capital; it is proposed
that Lit. 564 million ($902,LC0) should be financed from IBRD funds. Present
share capital is held by the Sassoon Banking Co., London (25%); Societa
I - Tad

Immobiliare HNuovo Centro, Bergamo (18,75%); Dr, Pierc Conti, Bergamo (13.75%);
and the remainder (37.5%3 by seven individuals in Rome.
Description of the Project
664 The plant would produce an agg“omprated hardboard, using a contin-

~ ranrd M3 rraata

uous nrocess. For raw materials, it would use saw mill or plywood mill waste
and bzechwood, formerly used for fuel in the area. After chloplng and prepara-
tion, +these woods would be mixed with resins and pressed and cured i
tinuous press (the Bartrev press developed in Great Britain)e The continuous
process is new, and to date only one Bartrev press has been built and operated,
The Italian plant would bpe the second to use the process, but it is reported
that a plart has been ordered for Sweden.,

67, Wood is readily available in the Avezzano area, The resins are
available from Italian chemical manufacturers., Adequate power and water
supplies are available locally and the plant is conveniently located with
respect to rail and road transport,

68, The plant can produce hardboard sheets varying from L to 20 milli-
meters in thickness and from 0.6 to 0.75 in density. Based upon an average
thickness of 12,5 millimeters and a density of 0.7, the average annual
production should amount to 18,000 tons or about 2.0 million square meters.

Present Status

69, Orders have been placed for the major equipment items, with expen-
ditures to date of Lit. 113 million. It is expected that the plant can be
completed about one year after financing has been arranged. Construction of
the plant is to be on a "turn-key" basis by the British manufacturer of the
press, the major item of equipment,

Management
70. One engineer from the British firm will remain at the plant for one
year, In addition; two Italian engineers are at present being trained in

Great Britain on similar ecquipment, Several members of the promoting group
have interests and experience in the woodworking industries.

Piusod A= S
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Firancing

1. It is proposed that the total cost of the project, Lit. 1,410
million, should be financed as follows: share capital and shareholders!
advances, Lit. 846 million, and the balance, Lit. 564 million, from the
proposed IBRD loan. The estimated balance sheets when the plant is completed,
and after three years of operation, ere shown below (in million lire):

After After

Plant 3 years! Plant 3 years'

Come- Opera- Con- Opera-
pletion _tions _ pletion _tions
Fixed Assets 1,122 1,122 Share Ceapital 250 250
Less Depreciation - 330 Sharelolders! Advances 596 506
Net Fixed Acsets 1,122 792 Surplus - 145
Net Current Assets 260 260 IBRD ILoan 564, 441

"additional
Assets" 28 230

1,410 1,432 1,410 1,432
72. Financial forecasts are given in Annex 4., A letter setting forth

the financisl conditions agreed to by the Company is given in Annex 5.
Markets

73. The prospective market for a particular hardboard is difficult to
forecast. Agglomerated hardboards (made from wood particles bound together
with resins) differ in characteristics and properties depending upon the type
of raw materials and the manufacturing process employed. The product of each
process normally finds certain distinct uses because of its special properties,
and the products of several different processes may be competitive only within
a narrow range of applications.

7. Masonite-type hardboards have been manufactured in Italy for several
years, but the Novilegni product will not compete with this type of material.
Agglomerated sheets similar to those to be preduced by Novilegni have been
produced in Italy only in the last five years and only two companies produce
them now. Both plants are operating at full eapacity, and have an estimated

—itn S¥ - ~a Ly

annual output of 22,000 to 25,000 tons. In addition, imports of similar pro-

ducts have increased from 392 cubic meters in 1950 to 9,236 cubic meters in
195/, and 9,385 cubic meters (about 6,500 tons) in 1955. Thus the market for
this product has developed quite rapidly,

a product has developed quite rapidly.
75, Sheets produced by the Novilegni process have several adventages
over those produced by processes currently in use: (1) the sheets can be of
any length, the only limits being those set by transport facilities; (2) the
sheets can be veneered with wood, metal or paper in the continuous press; and
(2Y st drama Smadedta wmor e ~idt 41 Fhe ahoetas
\J/ 1wl vule JU.LnU:i idy e cuv 1Il Ui SileE Lo e



-18 -

76. The third feature is perhaps the outstanding feature cf the
Novilegni product. A Novilegni sheet can be fabricated as though it were
sewn lumber, without the use of a supporting framework. It is expected that
the product will find its major use in furni“ure manufacture.

7. One of the Novilegni shareholders, a iarge manufacturer of furniture,
has indicated a willingness to buy about one third of the output of the plant.
The Italian railroeds have also expressed an interest in the -product, because

of the length of panels which can be produced.

78. Production costs are low. Operating at capac city, the Company could
make a good profit selling at a price 35% below ths wh olesale market price
for similar boards. This would be well below the cif price for equivalent
imports on which a duty of 22.5% is levied., With this cost advantage, the
Company should have little di¢ficulty in developing a market for its full
output within cne or two years

79. There is an element of risk in the project. Its success depends
upon the Company‘s ability to market a new product in the guantities and at
near the prices assumed in the estimates. Although the management is aware

PR Ty R 45 = anm s an o ol e m SV arleat ﬁﬂ @
of the problems involved in intr rogqucing a new product on the arket, and is
13 P ’

maklng qpec1al efforts to inform pOSSlble users of the unique propertles of
the product, its success cannot be taken for granted, Nevertheless, in viev
of the low cost of productlon and the special properties of the product, we

recommend acceptance of the project by the Bank.,

Earnings Prospects and Debt Service Coverage

80, The Company believes that it may take two ysars to develop a marke
but that the plant should reach normal capacity output in the third year of
operations. For that year, it forecasts net profits of Lit. 129 million on
sales of Lit. 1,170 million. Such & profit would represent a return of 15.2%
on share capital plus shareholders! advances.

81. Estimated earnings before depreciation or interest when the plant
is operating at normal capacity should provide a coverage of 3.8 times the
amount required for servicing the proposed IBRD loan. The Company could
withstand a drop of about 10% in estimated revemues together with an increase

of 10% in estimated costs and stlll maintain service of the IBRD loan.

82. In spite of the fact that the plant will be using a new process,
the major items in productiom cost, such as wocd, resin, power and fuel, can
be estimated with a fair degree of reliability. We believe, therefore, that
the cost estimates are realistic.
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Ecoriomic Justification

83. The project would permit the utilization of plywood and sawmill
wastes and of the beechwood in the area which used to be cut for firewocd
but is now being gradually displaced as a domestic fuel by licuid gas. It
would provide employment for about 150 persons in the plant and about 250
more in the forests. In addition, it should make possible foreign exchange
savings of about $1 million equivalent a year by replacing imports of similar
materials.

Conclusion and Recommendations

8L. If the proposed plant can sell in the quantities and at close to
the prices assumed in the financial forecasts, its earnings should be good.
These assumptions seem entirely reasonable. Subject to the uncertainties
connected with the marketing of a new product, the project is sound and
could be the basis for a loan in the amount of Lit. 564 million ($902,4C0)
including intercst during construction. The teri of the loan could be 12

.
no a twuo-vear grace neriod.

Iuding a Y grace period.



3. Chimica del Tirreno

Borrower

85, The proposed borrower would be Chimica del Tirreno S.pe.l.s incors
porated in 1954, which plans to build and operate a chemical fertilizer plant
at Punta Fiume, near Formia, on the coast about half way between Rome and
Naples. The cost of the project is estimated at Lit. 3.2 billion ($5.12 mil-
lion) including interest during construction and working capital., It is pro-
posed that Lit. 1.6 billion ($2.56 million) should be financed from IBRD funds.
The Company has 21 shareholders, none of whom hold more than 20% of the stock.

Description of the Project

86, The plant would have a normal annual capacity of 75,000 tons of
ammoniated superphosphate, containing 16% available phosphate (12,000 tons
Po0g) and 8% nitrogen (6,000 tons N),with facilities for the production of
its requirements of ammonia and sulfuric acid using conventional processes.
Sulfuric acid production will exceed requirements by about h,SOO tons, and
this amount would be available for sale on the open market. FEven though the
ammonia plant is relatively small, production costs will be lower than the
price on the open market. Sulphur fines for sulfuric acid would come from
Sicily, coal for ammonia production from Sardinia, while the phosphate rock
would be imported from North Africa. The plant would be located on the water
front for convenience in receiving raw materials., The site also has access
to railway facilities and highways, and power and water are available.

87. In addition to the conventional plant, the Company plans to build,
entirely with its own funds, a 20-ton per day pllot pl;nt to test a process,
developed by one of the shareholders, for making a complex fertilizer from

a local potash-bearing material, Leucite. The organizers of the Company
believe that they will be able to develop a process to produce a potassium-
bearing fertilizer at a lower cost than is now possible with imported potash,

88, If the experiments prove successful, the plant now proposed for
financing could be modified, with a smell additional investment, to produce
complex fertilizers, Since complex fertilizers bring higher prices per unit
of contained nutrient than simple fertilizers, such a change in the character

[}
of the product would enhance the earning potential of the plant,.

Present Status

89. The site has been procured and preliminary planning of the project
has been completed. It is estimated that the preparation of final construction
drawings and construction of the plant will require about two years from the
time the fina ancing is arranzed.
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and industrial e xperlen ce. Two of the shareholders have had extensive exper=
ience in building and operating chemical plants.



Financing

91, It is proposed that Lite. l.6 billion, half the total cost of the
project, should be financed from share capital and shareholders! advances,
and the other half from IBRD funds. The estimated balance sheets when the
project is completed and after three years of operations are shown below
(million lire):

After After

End of 3 Years! End of 3 Years!

Construction Operations Construction  Operations
Fixed Assets 2,830 2,830 Share Capital 800 800
Less Depreciation - 8L0 Shareholders'!

Net Fixed Assets 2,830 1,990 Advances 830 830
Net Current Assets Loo Loo Surplus - 1,111
"Additional Assets" - 1,558 IBRD Loan 1,600 1,207
3,230 3,9L8 35230 3,948

924 Financial forecasts of the Company are given in Amnex 6 and a letter

of financial conditions azreed to by the Company is given in Annex 7.

Markets
93, The proposed plant will serve a market area within a 75 mile radius,

including a large part of the three regions of Campania, Abruzzi e lMolise, ard
Lazio. Consumption of fertilizer in these regions has been increasing by about
16% a year in the case of nitrogen and 199 a year in the case of phosphates,
and in 1954-1955 amounted to LL,000 tons of available nitrogen and 59,000 tons
of available phosphate,

i The output of the seven fertilizer plants already operating in the
area together with that of the proposed Chimica del Tirreno plant would be only
12,000 tons of available nitrogen and 55,000 tons of available phosphates.

This is substantially below consumption in 1954-1955. Since nitrogen consump=-

tion has been increasing by about S,OOO tons or 18% a year and phosphate con-
sumntion about R 000 tons or 19% a year during the nast few years, consumption
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will undoubtedly be even hlgher by the time the plant is fln shed.

95. In view of the probable local deficiency, the proposed plant shouid
have 1little difficulty in marketing its outout Because fertilizer is a
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relatively heavy and low cost item, the cost of transportation over a long
stro

Al o 3 ha ola + 3 Ym
distance is high compared to the factory price, and farmers have a

incentive to buy from a nearby plant.

ng

96, In Italy as a whole, production and consumption of both nitrogenous
and pﬁcsp}‘ atic fertilizers have been TOugu.Ly in balance in recent years. During
the pa t three years, consumption of nitrogen in fertilizer has increased by

about 20% and consumption of phosphate by about 13% per year. The proposed
project will add only a fraction of these amounts: its output will represeat
about 2% of Ttaly's current production of nitrogen and about 3% of its current
vhosphate production,



97, The Company should have no difficulty in disposing of the 4,500 tons
of sulfuric acid in excess of its requirements for fertilizer manufacture,
which it will attempt to sell on the open market. That quantity represents

a very small fraction of the 3 million tons currently produced in Itely.
Ttalian demand for sulfuric acid has risen so rapicly that in spite of an
increase in production from 2,3 million tons in 1951, imports have been rising.
At present, according to information obtained by the Cassa, supplies are short
and the market for sulfuric acid is good,

Farnings Prospects and Debt Service Coverage

o8, Conservative estimates of Company operating costs and revenuss indicat
that the project should produce a net profit of about Lit. 500 million per ysar
on sales of Lit. 2,3 billion as soon as the plant is operating at full normal
capacity. This would represent a return of about 30% per year on share capital
and shareholders' advances. Revenues have been calculated at current prices
and there is no indication that these will be reduced in the near Ffuture.

99. Annual earnings before interest or depreciation, when he
operating at a normal rate, should provide a coverage of about L tin
amount required to service the IBRD loan, On the basis of these est
the Company could withstand a drop of about 16% in revenues and a si
increase of zbout 15% in costs 2nd stil waintain service on the I'R
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100, As a result of large scale irrigation and reclamation projects as
well as impreved farming practices, the consumption of chemical fertilizers

in the three regions to be served by this project is increasing rapidlyr. Ais
present local production cannot meet growing demand, it is necessary 0 brl
fertilizer over long dlstances; involving total transportation costs of L;t.
3,000 to 5,000 per ton, JlS project will make fertilizer available to farmers
in the area at a saving of Iit., 2,000 to 3,000 per *on and thus encourage its
wider use, It will add to Ttalian fertilizer production about one-quarter of
the amecunt by which Italian consumption increases each year, and to that extent
help to meet demand without an increase in imports. The project will give direc
employment to about 190 people.

Conclusion and Recommendations

101, The Chimica del Tirreno project is sound and could be the basis for

a loan of Lit, 1.6 billion (52,56 million) including interest during construce
tions The term of the loan could be 12 years, including two years of grace,
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. Vetrerias di Istin

Borrower

10z2. The proposed btorrower, Vetreria di Ilatina, S.p.A., a Company to be
formed as soon as financing for the project is assured, plans to build a
pressed glass factory in lLatina, a town about 50 miles south of Rome. The
new firm will be a family company with half the shares owned by Eduardo
Ragazzi and his brother, Vitiorio, and the balance by two other families.
The cost of the project is estimated at ILit. 740 million ($1.18 million)
including irterest during construction and working capital. It is proposed
that Lit. 400 million ($0.64 million) be financed from IBRD funds.

Description of the Project

103. The plant would have a normal capacity of one million square meters
of pressed glass per year. It would be exceeded in capacity by only one of

the three pressed glass plants now operating in Italy and would add more than
one quarter to current pressed glass output. Production would be by a con-

S—a=e ULLUUL. HLLIL L LOLL

tinuous procees. Except for part of t‘e 31l¢ca sand, gll raw materlals are

available in Italy. Rail and hi ghway tr nnrte_tlon- pover and water are
available at the site.

Present Status

104. The Company is to be formed as soon as financing has been arranged.
The site has been purchased and construction plans are completed. It is
estimated that the plant could begin operations two years from the date that
financing has been assured.

Tm 3 am rnmvn o b
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105. The two principal ovners of the firm, the Ragazzi brothers, have

had twenty years of experience in glass making and were previously part owners
~D Aleca mlamd: 2 Menl o =deo L2 LS, S} .5,1 et PP 31T e Tarmrimlad Povarn Adhar s2laaa
Ol & g4a88 planv 1Ll 1Tieste,. LCGililCa Slddil wWldd LE DIVRHEINL LIV UulSl giawd
plants in Italy and Belgium.

Financing

106. It is proposed that the total cost of the project, Lit. 740 million

(including interest during construction and Lit. 60 million for net working
capital) should be financed as follows:

Share Capital Lit. 100 million
Shaereholders' Advances 240 i
IBED Loan 400 n

Iit. 259 million

Although the loan in this case is 55% of the total estimated cost of the
project, the merits of the project and the high rate of expected profit
justify this percentage.
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107. The estimated balance sheets of the Company upon completion of the
project and after three years of operation are shown below (in million lire):
June 30 June 30 June 30 dJune 30
1958 __i961 1928 1961
Fixed Assets 680 680 Share Capital 100 100
Less Depreciation - “04 Shareholders’
Net Tixed Assets 680 L76 Advances 20 240
Net Current Assets 60 60 Surplus - 292
"additional Assets® — 396 IBRD loan 400 3C0
740 932 740 932
108. Financial forecasts are attzched as Annex 8 and a letter of finan-

cial conditions agreed to by the Company as Annex 9.
Markets

109. The consumption of pressed glass in Italy has increased at an
average annual rate of about 7.5% since 1947 and has thus almost doubled in
the past eight years. Sales amounted to 3.6 million square meters in 1955.
Productive capacity of the three Itelian plants making this type of glass
has not been increased during the last five years and the increased market
demands have been met through increased imports. By 1955 imports reached a
record amount of one million square meters, providing 28% of the pressed
glass consumed in Italy. If Italian demand increases by as much as 4-5% a
year in the next few years, it will be great enough to absorb the output of
this plant and of another plant to be built in the Naples area by the time
both are in full operation. Vetreria latina's estimated production costs
are about 10% below the cif cost of imports of the same types of glass,
before duty which amounts to sbout 30% ad valorem. Costs also compare
favorably with those of other Italian producers.

Farnings Prospects and Debt Service Coverage

113. The Company estimates that normal production levels will be reached
soon after the plant is completed and that at a sales price about 13% below
current levels, it could realize annual net profits of about Lit. 100 million
on sales of Lit. 610 million. This net profit would represent a return of
about 29% on share capital plus shareholders' advances. These estimates may
prove to be over-optimistic, especially if effective competition in preseed
glass reduces prices even below the Company's estimate. However, the fore-
cast profit margin is wide enough to enable the Company to withstand a furtler
price drop.

111, The Company's estimates of annual earnings before interest or
te a

overage of about 3.5 times the ynn-r-'lv rnqn'!'r'p‘__ent.
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2% in costs and still maintain service on the IBRD loan.
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Economic Justification

112. The Latina project will produce glass, mainly from domestic raw
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mahcrials, wu.u,u WJ..L.L eLilinague UUB Hecu J.UL l.u.ib‘ Larl” ‘-"e a_uu ELOWLIE 10por oS
of pressed g¢ass. The cif cost of these 1mports in 1925 before duty amounted
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to ebout Iit. 500 million. It is estimated that if no additional pressed
glags capac1ty were installed in Italy in the next three years, imports would

require about Lit. 1 billion in foreign exchange.

.

Conclusiocn and Recommendatigus

1A

ii3. The Vetreria di Iatina project is sound and could be the basis for
a loan of Lit. 400 million ($0.64 million) including interest during con-
struction. Trhe term of the loan could ve 13 years, including a three year
grace period.
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5. Saint Gobain - Caserta Branch

Borrower

114. The proposed borrowver, Fabbrica Fisana di Specchi e lastre Colate
di Vetro della Soc. Anon. Saint Gobain, plans to build a glass factory in
Caserta. The cost of the project is estimated at Lit. 5.45 billion (§8.72
million) including interest during construction and working capital; it is
proposed that Lit. 2.5 billion ($4.0 million) should be financed from IBRD
funds.

115. The Fabbrica Pisana is a brench of the French company, Saint Gobain,
Chauny et Cirey, but under Italian law is a legal entity and maey enter into
agreements. Although financing will ccme from the Pisa branch, the Caserta
plant will be operated as a branch of the French company.

Description of the Proiect

116. The Caserta plant, which will be similar to the Pisa factory, will
have & capacity of 100 tons of glass per day, from which the Company will
produce annually 650,000 sguare meters of plate glass and 1.0 million square
meters of pressed glass. The process will be continuous. Except for a portion
of the high silica sands; all raw materials are availsgble in Italy. Adequate

traﬁsport facilities, power and water supplies, are accessible at the plant

Pregent Statug
117. Construction plans have been completed. Construction time is esti-
mated at two years after financing has been arranged.

Management

118, Saint Gobain has had 290 years experience in the manufacture of
glass. Experienced mansgement and technical personnel will be made available
from the Pisa plant.

Financing

_19o The cost of the fixed assets of the new plant is estimated at Lit

2392 3 1 343271 nat
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working capital required on progect completlon estimated at Iit. 70 million.

It is proposed that Lit. 2.5 billion should be financed from IBRD funds and
the balance, Lit. 2.95 billion, by advances from the Pisa branch of the Saint
Gobain Company. These advances would be treated as share capital. The finan-
cial position of the Pisa branch has been examined and its ability to make
such advances has been confirmed. Its recent financial statements are shown
as Annex 10. The Saint Gobain Company of France would assist directly in the
financing of the project only if for some unforeseen reason the Pisa branch
could not advance the necessary funds. Recent financial statements of the
Saint Gobain Company are shown as Annex 11.
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120, During the first year of operations it is expected that working
capital requirements will increase to a total of Lit. 340 million. It is
planned that the additional ILit. 270 million of working capital will be made
available as required from depreciation accruals and sarnings during the year.

121. The estimated balance sheets of the Caserta plant upon the completior
of the project, after the first year of cperation wken net working capital is
to reach a normal level, and after five years' of operaticn are shown below
(miliion lire):

Dec, 31 Dec. 31 Dec. 31

19558 1959 1963
Fixed Assets 5,380 5,580 5,380
Less Depreciation ® e 416 2.080
Net Fixed Assets 5,380 4,964 3, 300
Net Current Assets 70 340 340
"Additional Assets" - 102 1,535

5,450 5,406 5,175

Equity (advances) 2,950 2,950 2,950
Surplus - 25 1,795
Rehabilitation Reserve &/ - g0 430
IBRD Loan 2,500 2,051 -

1/ In the glass and steel i

€9mA 3 oM 1
fund is sometimes set 1

rcbuilding furnaces.
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122, Financial forecasts for the project are given in Annex 12 and a
letter of financial conditions accepted by the Company is attached as Annex
13.
Markets

Plate Glass
123. Italian consumptlon of plate glass has increased from 661,000 to

a SO P P N T -~ L v

L,CD‘,UUU square meters since L740, an increase of wmore than ;)p PCT yeal.
Production has failed to keep pace and 1mports have rigsen from 240 €00 square
meters in .L‘jl..é to IU{,UUU in .L‘}DD. If demand rises at a rate of uu.l.y //o a
year, imports will reach 1.0 million square meters by 1958 unless additional
plate glass-making capacity is installed in Italy. The proposed Saint Gobain
plant, vhich is to have a capacity of 650,000 square meters of plate glass per
year, should have no difficulty in marketing its output on its completion in

1959.
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Pregsed Glass

124. The consumption of pressed glass in Italy has increased at an
average annual rate of about 7.5% since 1947 and has thus almost doubled in
the past eight years. Sales amounted to 3.6 mililion square meters in 1955.
Productive capacity in the three Italian plants making this type of glass has
not been increased during the last five years and the increased market demands
have been met through increased imports. By 1955 imports reached a record
amount of 1.0 million square meters, or about 28% of the pressed glass con-
sumed in Italy. If Italian demand increases by as much as 4-5% a year in the
next few years it will be grzat enough %o sbsorb the output of this plant and
of another plant to be built in southern Italy by the time both are in full
operation.

125. Saint Gobain's estimated production costs for pressed glass are
more than 10% below the cif prices for eocuivalent imports before duty which
amounts to about 30% ad valorem. Their estimated costs for plate glass are
about equal to the import prices including duty.

Larnings Forecagts and Debt Service Coverase

126, The Company expects the new plant to be operating at a normal
capacity level in its first full operating year and forecasts sales of Lit.

L il et iy Tde Saa

2,550 million and a net income of th 325 mllllon, vhich would represent
a return of 11% on canital advances. By the fifth operating year, it is

4L ——id il Pl VR ViRaaWw T @ AT ke WA A Vddd s ] Wk 9 e Y D
eatlmatcd net profits will rise to about iit. 400 million which would
rpnresent a return of 13.5% on capital advances. The earnings forecasts

are shown in Annex 12,
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127. stimated earnings of the project before interest or depreciation

would provid erage of about 1.5 times the amount .Luqu.u.t:u to service

s ac
the loan on the fi eﬁyear amortization basis reouested by the Company. The
project would be able to withstand a drop of 6% in estimated revenue along

with an increase of 6% in estimated operating costs and still maintain its
c

"
(&4

PR 1

In est 1g 1ts future earnings, the Company has assumed an annnual
output of 1.0 million and 650,000 square meters of pressed and plate glass
1o f\.-_ P DTS, RN N . &L

respectively. Our calculations indicate, however, that with the planned
equlpment the Company should be able to reach an annual productlon of 1.3

-.._'| anm ANNA

million and 800,000 squere meters of pressed and plate glass respectively.
The Company's earning capacity is thus greater than is indicated in its
£ Aan

<= ¥/

forecasts in Annex 12.



Economic Jugtification

129. The Caserta project will produce both plate and pressed glass wainly
from domestic raw materials and will reduce the need for the growing imports
of both. It is estimated that the project will make possible net annual
import savings of about Lit. 1.5 pillion ($2.4 million): Iit. 1.0 billion

on plate glass ard Lit. 0.5 billion on pressed glass. The plant will, more-
over, provide employment for about 550 people.

Conclusion and Recommendations

130. The Saint Gobain-Caserta prcject is sound and could be the basis
for a lcan of Lit. 2.5 billion ($4.0 million) including interest during

construction. The Company hes requested that the term of the loan be seven
years; inn'lnd-ing & two-year grace periocd.

Malalaiadld pravy puliavias
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6. Viberti
Borrower
131, The'proposed borrower would be Officine Viberti, S.p.A. a privately-

owned company now operating two factories in northern Italy. With a produc-
tion of about 3,600 truck and bus bodies and 2,000 trailers each year, the
company is a leading Italisn firm in its field. It now makes about one-half
of all the trailers and about one-thlrd of all the bus bodies produced in
Italy. 99% of the shares of the company are owned by Dr. Angeio Viberti.

The project is a new vehicie body zan d traller plant to be 1ocated at Naples.

The cost of the project is estimated at Lit. 1,9’74 million 93 16 mllllgn\
including 1nterest during construction and wcrklng capital, It is proposed
that Lit. 840 million (%$1.34 million) should be financed from IBRD funds.
Degeription of the Proiject

122 . a notw Nonlaa fanta~r will atra an anmiinl senacitoe Af OO0 +true
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and bus bodies and 500 trailers. Output will include a large number of
anarial wahirnlea anch aa Pive +riinla nn-nknnzg +riinlra ¢rane +minlra and tan
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trucks. All vehicle bodies are made to order on chassis manufactured by other
ccmpanies,

Proaaant Q+atinn
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site work has been done and project plans are completed. No equipment has
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from the time that financing has been arranged.

Management

Adequate management and technical staff will be made available from

R P IS, P L

the other plants of the company.

Financin

135. The total requirements of the company for financing in 1956 and

‘957, when the proposed Naples plant would be completed, are as follows
{million lire):

Naples Plant Fixed Assets 1,474

Naples Flant Net Current Asgets 500

1,974

Service on Bonds 138
Additional Fixed Assets,

other plants 200

2,312

Less amount spent in 1955 259

2,053
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136, It is proposed that this amount should be financed as follows
(million lire):
Depreciation Accruals (1956, 1957) 290
Net Profits before Interest (1956, 1957) 693
Bond Receipts (1955) 250
IBRD lLoan 840
2,073
The small excess of estimated cash availability over estimated expenditures
will serve as a reserve in casec costs increase beyond estimates or earnings
ara laace +han astimatorl
QT LTWD ViiGiid OO VAU oW o
137. The estimated balance shects of the Company on the completion of
the new plant and at the end of the third year after its completion are
shown below (million lire):
Dec. 31 Dec. 31 Dec, 21 Dec. 31
1957 1960 1657 15960
Fixed Assets 3,113 3,503 Share Capital 750 750
less Depreciation 1,014 1,803 Surplus and Reserves 1,444 2,457
Net Fixed Assets 2,099 1,700 Bonds 660 581
Investments and iBRD Loan 840 633
other assets 200 200 Reserve for Employee
Net Current Assets 1,781 1,781 Severance 415 15
"Additional Assets® ___20 1,151
4,109 £y 841 4,109 é,SAl
138, Financial forecasts of the Company are given in Annex 14. A letter

setting forth the financial conditions agreed to by the Company is attached
in Annex 15.

Financisl Position of the Company

135, The net income of the Viberti company has risen from Lit. 236
million in 1951 to Lit. 313 nillion in 1955; on sales of Lit. 4.0 billion
and Lit. 6.5 billion respectively. In 1955 the net income represented a
return of 20% on net worth. About two thirds of the earnings were paid out
in dividends.

140. Ttalian purchases of buses, trucks and goods trailers increased
from 14,878 units in 1951 to 34,635 in 1954. In 1955 purchases declined to
30,235 waits, but the decline was mainly in low~-valued items. In the past

d
three years there has been some lOWlng down of growth as well as sharp year-
ti b : !
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1. Demand may grow less rapidly in the future, and year-to-year
fluctuations are to be expected, but the steady expansion of the Italian
economy should provide a growing market for these vehicies. The proposed
Naples plant would add only about 5% to total Italian capracity; it is con-
servatively estimated that consumption is increasing ty a considerably higher
percentage each year.

142, The Viberti Company has done sbout as well as the industry as a
whole. Its sales increased from 3,182 units in 1951 to 5,724 in 1954, and
the increase was particularly marked in high value items such as bus bodies.
Although it suffered a decline in demand in 1955, as did the whole industry,
it was able to shift succezusfully to the production of items reguiring more
Jabor and selling at a hkigher price and was, in fact, unable to handle all
the business offered to it. All the indications are that it could increase
domestic sales if its productive facilities were expanded. The company should
also be able to increase exports, since its export prices are competitive with
those of other European producers, and, in Mediterranean and Middle Eastern
narkets, compare favorably with Americsn prices for most items.

143, A Naples plant would be ell located to handle the 20% of Viberti
business now originating in the a between Rome and Naples, as well as part

of its export bu51ness.

Earnings Prospects snd Debt Service Coverage

The company expects the new plant to reach normal output in the

erations and forecacts net nrofits at that time of about

m,
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of
Iit. 90 million on sales of about Lit. 2.2 billion. This estimate would
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t a profit margin of about 4% on sales and appears conservative
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ince the company's older plants have shown a profit margin of
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ised eventually to about 6%. This would mean annual
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t. 138 million. Even the more conservative estinmate ©

90 million would be a return of about 10% on the company
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on both ex1st1ng bonds and the proposed IBRD loan.
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Economic custificetion

146. The development of the Italian economy, particularly in the south,
makes necessary a great expansion in transportation facilities. Aided by
road improvement programs, highway transport is growing in importance. Tne
proposed project will play a part in that development by making possible the
procuction of bus and truck bodies and trailers at costs below the prices at
vhich similar itews can be imported from other European countries {(cif prices
before duty). The plant will give direct employment to about 400 people and
will have important secondary benefits arising from its procurement of parts

and other materials.

Coneclusion and Re~ommendations

147. The Viberti project is sound and could form the basis for a losn of

it. 840 million (%1.34 million) including interest during cons*ructipn.
The term of the loan could be for 13 years, including a threc-year grace
rericd,
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7 « Fiat
Borrower
iL8, The proposed borrower would be Fiat, S.p.A., a privately owned

Company incorporated in 1906, The Company proposes to build a new assembly

and parts plant at Naples. The total cost of the program is estimated at

Tit. 7.0 billion ($11,2 million) including interest during construction and
initial working capital. It is proposed that Lite. 3.0 billion ($4 o8 million)
be financed from ISRD funds, Fiat is the largest automotive menufacturer in
Italy, producing about 80% of Ttalian-made motor vehicles., In 1955 the Company
produced 225,711 passenger cars and light vehicles, 11,467 trucks, 1, 9L2 buses
and 12,156 tractors. Twenty-two per cent of the Company shares are held by the
Tnstituto Finanziario Industriale; the balance is widely distributed,

escription of the Project

=

1.9, The new Naples plant will be used initially for the manufacture of
pare parts for the maintenance of farm tractors, trucks, and buses in southern
taly, and for the assembly, painting, upholstering, finishing and testing of a
small-sized economy car. The plant will have an annual capacity of about
00

000 cars and 200 tons of spare parts. The plan is to expand the Haples plan

At Bada i e dind
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new
30,

ilater on to enable it to manufacture more of the parts to be used in the plant!
assembly work. The project includes the construction of bulldings, and of

_________ N AR =:E pL g 18l

service utilities, and the provision of machine tools, and mechanized assemuly

systems, Adequate power, water and transport facilities are available at the
site.

Present Suatus

150, Up to the end of March 1956, Lit. 330 million had been spent on the

M- s . . -
L J.ld D.L.tc .Llul.l.l.ulcxubxnt G.nd p.uau.u.;.;;sg he hn‘)-lﬂ'] ‘ngq ﬂ“ﬁ Qr‘hpﬂ“jpn

r
etion by the middle of 1957, and machinery installations for early

" e o

151, Adeguate management and technicel staff will be made available from
the other plants of the Company,

Financing

152, The Naples plant will be an integral part of the

iat organization
n

. | -...L.!J.__ o b, Paam Piarad
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and not a separate financial entl erm iIor
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7
assets, and short term for working apltal will be prov1d by the Fiat Com=-
pany., Of the total project cost of Lit. 7.0 billion (consisting of Lit. 6.5
billion for fixed assetls togetne with interest during construction, and Lit.
005 billion for net current assets) Fiat will provide Lit. L0 b11110ﬁ as long
term advances, It is proposed to finance the remalnlng Lit. 3.0 billion, with
TBRD funds. Additional working capital requirements of the plant will be pro-

vided by Fiat through internal credits. Estimated balance sheets for the Naple:
plant, taken for illustrative purposes, as a separate entity, at the time when
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the project is completed, and after five years of operation are shown below
(in million Lire):

mon After

Upon After
Progect 5 Years!

Project 5 Years!

Completion Operation

Completion COperation

Fixed Assets 6,500 6,5C0 Head office;
Less Depre- Long term advances ,000 L, 000
ciation - 1,890 Short term advances
Net Fixed Assets 6,500 L,620 {current liabilities) = 1,420
Net Current
Assets 50 1.900 Syurnlus - 2.500
Asset 5380 1,900 Surplus 55
Additional TBED Loan 3,000 1,709
Aescantall - 2110
nsS8eTs P4
Matal 7 000 0 K20 Matal 7 000 9_A29
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poses, as a separate entity, are shown in Annex 17. A letter setting forth
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in 1952 to Lit, 12,7 billion in 1955, which represented a return 1ncrea51ng
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amounted to Lit. 335 billion and its net worth to Lit. 242 billion. Its current
PO TR T < | TAL o m e i el b b e e L 0 LY e N e L XY . L O
FaLlO Wdb LleDsle D LilanClrdal svdienenivs 01 i VoI L 0OI 1< _pd-bb lour yedrs
are attached as Annex 1l6.

Markets
155 Ttalian production, imports and exports of motor vehicles from 1950

to 1955 inclusive are given below,.

the five~y

Production, which has more than doubled in
ear period, has increased by 2L% to 26% in each of the past three yea

Exports, whici have more than doubled in the iast three years, accounted for 28
of production in 1955,
Production Import Export
19§0 127, 8L7 - 21,9Q5
1551 145,553 756 32,250
1952 138,LL6 1,628 26,60
1953 174,308 1,751 31,506
1951, 216,700 1,823 kb,136
1955 268,756 2,604 Th,6L5

156,

in these years.

Fiat has produced between 80 and 90% of all Italian made motor vehicle:

it has increased its productive capacity by avout 20,000 vehicl:
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a year on the average during the past three years and has found a market for
this increased output. The proposed MNaples plant will represent an increase
in capacity of about the same magnitude. The Company is not merely counting
on an expansion of demand for its standard products. The Naples plant is to
produce a new, smaller, lower priced car which is expected to open up a large
new market,

157. Despite the rapid increase in motor vehicle numbers in Italy in the
post-war period, a continued increase for many years seems probable. There is
only one motor vehicle for every L0 persons in Italy, compared with one car for
every 18 persons in France, 17 in Switzerland, and 1l in Britain. Apart from
the growing size of the vehicle market, demand for vehicles for replacement
purposes, which now accounts for about one quarter of vehicle sales, is increas-
ing and will tend to support the vehicle market when expansion levels off.

Earnings Estimates and Debt Service Coverage

158, Fiat maintains its own sales organization and follows the practice
of invoicing vehicles from its plants to the sales division at factory cost.

sales organlzatlon, selllng the vehicles at list price, cover its costs
at Company.

> @
3
[
Q
Q
=
Q
n
=3
o
0
-'-
1]
~te
4
o
o
—1.
Ab)
et
foed
13
[t
ol
[7
o]
=
[o]
()
i...J
ot
6]
[0
—b
o+
[y
o
=
e

roposed Naples plant
edit the plant with
lant with its

T > , > s
f it were a separate entity, it k as been necess
of it put at (‘nnm:anvr list nrw ces and to ¢

v 4 (WAL l""" _—i2 v ol dTo

which are sinowm
unt to about

s m\,‘ wwwww
2 billion by the thl d operating year,
ac T 18-

ch full normal outmut on ~shift opera-
11 opera

Ardd e Relde LA R Vv u i

when it is expected the n'l ant w

...... I e Via —-—CVia

tion, DBy the seventh operatln year, as more o
n

plant, it is expected that costs car

profit of about Lit. 1,0 billion on

would represent a return of 15% and 26% re

ment of Company funds in the plant, These

conservative. It is probable that full normal producticn

nird operating year. It is al
~ +

r»Aad as nAaYm EE ) r\+'|-\n-n w8 a

shif+ operation whipsh 4 vao
1 CHal Gl o 0L .1. 4l DUl J1lal paciivoy

.XJ J.G.U.LU.N., WilLLLl 4O

1.9 times i 1
year,

Economic Justification

161, The development of the Italian economy is creating both the need for
and the means to support improved facilities for transportation of persons and
goods. The new plant will contribute to the support of essential transporta-
tion by producing repair parts for trucks, tractors and buses., By producing

a new lower priced car, it will make personal transportation available to
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thousands of people who until now have not been able to afford a car.

162, The establishment of the first Fiat plant in the south is important
in a number of ways. It will bring the production of vehicles closer to a
rapidly growing market. It will provide direct employment initially for about
500 workers. It will have great indirect benefits for the area, It is pro-
btable that once Fiat is established in the south, its operations, both in the
assembly of vehicles and the production of parts will expand there,

163, The project should also male possible substantial foreign exchange
earnings, If the Naples plant exports the same percentage of its output as
the entire Fiat Company did in 1955 (22%), it will be responsible for gross
foreign exchange earnings equivalent to about Lit. 3 billien ($4o8 million)
per year operating at a normal level,

Conclusion and Recommendations

18);. The Fiat Naples project is sound and could be the basis for a loan
of Lit. 3.0 billion ($4.8 million) including interest during construction.
The term of the loan could be 12 years includirg a two-~year grace period,
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8. AB.C.D.

Borrover

165. The proposed borrower ig Asfalti Bitumi Cementi e Derivati, S.p.A.
(ABCD), a company now procducing cement and asphalt products at Ragusa,

Sicily. The company plans to add to its product lines special cements, fuel
0il for internal use, and polyethylerec. The cost of the program is estimated
at Lit. 6.581 billion ($10.53 million) including interest during construction
and working capital; it is proposed that Lit. 3.1 billion (4.96 million)
should be financed from IBED funds. Of the total requested from the IBRD,
‘LIit. 2.8 billion would be for the polyethylene plant and ILit. 0.3 billion

for the crude oil stripping plant and the facilities needed to produce special
cements.

166. ABCD is owned (90%) by Calci e Cementi di Segna, which in tura is
controlled by Bombrini-Pariodi-Delfino, a company with important interest in
chemicals and plastic raw materials.
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materials and fuel for the cement kilns.

168. The recent d;scove*y of oil at Ragusa, close to the ABCD plant
has led the company to plan a two-stage expansion program. The first s
includes a strlpplng plant (350 tonq per day) operating on Ragu crude
provide additional fuel for ABCD's cement and asphalt plant and facilit
for the production of spe01al cenents., The spec1al cements are made by r
P uucoa.l.us uu;wa.l cement clinker H there would therefore be no appre cia

increase in total cement production. The second stage would include a second

U

350-ton stripping plant and facilities for the production of 5,000 tons per

year of polyethylene.

169. The polyethylene would be produced from the light fractions from
the stripping plants. lost of the output of heavy residual fuel oils would
be consumed by the ABCD associated companies; only a small amount would be
piaced on the Sicilian market.

i70. Apart from the project, the company is constructing a hydrated
lime plant and is making minor additions to its asphalt products plants.

Pregsent Status

171, Construction cof the first stage of the program is expected to be
completed by the end of 1956. Planning for the second stage is well advanced.
Construction could start shortly after financing has been arranged and would
Tequire about three years.



Management

172. The ABCD has experienced mgnagement and technical personnel. Addi-
tional personnel and know-how which may be required when the polyethylene
plant begins to operate can be secured from either the BFD central research
organization or the equipment suppliers through existing licensing arrange-
ments.

Financing

173. The ABCD company plansg to finance Lit. 1,981 million of the project's
cost from retained earnings and depreciation accruals and an additional
Lit. 1,500 millicn through the issue of new share capital;the remaining
Lit. 3,100 million required would be provided by the proposed IBRD loan.
The financial position of the company at the end of the 1955 fiscal year,
and its estimated position upon completion of the project and at the end
if t?ree years of operation with the new facilities are as follows (million
ire

Sept. 30 Sept. 30 Sept. 30

1955 1959 1962
Fixed Assets 2,286 8,567 8,567
Less Depreciation 180 1,150 3,091
Net Fixed Assets 2,106 7,417 5,476
Net Current Assets 235 735 835
"Additional Assets" - 1,507 6,491

2.3/ 9.659 12 .805

9 - 7907 -l g OV
Share Capital 400 1,900 1,900
Shareholders' Advances 564, 831 831
Surplus and Reserves 278 3,125 7,506
IBRD Loan - 3,100 2,090
Other Debt 1,099 703 478

174. The net income of the ABCD company has risen from Lit. 57 million
in the 1952-1953 fiscal year to Lit. 105 million in 1954-1955 on net sales
of Lit. 769 million and Lit. 2,103 million respectively. Earnings in 1954~

1955 represent a return of 18% on net worth excluding loans of associated
companies.

175. Financial forecasts of the company are given in Annex 19, A letter
qaffina forth the financial co tj_ ne agrnnﬂ +o 'hv the company iz gttached

in Annex 20,
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Markets

176, Polyethylene production

Y Y TRy =S s === 13
Italian plant was completed o recently, and in 1955 production amounted
to about 4,000 tons. There is littie therefore on which to tase a forecast
of future consumption. However, the experience of other countries suggests

that consumption in Italy will grow rapidly. In the United States, consump-

tion increased almost 3. 5 times between 1952 and 1955, Polyethylene's
outstanding electrical insulating properties, high chemical resistance and

mechanical toughmess find uses in many industrial fields.

relatively new to Italy. The first

177, Becaus= of the favorable location of the proposed plant with respect
to raw materiaels, it iz estimated thabh production ccsts for polyethylene

vould be a little over half the current United States selling price and 40%
of the current selling price in Italy. The company should have no difficulty
in disposing of its product on the export market if sales do not develop as
rapidly as expected in Ttaly. Most of the heavy oil would be consumed by
ABCD and its associated companies. Other by-products, such as crude gasoline
"and butane, should find a ready market locally.

178, The companies associated with ABCD are now producing the types of
special cements that ABCD plans to produce. These find a rea’y market where
there is a demand for cement with a high early strength, special chemical
resistance or color.

'_I

Earnings and Debt Service Coverage

179. Operating at normal capacity and selling at prices somewhat below
those presently prevailing, the project would have net sales of an estimated
Lit. 5.0 billion and produce a net income of approximately 1.2 billion per
year, a return of about 18% on total project costs. Forecasts of the sales
and earnings of the company as a whole are given in Annex 19.

180, Estimated company earnings before interest or depreciation, when
all facilities are operating at a normal rate, should cover the service of
the proposed IBRD loan five times. The company should be able to withstand
a simultaneous drop of 13% in sales revenues and an increase of 13% in
operating costs and still maintain service on the proposed IBRD loan.
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Economie Justification

181, The a
available at a pri
qtnnd1na nua1i.ie3

ce ve ll below equlvalbnt 1mports, a material with out-

for use in the italian electrical and chemical industries.
The proaect will allow economic utilization of a portion of the crude oil
produced in Ragusaand will create employment for about 250 persons in an
area where considerable resentment has been aroused over the fact that the
discovery of oil has not led to any increase in jobs because the oil is
being removed from the area for processing.

Conclusion and Recommendstions

182, The ABCD project is sound and could form the basis for a loan of
Lit. 3.1 billion ($4.96 million) incliding interest during congtruction.

The term of the loan could be for 11 years, including a three-Jear grace

Por

peiiod,
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9. Cementerie di_ Augusta

Borrowei

183, The proposed borrower would be the Cementerie di Augusta, S.p.A.,
a privately-owned firm which was established in 1952. The ccmpany now oper-
ates a cement plant near Augusta in SlClly, vwith an annual capacity of
130,000 tons. One half of the company 's share capital is owned by the
Instituto Finanziario Industriale which is the Fiat holdi ing company. The
largest minority shareholder is the Marcino group; the second largest cement
producer in Italy. The proposed project would increase the capacity of the
plant to 300,000 tons per year. The cost of the project is estimated at
Lit. 1.8 billion ($2.88 million) including interest during construction and
working capital. It is proposed that Lit. 900 million ($1.44 million) be

financed from IBRD funds. I million

Description of the Project

184. The borrower proposes to add a second kiln and the additional

erushi br"nr:h’nc Arvineg, storineg and relasted facilities reguired to in-

rushiy .....‘..a.-.b, ML SRRy 9 W VL dddpy AR VT L AV AL VAT LU U il

no.
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crease productive capacity at the plant. As this is a rounding out pr ogect

to expand arn existing nlant to its nn-l--.mnn aioa. +the canital o
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of added capacity is less than half that of a new plant. .

[0]
H
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Present Status

185. Planning of the project is well advanced but less than lO% of the
natimatad nemAatandt Aancta hosra haan fdwmmstemnnad da Joda Man ot mdfomodod amsmmdenivn
T vdiidug uTG _EJJ.UJUMU CUOS U0 liav weell ACUL L CU LU Udut, -lJ.lB c‘ou.uuu.ueu. Culld UJ. uG=-
tion pericd is two years.
Management

186, Adeguate managerial and technical staff are available within the
company e

Financing
187. It is proposed that Lit., 600 million of the cost of the project,

vwhich is estimated at Lit. 1.8 billion, would be covered by the issue of
new share capital and Lit. 300 million by net profits and depreciation

accruals during the construction period; the remaining Lit. 900 million
would be covered by the proposed IBRD loan. The estimated balance sheet
on June 30, 1956, at the completion of the expansion program, and at the
end of three years of expanded operations are shown below (million lire):
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June 30 June 30 June 30

1956 1958 1261
leed ASS“'CS 2’390 3,990 3,990
Less Depreciation 190 __570 1,560
Net Fixed Assets 2,200 3,420 2,430
Net Current Lgsets 140 _1766 466
"sdditional Assets" 3 110 2,316

2,348 3,99 5,212
Skare Cepital 1,000 1,600 1,600
Surplus 360 660 2,350
IBRD Loan - 900 684
Other long term debt g8¢8 835 578

188. Finsncial forecasts are given in Annex 21. A letter incorporating
+ha Finmanndial ArnAd+3 ons armand +A Ter +ha AaAriTatey da atdaaliaAd dn fin 29
VIO 4 Lligdlivdicd. WW J.\A.L L JLlO dé& A AV S VI U'y vl WUl dll‘y ] Lvuaviicu L1l n.u LUA ~A o
WMawrlrad o
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per year. Expansion programs al*eady planned (*nc_udlng the proposed expan-
sion of Cementerie di Augusta) will increase capacity to about 1,200,000

tons by 1959. Sicilian cement consumption has more than doubled in the past
four years and amounted to 779,000 tons in 1955. ©ven if demand increases
only helf as fast in the next four years as in the past few years, Sicilian
consumption would about equal estimated production on the island in 1959.

It seems reasonably conservative to expect that demand will increase at least
as much as this in view of the heavy and increasing demand for cement for the
Cassa program, other public works and housing. However, if demand increased
e little more slowly, any surplus of Sicilian cement should be readily
marketable in the southern mainland provinces.

Earnings Prospects and Debt Service Coverage

190. The company expects its expanded plant to reach its average annual
output of 270,000 tons by the second year after completion of the expansion
program, If this output is sold at currsnt mainland prices, which are some-
what below the current Sicilian price, the company's sales would equal Lit.
2.4 billion, and its net profits would amount to an estimated Lit. 630 million
per vear, a return of 39% on share capital.
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191, Estimated earnings before depreciation or interest calculated on
these assumptions, would provide a coverage of 4.4 times the amcunt required
for servicing the proposed IBRD loan and other long term debt. The company
could withstand a simultaneous reduction of gbout 29% in estimated revenues,
and a 19% increase in estimated production costs and still maintain service
on all of its long term debt.

Economic Justification

192. Since cement can be produced as cheaply in Sicily as on the main-
land, and transportation of cement from the mainland adds about 20% to its
cost, it is economically desirable for the island to produce enough cement

to mect its own requirements. The Cementerie di Augusta project has particu-
lar advantages because it will provide additional capacity at a very low
capital cost per ton. It wiil provide employment for an additional 30-40
people.

Conclusion and Recommendations

193. The Cementerie di Augusta project is sound and could be the basis
for a loan of ILit. 900 million ($1.Z4 million) including interest during
construction, The term of the loan could be 13 years, including a three-yszar
grace period.



- 45 -

10. Cementerie di Sardegma

Borrowver

194. The proposed borrower would be the Cementerie di Sardegna, S.p.A.,
a wholly-owned subsidiary of the Italcementi Company, the largest cement
company in Italy. Cementerie di Sardegna, which now operates a plant near
Cagliari in southern Sardinia, with a normal capacity of 270,C00 tons per
year, proposes to erect a cement plant near Sassari in the northern part of
the island.

195, The cost of the project is estimated at about Lit. 2.7 billion
($4.32 million) including interest duri ng construction end working capital.

It is proposed that Lit. 1.5 billion ($2.4 miilion) should be firanced out

of IBRD funds.

Description of the Project

1%6. The plant, using the dry process, would have a normal capacity of
100,000 tons of cement per year at the outset, but is designed so that its
capacity can be doubled in the future, It TOUld be connected with the
{‘.h':-ﬁ-'lv-nn-\‘Qnsnnv--: v S 1~n w J1dne and an a1l _aranathar b churatyr TIamestone denoasits
Wihltededede VORLLTWCW WAL Ju & Chod ol WV dededdiS QLML CULI G-l VGGVLJG.L ALJ—ELA\’!G‘] ) A AIINDND VW AMY WD T e YD
adjoin the factory site, and clay deposits are about 20 kilometers away by
road. The plant is to be equipped to burn either fuel oil or Sardinian coal
or both, depending upon the relaulve market prices. Power is to be purchescd
FarnAam Flhn Candada Tladdamtan Coneda clomoa Fomamamiaainn 13 maman Alaan A +1Aa
1rom Thne QU\:.LDU& Ll uvul ica \JO.J.U.(’J., W‘.;UDU LYansmission u4il ne yao T wilUDT VU wlic
preposed site. Housing is to be provided for key personnel.

Present Status

197. The company has spent about Lit. 35 million on land and geological

studies., Construction could start as soon as financing has been arranged,
and it is estimated that the plant could we completed within two years.

Management

198, Key operating personnel would come from Italcementi or from the
Cagliari plant. The Italcementi organization has had many years of success-
ful operation of cement plants in Italy.

Finagncing

199. It is proposed that the cost of the plant, Lit. 2.5 billion, should
be financed by an advance of Lit. 1.0 billion from the parent company and the
proposed loan of Lit. 1.5 billion from IBRD funds. Working capital would be
provided as required out of earnings and depreciation accruals. The Company
has agreed to increase net current assets to Lit. 400 miliion within the
first 12 months of operation of the Sassari plant.
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200, It is expected that the shareholders' advances will be converted
into share capital during the first operating year of the new plant which,
according to present plans, will be 1958,

201, The estimated balance sheets of Cementerie di Sardegna on the com-
pletion of the new plant, and at the end of the third year of operation of the
new plant are shown below (miliion lire):

Dec. 31 Dec. 31 Dec. 31 Dec. 31
3957 1960 1957 1960
Fixed Assets 4,974 5,274 Shere Capital 1,000 2,000
Less Depreciation 1.920 2,973 Sharcholders!
Net Fixed Assets 3,054 2,301 Advences 1,000 -
Net Current Assets 220 411 Surplus 715 1,693
"Additional Assetg" 941 2,18 I3RD Logn 1,500 1,137
4y215 4,830 4,215 4,830
202. Financial forecasts for Cementerie di Sardegna are given in Annex

23. A letter containing the financial conditions agreed to by the company is
attached as Annex 24.

Financial Position

203. The financial position of the proposed borrower and its parent
company have been stated by the latter to be as follows (million lire):

Cementeria
Sardegns, Italcerenti
(Dec. 31, 1955) (June 30, 1955)

Fixed Assets 24,325 33,029
Less Depreciation 1,500 23,480
Net Fixed Assets 825 9,549
Current Assets 250 19,197
"Additional Assets" 230 2143
1,305 30,889
Share Capital 1,000 12,000
Surplus 235 10,408
Current Iiabilities 170 8,481
1,305 30,889
Current Agssets/
Current Liabilities 3.6 2.3
Net Worth/Total Lisbilities
and Net Worth 0.95 0.73

These figures appear to be conservative.



- 47 -

204. Between 1952 and 1955 total sales by Italcementi rose from Lit.

23 billion to Iit. 23 billion, and its net income from Lit. l.4 billion

to Lit. 3.2 billion; the latter figures represented 11% and 14% respect-
ively on net worth. Sales by Cementeria di Sardegna's Cagiiari plant rose
from Lit, l.4 billion in 1992 to Lit. 2.4 billion in 1955, and its estimated
net profit from Lit. 118 million to ILit., 200 million, or from about 11% to
19% on net worth es of June 1S55.

Markets

205, Between 1952 and 1955 cement consumption in Sardinia increased
steadily from 200,000 tons to 233,000 torns, an incresase of zbout 127 per

vear compouated. It is expected that tnis rate of increase will be meintained
or even acceierated as tne large land reclamation and housing projects get
under way.

206, Increasing its sales in step with rising demand, the Cagliari plant
has supplied 95% of the market. Thes remainder has come from the mainland.

No further incrsase in production at Cagliari is possible. Moreover, the
growth of consumption in the northern part of the island arocund Sassari to
about 50,000 tons, and the prospect that conswuption in that section will
continue to rise rapidly, makes it desirable to locate a plant there. The
corpzny should have no difficulty in seliing the full output of its two plants
in the future.

Earnings and Debt Service Coverage

207 Italcementil's estimates of the earnings of the projevt which appear
to be conservative, show a net return after taxes of ebout 5.5% on the share
capital in the first vear, when it is expected that the plant will be operat-
ing at about 85% of normal capacity, increasing to about 12.3% in the third

\(2

year, wien the plant is expected to be operating at normal capaciiy.
208, The estimated earnings of the company from both plants, before
interest or depreciation, would provide a coverage of about 3.7 times the

LU LASE = ) 4 (=L LEJRAR § P e

ancunt requi red for serv;ce of the proposed loan. On the basis of conservative

estimates the company should be able to withstand a similtaneous reduction of

185 Wedadla OIl O

8% in revenue and an increase of 8% in cost and still maintain debt service.

BEconomic Justification

209, Sardinian demand for cement has outstripped productive capacity on

+ha dalanA NAanthavm Qand S 111 mAv\-\nv\+n nr\vu'lﬂ A mad \p-vv\m a mnlanmt TAanadtad
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in the Sassari arca at an annual sav1ﬁg in transport costs estimated at from
Iit. 300 - 400 million, based on the cost of shipping from Cagliari end the

mainland respectively.

210, The raw materials, fuel and labor required for economic pvoduction

of cement are readily zvailable in Sardinias. A new plant at Sassari would
provide employment for about 130 workers. ‘



Conclusion and Recommendations

i a cement project is sound and could be
the basis for a loan of Iit. 1,5 tillion (U R.4 million) including interest
during construction. The term of the loan could be for a period of 13 years
1nc1ua1ng a 3 vear periocd of grace.

211. The Cementerie di Sardegn
f =4



A. Ceneral

212. The Campidano di Cagliari (Flumendosa) Irrigation Project in
Sardinia has been submitted for consideration by the Bank as a basis for

a loan of abouu $25 million equivalent to the Cassa. It will be the largest
(50,000 La.) and the most expensive irrigation project (rit. 53.1 billion -
$85 million equivalent) financed to this date by the Cassa per il lezzogiorno.
Construction is now under way, with the tunnels and principal canzls in an
advanced stage and with the foundation of two dams completed. This project
is the only large single opportunity to increase agricultural production on
the island of Sardinia. It is given high priority in the Cassa program.

B. _The Present Agircuvltural Situation

213. 1. The area: The project area is part of the large plain (390,000
ha.) which extends Yrom the port of Cagllarl in the south of Sardinia to
beyond the town of Arborea on the west coast of Sardinia. Two parts in the
northwest region of this plain have already been brought successfully under
irrigation.

214. As a result of the elimination of malaria, and of the completion cf
a series of minor works, the population of the plain has increased rapidly as
shown below:

Population
(x 1,000)
1936 1951 1953
Province of Cagliari 507 665 697
Campidano di Cagliari 124 158 166*%
#Estimate
215. The Campidano di Gag iari; which forms the southern part of the
plain, is about 70 km. long and 30 km. wide (210,000 ha.). About 50,000 ha.
in the center part of this area will be irrigated as a result of this project.
The terrain is, as a whole, very flat, but there is an east-west sadale in the

n northyest o'nr:l
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middle of the plain,

from which the 1;mr1 slopes slicht
southeast directions. Furthermore, each part slopes to it
1 :
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north-gouth axis.

This topography determines the general layout of the distribution system.

216, 2. The soils: Nearly the whole of the irrigable area consists cf
alluvial soils. Somewhat less than 10,000 ha. are light and sandy; 30,000 ha.
are losms to medium clay loams; and over 10,000 in the center are clay loans
to heavy clay loams. Works to improve the drainage of these lands are under
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217. All over the plain the surface soil is deep and easy to cultivate,
and there are not as many rocks and stones as in many other areas in Italy.
In general, the soils in the eastern part are more fertile and have a better
structure than those in the western part of the plain. Some of the soils in
the west contain a considerable smount of gravel. Because of primitive
cultivation during many centuries, most plots are deficient in nutritive
elements. If adequate quantities of water are supplied, liberal applications
of nitrogenous and phosphate fertilizers will be necessary. Some soils in
the eastern part will require liming.

218, 3. The climate: The region has the typical ifediterranean climate,
with warm dry summers, and weht cool winters. The average precipitation is 500
mm, of which only 130 mm fall in the growirg season (April-September). As s
rule the temperature does not drop below QY. There are often strong winds,
so that the planting of trees for windbreaks is sdvisable.

219. Lo land-ugse: About 60% of the land in the Campidano is used for
crops, 6% is in orchards (mainly lemons ard almonds), 30% is used for
extensive pasturing of shecp, znd 4% is used for mon-agricultural purposes.

220, 5. Size of farmg: Land holdings in the administrative area of
Sardinia which mogt closely corresponds to the project are the following siuze:

No. of Ouners No. of hectares
x 1,000 in %

LGSS tvhan 10 ha' 22,640 2503 4‘5

10-100 ha. 830 20.8 37

Over 100 ha. 20 10.5 18

23,500 56.6 100

|

|
i
i

It is estimated that about 80% of the units of less than 10 ha. are smaller
‘than 2 ha. These small units cover probably some 8,000 ha.

221, A great number of the very small farmers earn only part of their
living on their own "farm". Economically these farms are of little importance
now, but after irrigstion they will tecome potential producers of vegetables.
The middle-sized farms of between 10 and 100 ha. occupy about 1/3 of the area.
The smaller ones in this group are family farms, but the larger ones employ
hired laborers, mainly from the very small farms. Finally, there is a small
number of large farms. They are economically not of great importance since
most of their land is used for extensive qheep--grazmg. A number of small
holdings in the southern-central part of the plain are badly split into
uneconomic lots. Some form of redistribution of land will be necessary before
an economic system of irrigation can be established in this area.
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222. 6. land tenure: About 60% of the land is in freeholdings., More
than half of this area, or 35% of the total, is owner-operated, mainly in
small farms. The rest is farmed with sharecroppers of employees. Several
forms of leaseholds cover the remaining 40% of the land. Half of this area

is operated by renters, as family farms, and the other half with sharecroppers
or employees.

223. In the project area, land reform activities are the responsibility
of the Ente Flumendogsa. About 2,500 hectares have been expropriated, and

4,700 hectares will be purchased by the Land Reform oectlon of the Ente in
le fa

order to establish viab
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in the project area are now used for crop productlon. Due to lack gg watei,
about 7,000 ha. of the crop ares have to be kebw fallow. vielie on _tae reg
AWVUDY (9 VUL licde Ul [1e1=] LivVy aloc llave uvu Uo D'l.)u 1aliliw,y JLlTLUL /ALl T AUw alla
there are no second crops. The main crops are wheat and beans. There is
also some production of grapes, olives, almonds and citrus (lemons). This

i
last crop is grown on small irrigated plots, with good results.

226, The average gross value of production is estimated at Lit. 74,000
e b Ay e g a4\ S AL LA o A AAA 1L 4 T4 ~ 1A
L llecial'c \uwdliliow licjuded ) ala uie uvotal 101 55,LUU JleCLares auv Lile £Ky404
million. 4 small part of the crops is used on the farms, reducing the gross
value of saleable production to about Lit. 2.3 billion.

227 « Livestock production is mainly based on extensive sheep grazing.
Cattle raising is done on a limited scale, but there are some very good
cattlemen who have imported good breeding cattle. The value of average
production is estimated at Lit. 9,000 per hectare. The total for 15,000
hectares presently devoted to livestock production is lLit. 135 milllion.
Thus the total gross marketable value of present agricultural production
is estircated at Lit. 2.4 billion annually.

228, 8. Twprovement in farm technigue: Despite the very limited
possibilities at present there is a very clear attempt to improve farming
methods. The importation of good cattle, mentioned above, is an indication.
The increase in number of tractors in the province of Cagliari from 3C0 in
1949 to 2,000 in 1954 is another one. On the other hand, the consumption
of fertilizer is still relatively low.

229. The improvement in farming methods is in no small measure the result
of an intensive campaign of education and demonstration urged by the field
service of the Ministry of Agriculture. The Inspector of this service (now
Advisor to the Regional Government) has established a close working relation
with the farmers and their organizations.
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230. In order to provide for the rapid and correct future application
of irrigation water, the Ente Flumendosa has organized two sets of three
experimental fields. These fields are in their fourth year of operation,
and the records of the experiments give important indications as to how to
use irrigation in the project area.

231, Q. Marketing and trangvortation: The present limited production

of the area does not require elaborate processing and marketing facilities.
However, there is in the region an active "Consorzio Agraria" (farmers!
co-operative), and there are in the province of Cagliari two tomato processing
plants; two modern dairies and two cotton gins. The nearby sugar mill of
Oristano has surplus capacity.

232. The area has very good transportation fzcilities. However, costs
of transportation between Sardinia &nd the mainland are high, mainly because
of high handlirg charges in the ports. The central government is considering
the establishment of a ferry service betwzen Sardinia and the mainland with
boats that can carry railroad cars and/or trailers. This would eliminate
costly handling of produce in the ports and improve the competitive position

of Sardlnla congiderably with respect to continental markets.

233. The Project includes irrigation and river control works, buildings,
and electric lines to serve a total area of about 50,000 hectares (appendix
29). The works are designed to permit future power development. The princi-
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(2) Flumineddu - Flumendosa Tunnel

The Flumineddu reservoir will supply the reservoir
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create
a pressure tunnel 9.2 kilometers long and 4 meters in
diameter.

(3) The Flumendoss Dam

An arch-gravity type dam, 120 meters high (330,000
m3 of concrete) will form a reservoir with a useful
capacity of 250 million m3, The dam to be completed
by December 1957 will also provide flood control for
the lower Flumendosa valley.
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(4) Flumerdosa-Mulargia pressure tunnel

A 5,9 km long pressure tumnel 4 meters in diameter
will connect the Flumendosa reservoir to the main
reservoir of Mulargia. It is expeclted to be completed
by September, 1957.

(5) The Mulargia Dam to be completed by Lecember 1957, is
of the arch-gravity type ard will be 100 meters high
(240,000 m3 of concretz). It is designed to create
a reservoir with a useful capacity of 310 million m3
for additional storage.

(6) A 9.9 km long diversion tunnel to be completed by
December 1957, will carry water from the Mulargia
reservoir to the plateau which extends between the
Flumendosa basin and the Cagliari plain, Eefore
entering the gallery, the pressure of the water will
be dissipated through valves or a hydro plant (UVINI)

This pl—7t to be bullt later will produce annually

25 GWH The hydro plant is not part of the prezent
project, and there has been no f"nal decision as to
who will build and operate it. Uater will flow freely

L RLULLS Fese G Vo U VEL Wa Ll LW ~a T

through the tunnel whwch has a capacity of 54 m3/éec -/
(7) ZTrans-olateau canal and Trexenta-Senorbi irrigated srea

A 14.6 km long concrete lined canal to be completed
by April 1957, and 2.2 km of tunnels with a capacity of
5, m?/sec. will carry the water from the exit of the
diversion tunnel across the plateau to the edge overlooking
the plain. From this canal, water will be taken to
irrigate an area of 1,200 ha. near the village of Senorbi.

(8) Step-doun gstructures

The water will step-down from the plateau elevation
of 190 meters to the plain level of 90 meters through a
system of tunnels, penstocks, regulating valves and
spillways., These structures will be completed by March
1958. A hydro plant, with upstream snd downstream regu-
lating basins will later use this drop in elevation to
produce annually 64 GWH. It is not a part of the project
submitted to the Bank.

1/ 1 GWH equals 1 million kwh.
2/ These 1tems are over designed since the required flow amounts to
only 31 m 3/sec. This design was adopted and construction under

-----

way beLore the execution of the project became the responsibility
of the Eate de TFlumendosa.
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(9) Main canals and network

The complete network, corresponding to the ultimate
irrigation of 50,000 ha. consists of the following system
of canals:

a) A connecting canal 2 km long, {cspacity 31.6 m3/sec.)
will bring water from the step-dowm structures into
a system of five main canals;

b) The northeastern branch (25 xm long, upstream
capacity 5.8 nJ/ro.) and the southeastern branch
(45 km long upstream capacity 9.5 m3/sec.) will
carry water along the eastern limits of the
irrigated area;

¢) The transverse canal (5 km long, upstream caracity
16.1 m3/sec.) will follow the crest of the saddle
forming the dividing line of {1he plain to carry
water across to the two western branches;

d) The northwestern branch (26.6 km long, upstream
capacity 4.8 m3/sec.) and southwestern branch
(34 ¥m long, upstream capacity 10.2 m?/sec.)
will carry water along the western limits of the
irrigated area. The water will have to be pumped
up 1/ meters to the altitude of the northwestern
canal which is at a higher elevation than the
terminal of the transverse canalj

e) The secondary and tertiary canals serving the
"Commizzi" (areas within vhich the permanent flow
from the 1ngom1ng canal is rotated from faru to
farm) will amount to aboubt 500 km;

(10) A system of levies, drainage canals, and structures
will protect irri gated areas agsinst floods from a number

of streams which traverse the plaln.

(11) The project includes roads, windbreaks, aqueducts for

vator and micnallananiia s+~nnn+nv\ac +n '|nn 1'\111 1+
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the gated area. The road system will
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t
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234. For the total irrigated area of 50,000 ha., using 6,400 m> per
hectare, an average of about 320 million m’ of water annually will be needed,
which will come from the following sources:

luzendosa 210 million m3
Flumineddu 90 " n
Mulargia 30 " n
Total 330 n "

=10 " " For the Cagliari Aqueduct
’320 1 ft

eawm

These are net amounts, taeking into account evaporation losses of 10%. They
represent nean flows based on 25 years cf measurements at six stations on

the Flumendosa and one station on the Flumineddu. For the Mulargia River

hey are based on correlation estimates. If further experiments indicate

that only 4,600 m3 per hectere would be adequate, which may be the case,

this volume of water could be supplied without the need for the Flumineddu dam
and reservoir and the connecting tunnel to the Flumendosa reservoir. hLowever,
in the appraisal of the costs of this project, it has been assumed that these
works will be reguired.

D. Organization and Management
Y. Jrganizavy: ment

235, The responsibility for the design and construction of the irriga-
tion works rests in the first instance with the Ente Autonomo del Flumendosa.
The Cassa per il Mezzcgiorno has, however, to approve each of the plans and
it supervises the construction. The Ente Autonomo del Flumendosa was founded
in 1946 for the purpose of constructing the works required for the use of the
Flumendosa waters for irrigation, drinking water and electric power produc-
tion. The headquarters of the Ente are in Cagliari. The General Manager

is Engineer Serafini, formerly on the Board of the Cassa before he was
appointed to the Flumendosa Project.

236. The Ente also takes care of the financial administration of the
project, under the supervision of the Cassa. The Sardinian land Reform
Agency has delegated to the Ente the responsibility to carry out land reform
within the ares of the project.

237. The Ente Autonomo del Flumendosa is well managed, well equipped
and steffed with capable and competent officers. However, the Ente staff
should be reorganized to emphasize more the irrigation and agricultural
aspects of the project rather than the construction of dams. The Ente
has already obtained the help of consultants for the general layout of

the network, and it is probable that such help should be continued
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for the detailed designs of the irrigation works. The Ente has also already
organized asn Agricultural Division which will, in cooperation with the Govern-
ment Extension Service, educate the farmers in the use of irrigation water.
The results of the experimental fields (see B. 8) will be of great help in
these activities.

238. The responsibility for the drainage, road building and electrifi-
cation works in the plain rests with eight Consorzi. These are organizations
of landowners, establiched for the purpose of constructing and operating
reclamation works. They are endowed by the Government witn regulative powers.
The eight Consorzi are united into the Amalgamated Consorzi of southern
Sardinia. The officesg of this organization are also in Cagliari. This
organization is competent.

239. According to law the Ente Flumendosa may reorganize itself upon
completion of the construction works into a so-called Second Degree Consortium
(Federated Congsortium). This legal form of organization is suited for the
operation and maintenance of irrigation works.

240, The Ente will charge the landowners according to a formula based on
the benefits of various kinds which the owmer receives from the irrigation,

drainage and road works., These charges have the status cf Government taxes
and they have, in case of bankruptcy, preference over other debts. On

L1L2 jot-1 [=041.84 Ll lelel elle 11l

average, the charge will smount to about Iit. 24,000 per hectare.

921 b a Flimendonaea Dam wume efartad 4n Jiina 10872 T+ 4ia haine built
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excavations were completed, and 30,000 3 of concrete had been poured out
of a total of 330,000 n3 Tha artarrnedas 1a alan ki ldine 200 matars of
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the outlet of the future Flumineddu tunnel.

242. 2. The connecting tunnel is being built the "Fratelli Bullio".
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although it was started two years earlier. The construction is done by the

"Sogene Company®. In March 1956, the diversion tunnel and the excavation

vere completed, and 30,000 n3 of concrete had been poured, out of a total
of 240,000 n3. '

244, 4. The free level diversion tunnel is being built by the *Ing.
Penta" enterprise. Out of a total length of 9,900 meters, 6,500 are 1ined
and 1,700 are excavated.
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245 5. The trans-plateau canal is also being built by the "Ing. di
Pente" enterprise. The galleries are completely excavated. Out of a total
of 14.6 km., 3.5 km, of the canal are completed, 7.5 km. arc pre-lined and
3.6 km. are excavated.

246. 6. The step-dovm structures are in the stage of preliminary design
and have still to be approved by the Council of Fublic Works and by the Cassa.

247. 4 tentative decision for the outlay of the main features of the
network was reached in April 1736, at the request of the Benk, and dacisions
will be reached by the Casca 2rd the Couucil of Public Works by the ernd of
1956. The detailed designs will be prepared by lois of 5,000 ha. to be com-
pleted annually, starting in June 1957.

Construction Schedule

248, According to information submitted by the Ente de Flumendosa through
the Cassa, the completion date of the works are as follows:

(a) Flumendoss Dam December 1957

(b) Connecting Tunnel September 1957

(¢) Mulargia Dam December 1957

(d) Diversion Tunnel December 1957

(¢) Trans-plateau Canal April 1957

(f) Step-down Structures Yarch 1958
The main canals and network will be built in order to gllow irrigation of
5,000 ha. per year, starting in the summer of 1958. By June 1962, the date
which the Cassa is supposed to cease its activities, 20,000 ha. will have
been brought under irrigstion. If needed, the Flumineddu Works will have
to be started in 1962 to be in operation in 1965.
245. This schedule is realistic providing prompt decisions are tasken by
the Council of Public Works and the Cassa for the outlay and design of the
step-down structures, the main canals and the network. Adequate designing
ard construction facilities will be necessary for those works, which con-
mede 2Ll AL Ve~ e Ve el Ll e L A
SuivUuue uLiie LLOLVLLIBIICeCK UL LUC O JEC U,

F. Cost Estimates of Public Works

250. For the Fiumendosa and Mulargia dams, the tunnel connecting their

reservoirs, the diversion gc:..LJ.eI'y and the Llans—p.l.aheau Lana.l., the cost
osstimates are based on actual contracts. For the Flumineddu Works, the
step-down structures, the main canals, the network, river control, drainage
works, etc., the estimates are based on experience with 51m11ar works else-
where. The estimates include a contingency provision of 10%, This is
adequate since the firm pmsvcs of “the main works compsnsate for the approxi-
mate natvre of the cost of tre other works. The provision for overhezd ard
engineering and supervision of 8% is satisfactory. The following table shows
the ectimate for each category of works:
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Million $ Million

Eguivalent Lire
1. Flumendosa Dam (13.18) 8,240
2. Flumendosa-Milargia Tunnel (2.74) 1,715
3. Mulargie Dam ( 7.40) £,4,625
4. Diversion Tunnel ( 5.15) 3,220
5« Trans-plateau Canal ( 3.94) 2,460
6. Step-down Structures ( 1.74) 1,085
7. Main Canals and Network - 50,000 ha. (26.81.) 16,755
8. River Control and Drainage ( 5.29) 3,309
9. Roads, Windbreaks ( 3.47) 2,173
10. Miscellaneous ( 2.19) 1,370
11. Flumineddu Dam ( 5.60) 3,5C0
12, Flumineddu-Flumendosa Tunnel (4.96) 3,100
sub-total (82.47) 51,552
Interest of 5% on proposed IBRD loan
during 3 years' grace period . {2.50) 1,562
Total (84..97) 53,11/
251, The total expenses for public works would amount to about Lire 53.1

billion ($85 miliion equivalent) for a total area of 50,000 ha. Not making
any adjustment for that part of the cost of dams, tunnels and canals vwhich
could be allocated to power, the capital cost of the public works of the
project in its final stage will be the equivalent of 1,700 per hectare which
is relatively high.

252. In addition to the costs of public works, the farmers of the region
and the Government will spend consideratle sums to adjust the farms to the
new conditions. These sums are estimated in Section H. They amount to:

Lit., 19,2 billion for improvement of real estate

75 " " farm requisites
1.75 n "  increasing in working capital

Lit. 28.55 billion

253. The Government will subsidize the investments of the farmers by
providing Iit. 12 billion of the Lit. 19,3 billion required for improvement
of real estate.
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G. Schedule of Expenditures

254, The schedule of expenditures for public works included in the pro-
ject would be as follows (without interasst on propcsed IERD lcan):

Million $ Million
Year Equivalent Lire
Spent before
1956 (14.28) 8,924
1956 ( 9.68) 6,049
1957 (12.51) 7,816
1953 ( 4.23) 2,645
1959 ( 4.21) 2,631
1960 ( 3.99) 2,493
1961 _, ( 2.00) 1,247
1962 &/ (1.87) _1,169
Sub-total (during
life of Cassa) (52.77) 32,974
1963 ( 7.60) 4y T60
1964 ( 8.10) 5,060
1965 ( 5.22) 3,260
1966 ( 3.45) 2,160
1967 ( 3.45) 2,160
1968 (1.88) 1,178
Sub-total 1963-1968 29.70 18,578
Total (82.47) 51,552

1/ End of the Cassa's activity unless its life is extended.

H. Total Investments and Sources of Fundsg

255, 1. Public Works: The Flumendosa Project involves the heaviest
investment of any irrigation project financed by the Cassa to date. Definite

financial plans so far are limited to the initial part of the project to be
carried out during the existence of the Cassa and with its assistance but

wiilalin wasod

contractual assurances have been obtained from the Italian Government that
1

the additional funds required for the perio 053-1968 to complete the project

will be provided.

§21
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Million Lire

Cassa 31,821
Ente Flumendosa 2.715
Total 34,536
The contribution of the Cassa is higher than the 87.5% no rmally conitted by
the Government for the irrigation works, because part of the ceosts of the

L28 - L EARS S 1o3 0 4 s (9 88 =& LM .v---—, ——————

dams has been allocated to flood control.

257, The Lit. 31,821 million to be invested in the project by the Cassa
ann ha hanalrav Aarm an Pallnure
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Proposed IBRD loan %25 million 15,625
Total 31,821
258, It is proposed that the Bank loan would be used to meet the bulk

of the payments falling in the years 1956, 1957 and 1958. This amount would
include interest on the uronoand IBRD loan for these years, amounting to
ebout Lit. 1,562 million (v2.5 million equivalent). The part of the loan
allocgted to Flumendosa would amount.to A9% of the cost of the public works
to be construeted: "during the life of the Cassa.

259. Out of Lit. 2,715 million which the Ente Flumendosa is committed to
contribute, Lit. 725 m111ﬁnn had been paid on January 1, 1956, Some of the

VWAL VL 4w uT g Ve 23 5 S A 502 8 S 8 £ woT e Lalillaly

Ente contributions may be raised from the resources of the landowmers, but

~F A+ 4 likelyv to be borrowed from one of the banks dnqlc‘nnfpd bV the
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Government to handle this type of borrowing, at an interest rate of 5. 8p on
a Piftamn_ranr toarm Tha camnnn of this Ha'h'l' will he collected b'V' the Ente
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from its merbers by way of assessments.

260. For the period 1962—1968 which extends beyond the normal life of
o M g vt —.nwum-.-l--l— A A Anntws 1\114'13 +r\ +'ha nﬁc‘f‘ nf' +hn 11{\'2‘kq
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by the law under which the Ente Flumendosa was established. Assuming that
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to the same ratios as before 1962, the contributions would bte as follows:

Million lLire

Government 17,098
Ente Flumendosa 1,480
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For the Fublic Works of the entire project the sources of finances would be
as follows (including interest on the proposed IBRD loan):

Cassa and Itaslian Government 48,919
Ente Flumendosa 45195
Total 232114
261. 2. Frivate worke; The amount to be invested by far ers in thei

e

1€
an nr*'?v be TOou
ar e

gation wate1, can orly roughly egstimeted. The actual amounts to be
invested depend largely on the decisions of many thousands of landowners,
althnuoch tha MSnd strv of Agriculture mavy declare g certair cron pattern
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compulsory.
262, The folloving estimates are based on the experience gained with
Arharvn admt Taw Aramadd Arme T oWy Mo maeislda A0 +haca Aavmart anana hatwra
VOliTL odidiLial VbCOL A ULLVLIO .L.l Lo .)’o e Iresculvs O VIIT 0T CApTOL LTILICCOD Lavoe
been modified sccording to the specific local conditions (for details see
Annex 26).
a. Improvement of real estate:
D.o-s TT _ A AT - PR . T PR m...x.-"l
Ier rnecuare NOL Ol 113 1L0uv3 L
(1000 Iire) (i1lion Lire)
land improvement 290 50,0C0 14,500
Planting of trees 360 6,000 2,160
Buiidings 300 30,000 2,000
25,660
The farmers will receive support in the financing of these improvements.
They can either receive a straight grant of 38% of the investment, or a com--
bination of aranf end low 1nt rest loans. In the 1aétpr case; which most

vear loan is nh+snnoﬁ +to cover an nﬂﬂ‘n‘l‘ﬁnnn'l 60‘1 +he 'hnWanﬂp to be covered
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by the farmers' own regources. The interest rate charged by the banks for

thegse logns is 5 &9 of which +ha State mavs 2 ‘-\q and 2% is ha'nﬂ by the
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farmer. The accumulated interest subsidy represents an amount which results

in a +Aatal CAasravwrmand nnvﬂ-vnkn'!-—.nn +n +thanna n-vnvrn-l-a vnrlre A‘P QQq nf T3+ 22 &
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billion, or ILit. 9 billion. Because of obligations to the 1and reform area
Tha 3, bel =) n
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total of Lit. 12 billion.
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263, The farmers will be able to meet part of the labor requirements
invoived in the works with their OWIl,y otherwise anusm, forces. It is esbi-
mated that this factor would represent a value of 25% of the total invesvu-
ments. Totsl money investments should therefore be about 75% of Lit. 25.7
billi or Lit. 19.3 billion. The Government grant will take care of Lit. 12
H“illion et o SPosriaancs 1:d 1T ammen s wra - AL 2t mmmm ot PAn Fh balanc
MALLALLU, U, iUl uiie 18YHETS Wiil Teceive dLliS d.b A LLLUVCITOoUuVw 41Ul UJ.C ogaigiiCe.
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b. Increase in farm requisites:

20/ This item includes the purchase of machinery and tools, and the
increase in livestock, which will partly be obtained by breeding on the ferm.
It is estimated that these invesiments will amount to about Lit. 150,0C0 rer
ha. Cn the basis of 50,C00 ha., a total of Iit. 7.5 million would be required.
Credits from the Revolving Fund of the Ministry of Agriculture are available
for purchases under this category.

c. Increase in working capital:

265. Farmers wiil need more monecy for the purchase of materials, paynent
for services and for wages, if they intensify production, This item is esti-
mated at Lit. 35,000 per hectare. The Consorzio Agraria takes care of part

of the need for credit for this category of payments, by selling farm materials
on time payments. The total increase in working capital would, on this basis,
be Lit. 1.75 billion.

266. The total investment of farmers will be Lit. 4.19 billiomn in Public
Works and Lit. 28.55 billion in private works, of wkich Lit, 12 billion is
covered by the Government grant. Therefore private investments will be Iit.
16.55 billion.

267, For estimates of costs of production, a distinction has to be mad=s
between investments in a hectare of citrus grove and a hectare for mixed
farming. Total investments and the rules covering Government grants are
different for these two cases. These rules and estimates work out at a
private money investment of Lit. 350,000 for a hectare used for mixed farming,
and Lit. 585,000 for a hectere under citrus (for details see Annex 26).

268, The total investment in the project can be estimated at Lit. 81.6
billion (Annex 25), including interest on the proposed IBRD loan.

Public Works Iit., 53.1 billion
Private Improvements 28.5 "
Total Iit. 81.6 billion

The Government will contribute Iit. 60.9 billion and the farmers Lit., 20.
billion.

I. Transformation of Agriculture

269 The completion of this project will result in a substantial increase
in the value of agricultural production. MNot only will the yield of crops per
hectare of crops alrea’y grown be much greater, but the farmer will also plant
a larger arca with valuable crops and about half of the crop area will carry
two crops per year as compared with one at present. The production of indus-
trial crops, as sugar beets, tobacco and probably cotton will be increasea.
This will also be the case with the production of lemons and of vegetablss.
There will be 6,000 ha. under citrus trees. About 30% of the area will be
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used for fodder production, and there will be a shift from sheep-farming to

natdla _Pavendnge Mha wralesm AP mcemr svmamTeoadedmaen =23TF 2o __ O T24 e TN aTa'a}
vauu.l.c—.x.a;uu_ug. 41l Valuc Ul CIlOp produculion willd licrledse 10 ldbe 74,000

per hectare to Lit. 250,000 per hectare for non-citrus crops, and to Lit.
800,000 for citrus groves. The total gross value of crop production will te
Iit. 11.5 billion per annum, These estimates of the expected increase in
value of production are based on:

(1) results attained by progressive farmers in the
region who have installed irrigstion privately;

(2) results of the experimental fields of the Ente
Flumendosa;

(3) comparison with results in other similar regions.

270, The value of livestock production will be estimated at Lit. 200,000
per hectare. This is an enormous increase if compared with the present value
of production (Lit. 9,000 per ha.). However, it should be realized that the
estimated future value of production is not high, if it is compared with
values for other irrigated areas, which have richer soils than Sardinia.
Livestock fodder will be produced on 15,000 hectares as a year-round crop,
and on 11,000 hectares as a second crop. The quantity produced as a second
crop is the equivalent of 3,000 hectares year-round production. Therefore
fodder will be produced on the equivalent of 18,000 hectares, and the gross
value of production will be Lit. 3.6 billion. m/ The total of gross value

of farm production will be Lit. 15 billion.

271, A comparison between the old and the new situation is given below:
Before After Difference
Area for livestock (ha.) 17,000 15,000 - 2,000
Ares for saleable crops (ha.) 33,000 2/ 35,000 -3/ + 2,000
Area cropped twice (ha.) - 15,000 & + 15,000

Cross value of production:
Per hectare saleable crop

(1000 Lit.) o, 1352+ 201
Per hectare used for livestock

('000 Lit.) 9 200 + 191
Total saleable crops (billion Lit.). 2.3 11.5 + 9.2
Total livestock ( v v ) 0.5 3.6 + 3.45
Total general ( n ") 2.4 15.1 + 12.7

1/ Tue Ente estimates the value of livestock production at ILit. 8.5 billicn.
A'I'fhm]oh it is possible that farmers will reach this hu:'h level in the

long run, it is safer to calculate for the foreseeable future a production
of C onn litres milk and 200 kg meat per hectare. Thigs amountg %o

Lit. 3. 6 bllllOn for the project’ area,

/ ﬂ"‘ ‘r'h-lnk '7 000 ha £allor W TanAd

¥4 Waddo\w VYV lid . A ALAVW Ll

Of which 1 000 ha. unus

et Wele 'I‘I NN P £PAdJaan
VIO oWalln 4l g VUV LUL LG

About Lit., 250,000 for non-citrus crcps only.
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Jd. Benefits of the Project

l. Benefits to the Farmer
Le _ene.1ts TO tine rarmer

272. The financial results of the transformation will of course differ
with the type of farming that is practised. The value of gross production
under mixed farming corditions should be Lit. 250,000 per hectsre and for
citrus groves Lit. 800,000. This means that under mixed farming conditions,
gross procuction would more than triple. However, costs will alsc increase.
The farmer will have to buy more fertilizers, seeds, fodder, equipment, etc.,
and he will morecover have higher capital costs. He is expected to invest
about Lit. 350,000 per hectare {see E.Z2).

273. Labor costs will also be higher since the intersive future form of
farming will require many more labor days per heciare than present practice.
The number of man-days should increase from 25 to 109 per hectare. Finally,
the dues to the Ente, which are now very low, will increase to Iat./24 , 000
per hectare. The result of all these changes will be as follows: &

Tor total area _,

Per Hectare under mixed crops?/
Befora After Before After
(1000 Lire per hectare) (billion lire)
Gross product (mixed farming) 48 250 2.1 11.0
Costs of goods and services 11 70 0.5 3.1
Net product 27 180 1.6 7.9
to labor 25 109 1.1 4.8
to capital 5 20 0.2 0.9
to taxes 3 15 0.1 0.7
Profit rs 30 0.2 1.6
No separate calculation h"s been made for citrus groves. But given the fact
that gross product of one hectare under citrus is more than three times as
high as for mixed Ldlm¢ug, wnereas costs do not increase pro rata, it is
obvious that citrus farming will be very profitable.

7. The gross_ value of productlon of the citrus groves is estimated at
more than Iit. 4 billion. In the sbsence of separate cost figures, it is
assumed that (as in the case of mixed farmlng) about one quarter of gross
production will become available as interest, dividend and net profit; that

would be a sum of Lit., 1 billion.,

i/ See Appendix 27 for defails.
2/ 44,000 hectares (excluding citrus).
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275 Total revenue for private capital ard profit would be Lit. 2.5
billion from mixed farming plus Lit. 1 billion from citrus grow+ng, or Iit
3.5 billion. zj Thls would be 37%% on private money investment (Iit. 20. 7
billicn, see H. 2¢).

2. Benefits to the Region

276. The impact of the project on the economy of the region will be very
gignificent. The increase in farm production by a value of nearly Lit. 13
billion will provide additionsl business to traders, processors, transporters
of agricultural commcdities, as well as to those who supply the farmers ard
the farm populsticn with goods and services. It is quite possibie taat, aus

a result of these additional activities, regional income will increase by

one and a half times the increase in farm production, or bty ILit. 19 billion.

277, The project will also have a favorable influence on employment.
The number of man-dsys in agriculture alone will increase from about 1.3
million to 5.5 million per year. This is the equivalent of nearly 17,000
full-time jobs, but it shkould be noted that most of the additional man-days
will be worked by hitherto underemployed people. Moreover, there will be
more employment in trade, transportation and in processing industries, In
addition to the increase in regional income and employment, the project will
protect the lower Flumendosa Valley in the east coast of Sardinia from floods.
If the power plants are completed, it will allow the annual production of &%
million kwh as a by-product of irrigation. However, this power will be pro -
duced mainly in summer, during the irrigation season, and it may prove
difficult to sell,
¢t is not one of the most attractive

¢t to the ratio between benefits and
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3. Benefits to the Government
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a) share of net product of net faraming going to capital 1it.0,9 billicn

b) net profit of mixed farming 1.6
c) share of capital, and net profit of citrus farming 1.0
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280. Indirect taxes on agriculture are atout 12% of gross product. The
total tax revenue will therefore be assumed to be 14% of gross saleable pro-
duct of agriculture in the project area. It has been estimated before that
the gross value of production would incresse by Lit. 12.7 billion. Conse-
quently, Government revenues will increase by 14% of Lit. 12.7 billion or
by about Lit. 1.8 billion (about Lit. 250 rillior in direct taxes and Lit.
1.55 billion in indirect taxes).

281. The Covernment will also earn an interest of 3% on the loans it
made to farmers (Lit. 7.3 billion) amounting to a sum of Lit. 0.22 billion.
The overall increase in Government earnings will be Lit. 1.8 billion fron
taxes and Iit. 0.22 billion from interest, or Lit. 2.0 billion.

282. Total Government investments will be Lit., 48.9 billion in publie
works and Lit. 12 billion in private works or Lit. 60.9 billion. The increase
in revenue is 3% of Covernuent investment. The percentage would of course be
considerably higher if we take account of the multiplier effect of the
increase in farm production.

4. Return on Total Investment

283, Total investment will be Lit. 81.6 billion, of which Lit. 60.9
billion will be contributed by the Government and Lit. 20.7 billion by the
farmers. Revenue on total investments will be Lit. 3.5 billion plus Lit.
0.22 billion, or Lit. 3.72 billion, vhich is 4.5% of total investments.

284 . The traznsformation of agriculture in the Campidano di Caglisri will
affect foreign trede of Italy in two ways; through certain import savings and
an increase in the quantity of goods offered for evport
285, Import saV1ngs will result from the expanded production of wheat,
sugar and tobacco. These three products are considered essential by the
T+aidoan Amrmimas T dhaoma yrama mA Smamanans 41 mradniadtan smrmorte 101214
LuvQldall CUL.OUWHTL » -l wiity o ‘VUrU A Gl Tass ALl UL U.LVLJ, AU NVL OO WU UL
have to fill the gap between demand and present production. The increase
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duction of cheese, grapes (or wine) and almonds, which may be offered for
export. These products have been eliminated from the estimated returns
because their values are small and data are not religble. Moreover their
value will balance more or less the value of the decrease in production of
pulses and cereals other than wheat. With respect to tomatoes, vegetables
and lemons, it is assumed that 1/3 of the increase in production will be
offered for export. The European markets are considered to be able to absorb
these quantities without difficulties. The value of the increase in expor:s
on the basis of export, rather than farm prices, is estimated at Lit. 4.6
billion, The overall effect on the balance of trade will be favorsble ard
in the order of Lit., 6.6 billion or U.S.$10 million per year {(see Annex 28).
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K. Conclusions and Recommendations

287. The Flumendosa irrigation project is well-designed to bring into
full production an area of 50,000 ha. A comparison between total investments
and increase in farm production shows however that the project is expensive.
The sum of public and private investments is estimated at Lit. 81.6 billion.
Agricultural production is expected to increase annually by Lit. 12.7 billion.
The ratio between total investment and increase in farm production is 6.4 to
1. This ratio includes the cost of the Flumineddu works which may not be
necessary and it does not reflect the benefits derived from flocd control

and power production.

288. Revenue on total money invesiments has been estimated at 4.5% which
is low but still satisfzctory. Revenue on Government investments is low (3%)
but the transformation of agriculture will be very profitable for the farmers
(revenue on their money investments is 17%) so there is every reason to believe
they will make the investments necessary for the project to be carried out.

In judging the project, one should, moreover, keep in mind that this irriga-
tion scheme is the only large single onportunity to strengthen the agricul-
tural economy of the island of Sardinia.

289, The Cassa and the Ente Flumendosa are responsible for the execnution
of the project. The Ente Flumendosa is well-organized and competent, mainlir
in the field of civil engineering works. The construction cost estimates are
reasonable. The construction schedule is realistic provided the administra--

tive formalities and the finagl designs of the network and connecting
structures are carried out promptly. The arrangements for financing the
nihlie invaatment and +tha predd+ facilities available for the nrivate invest-
r\ﬁvd—.‘.u dedd VNvad Vilio 4A W Cahd\A Vi Wwil Tlad W - e WL WD (=Y Vﬂ-l-d-qu-l-\/ e Al r’ -d VO WA hebd VS e
ment are gatisfactory until 1$62. An undertaking hes been obtained from the
CGCotvrarmmant €A +he aamnlatinn AF +h nAdant dn tha 1M1y avent tha +ha
VJC\/U oI VIIG Wil ATl S Voali v wiigy v A
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pr
Cassa should cease to exist after 1962 as is presently provided by law.

29C., The project is suitgble for Bank flnan01ng. An amount of $25
million, to be drawn during the three years 1956-1958, would be appropriate.
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V. POWER PRCJECTS

A, General

The program financed by the Cassa with Govermment appropriations does not
power nrnJgnfq- Thp loan of $70 million made by the Bank to the Cassa

2G2. The total installed capacity in Italy at the end of 1955 was about 12.9
million kW which, in that year, produced sbout 38,2 billion kWh. 1In the Cassa
area, which contains 37.5% of the total pcpulation of Italy, the installed capa-
city was about 1.6 million kW vhich produced about 4.9 billion kWh (13% of total
fer all Itely).
2G3. Six expansion programs to be carried out by compenies operating in the
Cassa area have been submitted for Bank consideration. Out of this group, three
projects were selected, since they had priority in the Cassa arca. They are *o
be carried out by three power companies: Societa Idroelettrica Altc Liri {Rouana
group), the Tifeo Company (a subsidiary of the Societa Generale Elettrica delia
Sicilia), and the Societa Meridionale de Elettricita, (3ME). These companies
now have an installed caoa01ty of abtout 1.08 million kW and an annual producticn
of about 3.6 billion kWh serving Sicily and “r‘ctically all of continental
southern Italy except for the region eas f Rome (See Annex 30). The projects
id 23,7 Mw talled capacity and increase

proposed for financing would add ff’ MW=/ to ins
arnual generation by some 835 GWH=

294. The following appraisal of the three companies and of the projects proposed
for financing with Bank funds is based on information supplied by the companies
and on field investigations carried out in March and April 1956,

B. Societa Romana di Flettricita (SRE)
and
Societa Idroelettrica di Alto Liri (SIAL)

1. Introduction

2G5. This section of the report covers an appraisal of the power project sub-
mitted by Societa Romana di Elettricita (SRE) for Bank financing. The pronosed
borrower would be the Societa Idroelettrica di Alto Liri (SIAL), a subsidiary of
JRE,

~/
= Biagio 3.1 M{¥ and 30 GWH
Ponto Corvo 22 "t g5 n
Augusta 140 "™ w620 v
Bussento 52 0m *i100 n
21’7 R l n n 8 3 5 n

1 GWE equals 1 miilion kWh
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2. The Borrower (SIAL)

296, SIAL was founded in 1947 by SRE for the purpose of developing the hydro-
electric resources of the Cassino region. Its share capital at present amounts
to Lit., 2 billion of which 98% is owned ty SRE. The remaining 2% is owned by
"La Centrale," a private holding company which controls SRE. SIAL is completely
dependent on SRE as far as its financing is concerned. At the end of 1955 it
was indebted to the parent company for Lit, 8.4 billion for advances received.
In addition it had a small long-term debt outstanding of Lit. 0.4 billion., Its
total debt to equity ratio was very high (82/18). SIAL's total assets amourting
to Lit. 11.2 billion consisted mainly of fixed assets which amounted to Lit. 1C.6
billion (depreciated book value). SIAL's present facilities are all being oper-
ated by its parent company on a lease tasis, It is contemplated that the two

rcjects submitted for Bank financing will also be operated by SRE on a similar

297. The proposed loan to SIAL by Cassa out of Bank funds would be guaranteed
by SRE and "La Centrale." The type of guarantee to be given by these companies
will not only cover the repayrent of the loan but also the covenants in ths pro-
ject agreement regarding performance during the life of the loan. In view
of this broad guarantee and the fact that SRE has agreed to maintain a majorivy
nolding in SIAL's share capital, the particular financial position of SIAL is cf
nc special significance. Also, in view of the fact that STAL has no independent
operating existence of its own, the appraisal in this report will be made for
the consolidated position of SRE and SIAL combined,

298. The Societa Romana di Flettricita (SRE) has its origin in the former Anglo
Romana Company, by whom it was founded as a subsidiary in 1901, in the form of a
limited partnership corporation. Subsequently {in 1910) SRE was zonverted inte
a joint stock company, with an initial capital of Lit. 300,000, Its share capi-
te]. has been increased various times over the years to the amourt, as of April

1956, of Lit. 26.2 billion, fully paid in.

299. In 1925 "La Centrale," a utility holding company acquired control and now
owns about 48% of SRE's shares. The distribution of SRE's shares at the end
of 1955 was as follows:
4

La Centrale . 47.7

Montecatini 2.6

Banco Nazionale del Lavero 1.5

Banco di Roma i.2

Credito Italiano 1.2

Others (approximately 8,000

shareholders) 45.8
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300, "La Centraleﬁb/ has a strong financial position with a net worth in excess
of $60 million equivalent. It is privately owned with holdings in a large
number of companies, of which the most important are the following three
companies :

Share Capital Owned by
Field (Billion Lire) "La Centrale!
Romana di Flettricita (SRE), Rome Power 26,2 48%
Selt-Valdarno (SESV), Florence Power 26.4 50%
Societa Telefonica Tirrena (TETI),
Rome Telerhones 20.2 50%

301. Consclicdated net assets of SRE and SIAL at the end of 1955 amounted to

Lit., 63 billion (#100.8 million) of which 78% was represented by fixed assstis.
The balance sheet given in Ahnex 31 shows a satisfactory financial position. The
capital strycture cornsisted of Lit. 36.4 billion (£58.2 million) equity and Lit.
15 billion® (424 million) debt, representing a total debt to equity ratio of
28/72. Successive revaluations have been authorized by law in the post-war per-
h have resulted in a net write-up of assets of about Lit. 27 billion

iod i

11.C
($43 million) of which Lit. 17.7 o'lllon ($28.3 million) has been converted into
capital by the issue of b hares. In zdéition to its investments in
I ments in several of the smaller companies
o.g—term debts consist of loans from the

i Pubblica Utilita (ICIFU) secured by mort-
+

) 'hv unsecured bond issues.

Wiloo LUl U DULMG ool

303. The general policies of SRE are established by a Board of Directors cons
ing of thirteen members representing the shareholders. A number of the directors
have long experience in the management of power utility companies. The manag
ment consists of a Director General and four central managers in charge respe
tively of constructlon, operations, sales and administration, These men h:
long record of service with the company and are exrer;enced efficient pow
utility executives. The or ganlzatLon and management of the company are sa 1sf

tory. The headquarters of SRE are in Rome.

4o Existing Facilities of the SRE Group

304. The SRE operates in an area centered by the city of Rome. Only the southerr
part of the area is within the region of Cassa operations. The generating, trans-
mission and distribution facilities of SRE form an integrated system which is

L/ The full neme is "La Centrale" Societa per il Finanziamento di Imprese
Flettriche e Telefoniche per Azioni.
Including Lit. 2 billion floating debt due to banks.
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intercomnected with the Italian network. The group serves a total population of
about 2.9 million which is 6.5% of the total population of Ttaly.

305, At the end of 1955, SRE owned twenty hydro plants and had a participation
in two others. It owned the S. Paola thermal plant and also had a participation
of 33% in the Civitavecchia modern thermal plant. Inclvding the part of the
"common ownership" plants reserved for SRE, the total effective capacity was 276
MAd of which 222 MW was hydro.

306. 1In 1955, a total of 1,200 GWH— were supplied to the SRE system (see
details in Annex 33). Of tnls anount, 704 GWH were procduced by the hydro plants,
134 GWH by the thermal plants and the balance cf 362 GWH were purchased, mainly
during the summer in order to compensate for the reduced generation of the hydro
plants. Most of these plants are without seasonal reserve, the reservoir capa-
city of the whole system smounting only to 8.4 GWH. The annual load factor in
the system was 0.49 in 1955.

307. The szg}em includes 2,024 km of high tension lines, 988 km of which are

above 150 k The +*awq?ormor capacity is 932,000 kva for the substations and
458,000 kva for distribution fac1’1t1es. The entire cystem is well maintained
in accordence with sound utility practice.

308. The 362 GWH purchased in 1955 amcurted to 3C% of the energv made availabl°
to the system. The major suppliers are "Terni" and "Montecatini." The contrac
with Terni provides for an annual supply up to 260 GWH with a e_] load of 80 Md;
The contracts with Montecatini provide for 175 GWH and 38 MW. Due to the recuced
rroduction of the hydro plants during the summer and fall) purchases may amount

+
to half the tot

ydr al
al energy delivered during of the year. Most contracts
have extension clauses, and there is no reascn to believe that the existing
arrangement will be discontinued. In addition to purchases made on long-term
contracts, many short-term purchase agreements are entered intoc on a weekliy or
daily basis according to availabilities of powsr in different companies of north-
ern and central Italy. As shown in Annex 36, the available ensrgy in the system
and puruhaseb have been adequate to meet the demand over the past five years.
As tho SRE system is composed primarily Of }" rdro plants with no seasonal reserve,
the low flow during the summer and fall must be compensated by thermal power and
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5. The Power Market

N ~

210. The power market in the area served by SRE contains a reasonably high oro
portion of industrial sales which amount to 56%. The mejor industrial market
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587 km are in joint ownership with Valdarno (SESV), a company of the
Centrale® group.
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light industries in the vicinity of Rome and ‘paper mills in the south of the SRE
area. Lighting and domestic uses amounted to 33% of total sales. The average
annual increase in sales over the last three years was 8.2%. Projections by
major categories are given in Annex 34. The average increase of the industrial
uses was 8%, while the increase of domestic uses was 14% and of private light
8.7%.

311. In the forecasts, the total sales are assumed to increase about 7% per year
over the next ten years, with an increasing proportion in domestic sales as com-~
pered with industrial uses. The power produced by the projects considered for
Benk financing will be used mainly for industry. The power forecasts are con-
sidered to be conservative,

6. The Investment Program of the SRE Group

312. The investment program of the SRE group has been formulated for the period
1956-1965. The program will add about 180 MW of new hydro and 157 MW of new

7 ST N

thermal capacity to the system., About 320 km of new transmission lines, together
with about 1,000 km of lines to be built in participation with other companies,

gL DA Vo R LAV

and 670 mva of substation capacity are included in the program, alcong with the

necessary extensions of distribution facilities, The estimated cost of this
10~year program is as follows:
1956-1965
}illion Million $
Lire Equivalent
Hydro plants proposed for IBRD
loan 8,530 (13.65)
Other hydro plants 35,370 (56.59)
Thermal plants 8,693 (13.91)
Transmission lines and sub-
stations 21,790 (34.86)
Distribution 27,570 (44.11)
TOTAL 101,953 (163.12)

313. The 10-year program appears to be justified on the basis of need, but when
more accurate estimates of the hydro plants under consideration are worked out,

SRE may find it more desirable to substitute equivalent thermal capacity.

314. It is proposed that Bank funds should be used to cover a part of the cost

of the program to be executed in the period 1956-1959, During that period, SRE
will make the following investments:

1956-1959

Million Million &

Lire Equivalent

Hydro plants proposed for IBRD 1/ ",

loan 8,370/ (13.39)=
Other hydro plants 12,545 (20.07)
Thermal plants 5,800 ( 9.28)
Transmission lines and substations 10,910 (17.46)
Distribution facilities 9,770 (15.63)
TOTAL 77,395 §75.83§

1/
= A small amoupt of Lit. 300 million expenditures to be incurred in the first
months of 1960 has been included in the table.
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The details of the SRE program are shown in Annex 35. When related to estimated
load and productiorn requirements, the proposed investment program is sufficient
(assuming no material increase in purchase of power) to provide facilities to
cover the increase in load, and production will be about equal to the reguire-
ments of a dry year. The program is fully justified.

7. Projects Proposed for Bank Financing

315. Within the program of the SRE company, it is proposed that two hyvdro pro-
Jects to be completed, one in 1958 and one in 1959, should form the basis for a
loan of about $8.2 million from the Cassa out of Bank funds. These projects,
with their main features, are described below.

a. San Biagio (Extension of Cassino Plant)

316. Description - The project will be above the existing Cassino 36 MW hydro
plant which is located between Naples and Rome, near the Cassino Monastery. The

main item of the works will consist of the Selva earth dam to be bu i1£ across
ese

o
0]

the Schiavonaro River. It will be 34 meters high and will form a reservoir of
2 million cutic meters. (See Annex 37). The Chiaro River, which is a tributary
of the Volturno River, will be diverted into the reservoir by means of a free

level tunnel about 1 km,Wong. The Prada stream, a small trlbutar of the Schia-
€

D

vonaro River, will be diverted into the reservoir through a canal about 2 km
long. From the reservoir a 4.3 km long pressure tunnel will bring the water to

a surge tank and a 233 metv‘ long penstock will lead it down to the plant., Two
small streams, the Monascesca and Cerasa, will be diverted into the pressure
+unnel one +1‘\7‘n11n'h a it and +tha nther hy o 700 mater Tone hgvsg1 The power
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house will be built adjacent to the existing diversion tummel of the Cassino
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with 2 3.1 MW unit operating under a 141 meter head, along with transformers,
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LWd VLl goal dild QuAaddlally u\.lu.l.yw.cuu. 11l U’LO 111Gl 5T Lo Vi LHT Wl DapgaU plLativ
will then flow into the Cassino turnel and increase the avallablllty of water for
the Cassino plant. The Selva reservoir will increase the reserve capacity from
0.6 GWH (17 hours)l/ to 3.5 GWH (97 hours)l/. The annual production of the Sa
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will bte 25 GWH, or a total of 30 GWH ol peak power.

317. Actual flow records for the streams involvcd in this proiect date cnly from
1952. duweve‘, they are supplemented by thirty years of rainfall records in the
area and of flow measurements of tle upper reaches of the Volturno, the Rapido
and Mcllarino Rivers, of which the streams to be diverted are tributaries. The
ic data on which the Sar Biagio project is based are therefore considered

hydrolog

o Ji. S W,

U0 De agequate,

318. The design and engineering of the project have been carried out by the
engineering staff of SRE. fhe project is sound from an engineering standpoint.

ll
</ The number of hours assumes that the plant is operated at full capacity,

with no flow coming into the
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Present Status and Schedule of Construction

319. In July 1956 a contract was signed with the Girola Contracting
Company for the civil works. Construction has been started and the works are
scheduled to be completed by the middle of 1958, although some expenditures
will be carried forward to the beginning of 1959. This schedule is considered
realistic.

Egtimated Cost

320. The total estimated cost of the San Biagio project amounts to Lit.
3.02 billion ($4.83 million). A breakdown showing the cost of principal items
is given in Annex 38. The estimate is based on proposals from contractors and
manufacturers of equipment. It includes adequate allowances for designing,
supzrvision of construction, overhead expenses and interest during construc-
tion. The capital cost per annual kWhd/ is equivalent to Lit. 100 (US 16¢),
which is reasonable for peak power with a reservoir in this region of Italy.
The estimate is realistic.

Schedule of Expenditures

321. The schedule of expenditures is estimated as follows:
Million Lire
1955 1956 1957 1958 1959  Iotal
Expenditures 120 350 1,100 1,250 200 3,020

b. Pontecoryo Hydro Plant

322. Description ~ The Pontecorvo project is located between Naples and
Rome. It will use the waters of the Liri River between the elevations 61

meters and 35 meters. Flow records for the Liri are available for more than
~ tion of hydro

fiftv years ti -rough the opera wwdro plants built along the river.
323. A barrage will divert a flow of 90 m3/éec from the Liri River into a

canal 8.2 kn long. (See drawing in Annex 39). The Rio Forma springs will add
3 m3/sec into the main canal by means of 3.8 km long tributary canal. At the
lower extremity of the canal, water will flow through a concrete penstock 57
meters long into the generating unit. A forebay having a capacity of 200,000
n> combined with the capacity of the main canal will allow for slight flexi-
bility of operation (35 minutes at full load). The power house will be equipp
with one single 22 MW Kaplan type turbine operating under a 26 meter head. An
outdoor substation will be provided with a transformer stepping up the voltage
to 150 kv.

324. The Pontecorvo plant will produce 85 GWH annually, with an annual
load factor of 0.44. Adequate storage for daily regulation will be provided
by the capacity of the forebay and the main canal, and by the 2.5 million m>
reservoir of the Pontefiume "Project which is located immediately upstream.
The combined effect of these reserves would amount to a little over three hour:
of full load operation. There is no seasonal reserve and the monthly plant
factor will be reduced from a maximum of 0.58 in February to 0.25 in August.

17 The "capital cost per anmusl kWh" is commonly used in Europe. It is ob-

tained by dividing the capital cost of a project by the amount of ¥Wh pro-

L BN L8 } waValallly Wi S v il

duced annuﬁlly. Bank re oxts usually refer Yo the capital cost per
installied kW combined with the oianu facher, This yaidstick woeuld be
nmeaningless in tho cage Of The Sen Biagio nrojzct, the main purpose of whiclt
is to Inecrease tie productica of an exisbihg plant.
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Present Status and Scheduie of Construction

325, Expropriation procedures started in May 1956, The project should
be put into initial operation in August 1959 and be finally completed in
March 1960, This program appears to be realistic,

Egtimated Cost

326, The total estimated cost of the project amounts to Lite. 5,51 billion
(%8481 million), This estimate, the details of which are given in Appendix L0,
includes 7.,5% for contingencies, 7% for engineering and overhead and 11,2% for
interest during construction, These estimates appear %o be reasonable. The
cost per installed kw amounts to $L400, which is reasonable for a peak plant.

Schedule of Expenditures

327, The schedule of expenditures is estimated as follows:

Million Lire

E -~ e Weladsr] - A TancA 2L m_2 "
1755 1750 LD 1750 17D 170U 10otal
TrrrmAands Faanae ] 7N T AN T AN 1 ANN aAnn £ in
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8. Method of Pinancing
328, It is proposed that Lit.5,125 million, equivalent to 38,2 million
y 3 3 $

out of the proceeds of the proposed IBRD loan to Cassa be allocated to SIAL,

a subsidiary of SRE, to finance the San Biagio and Pontecorvo hydro projects
described above, ThlS would finance 60% of their total estimated costs. The

remaining LO% would be provided by SRE,

329, The investmeni required for the Bank projects will represent only
a minor part of the total investment in new construction for the SRE system

LU Lol LA2VEOo WIITllLv LIk &BW UL LI (L LLiLal

during the period 1956/1959, as will be seen from the following figures:

Estimated Construction
Reauirements 1956/1959
VN ML NI LA VT ke SN Ay S S

(Billion Lire)

Proposed Bank Project; (SIAL 8.k 1/
Other Construction SRE system:
By SIAL ‘ 11k
By SRE 2/ 276
39,0
L7.l
330, Assuming a loan of Lit. 5,125 bllllon from the Bank, and funds

~alt o Do s oo

available from revenues estimated at Lit. 16 billion, SRE will have to raise
during the four-year period 1956-1959 about Lit. 26 billion locally to carry
out this program. SREis financing plan provides for this sum to be raised

1/ Includes final expenditure of Lite. 300 million to be incurred in first
quarter 1960,

g/ aniudlng SRE's investments for new construction in affiliated companies
ia Centrale group,
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by selling capital stock in the amount of Lit. 6.7 billion and the difference
of Lit. 19 billion by borrowirg (about Lit. 13 billion long-term and Lit. 6
billion in the form of floating debt to be funded in later years), SRE has
-a very good credit rating in Italy. Its shares have found ready acceptance
in the Italian market. It is expected that the company will have no diffi-
culty in raising the funds required.

331, Pro Forma Consolidated

1 a
consolidated Financial position
agsets, less depreciation, ar

ST US

101N 1 1 .an S
lion (%128 6 milllon) Total outstanding debt would be .
'mﬁ'l'lﬂnn\ includine about Lit., 8 billion ("'I? m-ll]_lgn\ floating d
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La Centrale, etc,, to b funded in later years. The equlty
amount +to Lit 4] billion (3885 million) Thig re a

amoun LlTe 225 0114200 (0o Miiilon;, 4118
is

ratio of 41:59 which satisfactory.

332, Future Farnings: An estimate of consolidated earnings for the
nariod 122 71GA0 38 oiven in Annev ) Tha no+-|mﬁ+ar:~ FAr matrariiac acatmsa
IJG.A. A S A -L7)U/ — N O SJ..V\’AL Llh DiUMANA L4l o 110 O vdlliavoo Luvl L U VODIIUGDW Cow Wi
conservative gradual rate increases durlng this period, Net profits would
be sufficient to mai annnal Al vidend of 89 an +ha inereasad share
Vo oUuldluwlLTity VO llick. J.AUC«J.&I mx Qliitual UL V.LUUJ.J.U v Vo Wil LG LIILL TQAUTU olicdl ©
capital during the period.

333. Forecast of Cash Flow: This forecast is also given in Annex L2,

Arvartanmd Lace dloam mamaen e e Doy PR

In addition to the expenditures “‘cq'.ucu for the proposed Bank projects,
considerable sums will be invested in other construction durlng the perlod

and they have also been included in the forecasts (Section 8 ~ Method of
Flnan01ng). The forecast also provides for the payment of an annual dividend
of 8% on share capital, No cash accruals are shown because the amounts of new
financing to be undertalen by way of borrowing and increases in share capital
have been set at amounts which will make total receipts equal to total expendi-
tures,

33k, Debt Service: Assuming, for the purpose of calculation only, that
the loan to be made by Cassa out of Bank funds for the SRE projects equivalent
o 38,2 million, would be for a term of 20 years, including three and a half

years of grace, and at an interest rate of 6%, annual debt service on this

loan would be about Lit. 507 million. Total debt service on all debts is esti-

ma;ed to be covered by consolidated receipts from operations not less than

2,5 times,

335, After completion the proposed Borrower (SIAL) will lease the plants
selected for Bank financing to SRE, SIAL's present facilities are being opera=-
ted by SRE on the same basis. The rent which has been paid in the past and
which will be paid in the future, has been and would be high enough to reimburse
STAL for its costs and to enable SIAL to pay an annual dividend of about 8% on
its share capitals For the reasons already stated, the financial appraisal

in this report has been made for the consolidated position of SRE and SIAL and
not for SIAL alone.
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C. Societa Generale Eiettrica Della Sicilia (SGES) and TIFEO

1. Introduction

336. This section of the report covers an apprgisal\of a project sub-
mitted by Societa Generzle Elettrica Della Sicilia (SGES) for Bank financing.
The proposed borrower would be "TIFEQ" 1 s a subsidiary of SGES.

2, _The Borrower (TIFEQ)

337. TIFEO was founded in August 1954 by SGES and Bestogi (the company
who controls SGES) with an initial share capital of Lit. 1 million. Share
capital as of April 1956 had been increased to Lit, 500 miliion of which SGES
held about two-thirds and Bastogi the remainder. The TIFEO company was
founded for the purpose of taking advantage of recent legislation in Sicily
authorizing the issue of bearer shares which is expected to facilitate the
raising of equity funds from the investing publiec. At the end of 1955 TIFEQO's
assets only amounted to some Lit. 800 million consisting mainly of advance
payments made for the project appraised in this report. At the same date,
TIFEO's share capital only amounted to Lit. 1 million, and it was indebted

to the parent company SGES for about the full value of the assets. It is
contemplated that after completion, the project, and any future facilities
which TIFEO may own, will be operated by SGES on the basis of a lease.

338. The proposed loan to TIFEO by the Cassa out of Bank funds would
be guaranteed by SGES, Bastogi and Finelettrica. Bastogi, which is a pri-

vately-owned investment group (with a net worth in excess of $65 million
equivalent) is the principal shareholder of SGES. TFinelettrica is a utility

holding and financing company controlled by the Government through IRI.

IRT also has an interest in SGES. Both Bastogi and Finelettrica are in a

e %21 —as WAL ~Rs cilCL

strong financial position. The type of guarantee to be given by SGES,
Bastogl and Finelettrica will not only cover the repayment of the loan but

- dd cpay el

also performance during the life of the loan. In view of this broad guarantee
and the fact that SGES has agreed that it will maintain a majority holding

oA ——a Wi all 2 o A 1Sad1l

in TIFEO's share capital, the particular financial position of TIFEO is of

no ananial aimificencae Also in view of the fact thet TIFEO will not have
L A Dondee ot o bnd g V dalo ¥7 o 2 A i A NS A W hie W
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an independent operating existence of its own, the appraisal in this report

. . bs
will be based on the consolidated position of the parent company and TIFEO

C

combined.
3 o 21 ANnd Nar
;} The full name of the company is "TIFEO" Societa per Azioni per
a Produzzione di Energia Elettrica.



- 78 =
2, The Parent Company (SGES)

a Della Sicilia" (SGES) was founded
ended its activities to cover the
ital was Lit. 300,000 and it

iecil 9 e al
has been 1ncreased over the years to Lit. 12,5 billion in prll 1956,

3L0. SGES is controlled by the Bastogi group, which owns about one-third
of SGES share capital. The distribution of the shares of SGiZS at the ond of
1955 was as follows:
- Societa Ttaliana per le Strade Ferrate lleridionali
fBastOfv-: Pt ) ?\—%-['-;7%
\ Bd Jdlvupy L P N
~ TIstituto per la Ricostruzione Industriale (IRI) Y 6.02%
Noanes A3 Sie3135 5 _Rgd
- HallilCO Q1 O4illiida Z <070
- Istituto Nazionale per i Cambi con L!'Estero 2.29%
- Banco Nazionale del Lavoro 1.75%
- Others (7,600 shareholders) T3.L8%
TOTAL 100,00%
3L, SGES produces and distributes power in 34L out of the 367 villages

and towns of Sicily. A new line across the ilessina Straits enables it to
purchase power from continental Ttaly. Power is also produced by a new
Siecilian E¢ubur1c1tv Board (ESE) and by the thermal plant of Palermo, the
ownership of the latter being divided equally between SGES, the Italian rail-
ways and ESE,

3h2, SGES has substantial holdings in the following companies:
Share Capital
Societa Anonima Siciliana Trasporte - Palermo
(Busses and trolley busses) 90% of Lit. 250 mil,
Societa Catanese Trasporti of Catania 8LY of Lite 200 mil,
Societa An, Siciliana per Irrigazione -~
Palermo 100% of Lite 25 mil,
Societa Meridionale del Gaz of Naples 33% of Lit. 306 mil.
Societa Termo Elettrica Siciliana =-
Palermo (Thermal plant of Palermo) 33% of Lit, 6,000 mil,
TIFEO (Thermal plant of Augusta) 67% of Lit. 500 mil,
3L3. At the end of 1955 the balance sheet of the Company showed total
assets of Lit, I:A 3 billion ( ‘cn ml‘l'hnn\ These were mainly represented by

fixed assets, whlch after deductlon of the reserve for depre01at10n, amounted

1/ IRI proposes to transfer its present holdings of shares in SGES to
Finelettrica in the not too distant future, as it proposes to do
ultimately with all its public utility holdings. This explains why

+
v J
Finelettrica will guarantee the loan to SGES as indicated in para. 338,
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to Lit. 39,1 billion ($62,5 million), The balance sheet given in Annex 43
showed a satisfactory financial position. Total debt amounted to Lit. 13.3
billion 1/ (#2143 million) and the equity to Lit. 32,8 billion (52,5 million),
representing a total debt to equity ratio of 29/71. During the postwar period
successive revaluations authorized by law have taken place and have resulted
in a net write-up of assets of about Lit. 28 billion (3LL,.8 million), Ronus

shares were issued for Lit. 8.2 billion ($13.1 million) of this write-up,

3k, A large part of the outstandlng long~term debts of Lit. 10,2 billion
consist of loans obtained from the Instituto di Credito per le Imprese di Pub-

blica Utilita (ICIPU) amounting to Lite 649 billion ($11 million). The remain-
der of the debts was made up of loans from the Bank of Sicily (Lit. 1.4 billion)

and bond issues (Lit. 1,8 billion), The loans from ICIPU and the Bank of Sicily

£ 1.~ e 4
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are all secured by mortgages on the Company's assets,
issues only a minor fraction is secured.

(@)

3u5. The Company's earnings for the last five years are shown in Annex Uilie

During each of these years the Company has paid a dividend of 7%.

Organization and Management

346, The headquarters of SGES are in Palermo. The general policies of

the conpany are established by the Board of Directors consisting of sixteen
members representing major shareholders., A number of the directors have had
long experience in the management of power utility companies, The management
of SGES consists of a Director General, and six General Managers in charge
respectively of finance, administration, legal, generation, civil construction
and electrical construction. In addition, five irea Hanagers are in charge of
distribution and sales, These men have a long record of service with the com-
pany and are experienced and efficient power utility executives., The organiza-
tion and management of the company is satisfactory.

i, Existing Facilities of 3GIS

347, The generating, transmission and distribution facilities of SGES
cover the whole of Sicily. During the past year, Sicily was connected to
continental Ttaly by a transmission line built across the Messina Straits
by the SGES company, The area of the main island is 25,460 sq.km, with a

l/ Including about Lit. 3 billion floating debt, a major part of which was due
to Bastogi, the principal shareholder of SGES.
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population of about .65 millicn which is about 1/10 of the total population
of Ttaly,

348, At the beginning of 1956, SGES had seven main hydro plants and four
main thermal plants, and in addition a 1/3 participation in the thermal plant
of Palermo, The total effective capacity was about 35,000 kw. in the hydro
plants and 80,000 in the thermal plants. Practically all the new capacity
installed since 1946 has been thermal. In an average year, production from
the hydro plants amounts to 110 GWH, with an insignificant seasonal reserve.
Total production in 1955 amounted to 327 GWH and purchases to L13 GWII (see
Annex L5). The average load factor in the system is C,51. The mildness of
the climate causes Oﬁiy'moderate additional demand during the winter, and irri-
gation pumping causes the demand to be maintained during summer,

3L9, The system includes 1,078 km of high voltage transmission lines with

361,000 kva of substation capacity, and the necessary distribution facilities
to serve a total of 786,000 customers. The entire system is well maintained
in &ccordance with sound utility practice.

350, In addition to the power generated in the plants belonging to SGES,
power is purchased from three other sources: most of it comes from the 60,000
kw thermal plant of Palermo completed in 1952 by the Societa Termo Elettrica
Siciliana, a company in which SGES, the Italian railways and the Sicilian
Electricity Board (ESZ) have equal participations, Small amounts of power
are purchassd from SME, on the continent, through the new line which connects
Messina to Calabria over the straits. Tiere are no written agreements on
exchange of power bhetween SME and SGIS. £n oral agreement allows SGIES to use
up to 15 MW, SGES also purchases power from the Sicilian Elchrlclty Board
(ESE). For political reasons, the cooperation between SGZS and TSE is not

good, and there are no written agreements covering purchases of power.

351. As shown in Annex U8, since 1953 the available capacity in the
em has been able to meet the peak load, The losses in the system are

st
the neighbourhood of 20% of the total power available in the system,

is is not considered to be excessive taking into account the large number
di
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of distribution systems included in the properties,

5. The Power lMarket

352, In 1955, the peak load on the system was 165 MW and sales amounted
to 5656 GWH, During the perlod 1950~1955, sales of the Company have increased
at an annual average rate of about 1L4%. During the same period, the peak load
on the system has Im creased at an average annual rate of 15,5%. The sales to
industry constituted 51.2% of total sales in 1955, and their average increase
was 18% over the thr ee last years. The major power consuming industries are
shipyards, chemicals, textiles, cement and food processing.



353. The average annual increase in total sales over the period 1956-1965

. L 3med a3 109 I s
is estimaved at 100, Proportions by principal categories are given in Annex

L6, The industrial uses are assumed to increase 11%, These estimates are con-
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sliderea 1o be conservative in view of the industrial e.uyauo_n_uu resultlng from

the Cassa prograim, from the privileges granted to new irdustries by the Sicil=-
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ian regional government and from successful oil explorations. In 1955, average
annual power consumption in Sicily was 122 kwh/ber caplta, as compared with

L WaVal

220 kwh in southern Italy and 1,100 kwh in northern Italy,

6. The Investment Program of SGES

354, The investment program of SGIS has been formulated for the perlod
1956-1965, This program will add about 36 Mi of new hydro and 280 IW of
thermal capacity. During that period, 38 M{ of old thermal sta‘tions 1/ will
be scrapped. The construction of 230 km of 150 kv and 781 km of 70 kv trans-
mission lines and the transformation of 357 km of existing lines from LO kv

to 70 kv, are included in the program, together with about 7LO MVA of sub-
staticn capacity along with the necessary extension of distribution facilities.
The estimated cost of this ten year program is as follows:

1956 - 1965

Million Million $

_Lire Equivalent
Hydro plant 3, 600 ( S ° ?6 )
Thermal plants 21,000 (33.60)
Transmission lines 5,500 ( 8.80)
Substations 10, 000 (16.00)
Distribution facilities 35,000 (56,00)

e T AA f9an 140\
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355, The part of the program for which partial financing by the Bank is

considered extends from 1956 through the first part of 1958+ During that time,

SGES will make the following investments, including the Bank Projects which
amount to Lite. 1049 billion.

1956 ~ 1958

Million Million %

Lire Equivalent
Hydro plant 3,600 ( 5476)
Thermal plant 10, 000 (16,00)
Transmission lines 1,400 ( 2,24)
Substations 2,150 ( 3elik)
Distribution 8,450 (13.52)
25,600 (LO.96)

1/ Catania 15 1; Porto Empedocle 15 Md; Messina 8 Md
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The details of the SGES program are shown in Annex L7. The proposed invest-
mert program appears to be adequate to cover estimated requirements.

356, Most of the economical hydro resources of Sicily nave already been
developed, For its future rneeds, Sicily will have to rely upon thermal power
and power imported from the continent. The forecasts made in this report
assume that almost all new power would be produced locally, iimiting power
imports from the continent to 15 MW, This assumption is justified in the
light of the promising oil explorations now taking place in Sicily. If
cheaper sources of power were to be developed on the continent, the new

line connecting Sicily to Calabria could easily be brought to its maximum
capacity of 300 MW, substantially reducing the amount needed for the con-

struction of new thermal plants,
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from the shore 500 meters into the sea, with a capacity of 7 cubic me ters/second.
Three oil storage taniks with a capa01ty of 8,900 m- cabh, and & coal yard of
60,000 tons to be built in a second stage, will allow fuel storage for a month
of operation, Pipelines will connect the storage tanks to the landing pier

and to the refinery, Auxiliary equipment will be of conventional design and
will include condensers, feed water, treatment plant, fuel oil pumps and fuel
tanks, switchgear and control equipment, Two transformers with a capacity of
about 100,000 kva each will step up the voltage to 70 and 150 kv, The produc=-
tlcn of the plant would 1ncrease from 320 m11110n kwh in 1958 (Plant factor

0.2) to 620 million kwh in 1943 (Plant factor 0.5)e
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359. The plant will be connected to the network by means of two 70 kv
and two 150 kv lines. The two single circuit 150 kv transmission lines con-
sidered for Bank financing are each LO km long. They will be constructed
with steel towers, steel reinforced aluminium conductors and steel ground
wires. Tach line will have a maximm capacity of 70,000 kw, The lines will
be connected at one end to the Augusta plant transformers, and at the other
end to synchronous condensers with a capacity of 40,000 kva, in the Zia Lisa
substation in the suburbs of the city of Catania. The synchronous condensers
and transformers are part of the project,
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360, The project has been designed and engineered by the engineering
staff of SGES. The designs for the plant are based on proposals made by
manufacturers of thermal generating equipment. The plans for the trans-
mission facilities should meet future operating requirements of the system.
The project is sound from an engineering standpoint.

Present Status of Engineering and Schedule of Construction

361, Following an international call for bids, orders have been placed
for turbines (Franco-Tosi Westinghouse design), boilers (Franco-Tosi, Combus-
tion Engineering design), generators (Compagnia Generale di Elettricita) and
the auxiliary unit (Sigma)e Tenders have been received from European and
American manufacturers for the remainine equipment. The consiruction of the
plant is scheduled to start in March 1956, and to be completed by the end of
1957. This schedule appears to be slightly optimistic and it is likely that

completion by the middle of 1958, is more realistic., For the transmission
f2ﬂ14.|1oq- orders were to be placed in March 1956, The works should be com-

pletei in October 1957, This schedule is realistic.

362, The total estimated cost of the plant would amount to Lit., 9,930
million (%15.89 million equivalent)s The transmission facilities would cost
T-ﬁf. Q70 m3I113 An /S"-'.'I EC mit1lisaon eanivalert ) TriIneine -Hwo +Aat2l r~rnast +n
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Tit. 10,900 million (%17,4k million equivalent), Breakdowns showing the
cost of vprincinal items are given in Ammex 50 The ecatimates are bhased on
U.L lJJ. .L-ll\d.l. JDI:-L o ULl L= B g OJ—\VLJ Al LAdLIN AV Llivs Wil WL IHNCA Uirw Al ACAMI L il
actual contracts and bids. The total prices include 7.5% for contingencies,
29 Pam ancincardnge and astmrhasd and 171 97 P Imdarnaat Aurdng annadriatd An
/o .LUJ. CLIE.LJ.J.UU.L J_ll"' Glil\l vvolriiicau diil Llec /s LUL LILVTLTO LV Uil .1.115 VU LLo LD UL Wil
The estimates are considered to be reallstic. The cost per installed kw
ATy tla amitvalant ~Ff 0196 flqr AlrrAd me tha +tmarnamiacatm~n 13mea
GJ.ILUULLUD UU l.a.UG Syl ilva,rgiiv vl \’.LL)/ I\.N, .Lllb.Luu.Lll& ULIT LI AllolitlooldlUlL LLIICO ¢
This is low for thermal installations of this type.
Cmleon A e e Temen el haanmm e
vilicuulce oL E:JL(JUIIU.LULLL Co
249 Mha anhadsla AFf avrneandddman fSa actdmatad sa PaATTAvere s
Y e Llle LOUIICUULT UL UAPG IULLVUILCO Lo CTOoLLHALOU Ao LULALUWOD o
1955~
1956 1957 1958 Total
- = - =« - Million Lire -~ = - = =
Ixpenditures
Augusta Power FPlant 3,732 3,512 2,686 9,930
Transmission Facilities 325 645 - 970

Total L,057 L,157 2,686 10,900
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8 Method of Financing

24}, T+ 45 vroposed that Lit. 6,56 billion, equivalent to $10 5 million
)UL&.Q A PVIVMULDCWL WISV WL UG Ve WiddlUilyg CUHUL VGALILY Uy K,-A.u./ didddakedde J LS
out of the proposed IBRD loan to Cassa be allocated to "TIFEQ" for this pro=-
2 ml. 4 -vA.J‘-A Plvmanna AXY] Af +hatw +A+kaTl acatdmatad Anata Ae vrae SYrmAdAantad
‘JCLIU. 1L J-D wuy V-L\A L LIiGLIILO WV Vi VILIT LA LUV uQd. T VvILUHIGUOW LVLWUOo Vo e L0 Wwoao wddld LV VoL
above, the totdl investment in new construction during the period 1956 19 8
+m e madae o SOFPS and TTEFO $a ecatmarad a+ anme T35+, 25 & Wh3113an. aa follaowse
LU LT laus Uy (WA LMW I — B § LW 3 J LV L Vo Uu LA UTU QU QUILNTC WJd Ve & JeoVV U.L.LJ..I.UL.[’ [=3w Vild AW e
Tat+imadtad Aaratrmratd
Lo VLIHA LCU U bl UL LbiLull
Requirements 1956/1958
M3 TV acm TS )
\DLrdilivil Liley
Tlaramman 12 L cnmmom sammans amAd o mmsman ] ada DNDasmlsr o 2 mde s Yol |
mpc ILLUIes Icyulicu Ly LU Ill).LUUU Dal PJ.UJCL;UD JdUed
Other Construction 15,5
25,60
365, Assuming a loan of Lit. 6,56 billion from the Cassa out of Bank
funds, and funds available from revenues estimated at Lit. 5.7 billion, SGES
will have to raise locally during the three-year period abO t Lite 13.3 billion
to meet this investment program, SGES' financing plan provides for raising
this sum by selling capital stock in the amount of Lit. 6,5 billion 1/ and
abcut th A AtT114an hy havrraurine QNI haas a onnd rradit ratineg Sn TEalyy
* Vau V.t dii Jy MUL A UWLin e WAL LiGo 0 R VUM bl T v ;u.v.a.;;a Lii L wvSlay g
Tts shares nave found ready acceptance in the Italian market. It is expected
+lhnt+ +lA o w111l nawves via A1 FPFS ATty AT vadadine tha fFaanda manmd »oas
viic & LilT T JO\.LJ/ WLl Jlc v PRL vy AL A LU L. O AN J.GJ.DJ.ILE VIIC L Ulillio J-U\iU.J..L it g
9. Financial Forecasts
Pro Forma Consolidated Balance Sheet
366, The estimated consolidated financial position of SGES and TIFEQ at

the end of 1958 is shown in Annex 51l. Fixed assets, less depreciation, are
shown in this balance sheet at Lit, 6li.1 billion (%$102,6 million), Total out=
standing debt would be about Lit. 25,5 billion ($40.8 million) including aboub
ILit. 5 billion floating debt to be funded in later years, With an estimated
equity of Lit. L1.9 billion at the end of 1958 the total debt to equity ratio
would be 38/62, which is satisfactory.

Forecast of Farnings and Cash Flow

367, A forecast of consolidated earnings and cash flow for SGES and TIFRO
is given in Annex 52, Iinor rate increases have been assumed in estimating
revenues., Net profits are estimated to be sufficient to allow the payment of
an annual dividend of 8%, as assumed in the cash flow forecaste This forecast

;/ This includes somewhat less than Lit. 1.5 billion worth of shares of its
subsidiary TIFEO to be sold to the general public. At the same tine
sufficient TIFEO shares will be s0ld to SGES for the latter to.maintaln
a majority.



does not show any cash accruals, hecause the amounts of new financing to be
undertaken by way of borrowing and increases in share capital have been set
at amounts which would make total receipts equal to total expenditures.

Debt Service

368, Assuming, for the purpose of calculation only, that the loan to

be made by the Cassa out of Bank funds would be the equivalent of $10.5 mil-
lion for a term of 20 years, including 2.5 years of grace, at an interest
rate of 6% per annum, annual debt service on this loan would be about Lit. 626
million  ($1 million)s Total debt service on all debts is estimatad to be
covered by consolidated receipts from operations not less than 3.5 times after
completion of the project,

369, After completion, the proposed Borrower (TIFEO) will lease the plants
selected for Bank financing to SGES. The rent which would be paid would be
high encugh to reimburse TIFEC for its costs and to enable TIFEO to pay an
anm:al dividend of 8% on its share capital. TFor the reasons already stated

the fiunancial appraisal in this report has been made for the consolidated
position of 3CGES and TIFED an

[oT



Do Societa Meridionsle Di Elettricita (SME)

l. The Commany

370, The Societa Meridionale di Elettricita (SME) was founded in 1893
with an initial share capital of Lit, 1 million of which 60% was subscribed
by a FrencheSwiss company., Share capital has bcen increased over the years
to the amount, as of April 1956, of about Iite 6242 billion of which about

Lite 5605 billion has been paid ine

371, The Company was privately controlled until 1931 when Istituto
Ricostruzione Industriale (IRI), a Government-owned holding company, acquired
controlling interest. In 1952, the Government created Finanziaria Elettrica
Nazionale (Finelettrica) as a subsidiary of IRI to manage its interests in
various pover companies. This company now ouns 18% of the shares of SME and
will gradually acquire about 13% still held by IRI. The distribution of
shares of SME at the end of 1955 was as follows:

Soc, Finanziaria Elettrica Nazionale

('F‘lqe'l nt*lvrlca\. 18@1).1%
Instituto Ricostruzione Industriale

(TR 13.3L%
Soce Ttaliana per le Strade Ferrate

Meridiorali (Bastogi Group) 13.69%

. . .
Soce Financiere Italo-Suisse 11.11%
Others Li3.h2%

100000%

3 onsist rent company and five subsidiariess
Campania, Pugliese, Calabrie, Lucana and Sebio The parent company distributes
. 3 les and the surround areas as well as to certain large cone
sumers in other areas (See Annex 30)e The balance of service is prov1ded by
oldi n

The SME group con sists of the na

.
1 Nap and ounding

the sub51diﬁ ry vapauleSe SME has holdings in other power campanies, the
most important of which is UNES, as well as in a gas utlllty and an electric
equipment companye

373. Consolidated net assets of the SME group at the end of 1955
amounted to about Lite 200 billion ($320 million) of which about 75% was
;cpresenteg y fixed assetse The capital structure of the group showed a
total debts to equity ratio of 30/70e This total debt amounted to about

1/ Includes shorteterm det
-y
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Lit. 50 billion end equity amounted to Iit. 118 billion, Gross revenues
increased from about ILit. 18 billion /1398 8 m'lllj_on) in 1950 +o agbout Lit.
37 billion ($59 million) in 1955. Profits after financial charges increased
from Lit. 3.3 billion (#5.5 m11110n1 to Lit. 5 billion ($8 million) curing
the same period.

374 About two-thirds (Lit 20.5 billion, equivalent to $32.8 million)
of the long~term debts aonsist of loans from the Instituto di Credito per

vile b S I RACRTER S I 8

Imprese di Pubblica Utilita (ICIPU), (a

&<
Go

TR edide Shdotaad
The remainder of the long—term debts are uuP credits obtained through Insti

Mobiliare Iteliano (IMI) with Lit. 4.9 billion ($7.9 million) outstanding,
3.6 -
7 o

ernment controlied institut 1on)
2 daade
vl L

various bond issues totalling Lit. 1llion (5.8 million), withdrawals

of Lit. 5 billion ($8 million) on a Cassa loan from IBRD funds, and sone
smaller debts. The ERP credits represent obligations in U. S. dollars. Host
of the loans are secured by mortgages and spe¢ial liens on specific proper-
ties. The Cassa loan, however, is not secured by a mortgage but by a surety-
ship given by Finelettrica and Bastogi.

275. The group uses shori-term bank credits to meet part of its con-

struction eypenditurps, which it normally converts to long-term debtsor
covers by issue of share capital after completion of construction. Inasmuch
as the group has continuing construction expenditures, the shori-term debts
are continuaily renewed snd constitute & semi-permanent floating debt, the
size of which varies with requirements from time to time. At the end of
1955 such debis amounted to about Lit., 16 biliion ($25.6 million) and were
partly in the forn of overdrafts in current account and partly in the form
of promissory rotes. Although all of these debts are for periods shorter
than one year, agreements exist by which these operations are renewed to
cover a one-year period, after which the agreements are renewed if necessary.
Originally, the group had planned a considerable reduction in its short-ternm
indebtedness during 1955 to be effected by funding operations. This, however,
was not done because it was more advantageous to maintain the level of short-
term borrowing as a result of a decrease in the interest rates which the
Company was able to negotiate for tnis type of borrowing, making it substan-
tially cheaper than long-term loans. Although the absclute amount of out-
standing short-term indebtedness is expected to remain at approximately the
same level during the next four years due to the requirements of the large
construction program of the group, there would be a substantial reduction

in the proportion of the short-term debt to total debt, namely from approxi-
mately one-third to one-seventh.

376. The financial pogition of SHME alone is shown in the condensed
balance sheet given in Annex 53. The position at the end of 1955 showed
total assets of Lit. 153.9 billion (?246 million) of which Lit. 104 billion
($166.4 million) were fixed assets (less -depreciation). Successive revalua-
tions authorized in the post-war period have resulted in a net write-up of
assets of. about Lit. 68.2 billion ($109 million) of which Lit. 32.6 billion
($52 million) has been capitalized by the issue of bonus shares. At the end
of 1955, a balance of Lit. 35 billion ($56 million) remained in the revalua~
tion reserve. At the end of 1955 total debt amounted to Lit. 48.7 billion
($77.9 million) including Lit. 15.8 billion ($25 million) short-term debt.
Equity amounted to Lit. 93.1 billion ($149 million) giving a total debt to

equlty ratio of 34/66. o
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377, The Company's earnings record has been goode Annual dividends

ranging from 6.l to 7.5% have been paid since 19h7. Condénsed profit and loss

statements for the period 1951/1955 are given in Annex She

Organization and Management

378e The headquarters of the Company is in Naples. The general policies

of the groun are established 'hv a Board of Directors of SME consisting of 14
hednbdd g LA o S N ) V..l-l-ls Nt e S

DEVWE CU v d ST G LVGL M Vi Wl CU U

members representlng major shareholders. A number of the directors have a

long experience in the manacement of nouer utility companies Mha Anndkna’l
<d w ke, v, W\ PWLJ.‘IC). .Lllc \JCIJUJ.GJ.

AL WANTL LDIIVY Al WS dialiag vilinol Au Vi J_JUW V.l .y
management of SME con31sts of a Director General and three General Managers
" " ot - PR RO PN
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in charee and admdnd
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irneerm .LLAS’ finance and admini respectivelys. These mer
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record of service with the company and are experienced and effi-
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20 Existing Facilities of the SME Group

379 Tne gen rating, transmission and distribution facilities of SME and
its subsiciaries~’ form an integrated system which is intercormected with the
Italian network, The group serves an area of about 57,000 sqe km with a

total population of 1069 million which is almost one-fourth of the total popu~
lation of Italye

380. At the end of 1955, the group had 63 hydro~electric plants, 36 of
which had a capacity of more +than 500 kW each, and three thermal plants, The
total effective capacity was 694 M7 of which 5hli M7 was hydro. Plants cone
structed in the post-war period represented u5% of the existing hydro and
60% of the thermal capacitye. In an average water year, production from the
hydro plants amounts to 2,279 GWH out of a total production of 2,479 GWH.
Reservoir capacity in the system amounts to the equivalent of 562 GWH, The
average annual load factor on the system is 0a55.

381, The system includes L, 326 km of high tension transmission lines
with 135 million kva of substatlon capacity and about 24,000 km of secondary
and low tension transmission lines along with the transformers and facilities
necessary to serve 2,100,000 customers. The entire system is well maintained
in accordance with sound utility practice.

382, In addition to the power generated in the plants operated by the
group, power is purchased from other companies, amounting to about 20% of the
total amount available to the systeme The major Suppller is "Terni" Societa
per 1l'Industria e 1'Elettricita. The existing contract between the two come
panies provides for an annual supply of LOO GWH with a peak load of 88e8 M
It expires in 1956 but includes a provision for automatic extension. As a

Y

large part of Terni operations is based on production and sale of power on a

wholesale hasis, there is no reason to believe that the arrancement will be
7 — - - LT VN vv.l.d-v A Waata oF kb A= > 9 LIBVJILDILU Wl I, WA~

discontinued,

;9/ Pugliese, Campania, Calabrie, Lucana, SEBI.



-69-

3836 Another source of supply of power is the Societa Trentina di
Elettricita which operates hydro plants in northern Italy. SME has holdings
in this company and a proportional part of the power it produces is supplied
to SME at coste 1In an average hydrological year this amounts to about 92 GWH
net of losses, with a peak capacity of 25,5 MW. Smaller amounts of power

are also purchased from a number of other companies, totalling in an average
year about 50 GWH, (See Annex 55).

38l SME also purchases, mainly through Terni, surplus power which is

available from northern Italy during the summer months which is partly off~

set by sales of surplus power by SME during the winter monthse Many short-

term purchase agre=ments are entered into on a weekly or daily basis accord-

ing to availability of power in different cempaniese As shown in Annex 58,

the energy available to the system has been adequate to meet the demand over
he past nine years. The system, however, has not been able to meet produce.
Lon requirements in dry years such as 1919,

35, The locses in the system were relatively high during the first post-
ar ya2ars tut have been steadily reduced and amounted in 1955 to about 18%
f total nower available in the systems This is not considered to be ex-
essive, taking into account the great length of transmission and distribu-
ion lines included in the system,

3s The Power Market
86" —~ 1In 1955, the peak load on the systém was 625 M and sales amounted

o 2,46 billion KWh. During the period 19L6~-55, sales of energy have in-

reased at an average annual rate of about 12%, During the same period,
he peak lcad on the system has increased at an average annual rate of 10s5%,

ut with practically no substantial increase in 1955,

oQ

870 The power market in the area served by the SME group is character-
zed by a high proportion of industrial consumption which, in 1955 amounted

0 1,06 billion kKiWh or 43% of total sales. The major power consuming ine-

15 e + W chemicals, textiles and food processing.

ustries are metals, machinery, chemicals, texti

n 1955, average power consumption in south Ttaly was 220 kWh per capita as
ompared with 1,100 kWh in north Italy. The
sales over the period 1955-6li is estimated at 10,5%. Proportions by princi-
pal categories are given in Annex 56s In recent years the general industrial
load has increased about 1305%.}/ per year while that of the electro-chemical

PP S . | «n
1as increased a rate of only about

. .
average annual increase in

Y]
ct ct

and electro-metallurgical industries !
2% per yeare

©

388, In the forecasts, the former is assumed to increase about 1% per
year with only a small increase in the latter group. These estimates are
considered to be reasonable, although they may be scmewhat on the optimistic
sides The industrial expansion which is resulting from the Cassa progran
should permit the average annual increase to remain in the neighborhood of
1005%e The proportions of domestic load assume an annual increase of about
9% which is based on an increase of consumers of 5% and an increase in con-
sumption per consumer of about 1i%e

—

1/ From 6L3 GWH in 1951 to 1,062 GWH in 1955,
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lie The Investment Program of the SME Group

-~

30670 The investment program of the SME group is shown for the period
19551959, The program includes about 220 MW as hydro plants and 120 M{ as
thermal plants which will be completed during this period. Construction will
also be started on new thermal plants with a capacity of 600 Md, The program
will also add about 1,200 km of new transmission lines and 900,000 kva of sube
station capacity, with the necessary expansion of distribution facilitiess

3906 The invectment program can be broken ,down between the projects fi=-
nanced by the $21 milliocn portion of Loan 117Z/, the projects presently under
consideration for Bank financing and the remaining construction of the SME
groups

- ' Total
1955 1956 - 1959 1955 =~ 1959
Millioa Million $ Miliion MiIlion $ Million Million §
Lire Ecuive Iire Equiva Iire Equiva
Projects Financed
Under Losn 117
Mucone ITI (Tuz=i)

Hydro 2,625  (L.20) 205 ( 0.33) 2,830  ( L.53)
Matace Wrdro - - 1280 ( 2.05) 1 .980 { 2_058)
dACA VNN LJJ‘-MV - g \ (_O\J/’ .l-’ NN \ I—D\J//
Mucone~Fratta Line 961 (1.5L) 992 ( 1.58) 1,953 { 3,12)
Bari Thermal Plant  1,3L3 (2,15) 10,157 (16.25) 11,500  (18.L0)
Coscile II Rydro - - 1,100 ( 1s76) 1,100  { 1e76)

15929  (7.89) 13,754 (21e97) 18,663  (29486)
Project Considered for Financing in 1956
1956 - 1959
Million Million $
Iire Equivalent
Bussento Kydro 6,750 (10,80)

1/ $9 million to SME proper and $12 million to Pugliesse
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391, Fhe SME group will have other construction expenditures during the
noariad 10EALIONO af T4+ 1079 K311 an Id"1'71 Iy million ecuwivalent) Mhe Ao
_tJUJ..J.\JU. A/ VRN 7 VAL LLUe ALVICG VALLLLIULL \YLi.e.)/ lLLLLALVIL GHLL.LVG.LULLUIO LIl UCO™
tails of the program of the SME grcup are shown in Annex 57. The proposed
Irrractmant Armrmacme Fa ;mararrl Aa LandNi+San adasiinda +a Amrram Fha draranan AP
Lilvoouliicuiv apuoal S UU b).LU LUS La b.LJ..J.UJ.UD U.ULlU.ﬂUU LU LUVEL LIIC LLIILl TQaol VL
power demand. The program shows that few hydro resources remain in southern
T4 aTlar vihhd Aalh Ao hhn cmnamAamd aaTler AavraY maamnAd amd Fland Eln Tastllsr AF $Fha cvnrram +A Taa
dvaly WilLoll all UC CbUllU}d.l.bd.J.J.‘y \—LUVCJ_UPUU. Gl vliilav Lilc ouL 01 vwie I_JUWUJ. vy Uo
developed in the comlng years will be tiiermal plants,
5¢ Project Proposed for Bank Financing
\

392, Within the program of the SME group, it is proposed that the Bussento
hydro project, to be executed by the parent company, be the basis for a loan
of $6,5 million from the Cassa out of Bank funds. The important features of
the project are as follows:

Bussento Hydro Power Project
393¢ This project is located near the western coast of Italy, 90 km south

of Salerno, It will use the waters of the Bussento River and a tributary, the
Cassaletto. (Annex 59)e

39k, A 27 meter high rock fill barrsge to be built across the Bussento
River will divert a flow of 25 cubic meters per second into a 7oL km long
pressure tunnrel wn:ch will lead into a surge tank. The Cassaletto stream
will be diverted into the pressure tunnel by a concrete weir, L kms of canal
and 2 km of free level tunnel with a maximum capacity of 1 cubic meter per
seconde The connection between the Cassaletto tunnel and the main Bussento
tunnel will take place through a vertical skhaft, The Bussergo barrage will
create a small reservoir with a useful capacity of L00,000 m s equivalent to
230,000 kWh (Li hours of operation with no inflow), This would be sufficient
to regulate the plant for peaking purposes. From the surge tank, water will
flow down to the plant through a 1,400 meter long penstock with an average
diameter of 2,80 meters.

395, The powerhouse will be equipped with two vertical Francis type
turbines operating under a head of 250 meters, with a combined capacity of

52 MW, An outedoor substation will be provided with two transformers stepping
up the voltage to 30 or 150 kv, The plant will be connected to the ex1st1ng

150 kv transmission line from Sila to Tusciano by means of a new 2L km long line,
396g Flow records for the Bussento and the Cassaletto river date only from
1552, However, they are supplemented by 25 to 35 years of rainfall records
in the areas, The hydrographic data on which the project is based is therefore
considered to be adequate,

397 The Bussento plant would produce 1C0 GWH in an average year and 8C GWH
in a d_'rvy year, The cgrrecnnnd‘ina n'l ant factors would be 0.22 and 0°18° As

there is no seasonal reservoir, 1n an average year, the plant will have a monthe

1 v nroduction of 1 1, '7 WH from November throuch Anril AnAd C OLIIT Pram Maer
Mevauv vavia MWL L4Vl WU VRILVGL LVIMLVUEDL APl ady Allu 0 UWil Livuil lay
thro ugh October, The monthly plant factor would therefore vary from Oe¢31 during

+ha rainy half AP +lhha vyvann +a N_T2 Jacarnd v vt A Llem wraoea AT A0 LY
VIIC Jaldly ilarl O1 e year 10 vg;,) u.u.J..J.ug the rest of the Jedl's ALL OL UNEC

production would be used for peaking purposese
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Present Status and Schedule of Construction

the project are—ccmpleted and bids for the civil
n MaywJune 1956. The project is scheduled to be

1V i
of 1959. This program appears to be realistice

Tl
WOrLs we

398e The designs fo

Estimated Cost

399, The total estimated cost of the project amounts to Lite 6475 billion
($10.80 million)s This estimate, the details of which are given in Appendix 60
includes 7e5% for contingencies, 7% for engineering and overhead and 11¢2% for
interest during construction. These estimates appear to be reasonable. The
cost per installed kw amounts to 208 which is low for a peak plant in southern
Italys
Schedule of Expenditures
400, The schedule for expenditures is estimated as follows:
Million Iire
1956 1957 1958 1959  Total
Expenditures 750 1,500 1,500 3,000 6,750
6o lNethod of ?inancing
Lo1, Capital expenditures required during the four-year period 1956/1959

to construct the Bussento project are estimated at Iit. 675 billion, of which
Lite L billion, equivalent to $6.5 million, is proposed to be financed out of
the proceeds of the loan from IBRD to the Cassa now under consideration. This
would represent about 60% of the estimated cost of the project. During the
period 1956/1959 SME plans to make a considerable additional investment in the
expansion of its facilities partiy for ¢onstruction to be completed during

the period under construction and partly for construction that will not be
finished until after 1959, SME will also during the period have to make cerw
tain investments in its subsidiaries, / It is, therefore, more appropriate to
consider the requirements and the financing plan for the SME group of companies
as a whole, These requirements are as followss

Estimated Construction
'F"srnn‘nr]*l tures

1956,/1959'

('P\1111nn Iire

\-/

IBED Projects = existing Loan No, 117
SME 245
Pugliese 11.3




Estimated Construction
Expenditures
1956/1959
(Billion ILire)

IBRD Project - proposed Loan

SME (Bussento Project) 668

Other Construction Expenditures

SME 668
Pugliese 175
Calabrie 5.8
Other Companies 19.1
10742
127.8"
11024 This is quite a substantial investment program for the next four

years; equivalent to about $200 million. of which the Bank projects only

A= 2 e —eWily Ma WAL AT DRl -~ Vs o Ui

represent a minor porbicne The proposed financing plan to cover these ree

acamrement e of the oroun of comnanies de ac follawae
\1\"—&& AL AL W A Wl Uia N b.l V\&y N vvauyusa.a.vu ke bt Ao e A A YV W e

Consolidated Financing

Plan 1956/1959
(Billion Iire)

Borrowing:
a) Frem IBRD (via Cassa)

1) balance available Loan Nos 117:

SME 200
Pugliese 6ol 8el

2) proposed IBRD loan:
SME 160

b) Other Borrowing 592
Total Borrowing TLe3

c) Sale of Share Capital 3Lols

d) Available from own resources 22,1
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11030 Assuming the proposed new IBRD financing for the SME group of

Lite L0 billion as indicated in the above table and an availability from the
groupts own resources of Lite 22¢1 blllion, the group must still raice about
Tite 93,6 billion as new share capital and loanss This plan may be optimistic
and to the extent that funds could not be raised, part of the construction
schedule other than for the projects financed with the aid of Bank funds will
have to te extendeds

7o Financial Forecasts

Proforma Balance Sheet = SME

hole By the end of the four-year period 1956/1959 total assets of the
SME Group are expected to amount to Tit. 291 billion ($L65 million) after de=
duction of a depreciation reserve of Iit. 118 billion (4189 million)e Total
debt, including about Iite 16 billion floating debt, would amount to Iit. 110
billion (#1176 million) and the equity to Lite 159 billion ($25L million).
This revresents a total debt to equity ratio of 11/5% .

L05¢ The estimated financial position of the SME company alone is given
in Anrex 62, Total debt would amount to Lite 80 billion ($128 million) and
the equity to Lits. 132 billion ($211 million), giving a ratio of 38/62,
Forecast of Farrings and Cash Flgw

106 ~Tiis forecast “or the SME company for the pericd 1956/1960 is given
in Annex 62, The estimates of revenues from sales assume certain increases in
rates during the period to compensate for the higher cost of production of the

new facilitieso Net eamings after depreciation and interest on all out=
standing debt would be sufficient to maintain an annual dividend of from 7
to 7%% for which provision has been made in the forecast of cash flows This
forecast assumes no cash accruals during the period, because the amounts of
new financing to be undertaken by way of borrowing and sale of share capital
have been set at amounts which will make total receipts equal to total ex-

pendituress

Debt Service

Lo7e Tt has been assumed, for purposes of calculation, that the loan to
the Cassa out of Bank funds for the Bussento project to be constructed by the
SME Company would be the equivalent of $605 million, with a term of 20 years,
including three and a half years of grace, at an interest rate of 6%> On
these assumptions the annual debt service would amount to the equivalent of
$622,000 or about Iite 390 millione Total debt service on all debts is esti-
mated to be covered by receipts from operations not less than 2.5 timese

Security

08, The proposed loan to SME by Cassa out of Bank funds would be guaran-
teed by Finelettrica and Bastogl. The type of guarantee to be given will not
only cover the repayment of the loan but also performance during the life of
the loane Both Finelettrica and Bastogi have given a similar guarantee for
the loan made to SME by the Cassa out of the proceeds of last year's IBHD
Ican Noe 117



Es Cost of Power Production and Economic Justifieation

L09. All the hydro plants considered in this report will be used for peak—
ing purposes. It is estimated that they will pI‘Oduce peaK power at the fol-
lowing prices, based upon straight llne depreczatlon over 50 Jears, 8% in-

terest or dividend on capital cost, 2.5%4 for operation and maintenance and
1e5% for taxese

Total
Cost of Power Cost of transmission delivered

at Plant and distribution Pri.ce
Iite per kwh Lit. per kwh Liteper Ue Se
kwh Cents

SRR

San Biagio 1696 1450 29oh6 Lo?
Pontacerve 8520 1h,50 22670 36
Bussento 9eli5 14,50 23095 368

L10,- Although the energy produced by the San Biagio will cost more than
the energy producsd by Pontecorvo and Bussento and by the projects firanced
by Loan 117, tue project is justified because it provides peak power to the
SH system, increases the production of an existing plant and, more important,
provides standby capacity for a temporary breakdown in the thermal plant of
the systemo

L1le The Augusta thermal plant to be built by TIFEO/SGES in Sicily will
be used for base load power. Assuming a plant factor of 0,50, depreciation
over 25 years, 3% of capital cust for operation and maintenance, 1.,5% for
taxes and L35 Lit. per ko of tuel, the plant will produce base load power
at a cost of Iite 6.95/ksh to which about Iite 10 should be added for transe
mission and disbributione. The power delivered to the individual consumers
would therefore amount to Lit. 16.95/kih. If the plant were to be used for
peak with a plant factor of 0420, the cost of power would increase from

Tite 6495 to about Lite 12 per kvh., Under these circumstances, the substi-
tution of thermal plants for the hydro plants under consideration would be

more costly under present conditionse

Li12e Drring 1955 average costs of power per kih delivered to the consumers
Were:
Lire per kWh
SRE 12,9
SGES ‘ 1962

SME Group 116
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113, As a result of increasing fixed charges and operating costs, average
production costs are bound to increase except for SGES where modern thermal
facilities will be added, and partly replace old plantse In 1960, when all
the projects considered for Bank financing will have been completed, it is
estimated that the average costs per kiwh will amount to:

Lire per kih

SRE 18,1
seEs 1849
| SME_Group ks
Le These average production costs have to be compared with the 1955
erage sellirg prices: 1,
Lire per kvwh
ZEE 1505
§§§§ 20,L
SME Group 13030

S Fer ST and the SME group, the increased cost of production exe
cted by 1960 will exceed the present average selling rates and increases
rates will be needed,

Fo Power Fates
5 Power rates in Italy were free before 1936, From that date they

[CY N -+ Ry ~ [V

re frozen until 19/4.when an Interdeparimental Price Com-

ttee was appointed and given authority to-make rate changes without the
wed for psriiamentary actione Between 1946 and 1948, four general rate
increases were authorized and executed by multiplying the 1936 rate struce
ture by a coefficiente 2/ The present coefficient is 2L and has been in
effect since 19L8s The general price level has increased by about 60 times
since 1936,
117, Since the permitted rate increases are based on 1936 operating
conditions, which have changed to a considerable extent, they bear no con-
sistent relation to the increases in operating expenses of the individual
power companies. On the average, companies! earnings are more favorable

1/ Including contrib
E

2/ August 196 Coefficient 5 for all Italy.

= January 1947 " 7 in Northern Italy ard 3-for the rest of Italy
August 1947 " 1y in Northern Ttaly and 16 for the rest of
I'balyg

August 1918 " oy in 211 Italye
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than the comperison of the increase in rates to the general increase in
prices would indicate. The most important reason for this is the relatively
larger increases of sales to categories of consumers paying higher rates.

In addition, more economicel onerations have heen qnnnmplished by a more

Add CGAANLL VLVilg UL T Cwiod A A Ve v ades Al ~as SRS =32 L

extensive integration of power systems in different parts of Italy, which
nskes possible the exchange of surplus power and reduce Qvere_ll T‘equirements

g noo PUDDLU.LC Vil GAULLGMBU Wih Dl ke (=2 0 R e

for reserve capacity. Losses in the system have also been reduced by improve-
ment of transmission and distribution facilities.

418 . Since 1948, date of the last rate increase, the operating costs of
Ttalian power companies have been steadily inereasing, mainly because the
costs of new plants are higher than those of old plants. To aveid a further
general rate increase, the price committee established in 1953 an "equaliza-

tion fund" to compensate the companies for the higher cost of power produced
in plants completed since 1947. The main source of this fund is a fairly
substantial surcharge payable by industrial consumers. The fund was running
since the middle of 1954 at a deficit which was quickly depleting a reserve
left over from the balance of a thermal power equalization fund, which was
aboiisiied in 1952. Surcharges paid by industrial consumers to the equaliza-
tion fund were therefore increased 50% in August 1955. This increase is
estimated to enable the fund to operate without a deficit during 1956,

v,
I 4
1

419, In the appraisal report covering last year's loan No. 117 IT to

the Cassa, it was stated that the power companies involved in that loan had
assumed in their forecasts an increase in the official co-efficient from 24
to 32 effective January 1, 1956 and a sirmultaneous reduction in the contri-
butions from theequalization fund of 75%. This has not taken place. There
has not been a change in the co-efficient nor a reduction in the contribu-~
tiors of the fund. Revenues of the power companies have been approximately
the same as forecasted. The equalization fund which was to expire in the early
part of 1956 has been extended until October 31, 1956. The private power
companies have proposed that the surcharges referred to above be incorporated
in the rates and that at the same time the equalization fund be terminated.
This, however, is opposed by the municipal companies who serve few industrial
consumers and therefore contribute less than they receive from the fund. It
is likely that a compromise row being considered will be adopted, by which
the equalization fund would te eliminated gradually over a period of four
years and the surcharges be incorporated in the rates during the same pericd
of time. Such a compromise appears to be acceptable to the majority of the
power companies.

420, Up to now the revenues of the power companies collected from their
customers, supplemented during the last years by the contributions of the
equalization fund to cover the higher production cost of new power plants,
have been sufficient to allow the companies to earn a reasonable rate of
return on their investment. As far as concerns the next few years, the
gradual incorporation into the rate structure of the surcharges now being
paid by the consumers to the equalization fund would improve rather than
deteriorate the companies' earning position., SRE and SME have assumed
increases of 30% and 40% respectively in their average rates during the
period 1956-1959. Asg power rates in Sicily are already substantially higher

than on the continent, SGES has assumed an increase in its average rates of
e assumptions are considered realistic.

o adiins

onlvy 20/- during +ha o me pa,?vi nd "Fhas
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421, Although at present it is still unknown what particular reguletions
with regard to rates and the equalization fund will be put into effect after
October next, there is no reason %o suppose that any new system to be adopted
would adversely affect the earnings of the power companies. In the circum-
stances the Bank does not consider it necessary to ask the Itelian Government
for an undertaking with respect to its future pollcy on electric rates,
taking therefore the same pogition it took last year when loan No. 117 IT

was made to the Cassa. A Sanl Jieas Wb MAAAL

D
0

G. Security

LA LAl L L.

422 As in the case of loan No.117 IT the power companies have proposed
that the necessary security provisiors for tne loan now being considered be
gatisfied in the form of suretyships to be given by the following companies:
aymnantana +m-
UUAdl Q.lueoo vy
Guarantors be_issued for
SRE and lLa Centrale SIAL
CNTE a2 Mot~ ™We. L mITTRTN
vuin ana D&bbug_h all(.l Liledeburica P BN
Pastogi and Finelettrica SME

The guaraniors are wiliing to guarantee jointly and severally all of the
undertakings given to the Eank in the various Project Azreements and obli-
gations of tihe borrowing companies to the Cassa in the Subsidiary Loan
Agreements. These obligations include not only the financial covenants of
repayment of the loans to the Cassa but the covenants of completion, main-
tenance and operation of the projects during the 1life of the loan. As
already indicated in this report the companies who will guarantee the loans
are all in strong financial positions. In view of this the proposed security
arrangements are satisfactory.

H._ Conclusiong

423, The projects which are proposed to be financed by loans from the
Cassa to SIAL, TIFEO ard SME out of Bank funds are sound. Suitable arrange-
ments have been made for their execution and subsequent operation. The
esvimated costs and the construction schedules are reasonable. The companies
are well managed and organized.

424 Their earnings records are good. Provided that the Government
grants reasonable rate increases during the next few years, they should
continue to earn enough to maintain reasonzble dividends and to service
their debt, and should thus be in a position to raise the funds needed for
their expansion.
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425, Agreerent has teen reached with the Cassa and the companies con-
cerned that: (1) project agreements would be obtained from each receiving

agt ehiitid Liic

a loan from the Cassa out of the proposed Bank loan; and (2) a special
covenent from the parent companies concerned would be obtained to the

Ao il L 1UD —.._r‘_..._v... LT LTS s LI2EL

effect that they w11¢ maintein a majority interest in the subsidiaries

/26 TmAar +haaa anrndi+iana Fhe nrancasd nratenta farm o eanitahle bhagiae
ph s WAL ES WVEL T IO AVANS SO SR VERVEF iw) , Vil yJ. \J‘IIJUQCM IJJ- \JJ o U PR L I N~ W e Wd W ek L d =
for a Cassa loan from Bank funds as follows:
Amount
$ million Periocd of
egu1valent Grace _
STAL 8. 2 3% years
TN h¥a) N trmame
148 OV LUe Lo ywalso
SME 6,5 3% years
Total 28.2
427 . The useful life of the structures and equipment would justify a

term of 20 years for these loans, with periods of grace as shown in the
table above, determined on the basis of the construction period of the
various projscts involved,
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VI. TECHNICAL SERVICES FROJECT

428, During its six years of operation, the Cassa has undertaken a
large number of irrigation and land reclamation projects. In a program

of such magnitude, there are a multitude of problems, aside from those
connected with the preparation of the land and delivery of water to the
farms, continually arising: coordination of the activities of the verious
Government agencies, Entes and Consorzi; settlement of farmers on the la nd;
Aadrrinatdmnm A Parmmara [UUE Jppas antdanae Anaratisan and maintonanra nf

LA\l auu. AU L) WOV VA

cUuulad LLUILL Ul. 1Lal lici S J.l.l. -I-J. £ .Lsd U.LULL lJJ. ac ULDUD sy vVptia
the irrigation works; stimulation of industry and related development.

'29. In view of the difficulty of all these problems and the necessity
f LeaChlng early solutions if the full benefits of the various projects are
0 be realized within a reasonable tlme, the Bank has suggested, and the
assa agreed, that its resources of technical skills be augmented by the use
f consultants who have had past experience with similar problemo in other
artz of the world., It is particularly important, as the less difficult
rojecls are completed and the less attractive projects from the standpoint
f the berefit-cost ratio are undertaken, that every available means shculd
e vsed to keep project costs low and shorten the time required to bring
rojects into full production.

30. With the approval of the Bank, the Cassa has contracted with the
evelopment zud Resource Corporation of New York for technical services,
dvice, assistance and consultation on problems pertaining to the Cassa
rogram., This Corporation is headed by Messrs. David Lilienthal and Gordon
lapp, former chairmen of the Tennessee Valley Authority, who, together with
heir associates, have a considerable experience in the handling of problems
f the development of rural areas.

31. Although the Cassa will use the services of the consultants for its
rogram as a whole, the consultants will concentrate their efforts in the

irst instance on the problems of the Flumendosa area on Sardinia. Such

atters as the training of the farmers in the irrigated area, the provision
f marketing arrangements to handle the increased agricultural output and the
romotion of commercial and industrisl possibilities arising as the result of
he agricultural development will have early attention.

432. In view of the importance to the success of the Cassa program of
activities of the kind which will be undertaken by the consultants, it is
recommended that an amount of $465,000 be included in the proposed loan for
the purpose of assisting the Cassa in the financing of the contracting of
foreign consultants.
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ANNEX 2

------

Congtruction . Expandec¢ Operations
vay 1/54 kay 1/56 Hay 1/57 May 1/58 Vay 1/59 iay 1/60
Apr.30/56 Apr.30/57 Apr.30/58 Apr.30/59 Apr.30/60 Apr.30/61
I. ZEarnings Estimates

Production (% of
normal capacity on

project completion) _ = L6 54 73 92 92
Operating Costs 1,010 707 850 950 1,225 1,225
Interest iIBRD Loan - (¥15) (#22) 32 28 25
Depreciation 28 28 30 45 45 45
Taxes = 5 6 g 10 10

Total Costs 1,038 740 886 1,035 1,308 1,305
Net Sales 1,055 755 930 1,100 1,466 1,.66
Net Iacoume 17 15 Lh 65 158 161

ey —— e e
e canin o er——

Net Incowe [as % of
Capitai pilvs Share-

holders! advarcesg) 3 2 7 10 24 24,

I. Source and_Applica-—
tion of Funds

Net Income before

Interest 17 15 L, 97 186 186
Depreciation Accruals 28 28 30 4 45 45
Share Capital 200 50 50 - - -
Shareholders!

Advances 365 - - - - -
IBRD lLoan - 287 288 - - -
Other Loans *#77 - - - = e

Total Sources 687 38C 412 142 231 231
Fixed Assets* (in-

cluding origingl

plant) 461 267 267 - -
I\In'l- Crivmrant Aacota 1,0 Qg [4¢} - -

CTw W 4 Cllv 000 U heige S A L4
Service, IBRD Loan  *#77 - - 90 90
"Additional Assets" = 15 22 141 14]
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5
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May 1/54 bday 1/56 May 1/57 May 1/58 iay
A
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JII. BRBalance Sheets

(as of end of

annalh £33 aAn]

Cavil Liovad

year)
Fixed Assets® 461 728 g95 995
Trnecoa Narmmand odd A [oYe] cl [od 1127

P VoL COULd LAULL O JJ Ol A J L
Nad T2arnd focada 177 Zrn anog oLy
NetU fi¥Yed Assets 455 O/l U 504,
Net Current Assets 149 247 300 300
L LI Y . B T - [ AP T | ] b O a9 Ny 120 P
"AAA1T10IIaL ASSeust - L1 L/ 127 199}

m_ " 1. [N Po Yo} ne~1r 9 A/ - ~e |

Total Assets 582 33 1,316 1,323 1,
Share Capital 200 250 300 300
Shareholders!

Advances 365 365 365 365
Surplus 17 32 76 141
IBRD Lozn - 287 575 517
Total Ligbilities 582 0134, 1,315 1,323 1

* Interest during construction capitalized
¥% Borrowing and repayment of local bank loans



ANNEX 3
FORINDO
International Bank for
Reconstruction and Development
1818 H Street, N.W.
WASEINGTON 25, D.C.
Gentlnmen:
(1) This will confirm certain understandings which have been reached

during discussions between representatives of the International Bank
for Reconstruction and Development (hereinafter referred to as Bank),
the Cassa per Opere Straordinarie di Pubblico Interesse nell' Italia
rieridionale (the Cassa), the Istituto per lo sv1lunpo Rconomico dell!
Italis ieridiorale (ISVEIMER), and Forino - S.p.i. (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) vle have propcsed that there should be financed out of the proceeds
of the loan our project to modernize and expand the Company's canning
plant in docera Inferiore to produce yesrly about 3,300 to 4,400 tons
of tomato paste, 150,00C to 200,000 cases of canned whole tomatoes,
205000 to 25,000 cases of tomsto juice; 750 to 1,000 tons of peas, beans
and other vegetables, and 800 to 1,000 tons of various fruits. e have
informed you that the proforma R,.'Ixm(*p sneet, on ccmpletion of the ex-

“edda W

QlivT SLICT UL

pansion progect, would be as follows:

Assets

Fixed Assets Lit.

nah‘han’y +1 on "

Net Fixed Assets n

Nat+ O 1
Net Current Assetis

Additional issets "

995,000,000

£6.000.000
———m el R

A g

909,000,000

200 _000 . 000

PAA S A A

107,000,000

Lit.1.316,000,000

Ligbilities

Capital Lit. 300,000,000
Surplus " 76,000,000
Shareholders! Advances " 365,000,000
I3RD ILoan " 575,000,000

Lit.1,316,000,000

It is understood that the amounts shown as surplus and additional

P vy

L . e me 3 A Aarmdng +h IntAarim

assets may be reduced u,y the amount of dividends Lala auring vie inverin
period subject to the restriction of this letter.



(4} The cost of the expansion project should be considered as Lit.
1,150,000,000 composed of Lit. 850,000,000 for fixed assets and Lit.
300,000,000 for net current assets.

(5) We have been informed that if the proposed loan should be made,
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. You have said that
before you could approve favorable consideration by the Cassa or ISVETMER
of the proposed loan you would required certain undertakings from the
Company with respect to share capltal working capital and shareholders'
advances.

The assurances and undertakings which you have requested, to bte
effective vhile any part of the loan to the Company will be outstanding,
are that valid arrangements will be made, under which:

P
oN
S

he Cassa and ISVEIMER shall otherwige

A. Except as the Bank, th
agree:
I. The share capital shall be at least Iit.300,000,000
praid in as required;
II. CShareholders' advance, on completion of the project,
will total at least the difference between Lit.
665,000,000 and paid in share capital;
B, 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 inadeguate to ensure its com-
pletion a he provision of the necessary working capital,
prompt arrangements shall be made in accordance with a financial
plan approved by ISVEIMER to provide the necessary funds and
when they are required;

C. Shareholders’ advances provided under subparagraphs & or B -

. Ly <

I. Shall not be withdrawn;

Q.
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Q
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II. Shall in all respects be subordinate
the Company; and

III. 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 paid in as
share capital;

D. The undersigned will not, without the prior approval of the Cassa
and ISVEIMER, pay dividends or make other payments to the share-
holders or adopt any policy if such payments or policy will
result in or envisage at any time after the completion of
congtruction:
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ANNEX 3
Page 3

I. The excess of current assets over current liatilities
being less than Lit. 300,000,000; or

II. The ratio of current assets to current liabilities
being less than 1.5 : 1.

would. i of the Comnanv'!s business

Wieala y Ve Valduss A -~ “~J W Lk ; WeldT ML SEL = B

o
sets readily convertible cashj; and "current

be converted int 5
onsidered ag ligbilities due and ‘nqu'h.lp and Q11

nose nis :

Fo P is

ag cash and assets readly convertible to cash ll other aSSQtS which
t e in th se
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other liabilities which would be payable or could be called for payment
wri+hdn vy ~r

provrs IS %Y
L

agrees to make

| 25 Mg S annde
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ey .LS unaersovoda ab uue bEJ.LUb dIlU. quLllt:‘l
will b2 set forth in an agreenent to be negotiat d

OIT TV

betueen the unaers;pnea and ISVEIMER and that the subst
assurances and undertakings given in this letter will be
therein.

Yours truly,

Nocera Inferiore, June 23rd, 1956

FORINO S.p.A.

11 Presidente

/s/ Giuseppe Ajelli
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ANNEX 4

Financial Forecasts
(Million Lire)
Construction Cperation
Year 1 Year 2 Year 3 Year 4
Earnings Estimates
Production (% of normal
capacity) 50 75 100
Production tons g,000 13,500 18,000
Operating Costs 412 604 792
Depreciation 110 110 110
Interest 43 L2 39
Taxes 50 75 100
Totel Costs 615 831 1,041
Sales 585 877 1,170
Net Income {-)30 46 129
Net Income f{as % of Share
Capital and fdvances) - 5.4 15.2
Source_and Application of Funds
Net Income before Interest - 13 88 168
Depreciation - 110 110 110
Share Capital 250 - - -
Shareholders' Advances 596 - - -
IBRD Loan 564 —— — —
Total Sources 1,410 123 198 278
Fixed Assets 1,100 - - -
Current Assets 260 - - -
IBRD Debt Service 22% 43 102 102
npdditional Assets® __ 28 __ 80 __ 9% 176
Total Applications 1,410 123 198 278
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Balaence Sheets (as of end of
each year)

Fixed Assets®™
less Depreciation

Net Fixed Assets
Net Current Assets
"Additional Asgets"

Share Capital
Sharenolders' Advances
Surplus

IBRD Loan

Total Liabilities

* JIanterest during coustruction capitalized

Construction
Year 1

1,410

ANNEX /4

Page 2
Operation

Year 2 Year 3 dlear 4
1,122 1,122 1,122
110 220 330
1,012 Q02 792
260 260 260
108 204 380
1,380 1,366 1,432
250 250 250
596 596 596
(-)30 16 145
564, 504 441
1,380 1,366 1,432

¥# Provided to cover possible deficit in first year
of operation without impairing working capital
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CP/AaG/sc/2213/F57 June 25th 1956

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

Washington 25, D.C.

Gentlenen,

(1) This will confirm cer*ain understandings which have been
reached during recent discuscions between representatives of the Internation:
Bank for Keconstruction and Cevelopment (hereinafter referred to as the Bank
the Cassa per Opere Straordinarie di Pubblico interesse nell‘ltalia Meridio-
nale (the Cassa), Istituto per 1o Sviluppo Lconomico dell'Italia Meridionale
(ISVELLER), and Novilegni (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 tihe Cassa's compe-~
tence .-

(3) Ve have proposed that there should be financed out of the
proceeds of the loan our project to construct and operate at Avezzano a hard-
board plant with an average capacity of 18,000 tons per year. We have
informed you that the pro forma balance sheet of the company, on completion
of the project, would be as follows:

Aggets Liebilities
Fixed Assets Lit.1,122,000,000 Share Capital Lit. 250,000,000
Net Current Shareholders!
Assets " 260,000,000 Advances " 596,000,000
"idditional
Aggetgh " 28,000,000 IBRD Ioan " 564,000,000
1it.1,410,000,000 Lit. 1,210,000,000
The cost of the project should be considered as Lit.
1,382,000,000 composed of ILit. 1,122,000,000 for fixed assets and Lit.
260,000,000 for net current assets.
{4) We have been informed that }f the proposed loan should be
made, 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. 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.
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The assurances and undertakings which you have requested,
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4
valid arrangementé will be made under which:

Except as the Bank, the Cassa and ISVEIMER shall otherwise
agrce, the share capital of the company shall be at least
Iit. 250,000,000 paid in as required and shareholders'
advances, on completion of the project, will total at least
the difference between Lit. 846,000,000 and paid in share
capital;

If et anytime the completion of the project or its successful
operation is hirdered or delayed or is threatened with hindrance
or delay because the funds available are inadeguate 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 ISVEIHER to provide the necessary
funds as and when they are required;

Shareholders' advances provided under subparagraghs A and B:
I. Shall not be withdrawn;

IT. CShall in all respects te subordinated to all debts of
the Company; and

I1T. 1Interest or any other remmeration 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;

The undersigned will not, without approval of the Cassa and
ISVETIER, pay dividends 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 completion of the
project:

I. The excess of current assets over current liabilities

being less than Lit. 260,000,000; or

II. The ratio of current assets to current liabilities being
« less than 2 ¢ 1.-
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6) For the purpose of this letter "current assets" shall be
concidered as cash and assets readily convertible to cash and other assets
which would, within one year in the ordirary course of the Company's business,
be converted into cash or assets readily convertible into cash; and that
"eurrent liabilities" shall be considered as liabilities due and payable

and all other liabilities which would be payable or could be called for
paeyment within one year.

(7) The undersigned hereby gives you the assurances and under-
takings set forth in paragraph (5) 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
appoximate amount of ILit. 564,000,000,-

(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 ISVEIMER and that the substance of the assurances
and undertakings given in this letter will be incorporated therein.-

Yours truly,
GLI AFMINISTRATORI DELEGATI

(Prof, Giuseppe Agnino - Dott.Piero Conti)



II.

CHIMICA DEL TIRRENO

Financial Forecasts
(iillion Lire)

ANNEX 6

Construction Operation
Year 1 Year 2 Year 3 Year 4 Year 5
Earnings Estimates
Production (% of rormal capacity) 75_ 100 100
Operating Costs 1,242 1,487 1,487
Depreciation 280 280 280
Interest 86 79 72
Taxes 8 10 10
Total Costs 1,616 1,856 1,849
Net Sales 1,750 2.341 23341
Net income 134 485 492
Net Income (as % of Share Capital
nius Shareholders’
Ldvances) 8 30 30
Source and Apnlication of Funds
Net Income before Interest - - 220 564, 564,
Depreciation - - 280 280 280
Share Capital 315 485 - - -
Shareholders! Advances 315 515 - - -
IBRD loan 800 800 - - -
Total Sources 1,430 1,800 500 844, 8L4,
{Project 1,380 1,370 - ~ -
Fixed Assets (
(Pilot Plant 30 - - - -
Net Current Assets - 400 - - -
Service, IBRD Loan 20% 30% 210 210 210
"Additional Assets" - - 290 634 634
Total Applications 1,430 1,800 500 844 844
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_.Gonstruction Operation
Year 1 Year 2 Year 3 Year 4
Balence Sheets (at year ends)
(Proicot® 1.200 2.8 2 800 2 800
. . \+ LV TV o § AN Lyglivv 5 A i LY A
Fixed Assets (
(Pilot Piant 20 20 20 20
A+ LU 4 diiv I\ I\ I\ I\J
TAat+al WSwad Acacata b ATe) A gan S 22N n aan
10vadl LFLXCU nosSTud Ay KyQowv LyOoV RgOIUV
Less Depreciation - ~ 280 560
Net Fixed Assets 1,430 2,830 2,550 2,270
Net Current Assets ~ 400 400 400
"Additional Assets" - - 290 924
Total Assets 1,430 3,230 3,240  3,5%
Share Capital 315 300 800 800
Shareholders' Advances 315 830 830 &30
Surplus - - 134 619
IBRD Loan 800 1,600 1,476 1,345
Tetal Liabilities 1,430 3,230 3,240 3,594
o w 3~ <y~ s e e e d

* Interest during construction capitalized
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CHIMICA DEL TIRRENO

25/6/56

International Bank for

Reconstruction and Development

1818 H Street, N.W.

VWiashington 25, D.C.

Gentlamen

Gentlemen:

1) This will confirm certain understandings reached during recent dis-
cussions between representatives of the International Bank for Recon-
struction and Develorment (hereinafter referred to as the Bark), the
Cassa per ere Straordinarie di Pubblico Interesse nell'!'ltalia

n. q

2)

3)

2 e {41 =z ) Tadiddn smaem VA Cerd Teirmima DammAamd ~
Meridionale \Tile vassa )y, 4801iTUV0O per 410 Sv.x.luyyu Economico dell!

Ttalia Meridionale (ISVEIMER) and Chimica del Tirreno (theCompany).

You have informed us that the Bank is considering a loan to the Cassa

end that part of that loan will be specifically allccated for loans for
various industrial undertakings in the area of the Cassa's competence.

We have proposed that there should be financed out of the proceeds of
the loan our project to construct and operate near Formia a fertilizer
plant with a normal capacity of 75,000 tons of ammoniated super phosphate
per year. We have informed you that the pro-forma balance sheet of the
company on completion of the project, would be as follows :

Fixed (Project Iit. 2,800,000,000 Share Capital Lit. 800,000,000
Assets(Pilot Plant 30,000,000

2,830,000,000 Shareholders! Advances 830,000,000

Net Current Assets 400,000,000 IBRD Loan 1,600,000,000

Lit. 3,230,0C0,000 Lit. 3,230,000,000

4) The cost of the project should be considered as Lit. 2,800,000,000 for

5)

fixed assets, and Lit. 400,000,000 for net current assets.

Wie 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 lerd a
portion of the Bank's loan for thepurpose. 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 Com-
pany with respect to share capital, working capital and shareholder's
adwances.
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The assurances and undertakings which you have requested, to be effective

vwhile any part of the loan to the Company will be outstanding, are that
ngements under which:
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11, ©Shall in all respects be subordinated
debts of the Company; and

III. 1Interest 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! advences
had originally been paid in as share capital.

D. The undersigned will not, without approval of the Cassa and
ISVEIMER, pay dividends or wmake 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 :

I. The excess of current assets over current
liabilities being less than Lit. 400,000,0C0; or

II. The ratio of current assets to current lisbiiities
being less than 2 : 1

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 oneyear 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 payment within one year.

d hereby gives you the assurances and undertakings set
p h (6) above to be effective on the condition that you
he Cassa and that from the proceeds thereof ISVEILER
agrees to make a loan to the Company for the above menticned purpose

F) ount Of Li-t An(_) 000 . Pﬁﬂ

in +the annrovs
44 Wi apnr ximate amount of Lit. 1,600,000,000



9)

ANNEX 7
Page 3

It is underastod 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,
Ugo Cusinelli

Managing director



ANNEX 8

VETRERTA DI IATINA

Financial Forecasts
(Million Lire)

Construction Oneraﬁion i
1955/57 1957/58 1958/59 1959/60 1960/61

I. Earnings Estimates

Production (% of normal capacity)_= - 1C0 100 100
Operating Costs - - 425 425 425
Interest, IBRD Loan (*10) (#20) 22 20 17
Depreciation - - 68 €8 €8
Taxes e e o = =
Total Costs - - 515 513 510
Net Sales - - 610 610 610
Net Income _95 ‘ 97 100
Net Income {as % of share
capital and share-
holders! advarces) 28 28 29
II. Source and Application of Funds
Net Income before Interest - - 117 117 117
Depreciation Accruals - - 68 68 68
Share Capital 50 50 - - -
Shareholders! Advances 90 150 - - -
IBRD Loan 200 200 = = -
Total Sources 340 400 185 185 185
Fixed Assets 325 325 - - -
Net Current Assets 5 55 - - -
IBRD Debt Service #10 *#20 53 53 53
YAdditional Agsets" - - 132 132 132
Total Applications 340 400 185 185 185

|
ll
|

|
|
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III. Balance Sheets (at end of each
f1sca1 year)

Tived Acanteit aar Lan L£ON LON Lon
+£1aCU ASoCVS 277 You ooV [o]elV) OOV
Less Depreciation - - _68 136 204
Net Fixed Assets 335 680 612 544, 476
Net Current Assets 5 60 60 60 60
"Additional Assets" - - 132 264 396

Total Assets 340 740 804 868 932
Share Capital 50 100 100 100 100
Shareholders' Advances 90 240 240 240 240
Surplus - - 95 192 292
IERD Loan 200 400 %9 3% 300

Total Ligbilities 340 740 804 868 932

* Interest during construction capitalized



VETRERZA DI LATINA

Latina, 25 guigno 1956

Internaticnal Bank for
Reconstruction and Development

1818 H Street, N.UW.

Washington 25, D.C.

Gentlemen:

(1)

(2)

(3)

Net
Net

~~
'S
-

This will confirm certsin understandings which have been reached
during recent discussions betwveen representatives of the International
Bank for Reconstruction and Development (Hereinafter referred to as the
Bank), the Cassa per Opere Straordinarie di rubblico Interesse nell!
I+t2lia Meridionale (the Cassa), Istituto per lo Sviluppo Economico dell!
I*talia ieridionale (ISVELMER), and Vetreria di Latina (the Ccmpany).

You bave informed us that the Bank is considering a loan to the
Cassa and that part of that loan will bte specifically allocated for loans
for varicus industrial undertakings in the area of the Cassa's competence.

‘le have proposed that there should be financed out of the pro-
our project to construct a pressed glass plant in

YR A T2

s
latina with a capacity cf epproximately one million sqguare meters per
a

pro forms bzlance sheet of the

hac 3 -
re informed you +ha the hs hela

o o
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company , on completion of the project, would be as follows:

d Assets Lit. 680.000.000 Share Capital Lit. 100.000.000

Sharsholders! 240,000.000

Advances

[¢]
[¢]
'_I
[+V]
ch
'_I
Q
o
1

Fixed Assets 6

[, 7\
le} (¥
Current Assets 60.00 IBRD Loan £400.000.000

Lit. 740.000,000 Iit. 740.000.000

(&

The cost of the project should be considered as Lit.680.000.C0

for fixed assets, and Lit. 60.000.000 for net current assets.

We have been informed that if the proposed loan should be made,
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. 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,
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The assurances and undertakings which you have requested, to
be effective while any part of the loan to the Compeny will be outstanding,
are that valid arrangements will be made, under wvhich:

A. Dxcept as the Bank, the Cassa and ISVEIMER shall otherwise
aree, the share capital of the Company shall be at least
Lit. 100 million paid in es required and shareholders'
advances, on completion of the project, shall total at
least the difference between Lit. 340.000.000 and paid
in share capital.

B. 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 te made in accordance
%ith a financial plan approved by ISVEIMER to provide the
necessary funds es and uhen they are required.

C. Shareholders' advances provided under sucparagraphs A or B:
1. Shall not be withdrawnm;

IZ. Shall in all respects be subordinated to all debts

of the (nm'nf-nv- and

MLl

ITI. Interest or any otker remuneration skall be payable
and paid thereon only out of net profits and only
to the extent that dividends would be payable
thereon if such sharcholders' advances had originally
bec‘u‘ 4R A an ahara Aranitale.
paard Ll 2 OMIQL T VAl vl
™ m., . | —n -+t 7 l of the Cnssa a'nrq

will nct, without appr a 1
vidends or make any other payments to share-~

v

i
t any policy if such paymcuta or yOllcy will

result in or envisage at any time after the completion of
the plant:
I. The excess of current assets over current liabilities
bein ng less than Lit. 60.000.000; or

II. The ratio of current assets to current liabilities

being iess than 2 : 1.
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
Compary's business be converted into cash or assets readily convertible
into cash; and that "current lisbilities" shall be considered as lia-
ilities due and payable and all other liabilities which would be
payable or could be called for payment within one vear.




a0
<y

(9)

ANNEX 9
Page 3

e undersigned hereby gives you the assurances and undertakings
set forth in parsgraph (&) 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 Couwpany for the above-mentioned purpose in
the approximate amount of ILit. 400.000.000.~

It is understood that the terms and conditions of any such
loan will be set forth in an agreerent to be nego*tiated and entered
into between the undersigned and ISVEIMER and that the substance of the
assurances and undertakinga given in this letter will be incorporested
therein.

Yours very truly,
VETRERIA DI LATINA

I1 Presidente
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Financial Statements

(Million Lire)

AFNEX 10

1955

IS

Fe
— CQ

5,465
1,70

1951 1952
Balance Sheets {as of December
31, each year)
Fixed Assets 4,008 Ly 543
Less Depreciation Allowance 575 822
Net Fixed Assets 3,433 3,719
Current Assets 2,144 2,520
Cther Assets 114 165
Total Assets 5,691 5344
Head Office Accouat Ly R77 L, 647
Reserves 1,003 1,152
Current [fzbilities 411 545
Total Ligbilities 5,691 6,34/,
Income Statements
Net Sales 4,090 4,676
Exvendituies 3,848 bl 292
Net Income at'ter Taxes 242 384
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7,86

—————

6,739
6,268
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Balance Sheets
(Million Fr. Frs.)
Dez. 31 Dec. 31 Dec. 31 Dec. 31
1951 1952 1953 1954
ASSETS
Current Assets
Cash 763 1,232 1,573 1,130
Receivables, net® 8,134 8,464, 9,891 11,323
Inventories#® 9,467 10,458 9,420 10,359
ther 129 176 204 236
Total 18,493 20,330 21,088 23,048
Investments * 6,208 7,025 8,336 9,877
Fixed Assets, net? 24,164 25,506 24,639 24,292
Other Assets 112 253 257 ___ 230
Total Assets 48,977 53,114 54,320 57,447
LIABILITZES AND NET JORTH
Current Lisbilities
Banks 80/, 246 70 277
Loans and Bonds 76 535 142 9
Pavrsblea Q. /112 g 290 10,229 10378
+ &y aviow PE LS o Aol A ad Eadl KIS el BV
Other 98 131 79 129
Total 10,391 9,802 10,520 10,933
Taneg Farnmm dah+ ] 2264 o728 & Q20 g 021
JJUJJE VO Lild UGuV Y “,)JU I,L‘,JU V, L /, P
Reserves for contingencies*¥* 5,676 6,431 6,745 7,266
Caplt’al 4, 122 4,9—&6 4’ 946 7’007
Revalustion Survlus 14 2ao 14 £2a0 14 280 14 828
O VA de LviaVil UukJ.LuD .LU,UU/ -LV’UU/ .LU,UU/ J.\J,UU/
Surplus and Reserves 7,563 7,608 8,288 9,431
Total Net Worth 28,574 29,443 130,123 133,227
Tofal Lisbilities and Net Worth 48,977 53,114 54,320 57,44
Ratios:
" Current Assets/Current Lisbilities 1.8 2.1 2.0 2
Net WOrfh/Total Liabilities and
Net Viorth 0.58 0.55 0.55 0
Net Profit for Year 1 214 1 0/2 1 010 1. .95
L¥% W A LWVL LW 2o WA e J-’JJ.\J J-,V‘+/ -L,V-L\J .b"ac/
Return on Share Capital 32% 21% 20% 1
Ratitma Aan Tatal Nad “Tambh ) Ld 2 rd 2 29 2
AV VWLl Vil AV ualdl ING U WWUVL ull L \J /0 S el J e ) ~

¢s shown are net after subst
allowances for depreclatlon
parently includes net worth items of
unde teruined amount

.E>
TI
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Financial Forecasts

ANNEX 12

(302018 0n Toon )
\MIALLLOI LiTe J
Construction Operation
1956-57 1958 1959 1960 1961 1962 1963
Earnings Estimates
Production (% of capacity)__- - 100 100 100 100 100
Operating Costs - - 1,612 1,012 1,612 1,612 1,612
Interest (24)*  (93)* 130 1C6 80 50 29
Depreciation - - 416 416 416 416 416
Taxes - - 67 &5 86 89 93
Total Costs - - 2,225 2,219 2,194 2,167 2,150
Sales - - 2,550 2,550 2,550 2,550 2,550
Net Income - - 325 331 356 383 400
Net Incoume {(as % of Equity
Advances) - - 11 11 12 13 13
source aad Application of Tunds
Net Income before Interest - - 455 437 436 433 429
Depreciation Accruals - - 416 416 416 416 416
Rehabilitation Reserve
Accruals - - 80 80 85 20 95
Equity (Advances) 950 2,000 - - - - -
IBRD Ioan 860 1,640 = - - - -
Total Sources 1,810 3,640 951 933 937 939 940
Fixed Assets 1,786 3,477 - - - - -
Net Current Assets - 70 270 - - - -
Service IBRD lLoan 24 #93 579 579 579 579 579
"Additional Assets" - - 102 354 358 __ 360 261
Total Applications 1,810 3,640 951 933 937 939 940
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Construction Operation
1956-57 1958 1959 1950 1961 1962 1963

ITII. Balance Sheets (as of year erd)

Fixed Assets* 1,810 5,380 5,380 5,380 5,380 5,380 5,380
Less Depreciation
Allowance - - L16 832 1,248 1,664 2.080
Net Fixed Assets 1,810 5,380 4,964 4,548 4,132 3,716 3,300
Net Current Assets - 70 340 340 340 40 340
"Additional Assets" - .= 102 __45% _ 814 1,174 1,535
Total Assets 1,810 5,450 5,406 5,34, 5,286 5,230 5,175
Equity (Advances) g50 2,950 2,950 2,950 2,950 2,950 2,950
Surplas - - 325 656 1,012 1,395 1,795
Rehebilitztion Reserve - - 80 160 245 335 430
IBRD ican 860 2,500 2,051 1,578 1,079 550 -

Total Iiabilities 1,810 5,450 5,406 5,344 5,286 5,230 5,175

—
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ARNEX 13
FABBRICO PISANA 4i SFPECCHI e LASTRE COIATE di VETRO

International Bank for
Beconstruction and Development
1618 H Street, N.W.

WASHINGTON 25, D.C. 20th June 1956

Gentlemen :

This will confirm certsin 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 Fubblico Interesse nell!
Ltalla keridionale (the Cassa), Istituto per lo Sviluppo Economico
dell'I*talia Meridionale (ISVEIMER), and Febbrica Pisara di Specchi e
Tagtre Colate di Vetro della Societe Anonyae des ianufactures ces
Glaces et Produits Chimiques de Saint Gobain, Chauny & Cirey (Fabbrica

Pisara}.

(2) You have informed us that the Bank is considering a loan to the
Cassa cnd that part of that loan will be specifically llocated for
~ocaus for various inrdustrial undertsaiings in the area of the Cassa's
competence

(3) Ve have proncsed that there should be financed out of the proceeds
of the loan our project to comstruct a glass pl art near Caserta with a
capzcity of about one million sguare meters of pressed glass and 650,000

......... Al ama Avman arAane oy vy
sguare meters of pLdUU g48SS Per year. Yle have 1nforme” you that the

pro forma balance sheet of the Caserts plant, on completion of the pro-
ject, would be as follows:

Assets Ligbilities
Fixed Assets ILit. 5,380,000,000 Fabbrica Pisana it. 2,950,000,000
advances
Net Current
assets " 70,000,000 IBRD Loan v 2,500,000,000
Iiv. 5,450,000,C00 1it. 5,450,000,000
) We have explained that during the first 12 months of operations

the net current assets requirement will be increased to Lit. 340,C00,000.
The increase of Lit. 270,000,000 will be provided from earnings and
depreciation accruals during the year or through zdditional Fabbrica
Pisana advances.
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(5) We have been informed that if the proposed loan should be made,
it would be made to the Fabbrica Pisana by ISVEIMER, to which Cassa
would lend a portion of the Eank'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 Fabbrica Pissna with respect to Fabbrica Fisana
advances and working capital.

(6) The assurances and undertakings which you have requested, to be
effective while any part of the loan to the Fabbrica Pisana will be
outstanding, are that valid arrangements will be made, under which:

A. Except as the Bank, the Cassa end ISVEIMER shall otherwise agree,
the Yabbrica Pisana advances shall be at least Lit. 2,950,000,000
paid in as required;

B. If the completion of the project or its successful operation is
hindered or delayed or is threatered 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 pian approved by ISVEIMER to

LUl sl 21l di

provide the necessary funds as and when they are required;

C. For Fabbrica Pisane advances to be provided under subparagraph A,
and if any new funds provided under subparagraph B are made avallable

Qiid i QL) LiTWw Al D  pa WY ALRTL RALTL o rEsan

in tie fora of Fabbrﬂca Pisana advances.
I. Such sdvances shall not be withdrawn;

ITI. Such advances shkall in all respects be subordinated to all

c’-

W

'1
b(‘D Ly}
':

PG T o o

di ridends would be pd.yd.L).LU thereon if such Fabbrica P
advances had originally been paid in as share capital;

D. The undersigned will not, without approval of the Cassa and ISVEIMER,
pregny, Py T, 0~ antr

maxKe any transfers of profit to the Mother Company or adopt any
policy if such transfers or pollcy will result in or envisage :

I. The ratio of current assets to current llablllties being
less, at any time, than 2 : 1,

The excess of current essets over current liabilities being
less, at any time after the end .of the first 12 months of

operations, than Lit. 340,000,000.

1
-t
.

(7) For the purpose of this letter fcurrent assets® shall be con-
gsidered as cash and assets readily convertible to cash and all other
assets which would, within one year in the ordinary course of the
Fabbrica Fisana 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 payment within one year.
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8) The undersigned hereby gives you the assurance set forth in

oo mmarle (L) ohacra b Taa B o md2ann oan dlim e TS LS o AL 4 e o Vo
] 1 (O] ahove to be effective on the condition that you make

Ve
a loan to the Cassa and that from the proceeds thereof ISVEIMER
F

o e e o ~ e Va

agrzes to make a loan to the Fabbrica sana for the above-mentioned

ca Ii
purpose in tne approximate amount of Lit. 2,500,000,000.
(9) It id understocd that the terms and conditions of any such loan
will be set forth in an agreement to be negotiated and entered into
between the endersigned and ISVEIMER and that tke substance of the
assurances and undertakings given in this letter will be incorporated
therein.

Yours truly,

Fabbrica Pisana Specchi e Lastre Colate dai Vetro

Il Direttore Generale
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Financial Forecssts
(iillior Lire)
Construction Naples
Plant - Operation Operation
two _othner Plants all three plants
1956 1957 1958 1959 1960
Earnings Estimates
Production (% of 1958 normal
capacity) 62 65 75 83 90
Operating Costs 6,633 6,869 7,763 8,671 9,415
Interest - IBRD loan (*¥10) (*34) 46 43 2
- Bonds 47 46 45 42 A1
Depreciation 145 145 263 263 263
Taxes 105 11 120 125 131
Total Costs 6,930 7,170 8,237 9,144 9,889
Net Sales 7,200 7,500 8,500 9,500 10,283
Net Incoms 270 330 263 356 39
Net Income (as % of Share
Capital) 36 LA 35 47 53
Scurce and Avplication of Funds
Net Income before Interest 317 376 354 441 474,
Depreciation Accruals 145 145 263 263 263
Shareholders' Advances - - - - -
Bond Receipts 250 - - - -
IERD Loan 378 462 - - -
Total Sources ,09 983 617 704, 737
Fixed Assets - Naples Plant 720 451 - - -
- Other Plants 1C0 100 30 180 180
Net Current Assets 191 309 - - -
Service, IBRD Loan *10 *34 110 110 110
Service, Bonds 69 69 69 €9 69
"Additional Assets" - 20 408 345 378
Total Applications 1,090 983 617 704 737
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1955 1956 1957 1958 1959 1960
Balance Sheets (as of end of
each calendar year)
Fixed Assets* 1,698 2,528 3,113 3,143 3,323 3,503
Less Depreciation 724 869 1,014 1,277 1,540 1,803
Net Fixed Assets 97, 1,659 2,099 1,86 1,783 1,700
Investments and Other Assets 209 209 209 209 209 209
Net Current Ascets 1,281 1,472 1,781 1,781 1,781 1,781
Bond Receipts Fund 250 - - - - -
"Additional Assets" - - 20 428 773 1,151
Total Assets 2,7 3,340 4,100 4,284 4,546 4,841
Share Capital 750 750 750 750 750 750
Surplus 844 1,114 1,444 1,707 2,063 2,457
Bonds 705 683 660 636 609 581
IBRD Loan - 378 840 776 709 638
Reserve for Employee
Severance 415 215 415 415 415 415
Total Liabilities 2,71 3,240 4,109 4,284 4,546 4,841

¥Inverest during construction capitalized




OFFICINE VIBERTI

June 19th, 1956

Dir. Amm. Bm/ja
Messrs.

International Bank for
Reconstruction and Development

1818 H Street, N, W.
WASHIEGTON 25, D. C.

Gentlemen:

(1) This will confirm certain understandings reached during res ent
discussions between representatives of the International Bank f
Reconstruction and Development (hereinafter referred to as the Bank
the Cassa per opere straordinarie di pubblico interesse nell'ltalia
ileridionale ("the Cassa"), Istituto per lo sviluppo economico dells
Ttalia tieridionale ("ISVEINER") and Officine Viberti ("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 variocus industrial undertakings in the areas of the Cassa's

competence.

(3) We have proposed that there should be financed out of the proceeds
of the loan our project for the construction of a motor vehicle bedy
and trailer plant at Naples with caracity of 1,400 t-“nk nnd bus bodies
and trailers per year. ‘e have informed you that the proforma balance
sheet of the Company, on completion of the project, would be as
follows:

Fixed Assets Lit. 3,113,000,000 Capital Lit. 750,000,000

Less Depreciation 1,014,500,000 Surplus & Reserves 1,444 OO0,000

Bonds Gb0,000,000

Net Fixed Assets 2,0992,000,000

Investments and IBRD loan 840,000,000

other Assets 209,000,000
Net Current Assets 1,781,C00,000 Legal Reserve 415,000,000

“Additional Assets" 20,000,000
Lit. 4,109,000,000 Lit. 4,109,0C0,000

It is understood that the amounts shown as surplus and additional
assets may be reduced by the amount of dividends paid during the in-
terim period subject to the restrictions of this letter.



(4)

(5)

ANNTYV M
HvvLa L

5
Page 2

The cost of the new rlant should be considered 2s Lit. 1,474 mil—

net current assets.

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

w7ill be made to the Company by ISVEIMER, 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
ISVEIMER of the proposed loan you would require certain undertakings
from the Company with respect to the treatment of shareholders! ad-
vances and working capital.

The assurances and undertakings which you have requested, to be

effective while any part of the loan to the Company will be out-
standing are that valid arrangements be made, under which:

he Cassa and ISVEIMER shall otherwise agree,
al of the C ompany shall be Lit. 750,000,000, fully

If the completion of the project or its successful operation is
hindered or delayed or is threatened with hindrance or delay bpe-
cause the funds available are inadequate to ensure its completion
and the provision of the necessary working capital, prompt arrange-
reats shall be made in accordance with a financial plan approved

by ISVEIMER to provide the necessary funds as and when they are

Al nranth ~T I man e Sl Y
Shareholders' advances provided under subparsgraph B:
T QL T emmd e 2 T
L. ©hall not be withdrawm;
TT [al POER, B BEK SVEE T IR S M ] 3 e
II. DShall in all respects be subordinated to all debts

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;

The undersigned will not, without approval of the Cassa and
ISVEIMER, pay dividends 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 of the Naples plant:

I. The excess of current assets over current liabilities
being less than Lit. 1,400,000,000; or

I1. The ratio of current assets to current liabilities
being less than 1.75 : 1.
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For the purpose of this letter "current agsets" 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
ecash; and Y"eurrent liabilities" shall be considered as lisbilities
due and payesble and all other liabilities which would be payable or
could be called for payment within one year.

The undersigned Company hereby gives you the sssurance and under=-
takings set forth in paragraph ( 2 bove to be effective on the con-
dition -that yoa make a loan to asga and that from the proceeds

mentioned purp

s to make l
h t

.
e approxins

n to the Company for the above
nount of Iit. 840,000,000.

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 undersigned Company and ISVEIMER gnd that the substance
of the assurances and undertakings given in this letter will be
incorporated therein.

Yours truly,

OFFICINE VIBERTI
Societa per Azioni

Lt'amministratore Unico
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Sales

Other Ircome
Total Income

Expenditures

Net Profit

let Profit as % of Net Worth 3.4 5
Net Profit as % of Share Capital 15.0 16.8
Net Profit as % of Sales 3.0 A

ANNEX 16

Page 2
FIAT
e Statements
lion Lire)
1952 1953 1954 1955
177.6 217.6 248.1 279 .4
5.6 6.5 8.7 _10.9
183.2 224..1 256.8 290.3
177.8 214.5 24.6.2 277.6
5¢4, 9.6 10.6 12.7
. 4.. 407 5.3
6 18.7 22.2
< 4' 403 405
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FIAT ~ NAFIES_PLANT

Financial Forecasts

(Million Lire)

ANNEX 17

Construction Operation
Year 1 Year 2  Year 3 Year L Year 5 Year 6 Year 7
Earnings Estimsates
Production (% of
normal 1 shift
capacity)
Spare parts - - 36 60 100 100 100
Cars = - 63 g4 100 100 100
Opersting Costs - - 6,376 10,077 12,561 12,360 12,147
Sgles Costs - - 750 1,200 1,520 1,520 1,520
Depreciation - - 378 378 376 378 378
Interest (70)* _(130)* 162 149 136 121 111
Total Costs - - 7,666 11,804, 14,595 14,379 14,156
Net Sales - - 7,500 12,000 15,200 15,200 15,200
Net Income - - (~)166 196 605 €21 1,044
Net Income (as % of
long-term investuent
of Fiat funds in
plant) - - Loss 5 15 20 26
Source and Application
of Funds
Net Income before
interest - - (=)4 345 741 %2 1,155
Depreciation Accruals - - 378 378 378 378 378
Head Office Advances:
Long-term 2,000 2,000 - - - - -
Short-term ‘ - - 1,420 - - - -
IBRD Loan- 1.500 1,500 - - - - -
Total Sources. 3,500 3,500 1,79 723 1,119 1,320 1,533
ixed Assets 3,430 2,870 - - - - -
Net Current Assets - 500 1,400 - - - -
Service, IBRD Loan *70 #130 39, 394 394 394 39
"Additional Assets" - - - 329 725 26 1,139
Total Applicatioms 3,500 3,500 1,79, 722 1,119 1,320 1,533
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Page 2
_Congtruction Operztion
Year 1 Year. 2 Year 3 Year Z Year 5 Year 6 Year 7
III. Balance Sheets
(as of end of each year)
Fixed Ascets* 3,500 6,500 6,500 6,500 &,500 6,500 6,500
Less Depreciation - - 378 756 1,134 1,512 1,890

Net Fixed Assets 3,500 6,500 6,122 5,744 5,366 4,988 4,610
Current Assets - 500 1,900 1,900 1,900 1,900 1,900

"idditioral Assets" __= - 329 1,054 1,930 3,119
Total hgsets 3,500 7,000 8,022 7,973 8,320 8,868 9,629
Hegd Office -
Long-term advances 2,000 4,000 4,000 4,000 4,000 4,000 4,000
Short-term M - - 1,420 1,420 1,420 1,420 1,420
Sur pius - - (-)166 - 30 635 1,456 2,500

IBRD Loan 1,500 3,000 2,768 2,523 2,265 1,992 1,709

Total Liabilities 3,500 7,000 8,022 7,972 8,320 8,868 9,629

*Interest during construction capitalized
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Washington 25, D.C.

This will confirm certain understandings which have been
reached during recent discussions between representstives cf the Inter-
national Bank for Reconstruction and Development (hereinafter referred
to as the Bank), the Cassa per Opere Straordinarie di Pubblico Interesse
relliltalia Meridionale (the Cassa), Istituto per lo Sviluppo Economico
dell'Italia :eridionale (ISVEIMER) and FIAT {the Company).

You have informed us that the Bank is considering a long 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.

We have proposed that there should be financed out of the
proceeds of the loan our project to construct and operate at Naples an
automobile assembly and parts plant with an annual capacity of about
30,000 cars and 200 tons of spare parts. Ue have informed you that the
pro forma balance sheet of the iHaples plant, on completicn of the project,
would be as follows:

Fixed Assets Lit. 6,500,000,000C Head Office Lit. 4,000,000,000
Current hssets " 500,000,000 Advances

IPRD Loan " 3,000,000,000

Lit. 7,000,000,000 Lit. 7,0C0,000,000

Vie have been informed that if the proposed loan should be
made, it would be made to the Company by ISVEILIR, 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 congideration by the Cassa or
ISVEIMER of the proposed loan you would require certain undertakings
from the Company with respect to head office advances and working capital.
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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 recuired, to
supplement the Loan to be made by ISVEIMER, in order to complete the
proposed plant and to provide it with the necessary working capital.

The undersigned hereby gives you the assurances set forth in
paragraph (5) 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-mentloned purpose in the approximate
amount of Lit. 3,000,000,000.

__q

It i
loan will be et
between the under
assurances and un
therein.
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ANNEX 19

4i.B.C.D.

Financial Forecasts
(for fiscal years ending Sept. 30)
(illion Lire)

Construction New Project Operations
Operation Existing Plant All Facilitieg

1956 1957 1958 1959 1960 1961 1962

I. Earnings Estimates

Production (% of 1961

normal capacity 40 50 50 75 85 100 100
Operating Costs 2,902 3,683 3,597 4,795 5,156 6,134 6,147
Interest IBRD Loan - (60)* (126)% (165)% 165 1,8 129
Depreciation 152 186 136 446 529 706 706
Taxes 35 57 65 70 _ 120 __150 __150

Total Costs 3,089 3,926 3,88 5,311 5,970 7,138 7,132
Net Sales 3.51 £4a559 4,383%* 6,538 7,229 8,606 8,696

Net Income (as % of
Capital plus Share-
holders! Advances) 28 28 20 45 26 57 57

IT1.

Net Income before

Interest 452 633 535 1,227 1,424 1,706 1,693
Depreciation Accruals 152 186 186 446 529 706 706
Share Capital 500 500 500 - - - -
Shareholders! Advances 133 134 - - - - -
IRFIS ILoan 12 - - - - - -
IBRD Loan ~300 1,400 1,200 200 - - -

Total Sources 1,663 2,853 2,421 1,873 1,953 2,412 2,399
Fixed Assgets -~

Hew Project 930 2,200 2,200 400 - - -

Lime Plant 200 - - - - - -
Net Current Assets 100 - 100 300 100 - -
Service, IBRD Loan - 60*  126% 165% 48/, 484, 484,
Service, Other Loans 163 209 75 75 75 75 75
"Additional Assets" _ 270 384 =80 933 1,294 1,853 1,840

Total Applications 1,663 2,853 2,421 1,873 1,953 2,412 2,399
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1955 1956 1957 1958 1959 1960 1961 1962
Balance Sheets (as
of end of each
fiscal year)
Fixed Assets, all o ) ) o o

plants¥ 2,286 3,416 5,676 8,002 8,567 8,567 8,567 8,567
Less Depreciation __180 332 518 704 1,150 _1.679 _2,385 _3,001
Net Fixed Assets 2,1C6 3,084, 5,158 7,298 7,417 6,888 6,182 5,476
Net Current

Assets 235 335 335 435 735 835 835 835
"Additional
Assets" = 270 654 574 1.507 _2,801 _4.654 _6,494

Total Assets 2,341 3,689 6,147 8,307 9,659 10,524 11,671 12,805
Share Capital 400 900 1,400 1,900 1,900 1,900 1,900 1,900
Shareholders'

Advarces 564, €97 831 831 831 a31 831 831
Surplus 278 730 1,363 1,898 3,125 4,384 5,942 7,506
IBRD Loar - 300 1,700 2,900 3,100 2,781 2,445 2,090
Other lorg-term

loans 1,009 1,062 853 778 __703 628 553 478

Total Liabili- _ 7

ties 2,341 3,689 6,147 8,307 9,659 10,524 11,671 12,805
#¥ Tntaracct Aurine oonetrmintinn Aronitaliend
A UDL LU WU, Ly, WWLILD UL U VAV VA A VG aTUL e
#% Beginning in 1958, it has been assumed that cement will be sold st

the lower mainland price. Sicilian cement producers now receive a

differential of Lit, 800 per ton, but there is reason to expect that

this differential will be removed once Sicilian production becomes

nldamtind s A mmaad A ammawed

a.uc&.iuauc LV LI L Uil e



ASFALTI BITUMI CELENTI e DERIVATI

26 June 1956

INTERFATIONAL BANK FOR
RECONSTRUCTION AND DEVELORENT

1818 G Street, N.Y.

WASHINGTON 25, D.C.

Gentlemen :

~~
W
~

This will confirm certain understandings which have been reached
recent discussions between representatives of the International

Lol - laldis LA 84 Cpi A SR Wi ¥ Ol il VAV IS A

o
(=]
for Reconstruction and Development (hereinafter referred to as the

40
N o oo
R e
¥ %

ank}, the Cassa per Opere Straordinarie di Pubblico Interesse nell!
valia Meridionale (the Cassa), 1 tltuto Regionale per il Finanziamento
alle Industrie in Sicilia (IRFIS) and Asfalti Bitumi Cementi e Derivati

(the Company).

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

We have proposed that there should be financed out of the proceeds
of the loan our project to construct and operate at Ragusa a polyethyl-
ene plant with a capacity of 5,000 tons per year, a crude oil stripping
plant of 700 tons daily capacity and a special cement plant with an
annual capacity of 30,000 tons. We have informed you that the pro
forms balance sheet of the Company, on completion of the project, would
be as follows:

Fixed Assels £.8,567,000,000 Share Capital £.1,900,000,000
Less Depreciation  1,150,000,000 Surplus 3,125, 000 C00
Net Fixed Assets 7,417,000,000 Shareholders' Advances 831,000,000
Net Current Assets 735,000,000 IBRD Loan 3,100,000,000
Additional Assets  1,507,000,000 Other long term Loans 703,000,000

£.9,659,000,000 £.9,659,000,000

It is understood that the amounts shown as surplus and additional
. assets may be reduced by the amounts of dividends paid during the
interim period subject to the restrictions of this letter.
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The project cost for the new facilities to be erected should be
considered as Lit.6,561,000,00G, composed of Lit. 6,081,000,000, for
additional fixed assets and Lit.500,000,000 for additional net current

assets.

been
We have informed that if the proposed loan should be made, it would
be made to0 the Comnanvy 'hv TREFIS to which the r‘ccco l'ﬁuqu lerd a nor-

vvwlu 47 Adid i g WaiLid vl Yawowo B G A 2. Sl

tion of the Bank's loan for the purpose. You have said that before

w1 annlA arprove Pn-vns«.—k1f\ nanatAamatrian hy $haea Noaan A RETTE Af
J VYU LUULU di/phi VYT LaVVIGVLT LUMDLUMTLI QLLAVIL VY VIIC VaAwood Vi AdW W WL
the pronosed loan you would reguire certain undertakings from the
O mrno s Sl anmmra st b climves mamnt o crmantrtanme mmmdital amd alhamnahAaldanal
wipally Wion lCopeolu LU Sliale aplialy wux.lu.u.g vaplidd allld wolialclividucl o
advances.

The assurances and undertaklngs vhich 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 which :

A, Except as the Bank, the Cassa and IRFIS shall otherwise agree,
ihe share capital of the Company shall be at least Lit.1,900,000,0
paid in as reguired;

~

§0]

B, If the completion of the project or its successful operation is
kindered or delayed or is threatened with hindrance or delay be-
cause the funds available are inadequate to ensure its completion
and the provision of the necessary working capital, prompt arran-
genents shall be made in =zccordance with s financial plan appro-
ved by IRFIS to provide the necessary funds as and when they are
required;

C. Shareholders! advances already made and any new funds provided
under suvbparagraph B in the form of shareholders' advances -

I. Shall not be withdraun:

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

I1I. 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
raid in as share capital

D. The undersigned will not, without apvroval of the Cassa and IRFIS,
pey dividends or make any other payments to shareholders or adopt
any policy if such payments or policy will result in or envisage
at any time after completion of the project :

I. The excess of current assets over current
liabilities being less than Lit. 700,000,000; or
IT. h nt assets to current liabilities
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For the purpose of this letter "current assetg" 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
dus and payable and all 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
IRFIS agrees to make a loan to the Company for the above-mentioned
purpose in the gpproximate amount of I i t . 3,100,000,000.

s erstood » it
will be set forth in an agreement to be negot
Ty | 4

1

.

1
hatires
between the undersigned and IRFIS and that the sub:

assurances and undertakings given in this lette

b ¢ P, PO, P

Yours truly,



ANNEX 21

CEMENTERIE DI AUGUSTA

Financial Forecasts
(Million Lire)

Operation Existing
Plant, Construction
of Fxtension _ Operation Enlsrged Plant
1956/57 1957/58  1958/59 1959/60  1960/61

I. ZEarnings Estimates

Production (% of expanded

normal capacity) 46 L6 7., 100 100
Operating Costs 716 716 o17 1,332 1,331
Interest, TBRD Loan (24 )* (46)* 50 4L6 42
Interest, Other loans 38 40 33 30 27
Derraciation 190 190 330 330 330
Taxes 30 30 40 62 ___70

Totel Costs 974 976 1,370 1,800 1,800
Net Sgles 1,128 1,125 1,800 2,430 2430
Net Income 151 149 430 630 630

Net Income (as % of Share
Capital) 9.5 9.3 27 39 39

ITI. Source _and Apnliication

of Funds
Net Income before Interest 189 169 513 706 699
Depreciation Accruals 190 190 330 330 330
Share Capital 600 - - - -
IBED Loan 650 250 - - -
Total Sources 1,629 629 843 1,036 1,029
Fixed Assets 1,153 377 - - -
Net Current Assets 109 91 - - -
Service, IBRD loan 4% L6* 118 118 118
Service, Other Debt 1is 115 116 116 116
Repayment Current Liabilities 126 - - - -
"Additional Assets" 102 - 609 802 795
Total Applications 1,629 629 843 1,036 1,029
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Estimated
June 30

___1956 _ 1956/57 1957/58 1958/59 1959/60 1960/61

ITI. Balance Sheets
(at end of
fiscal years)

Fixed Assets* 25390 3,567 3,990 3,990 3,990 3,990
Depreciation 190 380 570 500 1,230 1,560
Net Fixed Assets 2,200 3,187 2,420 3,090 2,760 2,430
Net Current Assets 140 375 466 466 466 4,66
"idditional
Assete" _ 8 110 110 719 1,521 2,316
Total Assets — 2,248 3,672 3,99 4,275 Ly 47 5,212
Shera Capital 1,000 1,600 1,600 1,600 1,600 1,600
Surplus 360 511 660 1,090 1,720 2,350
IBRC Joan - 650 900 832 760 684,
Other long-term
debt __988 911 836 753 667 578
Total Liabili-
ties 2,348 3,672 3,99 44275 ey 747 5,212

¥ Inte

=
]

i

st during constrvction capitalized
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CLiENTERIE DT AUGUSTA

27 giugno 1956

TRIMTST £ T AT

SIAT T A ATTY T
ANIAOGALLUNAL BAND Pur

RECONSTRUCTION AND DEVELOEENT
1818 H Street, N.W,

WASHINGTON 25, D.C.

Gentlemnen:

(1) This will confirm certain understandings which have been reached during
during recent discussions btetween representatives of the International
Bank for Reconstruction and Development (hereinafter referred to as the
Bank), the Cassa per Upere Straordinarie di Pubblico Interescse nella
Itslia Meridionale (the Cassa), Istituto Regionale per il Finanziamento
alle Industrie in Sicilia (IRFIS) and Cementerie Augusta (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 indus*trial undertaking in the area of the Cassa's competence.

(3) e Lave proposed tliet there should be financed out of the proceeds of
loan our project to expand the Company's existing cement plant from a
capacity of 130.000 tons per year to 300,000 tons per year. We have
informed you that the pro forma balance sheet of the Company, on com-
pletion of the expansion projecct, would be as follows:

Fixed Assets 1it.3.990.000.000 Share Capital Iit. 1.600.000.000
Less Depreciation_ " _570.000.000 Surplus " 660.000.000
Net Fixed Assets " 3.420.000.000 IBRD loan n 900.000.000
Net Current Assets "  466.000.000 Other long term debt 836.000,000
"Additional Assetg! 110.000.000

Lit.3.996.000.000 Lit. 3.996.000.000

i1 L s WU s U A V@

It is understood that the amounts shown as surplus and additional

. ‘o 3 et Al £k
asgets may be reduced by the amount of dividends paid during the interim

period subject to the restrictions of this letter.

(4) The cost of the expansion project should be considered as Lit.

1.600.,0C0.000 for additional fixzed assets, and Lit., 200.000.000 for

additional current assets,



(5)

(6)

proposed loan you would require certain undertakings from the Company
with respect to share capital, working capital and shareholders' advances,
if any.

The assurances and undertakings which you have requested, to be effec-
tive while any part of the loan to the Company will be outstanding, are
that valid.arrangements will be made, under which:

A. Except as the Bank, the Cassa and IRFIS shell otherwise agree,
the share capital of the Company shall be at least Lit.1.600.000.000

paid in as regquired;

B. If the completion of the project or its succesful operation is
hindered or delayed of is threatened with bhindrance or delay
bacause the funds available are inadequate to ensure its completion
and the provision of the necessary working capital, prompt arrange-~
ments snall be made in accordance with a financial plan approved by
IRFIS to provide the necessary funds as and vhen they are required;

C. Sheareholders' advances provided under subparagraph B:
I. 5hall not be withdraun;

all respects be subordinated to all debts

in
e Company; and

II. Shal
of t pany

-

!

ny other remunerstion shall be payable

pat 8 5= O 2 AL

n only out net proflts and only to
4 ds would be nova}-ﬂn thereon

the ext vidends wo it
if such shareholders' advances had originally been
paid in share capital;

D. The undersigned will not, without approval of the Cassa and IRFIS,
pay dividends or make any other naymen to sharehilders or adopt
any policy if such payments or policy will result in or envisag
at any time after the end of the first 12 months of operation of
the enlarged plant:

I. The excess of current assets over current lisbilities

set
being less than Lit 400,000,.000; or

II. The ratio of current assets to current liabilities
being less than 2/: 1.
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shall be considered

For the purpose of this letter "current assets'

as cash and assets readily couvertible to cash and all otker assets
which would; within ore year in the ordinary course of the anﬁgnv'q
business be converted intc cash or assets readil

cash; and "current liabilities" shall be consid
and payable and all other liabilities which woul

be called for payment within one yesr.

convertible 1nto

as liabilities due

¥
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uld be payable or could
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UGUSTA S.p.A.

Un Amministretore con Delega di
Poteri
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Financial Forscasts
(Million lire)

Operation Cagliari Plant

construction Sassari Plant Operation Two Plants
1956 1957 1958 1959 1960

Earnings Estimates

Production (% of normal
capacity of the two

plants) 73 73 9% 97 100
Operating Costs 2,080 2,080 2,664 2,694, 2,755
Interest, IBRD Loan (30)* (60)* 82 76 70
Depreciation 210 210 351 351 351
Taxes 120 120 _123 123 123

Total Costs 2,410 2,410 3,220 3,244 3,299
Net Sales 2.650 2,650 3,515 3,564 3.652
Net Income 240 240 295 320 363

Net Income (% of Capital
plus Sharenolders' ) ) B
Advances) 16 12 15 16 18

Source and Application of Funds

Net Income before Interest 240 240 377 396 433
Depreciation Accruals 210 210 351 351 351
Shareholders' Advances 500 500 - - -
IBRD Loan 750 750 - - -
Total Sources 1,700 1,700 728 TLT 784,
(Sassari 1,200 1,159 - - -
Fixed Assets(
(Cagliari 100 100 100 100 100
Net Current Assets - 40 191 - -
Service, IBRD Loan 30% 60* 197 197 197
"idditional Assets® 370 341 240 450 487
Total Applications 1,700 1,700 728 TLT 784,




III.

Balance Sheets (as of end of esch

calendar vear)

Fixed Assets*
Less Depreciation

Net Fixed Assets
Net Current Assets
"hdditional Assetg”

Total Assets

R O I e Aderanac e
WLIGLL CilJANAC L O LA VQIIILOWD
Suroliig
TRRY T.anm
AdLVi) Lidenld
Madnl TLohIT34S am
dVvvalL LiavililulLeo

¥Interest during construction

1956 1957
3,655 4,97,
1,710 1,920
1,945 3,054

180 220
600 941
2,725 4,215
1,000 1,000
500 1,000
475 715
750 1,500

N e /7 e
Ly iad (Y A

capitalized

ANNEX 23
Page 2

1959 1960

5,174 5,274

2,62g 2,973
2,552 2,301

411 411
1.631 2,118
4559 4,830
2,000 2,000
1,330 1,693
Y 1 127
-L:‘.\—& _L:.J._:!
4,59, 4,830
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(3)

ANNEX 24

CEMENTZRIE DI SARDEGNA
Bercamo 25 gineno 1956
Ll S ~/ B (=) 4
International Bank for
Reconstruction and Development
1818 H Street, I\I.IJ.
Vachinoton 28 D.C
"GQJL.I.AJS Vil &J’ Edl AN
.l oamaoan e
LCAUCLL e
M2 m vri 1T AANnFIrm nantadm srmdamatomddmvn cdridab bhavwas Jamn wmamalhad
411LO Wldd VUL LU Lol badll WIUSL O Vvl lllES Wiiiel llav VEeCll Ll oauviicu
during recent discussions between represerta+1ves of the International
Denanls ) o DI ...-L...- T 1. T VUL S, PRI, PTG "N f PSR S Pl on i £V + o~ a 4+l
L8l .LU.l ASCONsSuIucovion d!lu ucve.l.upmeuu \I:B.L G.Lut"L (VLGN S o L LU ulle

e
(S
Bank), the Cassa per Opere Straordlrar¢e di Pubblico Int

P fas.

Ttalia #Meridionale (the vabsa/, Credito
Cementerie di Sardegna (the Company).

PP |
[CRAN S U}
eress

~ [T
I HQU.b bI .L&.Le oaz A0 (Ul

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

We have proposed that there should be financed out of the proceeds
of the lioan our project to consiruct and operate near Sassari a cement
plant with a normel capacity of 100,000 tons per year. Ye have informed
you that the pro forma balance sheet of the Company, on completion of
the project, would be as follows:

Net Fixed Assets Lit. 3,054,000,000 Capital Iit. 1,000,000,000
Net Current Assets 220,000,000 Surplus 715,000,000
Additional Assets 941,000,000 Shareholders'
Advances 1,000,000,000
IBRD Loan 1,500,000,000

Lit. 4,215,000,000

Lit. 4,215,000,000

It is understood that the amounts showm as surpius and additional
assets may be reduced by the amount of dividends paid during the interim
pericd subject to the restrictions of this letter. We have informed you
that during the first 12 months of operstion of the Sassari plant we may
convert the shareholders' advances into share capital through an increase
in the authorized capital of the Company.

The cost of the new facilities to be erected near Sassari should be
considered as Lit. 2,680,000,000 composed of Lit. 2,449,0C0,000 for
fixed assets and Lit. 231,000,000 for net current assets.
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ANVEX 24
- Page 2

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

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

The assurances and undertakings wvhich you have requested, to be

effective vhile any rart of the loan to the Company will be outstanding,
are that valid arrangements will be made, under which:

A,

Except as the Banl, the Cassa and CIS shall otherwise agree,

shareholders! advauces or additional share capital, of at least
Lit. 1,000,000,000 shall be paid in as required, but not later

than bhe completlon of the proaect~

If the completion of the project or its successful operation is
indered or delaved or is threatened vwith hindrance or delav because

dladiaTa MT LGy S i Ulil O vOLiTR Vi Vad  dd.ldi\Al QRealrT KoLy VYoot

the funds available are iradequste to ensure its completion and the

A nf +z-a Namaccarr wnaricine nandital nromnNt arrancesy Y\+Q
Sad A LA AW LJDV\/QH‘JLJ Wh/ L L&.LLJG W IL VGJ—, lJ.L VALAIJU u-b-l.ud.bb AT LA D

e made in accordance with a f1nanc1al plan approved by CIS
e th

avy FPrmAda o nAd whoan thay ara mnnnﬁwaﬂ
S QG

I7. Shall in all respects be &
of the Company; and

III. Interest or any other remuneration shall be payable
and pald 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;

The undersizned will not, without the approval of the Cassa and CIS,
pay dividends or make other payments to shareholders or adopt any
policy if such payments or policy will result in or envisage at

any time after the end of the first 12 months of orerations of the
Sassari plant:

I. The excess of current assets over current liabilities
being less than Lit. 400,000,000; or

IZI. The ratio of current assets to current liabilities
being less than 2:1.
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ANNEX 2/
Page 3

for the purpouse of this letter Mcurrent assets! shall be considered
as cash ard 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 that "current ligbiiities" shall be considered as liabilities
due and payable and all other lisbiliities 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 () above to be effective on the condition
that you make a loan to the Cassa and that from the proceeds thereof
CIS agrees to make a loan to the Company for the above-mentioned
purpose in the approximate amount of Lit. 1,500,000,000.

It is understoocd 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 CIS and that the substance of the assurances and
undertakings given in this letter will be incorporated therein.

Yours truly,

CE#ENTERIE di SARDEGNA
Societa per Azioni

I1 Consigliere Delegato - Direttore Generale
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ANNEX 26

ESTIMATED FRIVATE INVESIIENTS REQUIRED TO

PREPLADE NPV ARV TNA TN B'OR
Adulad Sl Uithd FAIWLNU anlil vl

JRRTIGATED FARMING

jav}
f\m

Nature of Investment

Land improvement 290 1/ 290 2/
Buildings 180 = §O =
Plantings of trees - 360
Farm requisites 150 160
Working capital _30 _75
Total 650 905
Sources_of Finances
Nmvrmmmrniasnt  movand 220 AP
uovernmeny grane oJom O
the first two items 180 lAQ
Private contribution 470 765
[ P | LEN ans
1ova.L LoV AP
Breakdown of Private Contributions
Contribution in labor 25% of the
“total of the first 3 items 120 180
Private money investment 350 585
Total 470 765

1/ T3+ 20D on 2 aof the +otal aran

i/ LU e JUU, Vid JIJ A F S il VW vadh QL Cae

2/ Buildings are less expensive in citrus groves
than for mixed farming.



1.

2.

HINGE_IN_FARM{ COSTS AS 4 PESULT OF THE FROJECT

(Lire per hectare)

Gross production for mixed farming

Costs of requisites:

Tertilizer
pesticides

feeds

Seeds

costs of machines
dues to Consgorzio

miscellaneous

Costs of buildings '

Total (2 + 3)

Net vnrcduct (1 - 4)

+f\
v

to

Tolanr £
J.Q JVEL e

caostal 2/

Amortization, maintenance, insurance.

On the bagsis of an increase of man-days
per hectare from 25 to 109.

6% on total private money investment of ILit.
includes interest on Government loan.

6% of gross production.

Before
48,000

2,700
10
110
650

5,030

300
8,800

350,000;

ANNEX 27

After

250,000

15,000
1,500
5,000
2,000

15,000

2/,,000

L5

-2,000
64,500

5,500
70,000

180,000



ANNEX 28

INCREASE_IN GROSS VALUE OF PRCDUCTION

gggntltles (m. tons) Price per Ton Value

After Increase (1000 lire) (Million Lire)
Pulses 6,750 6,000 =750 . 55 ~41
Wheat 14,850 26,450 11,600 75 870
Oats 1,500 - ~1,500 45 -68
Grapes 8,000 12,000 4,000 38 152
Almonds 1,000 1,500 500 80 4
Citrus 9,000 108,000 99,000 45 4,500
Qeeecon Romade = 10N ANN 1TMAA AN o K LN
ougux begeuvs - LUV g VUV LUy VUV Qe J A
Tobacco - 1,800 1,8C0 170 305
Tomatoes - 75,000 75,000 13 980
Vegetables - 90,000 90,000 20 1,800
9,352
VALUE OF ADDITTONAL EXPORTS
(on the assumption that one-third of the
increase in production will be exported)
_Ouantity Export Price Value
(1000 tons) ('COO Lire/ton) (illion Lire)

Tomatoes 25 50 1,250
Vegetables 30 35 1,040
Citrus 33 70 2,310

4,610



ANNEX 29

SARDINIA
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SOCIETA ROMANA DI ELETTRICITA AND SIAL

Consolldated Balance Sheet as of December 1955

(in millions of Lire)

Assets

Fixed Assets
Less: Depreciation

Net Bookvalue

Construction in Progress (including

sdvance pnvmnmf a \

AL LA G W

Investments in affiliated companies

Advences to affiliated commanias
SBVe ¥ Cakh vy Clule olie i ofiy i T W W Pc“-v‘

Current Assets:

a) Coalhh and DBanles
ay vaeid Giu Loddan

b) Accounts Receivable —- for sale of energy

._\ [ X N
€] wouoTss

d) Others

Miscellaneous

Gagital._geserves and Liabilities

Share Cepital (paid in)

Reserves

Capital Surplus (balance Revaluation of Assets)
: Equity

Long Term Debts

Current and Accrued Liabilitiea

Bank Creditsz

Reserve for Soclal Security, ete.

Miscellaneous

Profit and Loss Account (Balance)

85,671

36.637
ok

Annex 31
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Annex 32

COHDERSED INCOME STAIEMENTS FOR THE YEABS 1951-1955

Societs Idroelet di ird
(in millions of Lire)

, 1951 1952 1953 195k 195%
Sale of Energy 8,756 10,128 11,785 14,073 14,999

Contributions Equalization Funde -— 164 1 321 478
Other Income 161 352 . 4oy 811 76

Gross Revenueg 8,917 10,644 12,187 15,205 16,193
Cost of Operations

Operatlion and maintenance
(Including fuel, cost of purchased
power, general and administrative

expenses) 5.42"* 5.778 6|6h‘° 89253 8'388
Depreciation 1,650 2,551 2,952 3,093 3,325
Taxes 369 362 385 855 . 1.197

1,474 1,948 2,210 3,004 3,283
bo2 L6o 6ldy 783 1,035
,072 1,488  1.566 2,221 2,248

(=




Year

1950
1951
1952
1953
195h
1955

OPERATING STATISTICS OF SBE -STAL FROM 1950 THROUGH 195%

Peak loads - Generation (hydro & thermal) - Purchases - Own uses & losses

Peak load

W
170
18L
199
220
2l1
262

Generation Y

Hydro Thermal

Gwh GWh
590 56
817 7.5
61hL 56
661 52
63k 150
704 13k

Purchases
GWh

127

L6
275
323
350

362

}/ including energy from plants in common ownership

Total Supplied
to network
GWh

773
870
9L5
1,036
1,134
1,200

Annex /33

_ Losses Sales Load
GWh GWh Factor
154 19.8% 619 0.52 |
169 19.4% 701 0.5k
172 18.2% 773 0.54
186 18 % 850 0.5h
218 19.2% 916 0.5L
0L, 17 % 996 0.L9




Annex 34

SOCIETA ROMANA DI ELETTRICITA & SIAL

SALES 1953-1955 AND FORECASTS 1956-1963 (GWh)

Average Average
annual annual
Categories of consumers 1953 1954 1955 increase 1956 1957 1958 1959 1960 1961 1962 1963 196l 1965 increase
Public light 10.4 1.5 12 7.5% 1 15 16 17 18 19 20 21 22 23 7%
Private light 156.2 170.2 185 8.7% 192 205 218 23 251 272 297 31 331 35 7%
Domestic uses 1/ 102.9 118.6 134 147 L6 169 189 210 234 260 286 307 327 3h7 10%
Industrial uses below 30 kw 119.2 132.1 17 11.2% 150 165 175 190 205 222 2ho 250 290 324 8.5%
n " above 30 kw 363.8 384.8 ihil 6.8% 438 Lés L9l 521 shg 582 610 657 704 756 6.5%
Electro chemical 22.2 23.6 25 6% 27 30 32 3L 36 38 Lo L3 L6 L9 7%
Traction 68.8 69.8 72 1.8% 72 73 7L 75 76 77 78 79 80 81 1.5%
Retailers 6.6 5.8 7 3% 5.7 5.2 5.5 1 5.6 5.4 5.2 5.2 5.3 5 - 3.5%
TOTAL 850.1 916.4 996 8.24  1,0Lh4.7 1,127.2 1,200.5 1,283 1,374.6  1,k75.4  1,576.2 1,686.2 1,805.3 1,936 7%

" 1/ Cooking, heating, etc.



Annex 35

SOCIETA ROMANA DI ELE'I"['BICITK & SIAL

10-Year Investment Program 1956-1965
(in million Lire)

Hydro Projects

considered by IBHD 1955 1956 1957 1958 1959 1960 1961 1962 1963 196l 1965 Total
S. Biagio 120 35 1,100 1,250 200 - - - - - - 3,020
Pontecorvo Lo 370 1,400 1,800 1,600 300 - - - - - 5,510
Total IBRD Projects 160 720 2,500 3,050 1,800 300 8,530
Other Hydro Projects 25 290 2,500 4,700 5,055 8,300 8,300 4,700 1,500 - - 35,370
Thermal 800 2,000 2,200 900 700 600 590 590 313 - - 8,693
Transmission & Substations 60 2,h50 2,210 2,990 3,260 1,670 1,950 1,800 1,800 1,800 1,800 21,790
Distribution - 2,270 2,300  2,L,00 2,800 2,800 3,000 3,000 3,000 3,000 3,000 27,570
Total Other Projects 885 7,010 9,210 10,990 11,815 13,370 13,840 10,090 6,613  L,800  L,800 93,423

TOTAL INVESTMENT 1,0L5 7,730 11,710 14,040 13,615 13,670 13,840 10,090 6,613 L,800 4,800 101,953
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SAN BIAGIO PROJECTV(EXTENSION OF CASSINO)

STAL COMPANY

Construction Cost Estimate

Selva Dam

Rio Chiaro Diversion
.Rio Prada "
Pressure Tunnel
Monacesca Diversion
Cerasa

Surge Tank

Penstock

Plant

Connecting Line

Sub-Total

Annex 38

fi1lion Lire

1,191
170
50
535
27.5
25.5
36.5
65
239.5
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ANNEX 39
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Annex 40

n 4+ oumsadd a ~en
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Barrage and intake
Main Diversion canal
Quesa Diversion canal
Forebay
Penstock
Powerhouse
Sub-Total
Engineering, supervision and overhead
Contingencies
Interest during construction
TOTAL CONSTRUCTION COSTS

Million Lire

1,100

1,365
185
380
86
1,111
L, 227
532
211
_5ko
5,510

($8.81 million equivalent)



SOGIETA ROMANA DI ELETTRICITA AND SIAL

Annex k1

Pro Forms Consolldated Balance Sheet as of December 31, 1960
(in millions of Lire)

Assets
Pixed Assets

Less: Reserve for Deprecistion

Yet Bookvalue

Construction Work

in Pr
FESR Ve SNw Yemw - - 5.
Investments in affiliated companies
Advances to affiliated companies
Current Assets

Miscellaneous

Capital, Reserves and Liabilities

Share Capital
Surplus and Reserves
Capital Surplus (balance Revaluation of Assets)
Equity
Long Term Debts:
Proposed IBRD loan (balance)
Other
Floating Debts
Total Debt
Current and Acerued Liabilities
Reserve for Social Security, etc.
Miscellaneous

Profit and Loss Account (Balance)

80,479
7,526

4,229

- mary

L3440

4, 500

- e s

102,838

4,924
23,912 28,836



cost of pnrchased peve “administrative

expenges)
Taxes
Depreciation 1/

Total Cost of Qgeratioia

Net income from Operation
Less: Interest
Het Profit

RECEIPTS

Net Profit

Depreclation allowances

Receipts from Operat

Duavanad Cala af Oawmdsd 1 Cbanl
&POPUSGA UELSG Ui vEDAV [~A]

Proposed Borrowing:
) IBRED loan withdraswals

- W=vLRlIiSTAT

b) I.M.I. (existing losn)
¢) Other long term borrowing
Increase in floating dedt
Other Recelpts
Total Receipts

Construction:
a) Proposed IBRD Projects
b) Other Oonstruction

b) Other dedbt
Dividend Paymenta
Other Expenditures
Total Bxpenditures

(n millione or LI.!'O)

1arl 1029 100 1020 104n
18.086 20.603 25.612 20.354 113.639
9,818 11,690 13,982 15,388 17,713
- 1,227 1,427 1,630 2,160 2,300
3,200 3,238 _3.693 _4.606 _4,780
14,145 16,355 19,305 22,15k 24,793
3,910 i,248 6,307 7,200 8,848
1,023 1.249 1,550 2,200 2,436
- 63— 2 ama !4 Y74 2 man 6 b--
2,887 2,999 ""756 5,000 6.410
- 101\ - 2aa ~ 6na .l‘, 606 -“' T-7.3
5,987 6,237 8.“’9 9-606 11,190
3,704 3,000 3,000
528 1,500 1,830 1,080
916 430 431
4,000 4,000 3,000 3,000
234 2,564 18 3,106 21
650 180 1.05% 1.150
11,369 15,381 18,074 17,845 1§,767
720 2,500 3,050 1,800 300
2,010 2,210 10.990 1l.013 13,370
1+730 11,710 14,040 13,015 3,670
200
hé7 754 992 1,18 1,525
2,560 2,560 2,880 2,880 3,200
612 357 162 167 172
11,369 15,381 18,074 17,845 18,767

1/ The Iigures for depreciation shown in this table have been calculated on & strai ght-line
basis assuming an average rate of 33f per year on total investment in plant in service.
This average rate is considered more than adequate.

expected to charge higher rates for de
as allowed by the taxation laws,

In actual practice the company is
preciation by taking advantage of those higher rates



Annex 43

SOCIETA GENERAtE ELETTRICA DELLA SICILIA (S.G.E.S.)

Balance Sheet as of December 31, 1955 1/
in millions of Lire)

Assets

Fixed Assets
Less: Reserve for Depreciation
Net Bookvalue '

Construction Work in Progress
(including advance payments and’

construction stores)

Investments in Subsidiaries and
affiliated companies

Advances to Subsidiaries and
affiliated companies

Current Assets:
Cash and Banksa
Accounts Recelvable -~ for sale
Inventories

Other Receivables and Prepaid items

Miscellaneous

ital, Regerves, and Liabilities

Share Capital

man mamae T I e

Gensral Reserve
Capital Surplus from Revaluation of Ass

-
Sgu

ets
ity
Long Term Debts
Current Liabilities

Bank Debts '

Reserve for Social Security, ete.
Miscellaneous (various provisions, etc.)
Profit and Lose Account (balance)

W0
nN
00

[ ad

-3
-~3

z

1/ provisional figures



Annex U4b

ENERALE ELETTRICA DELLA SICILIA (S.G.E.S.)
(in millions of Lire)
PAST EARNINGS RECORD
1:\«1 1:\12 1nze lnzh 1nzz l/l
Revenues from Sale of Electricity 6,441.4 7,665.1 8,441.6 10,082.4 10,999.2
Contributions from Equalizetion Fund 3.553.4 2.830.~ 2.588.9 1.376.7 L. -
Gross Revenues Sale of Electricity 9,994.8 10,555.1 11,030.5 11,459.1 11,573.2
Other Income 303.6 290.6 L69.9 3945 925.3
Total Income 10.298.k ;0,51';5.2 11,500.4 11.853.? 12,408,
Cost of Cperations:
Operating expenses (including
cost of fusl, malntenancs,
general and administrative
expenses, cost of purchased
power) 8,114.3 8,074.9 8,483.4 8,287.4 8,618.7
Taxes 393.9 418.1 23,2 536 see 668.9
Total Cost of Operations 9,408.2 9,713.- 10,336.6 10,363.4 10,957.6
Net from Operations 886.2 1,132.7 1,163.8 1,450.2 1,540.9
Less: interest (net) 306.2 562.8 592.4 _ 583.9 _ 610.4
Net Profit 580 .— 569.9 571.4  906.3 _ 930.5




Year
1950
1951
1952
1953
195k

195%

Peak Load
MW

81
93
93
118
137
160

e gy

Annex
GENERATION RECORDS OF SGES - TIFEO FROM 1950 THROUGH 1959
Total
Generation Supplied
Hydro Thermal Purchased to Network _ Losses Sales
_g& __(?dh i __GWh GWh GWh % GWT}_
109 279 2 390 78 20,0 312
124 306 6 L36 93 21.L 343
119 376 10 505 10l 20.6 Lo1
10l 333 133 570 123 21,6 Lh7
120 223 326 669 13h 20,0 635
112 215 113 740 1Lk 15.4 596

L5

Load
Factor of

: !\Ietw«ork _

0,55
0.53
0.L49
0,55
0,56

0.53



’ ) :
SOCIETA GENERALE ELE[‘TRIC!( DELLA SICILIA AND TIFEO

Past Sales 1953 - 1955 and Forecasts 1956 — 1965 (in Gwh)

Annex 46

Categories Average Average
of Annual Annual

Consumers 1953 1954 1955 Increase 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 Increase
Public '

light 21 23 25 9 % 27 29 31 32 3% 3r L0 k3 U7 SO0 7.5
Private

1ight 9% 109 120 16 % 130 1,1 150 159 169 181 197 21 231 250 7.8
Domestic '

uses 1/ 15 17 20 16 % 26 31 38 L5 55 67 82 101 122 150 2.5
Indusfrial

uses 211 258 290 17 % 322 359 394 L3 L7h 528 LBL 648 720 800 10.8
Agriculture 19 25 26 17 % 29 32 3. 3 Lo L3 47 51 55 60 8.5
Traction 32 4 L8 22 % 19 20 20 20 22 22 22 23 24 25 3
Re-sales 55 62 67 10 % 72 78 83 88 93 100 108 116 126 135 7.2
TOTAL Lh7.3. 535 15 % 625 690 750 812 887 978 1080 1196 1325 1470 10 %

596

1/ Cooking, heating, etcs



Project Considered

Augusta Thermal
Plarnt

Augqsta—Catania

ne

Other Projects

Hyrdro

Thermal
Transmisaion Lines
Substations
Distribution

Total -~ Other
Projects

Total Investment

bt

SGHES/T IFFD

st et e

JINZ, YELAE INVIESTMUNT PROGRAM 1956 - 196)

(In mlllion Lire)

1956 1957 1958 1959 1960 1961 1962 1963 196k
3,732 3,512 2,686 - - - - - -
325 61,5 - - - - - - -
4,057 L,157 2,086 @ - - - - - -
1,800 1,800 - - - - - - -
- - - 1,000 4,000 L,000 2,000 - -
125 - 80s 1,000 - - 800 900 900
700 700 1,800 1,800 1,000 1,000 1,200 1,200 1,200
3,000 3,000 4,000 5,000 3,000 3,000 L4,000 5,000 5,000
5,625 5,500 6,305 8,500 8,000 8,000 8,000 7,100 7,100
9,682 9,657 8,991 8,500 8,000 8,000 8,000 7,100 7,100

g‘_otal

9,930

970

B

10, 900

3,600
11,000
5,175
10,000

35,000

L, 775

S —————— =
—_——

75,030

© Annex L7



ITALY: SGES AND ALL OF SICILY
AVAILABLE CAPACITY AND PEAK LOAD, 1953-1963

o (MEGA WATTS)
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400 1400
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300 300
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SGES AND TIFEO
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100 {100
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' Boe0ese%
SGES HYDRO §§3§§§§
'
550585
0 . ‘0‘0‘00 0
1953 1954 1957 1958 1959 1960 1961 1962 1963
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ANNEX 49

TIFEO COMPANY
AUGUSTA THERMAL PLANT
TRANSMISSION FACILITIES
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Annex

Augusta Thermal Plant

I'n o A ART\
\€ & [V I'IW)

Land Purchase 120
Building and Civil Works 1,200
1,650
Turbines and Governors 950
Generators 577
Condensers 600
Ventilators and Vents 100
Heat Cycle Accessories 650
Electric Accessories 1,400
Auxiliary units 670
Fuel reservoirs 200
Miscellaneous 14,00
Sub-Total 8,517
Engineering, Supervision and Overhead (3%) 256
Contingencies (L.6%) 392
Interest during construction 765
TOTAL 9,930

Transmission Facilities
140
Conductors 160
Insulators and hardware 65
1k0
Synchronous condensers and accessories , 270
Sub-~Total 175
Engineering and overhead (7,7%) 60
OCantdncanadtas R La) Lt
VVUVLILESHVLAGY \Veyur ) v
Interest during construction 70
———_ |

TOTAL 970



JRiMA_CONSOLIDATED BALANCE SHEET FOR S.G.E.S. AND TIFEQ

as_of December 31, 1958
(in millions of Lire)

Assets
Fixed Assets 89,923
Less: Reserve for Depreciation 25,781
Net Book Value 64,142 _ ,
Investments in Subsidiaries and affiliated companies 2,427 =
Advances to Subsidiaries and affiliated companies 1,109
Net Current Assets 3,075
Other Receivables and Prepaid Items 2,510
Miscellaneous 1,546
74,809
Capital, Reserves and Liabilities
Share Capital 24,000 2/
General Recerve and Surplus 3,129
Capital Surplus from Revaluvation of Assets 8il
Equity 41,940
Debts:
Proposed IBRD Loan 6,563
Other long term 13,956
Floating debts (to Banks, etc.) 4,995
Total debts 25,514
Reserve for Social Security, etc. 2,676
Miscellaneous 4,679
74,809

;4 Includes investments in subsidiary dompanies other than TIFEO,
2/ Includes shares in TIFEC held by others thah SGES of somewhat less than
Iit. 1.5 billion.



Groes _Revenues 14,631 16,420
Operating Costs (including maintenance, fuel,
cost of purchased power, and
administrative expenses) 9,554 10,583
Taxes 940 1,020
Provision for depreciation and renewals 1,750 1,916
Total Cogt of Operations 12,244 13,519
Net Income from Qperations 2,387 2,901
Lesg: Interest 773 970
Net Profit l;61b 1!221
RECEIPTS
Net Profit ‘ 1,614 1,931
Depreciation allowances 1,750 1,916
Proposed Sale of Capital Stock 2,500 1/ 2,500
Proposed Borrowing:
a) IBRD Loan Withdrawals 3/ 2,34 2,484
b) Other
Increase in floating debt 1,121 2,265
T MLl am Daeaaad b L E- Y AN <,
uuuw RUQUJPUH PYay &~ J\)
Total Receipts 9,539 11,253
EXPEND ITURES
Construction:
a) Proposed IBRD Projects 3,292 4,140
b) Other 4,300 4,700
Expenditures for Remewals 4/ 350 383
Amortization of Debt:
a) Proposed IBRD loan
b} Other debt 397 423
Dividends 1,200 1,600
Repsyment of floating dedt
Total Expenditures 9,530 11,246

10,766 11,578
1.%8 1!912
2,765 _3.310

15,019 16,800
5,265 5,578
1,464 1,564

1 4,014
3,801 4,014
2,765 3,310

1,521 2,876
30 479
11,017 10,670
? 1 500 6 ] 800
555 660
232 246
610 Gl
2,120 2,320
11,017 10,670

Notes:~

Fale of Capitel Stock by S.G.E.S.

- !

1/

g4 Sale of Capital Stock by TIFEO (to others than to S.G.E.S.)
2

</

Basis of withdrawvals is and Py Yo -
Gl 4D UVP UL BAPU‘LU-J-U\“ Uﬁ vu PlUyU!’U

RO AD

ad dmmd o
w p-l UJUDI!B'

withdrawal figure for 1956 includes 60% reimbursement of expenditures
(Lire 765 million) made in 1955 (Angugt and September).

4/ Represents investment of 20% of depreciation allovances. which

company considers necessary for renewals.



Assets

Fixed Assets
Less: Reserve for Depreciation
Ret Bookvalue

Construction in Progress (including advance
payments and construction stores)

Investments in subsidiaries and
affiliated companies

Due from subsidiaries and affiliated
companies

Current Assets
a) Cash and Banks
b) Accounts Receivable — Sale of Energy
¢) Stores

Misallaneous

Capital, Reserves and Lisbilities

Share Capital (Subscribed)
Less: Not paid in 2/

Paid in

woas [Andinaney Tetna anddinawre)
ves (uUXainsry, LIVra~oralinary 7

J
ol Surplus due to Revaluation of Assets
m X &
an

Tt (Ana ¢4 Manlra ada )
Uv \Qu€ v oDalEps,y ©uvCey

Current and Accrued Liasbilities
e for

Reserve for Soclal Security
Other provisions, etc.
Paisnce Profit and Loss (undivided Profits)

1/ Non-consolidated figures; figures are based

on trial balsnce at end of 1655
2/ Subject to call

3
4]
H
\n

357
2,412
1,381

(W8



Annex 5k

-
M n £ o \
SOCIETA MERIDIONALE DI ELETTRICITA (SME)
Condensed Income Statements

(in millions of Lire)

1950/1951 1951/1952 1952/1953 1953/195k 1954/1955

Revenues
Sales of Energy 9,197 10,385 12,328 14,582 16,886
Other Income 1,398 1,492 2,199 2,243 3,012

Subsidies and Receipts
from Rate Equalization
Fund 290 1,122 1.7%0

10.595 11,877 14,817 17,947 21,688

Overation (including
maintenance, cost of
purchased power,

- fuel, general expenses) 6.452 6,486 7,751 7,589 8,761
Depreciation 1,100 1,500 2,300 3,500 4,000
Taxes 570 791 847 Qg2 1 200
ko i L= a4 Lalod. o \J

Total Operating Costs 8,122 8,777 10,914 12,042 1l,061

Net Income from Overations 2,473 3,100 3,903 5,905 7,627
Less: Interest 514 717 1,492 2,505 3,463
Nat Profit 1 0o 2.183 2 513 -l . 1644



Annex 55

’ ’
SOCIETA MERIDIONALE DI ELETTRICITA GROUP
OPERATING STATISTICS

Loads, Generation, Purchases, Sales, Losses, Load Factor

. Total Load
Peak Generation supplied to Losses and factor
load Hydro Thermal Total Purchases Network ovm uses Sales of
Year MW GWh @h GWh GVWh _ Gwh GWh % GWh network
1950 Lo7 1,421 136 1,557 388 1,955 L3 22.6 1,512 0455
1951 LLO 1,794 b 1,798 345 2,143 Lh2 20.6 1,701 0456
1952 L67 1,665 139 1,80k 500 2,304 L62 20.1 1,842 0,56
1953 shs5 1,985 30 2,015 512 2,527 L76 18.8 2,051 0453
1954 625 2,191 152 2,343 458 2,801 L7 1649 2,330 0.51

1955 625 2,279 200 2,479 528 3,007 SL6 18.2 2,461 0.55



Categories of Conpumers
Public Light

Privata Light
Domestic 2/
Industry
Less than 30 k¥
Above 30 kW

;E!lectr‘o- chemical and
. Electro—-metallurgical

Traction

Other Companies 3/

Total Sales

SME GROUP 1/

Power Sales 1946 - 1955 and Forecasts 1956 — 1964
(Million kWn)

Annex 56

Average Average
Annual Annual
Increase . Increase
1946 1942 2943 1949 1950 1951 1952 1953 1954 1955 1946-1955 1956 1957 1958 1959 1960 1961 1962 1963 2964  1995-1956
16 29 35 36 42 s 51,2 56 61 67 17.5% 70 75 81 86 90 56 103 109 117 6.5 %
147 169 181 - 169 182 193 199 217 243 264 . 7.0% 282 303 325 350 376  4O4 433 466 500 7.5 %
73 83 9l 81 84 95 131 161 196 217 13.0% 245 270 299 332 369 409 LSk 503 559 11.0%
99 114 124 119 136 11 172 194 227 254 11.0% 282 319 359 403 455 512 5?77 650 730 12.8 ¢
233 278 367 31 ko 502 533 652 743 808 15.0 ¢ 957 1094 1249 1427 1627 1858 2119 2816 2754 4.7 %
98 301 313 228 377 451 L9 L84 w9l  uBs 20.0% 493 501 509 517 524 531 538 she 554 1.5 %
133 169 170 200 211 195 210 196 206 214 6.0% 222 232 24 250 260 271 281 293 304 4.0 %
8 112 8y 61 72 80 99 92 163 180 9,04 182 157 182 203 290 329 365  LO7  L49 7.0%
886 1256 1369 122 1512 1701 1843 2051 2330 2461 12,0 % 2733 2952 3285 3568 3991 W41D  AB70 5390 5967 10.5 %

L/ SME - Pugliese, Campania, Caladrie, Lucana, SEBI.

2/ Cooking, heating, etc.

3/ 30% of sales to UNES,



S.M.8B. GROUP Annex 57

I.+73TV"NT PROGRAM 1955 - 1960
(4il3Ion LL%‘
& M L o omm 1955 1956 1957 1958 1959 Total
ome rrojecis Financed by 39 million portion of o ) ) o
Loan 117
A. Mucone II (Laszi) 72 W 2625 205 - - - 2,830
B. Matese extensions i M - 665 615 - - 1,280
Ce Mucome~Fratta {ransmission lins
287 km of 220 kV 961 992 - - - 1,953
TOTAL SME 3586 1862 615 6,063
Puglisss Projscts Financed by $12 million of
n 117
A, Bari Thermal Plant 120 M4 13L3 3177 6980 - - 11,500
B, Coscile II L ww - 515 585 -~ - 1,100
TOTAL PUGLIESZ 1343 3692 7565 12,600
TOTAL OF PROJECTS FINANCED BY LOAN 117 L929 5554 8180 18,663
Be New Loan under consideration
SME Project - Bussento Plant 52 MWW - 750 1500 1500 3000 6,750
TOTAL CONSIDERED IN NEW LOAN 750 1500 1500 3000 6,750
TOTAL IBRD PROJECTS L929 6304 9680 1500 3000 25,113
C. Othsr Projects, Without IBAD Financing
SME - Power Plants # 1375 250 5600 10000 20925 38,150
Transmission and substations 1159 3558 2500 3950 2000 13,167
Distribution 1,00 2500 3500 5000 5000 17,400
Totel 393 6308 11600 18950 27925 68,717
Pugliese -~ Transmission and substations 1000 1600 850 2100 2000 7,550
Distribution 550 1300 2000 3600 L0O00 11,450
Calabrie - Transmission and substations 420 - - - - L20
Distribution 837 1960 1580 1260 1050 6,687
Total 1257 1960 1580 1260 1050 7,107
Other Subsidiaries
Salva Lete ro plant = 50 MW
(Campania) - 200 3000 3800 - 7,000
Transmission, substations and
distribution 493 26056 205 31,0 3950 12,593
Total 193 2805 ShO5 6940 3950 19,593
Total Other construction 7234 13973 21435 32850 38925  114,lav
Total Construction Program of SME Group 12163 20277 31115 34350 L1925 139,830

# Scontrone Hydro (6 MA) Basso Liri (20 MW),

small irrigation plants, Thermo "A" and "B" (300 MWV each).



ITALY: SME GROUP

AVAILABLE POWER AND DEMAND, 1950 -1964

o(BILLIONS OF KWH)

8
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0

AVERAGE WATER CONDITIONS
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THERMAL_ PRODUCTION
POWER DEMAND N %
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Annex 60

Bussento Project

Construction Cost Estimates

Million Lire

Expropriations 50
Dam 794
Intake of pressure tunnel 70
Pressure tunnel 1113
Surge tank 100
Cosaletto intake 80
Cosaletto canal and gallery 233
Penstock. ‘ 737
Powerhouse 2Lo
Equipment 1090
Substation 230
Connecting line 230

Sub-Total 5267
Contingencies (7.5%) 398
Engineering and Overhead (7%) | oo
Interest during construction (11,2%) 685

TOTAL CONSTRUCTION COSTS 6750

($10,8 million equivalent)



SOCIETA MERTODINALE DI ELETTRICITA (SME)

Estimpted Income Statements and Forecast of Receipts and Expenditures

(1n millions of Lire)

Gros ues

Operating Costs (including
maintenance, fuel, cost
of purchased power and
general expenses)
Depreciation
Taxes
Total Oomt of Overations

Net Income from Onerations

Less: Interest
Nat Profit

RECEIPTS

Net Profit

Receipts from Operations
Proposed Borrowing:
a) IBRD Loan No. 117 withdrawals
b) Proposed IBHD Loan
¢) Other long and medium term
d) Floating debt
Sale of Share Capital
Total Receipts

EXPEND ITURES
Construction: _
a) IBRD Projects -- lst Loen
b) IBRD Project — Proposed 2nd Loan
¢) Other Oonstruction
Potal New Construction
Other investments (plant renewals and
investments in subsidiary companies)
Amortization of dedbt
a) IBRD loan No. _117
b) Proposed IBRD loan
¢) Other loans
Dividends

Total Expenditures

1/ minus figure indicates repeyment

1956 1957 1958 1959 1960
27,933 32,288 36,202 40,817 80
12,935 15,311 16,604 18,509 22,683

5,100 5,700 6,550 7.000 9,000
1,500 _1,8%0 _2,2%0 _2,50 _2,800
19.535 22,861 25,394 28,009 34,483

8,398 9,427 10,808 12,808 14,897

3,548 3,016 3,02% 4,658 4 457

L, 850 6,111 7,25k 8,150  10,L0

k4,850 6,411 7,754 8,150 10,440

5,100 5,700 6,550 7,000 9,000

9,950 12,111 14,304 15,150 19,440

1,862 177

k50 900 900 1,800
5,500 ‘ 5,500 22,800 9,100
(=) 3,554 1/ 2,104 17?7 694 312

4,686 12,247 10,000 000 - 22,000
18,894 27,539 30,881 45,444 50,852

1,862 615

750 1,500 1,500 3,000

6.308 11,600 18,950 22,925 36,600

8,920 13,715 20,450 30,925 36,600

3,615 6,590 1,791 4,616 2,602

204 214 226
146

1,978 2,048 1,851 2,189 2,683

4,381 5,186 6,585 7,500 8,595
18,89k 27,539 30,881  L5.M44 50,852



SOCIETA MERIODIONALE DI;ELETTRICI@A (SME)
Pro Forma Balence Sheet at December 1
in millions of Lire)

Pl

Investments in Subeidisries and
Affiliated Companies
Advances to Subsidiaries and

Affiliated Companies
Current Assets

Miscellaneous

Capital, Reserves and Liabilities

Share Capltal
Reserves and Earned Surplus
Capital Surplus from
Revaluation of Assets
Equity

Dedbts:
IBRD loan No. 117
Proposed 2nd IBRD Loan
Other long and medium term debt
Long and Medium Term Debt
Floating debdt
Current and Accrued Liabilities
Reserve for Social Security,
Other provisions, atc.

Annex 62

103,000
8,237

20,490
131,727

4,981
4,050
55,276
64,307
15,697
3.817

4,698

220,246



