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. Finance Minister

 President Saraar Farooq Ahmed Khan Leghari has termed
the sale of Burmah Castrol shares in Pakistan Petroleum Limited
(PPL) to Hashoo group and BONE/PPL shares in Qadirpur gas field
to an Australian firm as “non fransparent and imprudent” We also .
maintained thal the aforementioned deal would be contrary to
Pakistan’s long term strategic and economic interests. He has di-
rected the government 10 review the entire matter.
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Finance Minister

The Economic Coordination Committee (ACC) of the Cabinet
on December 18 last year approved in principle the sale of Burmah
castrol’s 63.91 percent shares in PPL to Hashoo group through an
Auriralian firm BHP. It also approved Burmah Oil Netherlands
Exploration’s (BONE) 8.5% shares plus PPL’s 7% shares have been
exposed o the usual scrutiny perlaining to such matters;
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h) In the proposal before the ECC,BHP appears 10 be acting as
an agent of the Hashoo group. It will not be retaining any interest in
- PPL itself. The question arises whether and why it is appropriate for
BHP to act in this manner. as an agent for the ‘interest of another
party i.e. Hashoo group and what considerations induced BHP 1o
allow itself to be used in this role of a facilitating vehicle?.

c) Is the Hashoo group really appropriate or qualified for the
transaction? The Seller i.e. Burmah Castrol, does not appear to have
discussed the transaction with Hashoo group. Does Hashoo group
possess the required experience, Irack record and management depth
to justify this level of responsibility?. A fier all, the deal, if goes
~ through, will place half of the country's total gas resources in the
_hands of one in experjenced private group which has only recently
entered the viligas business. It could have important monopalistic
implications leading to potentially and significantly higher prices for
the consumers and resultantly low receipts of the gas Development
Surcharge revenue for the Government. ' _ B
d)  The sale of Burmah Casirol interests in Qadirpur gas filed
i.e. BONE to BHP is unrelated to and outside the PPL fransaction. -
- How ever, how is it in Pakistan s inferest to agree to PPL’s 7% share
holding in Qadirpur gas field to be sold to BHP.? The Burmah Castrol
sale of BONE to BHP may have been prompted out of a distress situ-
. ation. As the ECC summary brings oul, Burmah Castrol in so longer
interested fo continue 0 operate in Pakistan, Since they have with
drawn from all international exploration and production operations.
But PPL is under no such distress. PPL ownership of Qadirpur gas
field acts as an important cushion for the government and contrib-
utes significantly to the Gas Development surcharge (GDS) accruing
fo the government. The Gas Development Surcharge amounted to Rs.8
- billion in 1994-95. of this, almost Rs.7 billion came from PPL through
its Sui, Kandhkot and Qadirpur Gas field operations. Qadirpur con-
tributed revenues between Rs.300-400 million in 1994-93. removal
of Qadirpur from PPlLrshares will immediately impact on the GDS
and place an upward pressure on gas prices 10 the consumers. This
will have highly adverse political and revenue impligations Jor the
provinces, '



10

e) The valuation of Qadirpur gas fields based on recoverable
reservoirs of almost 3.4 trillion cubic feet should he over U $ Dollar .
5 billion. Even its present value is almost US$ 1.5 billion. PPLs 7%
shares. would have a market valuation of not less than US$ 100 mil-
lion. Any attempt to sell its assets at a lower price or on the same
formula on which Burmah Castrol may have negotiated the sale of
BONE/ to BHP would therefore be totally unwarranted,

1), According to para 3 of the ECC summary, the sale of PPL
shares to BHP through the proposed arrangement will be contrary to
the Cabinet decision, which disallows the sale of any discovered field”.

On what basis then is the Ecc competent to pursue either option 1 or
2 which are essentially contrary to the cabinet decision as conceded
in ECC summary itself. Doubts will naturally arise then whether this
BHP s compensation for acting as a ‘front’ for facilitating the sale of
PPL to Hashoo group. The current Petroleum policy already. pro-
vides adequate incentives to foreign oil companies (o invest in
Pakistan's Oil and Gas Exploratlon. Any action to further enhance

the attractiveness for BHP through an unrelated Qadirpur/PPL trans- |

- .action, as proposed, without competition and without equal opportu-
nity to other oil companies operating in Pakistan would undermine
the fransparency as we!l as the fair application of the Perroieum
Policy:

g) The importance of any assurances from BHP/Hashoo group
in the matter of gas pricing is equally flowed. It is well known that
the government of Pakistan and the international Finance Corpora-
tion (IFC) (the world Bunk affiliate) signed a memorandum of nnder-
standing on the natural gas pricing issue about a year ago. The IFC
has proceeded to approve a major loan to provide the bulk of financ-
ing for PPL’s US$ 80 million compression project currently under
implementation. Any assurance which cuts across this MOU could
expose the Pakistan government possibly to acting in bad faith, In
any event, reliance on any such new assurances on natural gas pric-
ing issue are not credible or consistent w:th arrangements with H O
already in place,
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h) There is a potential windfall profit of US$ 150-200 million
per year if the producer pricing mechanism of PPL were to change
gquickly. If the present proposals were to go through, the government
will soon, thereafter, find itself under continued pressure to do away
with the existing pricing, not with standing any assurances (o the
contrary given by the parties to oblain government approval for sale
al this time, '

] At a future date, say in 8 to 10 years time, the Sui Gas fields
could be called upon to serve as an important potential veservoir of
*gas storage for the country in the event of one or more of the gay
import schemes gelting implemented. It wou Id be in Pakistan’s inter-
est 10 retain the maximum options so that strategy and policy with
regard to this field remain free from interference from any private
group acting in its own narrow economic interest.

The President also invited attention to his note under the sub-
ject “revitalization and restructuring of OIL and Gas Development
Corporation (OGDC)" sent to the Prime Minister on October, 10,
1994, specially para (vi) where in he had stated that oil and gas field
already discovered and in production should as a matter of principle
never be farmed in whether through joint venture pariners or other-
wise. These recommendations were subsequently approved by the
cabinet.

The PPL is presently owned essentially by three ifstitutions
Burmah Castrol has 63.91% of the shares, Government of Pakistan
29.41% IFC-06.09% and private share holders have only 0.59%.

The summary for the ECC of the Cabinet as submitted by sec-
retary Petroleum and Natural Resources, proposed and recommended
two options:
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First, BHP may be allowed to purchase 8.5% shares of BONE
in Qadirpur gas field subject to their participation in cne or Iwo new
exploration blocks as may be proposed by PPL and approved by he
GOP. In addition, Hashoo group may be allowed to purchase 63.91%
shares of BC in PPL through BHP subject to the undertakings and
commitments as listed. Sale of PPL's 7% interest in Qadirpur gas
field was not allowed. This was, however, not acceptable to BHP as |
indicated by them. They said the deal would fc!l though unless they
were allowed 1o acquire 15.5% interest (BONE 8.5 and PPL7%) in
the Qadirpur gas field. This would obviously have adverse implica-
tions on investment by BHP in Pakistan in exploration and produc-
tion as well as on the Iran-Pakistan gas pipeline project;

Second option: in addition to the purchase of BONE by BHP, and
BC'’s share in PPL by Hashoo group, BHP fo be also allowed in prin-
“ciple to purchase PPL’s 7% share in Qadirpure gas field if consid-
ered expedient by Ecc subject to determination of the price for PPL’s
share and other modalities by an inter ministerial committee headed
by the Minister for Petroleum with the Secretary Finance, Secreiary
Petroleum, Secretary, Planing and Development and additional sec-
retary (E&F) Prime Minister’s Secretariat as members. This Com-
mittee, may examine the issues with the assistance of an outside con-
sultant if necessary and submit its findings to ECC by January 15th
1996.
The ECC in its meeting of December 18th decided, “The ECC

of the Cabinet considered the summary dated December 13th, 1995
on the sale of Burmah Castrol shares in PPL to Hashoo group and
BONE/PPL shares in Qadirpur gas field to BHP submitted by the
Ministry of Petroleum and Natural Resources and approved in prin-
ciple option I thereof. The Membership of the Committee should be
expanded to include the Secretary, Ministry of Wqter & Power. The
Committee should examine the issues involved and submit the pack-
age for the final approval of ECC”. '
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Contrary to what officials and government Leaders proposed
and agreed fo, President Leghari said in his letter that “in this situ-
ation the ECC/Cabinet could consider several options which would
meet the reqmrement of equity and transparency and serve the inter-
est of the country”.

He suggested: “aj the government could buy Bt:rmah Castrol’s 63.9
percent shares, hold them for a period and then divest them in a trans- *
parent, measured way,; |

“c) Alternatively the remaining two major share holders i.e. the gov-
ernment of Pakistan and IFC working together could buy Burmah
Castrol’s 63.9 percent shares. In the event of this last option, the
government could request on IFC role as an honest broker and natu-
" third partner to mandate it to approach Burmah Castrol on its
joint Behalf for such purchase. Such a solution would be simple, fair
and transpire. It would not suffer from any conflict of interest, per-
ceived or otherwise. Above all, this arrangement would protect and
safeguard the country’s major source of energy i.e. Sui Gas field, to
continue to be operated in an optional manner in the interest of the
country. | :

The President believed, “If such an arrangement were to be
worked out, the governmeni of Pakistan would have 82.6 percent
shares and IFC 17.05 percent. Under such an arrangement, the gov-
ernment and IFC could reach an agreement which within 2 years or
so would bring about a major and fundamental restructuring of PPL
with he aim of preserving PPL as an ongoing, independent and pro-
fessionally managed undertaking. This would also allow existing share
holders of PPL (which includes the Government) to obtain a fair
market value for this asset. Other elements of restructuring could
include both government and IFC diverting the additional shares
accruing fo them from the purchase of Burmah Castrol shares. Such
a divertiture could provide for the sale of some of the shares of the
employees, induction of reputable tcchnical partner and a major
floatation in Pakistan or in the foreign Laprml market with suitable
fafeguarda s0 ensure widest dissemination.”
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PRESIDENTSORDER NO.8OF1961 -

iii)  Vesting of Mines in the central government, not with standing
with any LSW customs usage agreement, Degree or order of any cost
10 the contrary all minerals and rights appending there to shall stand
- acquired by and transferred to and shall in the ceniral government,

free from all in combarancc
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THIS IS THE KEY WORLD OF THE SHOORA SHALL SUGGEST
THE IDEAL WAY IN WHICH A GOOD MAN SHOULD CONDUCT
HIS AFFAIR SO THAT THE ONE HAND HE MAY NOT BECOME
TO EGOSTICLE AND ON THE OTHER HAND HIZ MAY NOT Bl
HIGHLY ABANDON THE RESPONSIBILITIES WITH DEAL ON HIM
AS PERSONALITY. .

Te 8t SEEF U rL i S sV L e
oo il sl g iog g S B SN L UL B
-4t J’JjJJLJ'q-ﬁsﬁdéi;

PROFISSOR K.C. WARE POINTS OUT THAT CENTRAL GOVT. &
PROVINCIAL GOVT. OF A COUNTRY SHOULD BE INDEPEN-
DENT OTHER EACH WITH SPHERE INDEPENDENT SHOULD
NOT TO BE SUBORDINATE NOT ONE TO OTHER BUT COORDI-
NATE WITH EACH OTHER. HOW THESE PRINCIPLES ARE CON-
TINUES TO NOTMERELY AS MATTER OF STRICT LAW BUT ALSO
IN PRACTICE IF IT FOLLOWS THAT CENTRAL & PROVINCIAL
GOVT. MUST HAVE UNDER ITS INDEPENDENT CONTROL Fi-
NANCIAL RESOQURCES TO PERFORM ITS EXCLUSIVE FUNC-
TION.

JJ'JW:"JJ'QE&:&LJEJIGE-)"Wc:-J.F;'J'"u,-?t%.
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