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Okay. =0 free trade took a battering in Seattle-for heaven's sake, even the teddy bear statue antside
F.A O, Schwarz got rashed. Still, the world is unlikely to stop buying and selling just heenuse a hunch
af serulTs Luddiles blocked trafiic and recited really had protest chants ("Hey, hey, ho. ho. WTO has got
t p0.") The protesters were wrong about most things, but they were right. albeit for the wrong reasans,
an twe points: Poor countries can be hurt by the way trade is conducted. And the U.S. can be part of the
Frn]alu‘n‘. The enlittion, I'hﬂllEh, iz nat less trade. but more. (For more on this, see Rob Morton's column,
"Not 8o Fast," which debuts in this issue.}

Take agriculture, World farm tariffs run ten times as high as thase on other goods and services, By these
standards, America looks pretty good. Its farm protection programs cover a much smaller portion o
agricultural production (16%) than Europe's (42%) or Japan's (69%). Still. sume sharp contradictions
remain.

There is. for example. the lamb issue. 1o February, Amencan producers pleaded for relief from lamb
imports. No one alleged that Austrahan and New Zealand importers were being unfair, just that they
were successful, Therefore, they should be punished. President Clinton agreed. capping imports for the
nest three years and sharply increasing tariffs.

Or take sugar--please. Through 4 system of loan guarantees, price supports. and import controls, in mast

A-years Arnerican consumers pay double the world price for their sweet tooth. {Europe does much the
same. but worse.) These arcane rules keep out cheaper sugar from places like the Caribbean, Africa, and
India "Tsn'l it ironic." asks Samir Somaiya, an Indian who came Lo Seattle 1o argue for agriculiural
likeralization. “that Europe is the most uncompetitive producer of sugar, and also one of the biggest
exporters? Well, yes, And the 118, is little better,

Other avriculural follies abound, Peanut imports are allowed only when domestic production falls short.
Froducers in plases like West Alrica are therelore shut out. Grain, colton, dairy, and tobacco farmers all
have Jobbies that keep them insulated from normal market pressures. Farmers in poor countries
"shoulds't have to campete against state-owned enterprises, restrictive regulations, or the size of ather
countrics' gavernment prans.” President Clinton told the WTO delegates. How true.

The sume pap between theory and practice is gapingly obvious in textiles. America's textile policy I8 S0
complicated that the EU has charged that just filling nut the customs form constitutes a trade barrier. But
the hottom line is simple: Textiles are not frecly traded goods. Imparl controls are being reduced. thunks
o the WO But how 15 it rishl for history's richest country. basking in an economie expansion. (o
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Preface

This riote is based an presentations 4 discussion at a seminar on The Kyoto Protocol and the
WTO, jointly organized by the Royal Institute of International Affairs (RIIA) and the
International Institute for Sustainable Development ([ISD) during the third WTO
Ministerial Conference in Seattle.

The meeting aimed to explore the potential conflicts between climate change mitigation
uride the Kyoto Protocol and the system of trade rules under the WTO, and how best to
avoid them. This Tiote suriatizes the main strands of the presentations and discussion at
the meeting. The topics discussed here are explored in depth in RIIA's recently released
book on trade and climate change.'

T1SD and RITA would like to extend their sincere thanks to Lucas Assuncao, Duncan Brack,
Jarmes Cameron and Gary Sampson for their presentations, (o David Runnalls for chairing
the meetng, aml w all of the seminar participants for their enriching discussion

Introduction

The Kyoto Protocol to the UN Framework Convention on Climate Change (FCCC) may be
the most important economic agreement penned in the 20t century, While its aims are
environmental—to reduce human-induced emissions of greenhouse gases—achieving those
aims will mean changing the fundamental bases of production and consumption, transpart,
irvestmant and energy provision in signatory countries.

There are a number of ways in which the Protocol, ur the actions that parties may take in
fulfilling their ohjectives, might come inta conflict with commitments under another body of

| Duuncan Brack with Michael Grubi and Creg, Winidram, terniationettrsde and climare charge policies London:
RIIA Engigy and Environment Programmie/Farthscan Publications. 1989



international law—the World Trade Organization, These potential corflicts were the subject
of most of the meeting,

Yet the aim of the meeting—and the agread pricrity of the participants—was not simply to
highlight such problems, but o anticipate problems to help prevent ther. The Protocol
Itself is nat yet in force. and parts of t—such as the nor-compliance procedures and
flexibility mechanisms—are not even spelled out. Only a handful of countries have ratfied
the Protacol, and some major playvers will have serious difficulties in doing su. Time is
available 10 defuse the potential conflicts, none of which seem intractable given the
necessary political will,

The participants discussed potential confliets In three areas of the Kyato Protocol: the
flexibility mechanisms, policies und measures: tracle measures for compliance; and
enforcement. Each is summarized beluw, followed by a brief discussion on where 1o EO
from here.

Flexibility mechanisms

The Kyoto Protocol established thues luxibility mechanisms to assist parties in meeting their
targets; emissions trading (Article 17), joint implementation between Annex | countries
{Article 6), and the clean develapment mechanism (CDM] {Article 12). None of these has yet
been precisely described by the negotiations, but most of the basic ideas are clear.

Emissions trading allows Annex I parties (those parties which have committed to cutting
greenhouse gas cmissions) to rade emissions reductions amang thermselves, buying ar selling
credits toward their commitments. Joint inplementaton entails eollaboration between
Annex [ partics on prajects that will reduce carbon emissions from the basaline scenario,
Such projects will earn emissions-reduction credits. The CDM will provide incentives for
firms investing in emissions-reducing projects in developing countries, with credits (certified
emissions reductions, or CERs) being divided between the host country and the investing
firm,

some feel the mechanisms will be the test of the Protocol's success—{F they ¢an be made to
work, real progress will be made in cutting emissians, For a number of countries they were
also a prerequisite for signing the agreement.

One set of issues arises from the difficulty in defining emissions-reduction units in the trade-
rules syster, Are emissions traders exchanging ‘goods’ by the WTO definition? If they are,
then the exclusive right o Lracle them among Annex [ parties may violate the WT('s most-
favoured mation (MEN) principle? by discriminating against non-Annex [ tradling parners.

* The most-favoured nation principle prohibiis members from discriminaring between like goods from
different WTO members.



Bur emissions-reductions units in fact resemble goods less than they do securities—
transferable financial instruments. If they are viewed as such, then their trade is not governed
by the rules of the General Agreement on Tariffs and Trade (CATT). But. as with securities,
private instinstions would spring up to handle trade in these new instruments. And the rules
govening these trading institutions would need to confarm with the Ceneral Agreement on
Trade in Services (GATS), which covers measures affecting irade in services, inchiding
financial services. The GATS version of MFN would mean that providers of financial
services (fraders, brokers and securities exchanges) from all countries—even those not party
to the Protocol—would have to be allowed ta handle trades of emissions reduction units. As
long as those units are traded only between Annex [ countries; there is nathing ahvicnisly
wrong with this scenario.

The Protacol envisions emissions trading among countries, but the final result will probahly
see countries allocating their rights among their domestic industries, and letting them do
rmuch of the international trade themselves. This raises another set of issues; how will
countries make the initial allocation of emission rights? Such rights are in effect valuable
transferable instruments.? If we regard their distribution as a finaneial contribution from
government to industry. then that contribution may be considered a subsidy under the
WTO's Agreement on Subsidies and Countervailing Measures (SCM).

Such subsidies are not automatically prahibited or actionable. To be so they first must be
‘specific—granted to a specific enterprise, industry or sector, and not generally available.
Most canceivable allocations would likely go to a small group of industries. with a few
getting the lion's share, and so would probably be found specific. To runafoul of the SCML
however, they must also be shown to either be export promoting, or to harm some foreign
competitor. The former is unlikely. The latter might be possible, and parties to the Protoec
should bear that possibility in mind when designing national systems of allocation.

Paolicies and measures

While some argue that the flexibility mechanisms will be the heart of a successful Protocol.
others maintain that the real reductions will in fact come at the domestic level, driven by
povemments, as policies and measures to reduce greenhouse gas [GHG) emissions. At least
four types of these policies have the patential to bring countries into conflict with their
WTO obligations: carbon taxes and border-tax adjustments, standards, subsidies and
government procurement, Each is briefly discussed below.

Carbon taxes and border-tax adjustment
One policy that governiments might use for reducing the emissions of GHGs is a tax on the
carbon emitted in the production of poods. This would raise the prices of ensrgy-intensive

* The value of these rights underlies the problems with the initial allocation of rights intemationally as well.
Allocaring rights on a per-capita basis, for example, would amount (o a massive transfer of wealth 1o
populous Annex [ countries (or potential future Annex | countries such as China and India) that are low
emiiters. While this is the most equitable solution, the less popuious high-emirters (such as the U8 ) would
maeh rather see & disibution based on exisiing pattiems of emissions,



goods and goods whose praduction causes high GHG emissions, penalizing them in the
marketplace, and would stimulate the substitution of less-carbon intensive forms of energy
for production. The final result would be less carbon emitted.

But this hypothetical chain of evenis ignores international trade. If foreign goods do not face
the same taxes, then a unilateral carbon tax only has the effect of giving away market share
of domestic bustness to their foreign competitors, both at home and abroad, And, in the
end, global carbon emissions may be unaffected—only the narmes of the emitting countries

would change.

Ore possible solution is o team up carbon taxes with what is known as border-tax
adjustrnent (BTA). Such a scheme would see imported goods pay a tax at the border equal to
what they would have paid had they been produced domestically, And it would refund the
tax paid by domestically produced goods if they were exported. There is no consensus on
whether such a tax would be found legal under GATT if challenged. BTA is only allowed for
taxes levied direcily on the product, so indirect tixes such as peyroll taxes and social security
charges are nol eligible, A carbon tax, though, may be a different animal.!

Standards

Environrnerital standards are another set of tools that governments might use 1o fulfill their
Kyoto Prowcol obligations, The most likely type s efficlency standards mandating: for
example, that appliances use only so much energy. The result would be less energy used
domestically, and fewer energv-related GHG emissions.

Countries are free to adopt whatever standards they choose under WU nules, their level of
environmental protection being a matter of social choice, There may be problems, though, it
such standards are designed in such a way as to penalize foreign firms in favour of domestic
ones. This may be accidental—domestic firms may happen to be best suited to take
advantage of particular standards, perhaps by dint of being industry leaders in the type of
technology specified. It is also possible for such standards to be construcied with the aim of
favouring domestic industries. Such regulations might run afoul of the WTO's Technical
Barriers to Trade Agreement.

Strbsidies

Governments may decide to use subsidies as another tool to help reduce national emissions.
The most probable are subsidies to promote the use of renewable energy, or to promote fuel
swilching to less CHC -intensive sources. Sich subsichas would cartainly be specific in the
sense discussed above—aimed at a specific sactor or industry—and thus would fall under
SCM rules. The key question to bear in mind when designing such programes is, do the
subsidies impair the market share of a competing foreign producer? [fso, they might conflict
with WTO law.

t The GATT ‘Superfund’ case found that certain U.S. taxes on produes, based on the chermicals used i their
praduction. were eligible for BTA. See L/6175 BISD, adopted 17 June. 1987, 343/136. 160-163,



Covernment procuremerit

Covernments purchase a large amount of goods and services: 10 to 25 per cent of CDP in
the OECD r:mmtr[a‘Many will be tempted to use their purchasing power to help achieve
their Kyotn Protocol obligations. They may specify, for example, that they will give some
purchasing preference to goods produced using renewable energy sources.

Discrimination of this sort—based on how a produet is produced — has traditionally had a
rough ride in the WTO: But government pr tspecifications are not governed by the
same rules as are general trade measures (fechnical regulatinns), and the relevant law—the
Agreement on Covernment Procurement—does not seem to prohibit such measures. The
Agreement does require that any such specifications not he ennstructed insuch a way asto
ereate nnnaressary harrors o fmade—a phase thathag yot 0 he defined. And the Agreement
has only been signed by a handful of countries to date, though most of them are major
traders,

Compliance and enforcement (trade measures)

The Kyoto Protocol will eventually need to have procedures for dealing with those parties
that fail to meet their obligations. Article 18 calls for the first meeting of the parties to adopt
a non-compliance procedure (NCP), And the sixth conference of the parties to the FCCC
(Novernber 2000 in the Hague) is expected to agree on some form of procedure, possibly
fixing a penalty level per tonne of carbon emitted. But for the moment, the rules remain
urmwritten. The Protocel will also likely specify some use of trade measures to prevent non-
parties from undermining its ohjectives. excluding them from certain forms of trade with the
parties,

Trade measures in the Kyoto Protocol might take at least three distinet forms:

1. Bans on trade with non-parties. The Montreal Protocal’s NCP bans parties from
trading in restricted goods with neon-parties. For the Kyoto Protocol, the list of goods in
guestion is so large (anything produced with the use of GHGs) that this route seems
improbable. It is likely that such a ban would be found to contravene the WTQ's MFN
principle (GATT Article 1) if challenged, though no such challenge of an MEA has been
brought to date.

2. Trade restrictions. Article 2 of the Protocel sets out a number of types of policies and
measures that parties are encouraged (o adopt to meet their abligations, including some of

those discussed in the previous section. It is passible that parties will claim that they are
acting under the mandate of the Protocal in enacting some of these trade-restrictive policies
and measures, though none are specifically mandated.

This seenario is troubling because it is likely, and hecause it might precipitate a damaging
clash between trade and enviranment ohjectives, were the rules and insfitutions no more
avolved than those we have taday. It is almaost certain that some parties will evenmally



implement policies and measures in a protectionist manner. The only question is whether
ancther country, whether party 1o the Protocol or not, might complain to the WTO.5 Were
this to happen, the defendant would probably claim it was acting within its mandated
obligations under the Kyoto Protocal (though they would not be specifically mandated). and
the stage would be set for a titanic clash of trade and environment rules, with fallout that
waould be damaging for both communities regardless of the ourcome.

3. Prohibitions on emissions trading with non-complying parties, and with non-
parties. The prohibition against non-parties is ubviously necessary for the integrity of the
emissions-trading system, and its implications for the trading system are discussed above,
Unless the emissions-reduction units are defined as gocds, there is not likely o be a
problem, The prohibition against non-complying parties is a likely punitive element of the
Protocol's NCP. While it might violate the WTCG's MFN, it is unlikely a party would
complain to the WTO about its application, having signed on to the procedure.

Given the interest in investment negotiations in the WTO, it is interesting (o note that te
draft version af the OECD's now-defunct Multilateral Agreement on Investment would
have prevented countries from barring investment from non-parties or non-complying
parties, I the purchase of a country's emissions-reduction units were considered akin o
portfolio investment, this could have been a problem,

The way forward

The potential problems surveyed at this meeting illustrate pedfectly the need for measures
and institutionss to bridge the trade and environmental divide. The most obvious need in this
case 1s ta resolve the question, how do the MEAs relate to the WU Although the W1U's
Commitiee on Trade and Environment has spent a great deal of time on this issue, there
seems to be no will among most WTO members to address the problem before it becomes
concrete, This is the pragmatic trade negotiators’ raditional method of operation: since there
has not yet been any conflict with MEAs, there is not yet a need for action. The FCCC and
the Biosafety Protocol of the Convention on Biological Diversity may change this belief.

One approach o addressing the various irstitutional issues might be a working group in any
future WTO negotiations charged with recommending changes to the institution itself, not
unlike the Uruguay Round group with a mandate to examine the functioning of the GATT
system. This group would seek to maximize the WTO's contributions 1o sustainable
development.

Far thelr part, the environmental negodators and domestic regulators can help avold conflict
by understanding the potential problems and constructing treaties and regulations
accordingly. A number of the disciplines imposed by the WTO are potentally helpful from

4 Though the WTO itself has expressed its preference that MEA -related disputes between parties be
addressed within the MEA, such a scenario is unlikely. The complainant would probably warit to take the case
10 the venue that offered It the best chance of winning and enforcing its complaini—the WTD.



an environmental perspective, such as the prascription an discriminatory subsidies, for
example. The issues of the rade-environment interface are not the responsibility of the
WTO alone, but must also be actively addressed by the governmental environmental
COMMITiurity.,

The ventral message from this meeting was that there are serious porential problems in the
interface between the WTO rules and the mplementation of the Kvoto Pratocol. but
avoiding them is possible. Usually—but not always—the solutions are not complex, and
time, for now, is on our side,




The Godavari Sugar Milis L1 |

THE EXTRACT OF THE MINUTES OF THE MEETING OF THE BOARD OF
DIRECTORS OF THE GODAVARI SUGAR MILLS LIMITED H}:LD ON
THURSDAY, 17" FEBRUARY 2000,

To note the benefits of the Greenhouse Gas Emission Prevention from the

Cogeneration Project

Shri Samir S. Somaiya reported that his visit and attending the Seattle Conference of World Trade
Organization (WTQ) from 29" November 1999 to 3" December 1999, was very useful and fruitful

from the point of our going in tor Co-generation Project. He also stated that he had learnt in the said
Conference that there could be the benefit of the Greenhouse Gas Emission Prevention in casc of
generation of power through renewable fuels like Bagasse and the Company would be able to get
additional monetary advantage to our proposed Cogen Project. Though he may not be able to
quantify the said benefit now, but he is confident that some thing would concretize in the near
future. Accordingly, we may consider the future benefits on account of Greenhouse Gas Emission
Prevention which was also loosely discussed as clean development mechanism and which was,
according to discussions in the said Seatle Meet, likely to be traded in the near future.

In the above context, the Board passed the foliowing Resolution:

“RESOLVED THAT the future benefits likely to accrue on account of monetary bhenefits of
establishment of Greenhouse Gas Emission Prevention project viz., bagasse based Co-generation
project through the Clean Development Programmec which was discussed in the Seattle Meeting of
World Trade Organization (WTQ) be and is herby considered in the implementation of our Bagasse
based Co-generation Project”
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Ref.NcT% /IDBI/MBO/CFD/LOT October 26, 1999

LETTER OF INTENT

The Managing Director

The Gedavari Sugar Mills Lok Y
Fazalbhoy Building,

45/47, Manatma Gandhi Roac.

Fort,

Mumbai - 400 001.

Dear Sir,
ARN . THESSM 0102 d
Applieation for Financial Assistance

Please refer to your application and subsequent correspondence and
discussiens your represeniatives had with us regarding your request for
financial essistance of Rupee Term Loan (RTL) of Rs.4000 lakh for <etting up
a 24 MW co-generation power project at Sameerwadi, Dist.Bagalket,
Karnataka. The propesal® has been considered and Industrial Develapm.an‘r
Bank of India (IDBI) is agreeable. in principle, ta grant to the company a RTL
not exceeding Rs.4000 lakh (Rupees Feour thousand lakh only) under Pro jeer
Finance Scheme (PFS).

2. The eforesaid assistance is subject to the conditions contained in the
standerd Rupee Loan Agreement and the General Conditions No 6C-1-24 a
copy of which is enclosed. as Appendix TT, herein which is deemed +o be a
part of this Letter of Intent (LOIL), in addition to the special terms and
conditions set out in Appendix I hereto,

3, The compuny shall enter into ¢ Rupee Loan Agreement with TRDAT.

ereT: 202 3636 e "EEIETT o e YR 4. 18570 « Gew 4 2WITIT4I263a09

st st §5 — (@)

INDUSTRIAL DEVELOPMENT BANK OF INDIA

Telephone ; 202 1636 « Telegram : "INDREFIN® « Post Box Na. 19970 « Fax No, 2671374/283439)
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4.  Specimen form of Rupee Loan Agreement (which is subject to
modifications before execution/issue as may be esnsidered hecessary)
containing the normal terms and conditions for grant of such financial
assistance are enclosed (Appendix III). DOrafts of the Loan Agreement
covering the oforesaid RTL of Rs.4000 lakh weuld be forwarded to the

cempany by LDEL after the company has accepted the terms and conditions
of this LOT.

5. Incase the above terms and conditions are acceptable to you,

i) Youmay furnish to us within 30 days, two certified capies of the
resolution duly passed by the Board of Directors of your
company as per the proforma in Appendix IV. This resclution
must provice that the company is agreeable to enter into the
Agreement in the form mentioned absve within the time
stipulated by IDBT and that till such Agreements are executed.
there is no obligatien er commitment on the part of IDBI tc
advence any money; and ;

. L ]

i) You may, within the same time as in (i) above, furnish to us a
statement of anticipated drowals of loan indicating probable
dates and emounts of drawals.

6. Please note that this communication should net be construed as giving
rise to any binding cbligation on the part of IDBI unless the company
communicates to IDRI within 20 days from the dete of receipt of this LOT
that the terms and conditions set aut herein are acceptable to it.and unless
tne Loan Agreements and cther decuments relating to the abave facility

are executed by the company in such form as may be required by LDBL within
4 months from the date of this LOT or such further time as may be allowed
by IDBI in its absclute diseretion,

7, Meanwhile, kindly ccknowledge receipt of this letter

Yours farthfully,
(WBusine =
(C.V.Ramani)
Dy &an Menager

£ncl : Appendices.
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APPENDIX - I
The Godaveri Sugar Mills Ltd.

Special Terms and Conditions
I] NORMAL CONDITIONS

L 7 I U

>

= L Interest

- The comparny shall pay to IDBI, interest on the principal amount of the

= loan outstanding from time to time, quarterly, en January 1, April 1, July 1

- and October | at the rate equal to 2.5% pa. dbove the Minimum Term

3 Lending Rate (MTLR) of IDBL prevailing on the date of respective

- disbursement of the loan plus interest tax applicable from time to time (as on

: date, the minimum lending rate of IDBI is 13.5% per annum). The leans

9.’ cisburstd at different rates of interest shall carry weighted average rate of

3 interest fram the dete of last disbursement of the loan or from the last date
af drawal.af +he laan, whichever is earlier. .

2

=

- 2 Additional Interest

- Additional interest at the rate of 1.05% pa. shall be payable sn the

- aforesaid assistance together with interest as above from the dote of first
disbursement out of the aforesaid assistance, till creation of final security.

w

i g Vp-Front Fee

- The compeny shall pay te IDBI, on or before execution of loan

A agreement, up-front fee at the rate prevailing on the date of execution of

= Loan Agreement. As cn date, the opplicable rate is 1.05% of the sanctioned

2 amount.

2 Liguidated Damages

A charge of 2.10% p.a. by way of liquidated damages will be levied for
defaults In peyment of principal, interest and other moneys payable undar
the Loan Agreements. Arrears of liguidated damages shall carry interest at
the applicable rate for the laan,

B, Period of Repayment of the Loan
The Rupee *erm loan shall be repaid in 24 (twenty four) egual quarterly

~ . Insfafments cammencing from April 1, 2003 and ending on January |, 2009,
it R g i £
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6. Seaurity

The term loans shall be secured by way of :-

)  First mortgage and charge on all the movable and immevable assets of
the compeny, both present and future, ranking pari passu with the crarges
created/to be created, subject to prior charge on the current assefs in
favour of bonkers for working capital borrowings.

by  Escrowing of the campany's receivables (sugar) through a Designated
Aceount with a commercial bank acceptable to IDBI. Receivatles frem one or
mare major customers (as may be decided by IDBT) shall ke deposited in the
Designated Account to the extent of meeting atleast one quarter's inlerest
payment and principel repayment for the existing and the propesed loans.

Pl Leqgal Fees
The company shall pay to IDBI legal fees in connection with

investigation of title deeds and/or carrying out of searches fo be undertaken

= by IDBI departmentally in respect of company's properTies. The amount of
3 such legal fees will be intimated by the Legal Department of IDBI separately.
N II] SPECIAL TERMS AND CONDITIONS
e
- 1) Pre Commitment Condition
y Before the sanction becames effective, the company shall enter into a
- Power Purchase Agreement (PPA] with KEB in a farm and @ manner
.. satisfactory.to IDBI. .
- 2) Pre Disbursement Conditions
w: Before availing any assistance from IDBI, the company shall, 16 the
i satisfaction of IGBI |
> a] Get all the opprovels/consents required from the Govt/other
- authorities for setting up the project;
~ b]  get the first charge on land/fixed assets {c*fered to CBI and BOI for
. czcuring their werking capital borrewings] vaccted end of fer the same
- to IDBL:
. c] agree and ensure that the promoters bring in the 100% of The equity
: share capital of Rs.500 lakh up frent,
" Aam-8I~, egree and ensure that irterncl secruals of Rs.1300 lakh cre deployed in
e * . “the project:

30 o S
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obtain and furnish an undertaking from the promoters ogreeing to
bring in interest free and subordinated unsecured loan of Rs.1100 iakh
for financing the pro ject;

get the grant of Rs.425 lakh under USAID revclidated, i considered
necessary; :

tie-up the lease nssistance of Rs.3550 lakh from NBFC/Bani:

obtain and furnish from the promoters an underfaking for meeting
overrun, if any, in the cost of the project without recourse to and in a
manner satisfactery to IDET;

obtain and furnish from the promoters an underfcking for meeting
shortfall, if any, in the means of financing and/or cash deficil, if wy, in
the funds requirement during the implementation pericd of the preject,
witheut recourse +o and in a manner staisfactery to IDBL;

obtain and furnish from the promaters an undertaking fer nen dispesal
of shareholding in @ form and manner prescribed by IDBL.

obtain and furnish from Or 5.X. Somaiyae and/er Shri Scmeer Semaiya
an undertaking for non receipt of commission in a form and manner
prescribed by IDBI: .

enter Into an EPC contract with BSES clearly establishing the nature
and scape of work, performance guarantees/warranties and penalties,
in a manner satisfactory 1o IDBL;

enter into an O&M contract with BSES clecrly establishing the nature
and scepe of waork, guarantees, warranties and penalties:

agree to take appropriate measures for toning up the existing
organisational set un:

constitute an Audit Sut Commitiee of its nen promoter directers;
agree to take appropriate measures for prevention and control of
pallution:

obtain and furnish NOC from the State PCE:

obtain and furnish site clearance from envirenmental angle from the
appropriate authority;

obtain end furnish environment clearance from MUEF, GOK/GUL,
Constitute a Project Monitaring Committee of its directors, for the
purpose of supervising and monitering the progress in the imple-
mentation of the project The committee shall be responsible for the
overall management of the project durirg construction period, including
civil tendering, placement of erders for supply of plant end machinery
and other assets and monitoring of the implementatien of the project.
IDBI nominee shall be a member of the committee;

appoint key persons with requisite gualificaticn and experience for
smooth implementation cof the preject; and
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+ to review the cost of the preject
With this end in view, the company
<hall furnish te IDBI all information/data required for the purpose.

agree that IDEI <hall have the righ
and means of finaneing mid stream.

COther Conditions

The company shall, fo the <atisfaction of IDBIL:

furnish an undertaking that they shall not invest in its group companies
without obtaining prior appreval in writing from IDBL:

strengthen the organisationul seT Up [for the praposed project] by
appointment of technical and financial persons with suitable
qualification and experience:

satisfy IDBI that it has appeintec technical, financial and marketing
executives of proper qualification and experience in all functional areas
end +he arganisational set up is adequate To ensure smooth operatien
of the project:
ensure that the physical progress as well as the expenditure incurred
on the project are as per original schedule. To this end, the company
agrees and undertakes to furnich to IDBI such information as may ke
required by it:

agrec that IDBL shall have the right To review the cost of the project
before the final disbursement of the loan. Pencing completion of the
review, the company shall ebtain prior approvel of IDBI for utilising
the amount of the loon eguivalent to the contingency provision in the

cost of the praject;

agree 1o conslifute other ceo
by IDBI for close monitoring of dif ferent aspects of its operations;
egree and underfake that during the currency of the loan, it shall not
without obtaining prier consent of IBRBT in writing, declore dividend in
excess of the rate stipulated in tne loan agreement/heads of
snd on its share capital, if it fails tc
antz anc/or ather

mmittees of the Board cs may be required

agreement or declare any divid
mee+ its obligations ta pay interest cnd/or instalm
manies +a IDBL so long as it 5 in such default:
sbtain sanction of adequate working capital facilities from fre banks to
the satisfaction of LOBL

net undertoke any new project or make any
ascets on lease, witheut fre pricr oppr
currency of the loar;

not escrow ts future cash fiows or create on
interest of whatscever nature thereon without the prior approval of

IDBI;

invéstment or take or give
oval of IDBI, during the

y cherge or lien o
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m)

agree that any favourable terms and conditions of the sanction of +the
lease and/or ofher assistance stipulated by other participating
institutions/banks shall be cpplicable to the propesed sanction as well
to the extent they are relevant

agree that the terms and conditions of earlier assistance shall apply
mutatis mutandis to this scnction as well ; and

agree and undertake to take/confirm thet it has taken all necessary
steps for evercoming thie year 2000 problems thet is the risk thet
computer opplications used by the Borrower may be unable to
recognise, perform properly date-sensitive functions involving certain
dates prier fo or any date after Necember 31, 1999), The Berrower
has ensured/shall cnsure that the hardware, embedded systems,
reloted equipments end software viz. Operating Systems, Database
Management Systems (Relational or otherwise), and Application

Softwares, used by the Berrower, whethar nequired or developed in

house, are Y2K Complaint ie. capable of overcoming Year 2000

problems.  The Borrower has developed /will develop feasible

confingency plans cdequate to ensure uninferrupfed Qusiness

operations in the event of failure of systems due te year 2000

problems.

B i B e B e
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INDUSTRIAL DEVELOPMENT BANK OF INDIA
MUMBAI ERANCH OFFICE
NARIMAN BHAVAN, 227, VINAY K. SHAH MARG,
NARIMAN FOINT MUMBA] - 400 021.
IN DUPLICATE
Ref.No.2%=; g DBIMBO/CFDICVR Noevember 23, 2000
The Managing Director,
Godavari Sugar Mills Ltd,
Faralbhoy Bidg,,
35/47, Mahatma Gangh Road
Fort '
Mumbai - 400 0o,
Dear Sir,
Clause - RTL of Rs.4D0 Million
Please refer 15 oy Lenier of Intent (LUI) daled October 26, 1999, and the discussions
and comespondenca You have had with us, from time to time, on the captioned subject. In this
connection, we advise having carefully examined your request and are agreeable, in principle
to modify Security Clauses T6(a) a (b) and 1.2 (b} of Appendix | of the said LOI dated Ociober
26, 1999 ibid.
2 The oniginal vis-a.vis e medified securily ciawses for the Term Loan of 22 400 #illion
shall be as ynder
’W Modified Clause |
Primary Securi
r 1. Appendix L6.[a) [ Appendix 1.6.(a) |
First morigage and tharge on all the n First charge on the Projec Assers (Co-generation #
| immovable and movapis assels of Fower Froject) ranking pari-passu with the panicipating |
‘ e company, botn Present ang Institutions/Banks to the power plant ana eeding second |
future, ranking pan Passu wilth the charge on the aforeszid assets in favour of Warking |
. Charges Crealedfio created, ! Capital Banks:
! sugject 1o prigr Charge gp thel 1 First charge on the exisling immovable and movable |
| current assets in faygy, of bankers assels of the company (bolh present and fulure) ranking |
| for working capital borrowings. pan-passu wih Ihe existing chargeholders; and
5] Second charge (both present and future) on the current |
assels of the company. |
| 2 BpoenG 26— — i
isbursement Condition |
Get the first charge an land#fixed Gel the NOCs from existing chargeholders for lhe :
] assels (offered 1o CB| gpg BO| fa7 | modified secunity dlause at Appendix 1 6(a) (. () & (i |
socuning  Ineir working  cgoial above and aiso tor modified coliateraliather secunties |
boffowings) vacated and afer (he mentioned below, i
same to IDBI. [
TEES; 201 s S 2 RAEY PR ennse Ay CEERT - w2 wew w

19970 « wFR 3 187 1374

4'? “Hend

‘Hir.aiaos - Telagrarn . “INDREFIN® - Post Box Mo 15870 + Fag

rg_ 287 1374
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IDEI
i Collateral { Other Securities
i 3. Aeggﬂdix |E|h! AEEgndix 1. E!Dt
| Escrowing of the company's | 1) Creation of a Debt Service Reserve Accounl (DSRA) 1o
| receivables  (sugar) throwgh a meet atleast one guader's interes! payment and principal |
Designated  Accoumt  with & repayment wilh & lien marked in favour of IDBI. The
commercial bank acceplable 1o DSRA will be eilher in the form of a deposit in al
I0BI.  Receivables from one or Designaled Account (DA) or in the form of Fixed Deposit|
mare major cusiemers (a5 may be (FD) in an Bcceplable bank. The said DAFE wil have lol
decided by IDBI) shall be deposited be surrenderediassigned in favour of IDEL and
in the Designated Account 1o the | 11} Exclusive charge on 1he Power Receivables {to bei
’ exient of meeling alleast one rouled through @ separale desionaled account) 1o 108!
quarler's interest paymenl and (with modakties to be warked oyl in consgitation with '
|'prncipal  repayment  for the Kamnataka Electncity Board). '
L proposed loans.
3. This letter is being issued in duplicate. You are requested to amange 1o returmn the

duplicate copy of this letter duly signed by an authorised signatory in loken of accepiance of the
modified security clause,

4. Meanwhile, as already stipulaled in the said LOI dated October 26, 1999 ibid, you are
requesied to take steps for execution of Loan Agreement and other documents at the earfiest.

Yours faithfully,

(o=

{C.W Ramani)
Dy. Gen. Manager
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FOR UNION BANE OF INDIA

ARUTHORIGSED SIGNATORY




ANDHRA BANK
(8 GOVT.OF INDIA LUNDERTAK TME]
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Naar Sir,
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Mea @ Sametion of credit facilities.

PR e Bt 2L

-

We are pleased to inform that the following credit facilities are
sanctinnend tn  ynaur oompany with ER& Ffallowing terms annd

ronditions,
Mrture of Facility g THERM LOAN

Limit . : As,1700.00 lams (Rupes= Mne thousand
Nine Hundred Ipes only!?

Security : ttn }ine with JOBT sanctinn)
' j i rat Hnrtgrnf anﬂ charge on all

k. AQf SARRIRAOY
ol 11'lal and fﬂturr. ranking
nart.p#‘qu With_ the =harass sra-
ated/te he created.
2y @dnpnwing Af the company's race—
w'%q ""}ugarl ehrough 4 Desige-
ANTAd Brrount with a sammersial
Fank. Receivabhles from one or
najar mustomers shall he depnsiten
in Hrﬁjbnarnﬂ Arrowint B0 the pxtent
1 meeting Aatlzast Ane Auarcar’s

payment and principal
m:ntl

Buaramtar : nn.gaqnnnvva

S

Margin i Froject Nebt Foulty Ratio of Z.48%
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, ! Fresent. - 12% + 2 ,50% 4 8.79%
14, 39y 1 Subject toC A mintmum me
, 14 9% + tax am pplicable Trom
time to time.
- Repayvment

Repayanje in 74 equal quarter]y
instalments commancing from L/4/0%,
; Tnterert is Payable on quarter]y

basgig,
i
LA
b
TEAMS aMD CU\J?TTIHNS &

= ammy e e e o e e e e

: .
Un front fies @ g4 of
ti.2. R=.19,00,000/-

1. term loan #amount I® to be paidg by weong,
A8 up fraat feewm),

2- The tepm levan wig)
Clasyrs ig Arne
i ExReCution on

be disbuirssd only after the financia)

oFf projeass
Charterpd
Hrsement will commence only after creation of

Pari paesau basis angd Fhall be in Profort i on
with (0a[ Aishursament .

by ¥nu and haseqd an the progress repart

Production or s certificate rom
e Afmauntane. Jue Aisk

Necesmapry charges on

3

S. Any PECalatioen
Yousrpromaters fram t

C

in the project comt shoulo he brounht in

hy
heir Awn snurces

4. ¥You havg to submit ajg

the apprevals/consents reouwl red
the Government/nther A tRae

from
ities for Setting up the praje-t,

S ey

tn hrtnq in iAtsrest free and subnrdinataed unsecured laan
Rr.1100.0¢ 1sce tar financing the project.

habe -t mubmit an undertaking from the promoters  agreeing
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d 5. The grant nr R%.475.90 lacs under S Aid has to he ravalidatey
T connidered neceanpny, ¢
e B
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F have to sgbmst en

vironmental clearance crrtificate
Mmriake Authar ity

from
Ehe anne

B, Yo

have tn insiire aj]
Tlayge,

the amspts covering 211 risks with Bank

¥.

The UN=eriirpe

loans trom the promotere 12 Aet to he vil theraun
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Paprj Fasay letters ape to  he exchanpep ang
?‘“um*ﬂt*tiﬂn i to b =omplated Hetnre Aisbursement 2T term
nan.
V3. BT oppn krrms ams fonditions as stipulated fn [ngrp fanctian
lattar Shall sapty. ¢q PUF sanction a1qn,
‘)
A
1
‘I the *Moverlteras ang Corfitions apg agrerable tn ¥Ouy plaszag
: 97 aaq %204 the dunliqqte COny af this lettar in token ¢
Sving #CenFan the =ame. Please ca'1l on us  fap
AOCiumenty f

¥ours fa:tnrujxy'

—

JARKT BaRI) )
MamaGeER
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Frojeet Finanze Gigup,
Cxpres CTE- ih Floor
The Direclor 5:?3.:“1;“:"1‘ L
" Godavari Sugar Mills Lid Murnbei-100 021
E Fazalbhoy Building ' Tel. - 6B 3020 (Dir)
45/47 Mahatma Gandhi Road - 204 1262 (Di)
2 For, Mumbai - 400 001 TR SR g
i PRIAYIG - }.‘Il Lo SRS, 2001
< Dear Sir,
2 LETTER OF INTENT: TERM LOAN TO PART FINANCE CO GENEHATION POWER
e == S VRN U AR FINANCE CO GEMERATION POWER
) PROJECT WITH 24 MW CAPACITY AT YOUR EXISTING PLANT AT SAMEERWADI
- Please reler to your reques! for linancial assislance 1o part linance your puject lol
selling up a cogeneralion power plant with 24 MW capacily, al your exisling sugar plant
- al Gamrarwadi,
@ 2 Inthis regard, subjec! (o indicativa terms and conditions broadly sialed in Annexuie.|

ol this letler, we are agreeable lo sanclion Ihe loliowing lhe lollowing laziliies 1o parl
9"  linanee Ihe above relerred project along with olher lenders:

: + Sanclion a Aupee lerm lan ol Rs. 15,00 crore in liew of the sanciion lor e
- (O Igase assisiance ol Hs 17 50 crore conveyed la you earlier

3. The final lerms and cendilivns will be detailed al lhe lime ol preparation ol Tl

agreement/ legal documanlation

4. In case these lerms and condilions are acceplable 1o you

8] You may lurnish lo us wilhin 30 gays liom Ihe dale of receipl ol Ihis lelil, two
cerlilind copies ol the resalilinn duly assed Ly Ihe Boord ol Rireciois gl yLun

Zompany. This resolution musl provide ihat lhe company is agreeable 1o enter nlg

Ihe Loan Agreemenis / legal documentation wilhin lhe time slipulated Ly SBI along

wilh the names ol the aulkorised signalories far the purpase and Ihal bl such

Agrezmenis are execuled there is no obligalion or commilment on the pail af SBI I

‘Advance any money.

You may, wilhin (ke same lime as in (o) above, lurmish 1o us

antipaied drawals ol loans indicaling probanle dales amd ame
ulilis atinn

=

a slalemieal ol
unls ol clawnis!

5. \au should communicale 1o The Bank willin 30 days ol lius lelter, the aceeplance ol
he iarms and condilions broadly sel oul hergin The loan agrieemenls and olhe
dacumenls relaling lo the above lacililier containing all other lerms and coadiliong
should be execuled by lhe Company, lales! by Oclober, 2001 or such lurihot hme ns
may be alowed by Ihe Bank al ils absoluls discrelion Please nglg FHal (s
caMiumicalion should nol be consirser as giang rise lo any binding obligalion on 1he
parl ol the Bank. The proposed lerm loan cammilmenl ol (he Bank will be valid lor a
maxinum period of six manihs rom Apal 9, 2001,
6 Ploage acknowladge receipl of s leler and convey your acceplance on lhe
dupiicale copy of this leller.

Yours Taithlulty,

e

D‘f Gane_fal anger
(Projeet Finance)

Encl.:
Apghigan ugrylin]
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