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Introducﬁ}gg

The fcollowing remarks nre inspired Ly problems which have ari

axperience of the vorld Lank Group in finoancing fertilizer projects in LIC's,

sen in the

The Bank Group, comprising of the International Rank for Rleconstruction and

Development (IB:D), popularly known as the '.:rld Fank, and its affiliates, the

International Development Association (T2A) and International Finance ¢

orporation
(IF.), has participated in t.- finzwniing of ~ dozon furtilizer projects ranging

in size fr m relatively small plants costing the equivalont of “Tor 8
to rather large installations costing 100 million.

million
In this paper, the term

World Bank, or simply Bank, will be used in its more generic form to indic
group of three institutions, unless the te

ate the
xt indicates otherwise.

The Bank never finances the full cost of a project but customarily makes

loans for the foreign exchange cost. 1If a project involves a considerable amount

of finance the Eank may invite other foreighn lenders to Jein in financing or
cooperate with lenders proposed by the sponaors,

The praooceds of loans and credits of the Bank may be spent in any country
which is & member (or in Switzerland which is not a member tut which fs a source

of finance for the Bank). Mig sives the sponsor wide latitude in the purchase

of services, equipment and materials at the most advantageous prices through

international competitive bidding. The proceeds of loans and credite from some

bilateral lenders must be spent in the countries which lend the money. Soma-
times therc are ae many as fouir lenders who manage to work in harmony, though

with some headaches for the proourement staff of tho sponsors.

If the sponsors are not experienced in the manufacturing and marketing of

fertiliszers, it is necessary to find some comtinuing scirce of expertise in

these ficlds. Tho best way of providing this is for the sponsors to secure a
partner with the ncceesary know-how who will contribute o sufficient share of

the oquity to ensure his continuing interest in seeing that the project goes
well. On request the Bank will assist the sponsorg in finding a suitable partner.

Contrary to popular opinion, the actual enginesring, procurement and

construction of a large fertilizer complex in a devoloping country is usually

not the most difficult part of a fertilizer project. Securing the necessary

finanoing, ensuring a supply of raw materials, making firm provisions for the
zarketing of the product and providing the ultimate consumer, the farmer, with
the means to purchase the product are usually arduous and time consuming tasks

thev overshadow the enginoering and coetmiction of the facilities.
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This is not to say that the engineering and construction phases do not

have their proplems. These have buen well documented and are known to us all.

The problems which have arisen in the fank's eXxperience fall broadly into

five catvgorios:

1. Project Preparation

II. Financing

11I. Project Dxccution

IV. Marketing and Distribution

v, Government Policies

‘96t Q tion

Projects are brought to the Bank in all stages of preparation, from little
more than a gleam in the eyc of the sponsor to quite olaborate feasibility

studies. There are advantageou. to both approaches.

The Bank's first questions are likely to deal with the raisor a'8tre and
the broadly surrounding criteria for proposing the project in the first place.
If tho project is in its early formative stages the discussions may help to
give it a more favsurable direction dr may indicate that further consideration
of the project is not likely to be profitable. At this stage the sponsor has
not yet imourped the expensc of a feasil .lity study.

1f, on ‘ie other hand, a sophist jcated study has been prepared by compotent
gtaff the sponsor may have already raised the eamo question that the Dank
would raise and will have answered them. Occasionally a feasivility study is
coneiderably altered aftor cxploration of the pro;ect with the Dank.

Among the topics which are inadequately treated in feasibility reports are
thoe following:

W - It is essential that the project have long ters
commitments for tho supply (including delivery to the manufacturing facilities)
of all needed raw matorials with a formula for future price determination. By
"long~verm” is moant the economic life of the project.

One may agrus that it is difficult to obiain long term commitnents before
finanoing of the project is assured. Likewise it is difficult to secure finan-
cing until a supply of raw materials is assured. In the experience of the Bank
it is usually possible to secure long term commitments for raw materials os &




contigent bas.s, that is, contigent upon the projecte's being financed and

oxecuted.

Land - In some countrics, on account of traditional inheritance laws, land
is held in small parcels by o largc number of ownurs. Pealing with all »f these
owners would be an and *time © msuming process. In such cascs it iz some-
times possible for the Government to take over a large tract of land by right
of eminent domain, transfer thc tract to the project, and then later settle with

the owmers as providad by law.

Tven such a procedure may be time consuming as it is ugually necessary for
the Government to follow certain formalitics such as advertisement, public
hearing, etc,

The point herc is that the Pank muet have assurarses that the appropriate
sutboritios are, in faot, propared to proceed with land acquisition if the
project gocs ahead. If Government action is not involved the Bank must have
assurances that the sponsor can, in fact, obtain the ncocessary land.

Perpits - The consent of tne Government for the financise and execution of
the project is usually required. If a foreign partner is involved he will want
to repatriate his share of tho carnings and evontually his capital. The Bank
and other lenders will, of course, expect thoir loans to be repaid. Local
levels of Government (provincial and municipal) may require that permits be
obtained for the orection of the facilitios and for discharging effluente.
There may be ecological restraints.

The Bank must havc assurances that all of those and similar matters have
been discussed with the appropriate authorities and that firm and satisfactory
agroements have been reached. If this ies nat 4done, wh.! would hava boan o
srifling matisr to cprrangs in advanc? can boeens 1 roal =tunbling Ploek. later on,

Betimatog of Markot - There is often inadequato historical data for tho
sponsors to draw upon. Iither it covers too short a period of it is insuffio-

iently detailed as to kind of fertiliser, plant food content, soil and crop
characteristics, area to -1ich applied, and source.

Simple mathematical projections of such data may lead to gross errors in
the ostimate of future consumption. This is especially true if consumption has
rscenlty y~un fres a smal! base,
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A critical uxaminotion ~f what has happoncd in the past, and why, with
an evaluation of the same factors for the future is necessary to temper the

statistical projections which are azde on » purcly mathematical basis,

Somctimee there is very wcagre data on the responsce of crops to the
fertilizer which the projcet will nroduce. there is a substantial differcence
betweer the results on carcfully controlled test plots in an exneriment station
and the rosults in the hends of the average frrimer, but the size of the market

will depoend upon whrt the aver.ge forner sohicves.

Some projects arc uxport oriented. ‘4erc it is cspecially important to
consider the impact of world prices arnd transportation costs, the possible
effeet of compoting projects, ond the world supply-demand situatuion., Fim

contreets for cxport sales arce nocessary.

Summarizing the liank exporicnce; it ie cssential to make critical

projections rather than zimply mathematical projections of demand.

larketing and Dictribution - Cuppose a project envisages tho construction
of ona of those glamorous objects, o "big plant with ceontrifugal compresesors'
and an accompanying urca plant to produce 330,000 tons anr.ally of urea, half
of which is to be shipped by rail and half by lorry. Then about 500 tons per
day will move by rail ana 500 tons per day by lorry.

On being queried the local railroad says easily that it will be happy to
supply 20 cars daily carrying 29 tons each.

& But has anyonc cstimatod the average time of turnaround of thosc cars?

: Sapposc it is threce weeks. Thon the total numbor of cars needed is 20 sars per
day x 21 days or 420 cars. Whore are thcte cars now? Idle? Where are the
locomotives that will pull thesc cars? Will the ..ilroad have to purchase new
cars? Whoe? ‘here will the railroad obtain the money (and the care)?

Similar questions, including questions of ownorship, arige in connection
with lorries. And will tho local highways withetand all this additional
traffic of heavy lorriee?

Who will unload the rail cars and lorries? Does he have adequate go down
capacity? Is be committced to be distributor or dealer for the projoct?
Exclusivoly? Kow many tons hae he agreed to take? When? Off-season? Will he
induce farmers to take and atore (and pay) ~if-scason?




What is tho total go down capacity availalle to the projuclt?  hat are the
“Fertilizor seasons” and what storage capacity is ncedod so that the plant
can operate at full capacity out of soason? low much of thig éhould b: at the

point of production?

What is the logical marketing territory for the moject and is it
adequately served by a aul.or of ¢ oumnitted distribut ors and dealers? (ave
the sponsors developed an adcquate markcting organisation? Is it sufficicntly

developced to be represonted by an organisation chart? Jsb descriptions.

Do the sponsors alcrcady hav. “kzow-how" in the field of fertilizcer
marketing or should they join hands with someonc who dcee have it? If markctine

assistancc is needed wha. progress has boen made in obtaining such help?

When do farmers, dealers and distributors pay for the fortilizer that is
usod during the “fertilizer scason”? Who provides crodit? What terms? On this
basis what will be the average and maximum amount of Accounts lteceivable for
the project? Ie this adequately reflected in the financial projection of the
project.

For export oriented projects long torm take ¢r pay commitments for vi.a
bulk of the product arc a amust. Again, thesc may 1 contingent upon the
financing and oxecution of tho project. There should bo formulae for suitable
price adjustments in the future. Pactors which might prevent the buyer from
honoring these commitments (even though ho is legally obligatoed to do so)
should be investigated and ovaluated by the sponsors. These factors would
include, of course, bankmptcy, force majeure, eollapse of the buyer's market,
overriding other obligations, otc. ‘or domestically oriented projects soveral
"baso load"'take or pay contracte with large distributors or dealers arc
obviously also advantagaous,

Many of the questinns raised in this scction rust eeem quite clementary
to anyone who has prepared and oxecuted a fortiliser prnject, and yet the Bank
has beon confronted with every one of them and with others of similar tenor.

Financial Projections ~ Thesec obviously must be based on odtimetes of

capital cost and expected rovemues (prices for products). Capital cost esti-
mates should be prepared by a qualifiod ergineering firm with international
exporienge, preforably on a similar kind of project in a similar location,
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sstimates of the current FOL cost (or even C and F cost) of the major
picces of equipment and the bulk matcrials (concrete, stecl, pipings wiring,
etc.) can usually be obtained with a fair degree of accuracy, btut a good deal
of guosswork is required in cstimating the cost, in time and money, of such
itoms as:

Site preparation

Cost of housing colony and amenities
Cost of ecological provisions
Pro-operating expensees

Intcrest during construction
Working capital

Ccmideraﬁ.la further gicsswork is required in estimating the cost of such
itens as tho following: i

Produntivity of indigenous labor
Local hiring and discharge customs
Cost of ezpatriates

Escalation of wage ratcs during project exscution

Strikes and their labor distrubances

Harbor fees and berthing

Import duty

Excise taxes

Bonus vouchers

Stevedoring

Heavy lifts from ship to shore or rail oars

Bonded storage

Transportation tc plant site

Loss and pilferage - :

Limitations of railroad or highways on woight and dimensions
Escalation of prices of material and equipment during project execution

Depeading upon the amount of engineering that has been done in proparisg
the estimate of capital cost, a general contigency of 10 per cont to 25 per
cent should be added.

The resulting figurcs are generally regarded as outrageously high by
thosc who have not been through a similar project, but only one of the projects
in which the Bank has participated has cost lese than it was estimated to cost.
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if egtimates »f capital ¢ost ars goneraily on the low side, ostimates of

ravenues arc generally on the high side.

netimates of production tend to be nigh in the first fow years, when, if
there are not tociinical difficultics, thore is coertainly a learning curve which

applics both to production and to morketing.

Prices of product tend to be overstated, cspocially after the first fow
years. Therc has been n continual downward drift of world prices in response
tn techn»logical progress, to the discovery.of now reserves of salphur, phosphate

and potash, and to the €°2ess productive capacity which has been built.

~ome authorities think that prices will soun 'bottom out’ and hence not
drift much lower, but to the DBank staff it scuems unlikely that the present

pressures of world prices will soon subside.

As for technology, it was supposed to have achieved its >uiward limits
about 15 years ago when a 400 ton sumonia plant was limit. Tew catalysts and
other improvements could well constitute another "breakthrough” in a few yeare
cemparable to that of tho centrifugal compressor.

As for plant capacity, Professor ‘laymond Euell’ek/ figuros of needod pro-
duction, if anywhere nearly correct, can only point to more and larger
facilities. In 1952 the then President of a large American Corporation which
figured prominently in ammonia production, refused 1 capital appropriation
request for a new 400 ton ammonia plant because ' by the time it could be built
ammonia will be running out of everyono's cars'. Ten yeare later he authorized
the oonstruction of ona of the giant plants in the industry.

Dven though o project may not look very profitable when consurvative
ostimates of capital cost and revenuss arc usod, it mey be justifiable, in
comparison with investmonts in other fields, if it reduces the foreign exchango
requireme:*s of tho host country and offers employment to additional nationals.

Einanoing

The finanocing policics and practices of the throe agencics comprising the
Bnnk Group may be briefly summarized as follows:

1/ Vicc Presldent for Nosearch
State Universiiy of New York.at Buffalo,
Buffalo, New York, U.S.A.
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IDW - makes lonas to governments or to government-owned or private
projects, which govcrnment guarantees, in LDC's which arc members

of the Bank At comaurcial intercst rates. The loan is usually for

equivalent to the constructiom poriod.

the oxpected cconomic life of the project with a grace period 1
IDA - lixtends credits to governments in tho poorer developing countrics }

which ¢uld not afford loans at commercial rates for relending to

projects at comrorcial terms. IDA credits to governments are at

long tern (50 years), including a long grace period (1Cyears),
with no intcrst, tut bonring a sepvieco charge of 3/4 of 1% per year

IFC - Invests in the equity of projects in the private sector of LDC's
which are members of IFC and also makus loans at commercial rates
in both casus with wut a governmnct puarsntec.  Takes only part of
the foreign oxchange cost in equity and loan. Loans run for the
expected economic life of the project (usually not over 15 year-),
with a grace period during construction.

Supposedly the Bank is a lender of last resort. That is, if other sources
of financing at reasonable terms cannot be obtaincd, then an approach to the f
Bank is appropriate. All too often the Bank is approached first, with the hope?
expressed or implied, that it will do the wholc job. !

Usually there are other lenderc who will assume part of the financing, |
particrlarly if it is kmown that the Bank will participato. The Bank's membere §
ship is made up of over 100 nations, each of which has contributed funds in
proportion to its economic strength. This lends a certain stability to a
projeot in whioch the Bank invests, with less likelihood of expropriation and
other acts which might impair the viability of the project. The Bank's
decision to invest improves the credit worthiness of a project and this also
makes other lenders more ready to participate. The Bank will assist sponsors

in fi%ding othor lenders. It also encourages invesiment in the projeot by
nationals of the host country.

The Bank and its affiliates issue guidelines describing their policies in
more detail than is poasible here$/

For fertilizer projcots the Dank prafers a maximum debt: equity ratic .

17 Folicies and Operations, the World Bank, IDA and IFC, June 1971.

60:40. This is scmetimes a problem with sponsors who have based their initial i
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financing offorts and profitability projections on 4 gubstantially higher
proportion of debi.

Doforce deciding to invest in a project, the L-nk mnakes an econonie,
financial and technical appraisal. Cponsors generatly express surprise ot
the detailcd investigation made by the appraisal miscion, which visits the
sponsors and the proposed plant site, and on sccasion the engincering firms

which have been involved in the preparation of the foasibility report.

The appraisal mission not snly seeks 1o confirm all information presented
in the feagibility report, but to explore all wwenucs which zay have a bear-
ing on tho success of the project. This involves detailed discussions with
tho sponsors, with the appropriate government agoencies, with agricultural
experiment stationas, with farmors and in fact with anyonec who can contribute

to a thorough underatanding of tho project.

*

Among the rather difficult areas of the appraisal is an examination of
the financ al condition of the sponsors. Understandably there is n rcluct-
ance at times to make » full disclosure. The Dank cdcavors to cooperate, but
it is ossential to obtain sufficiont information to judge the sponsor's
ability to handle the obligations of the new projoect.

If there are any deficiencies in thc preparation of the project, they
come to light during the appraisal and the collection of additional information
or the adoption of corrective measures can be initiated by the sponsors. The

Bank can oftcn assist the sponsors in these areas.

Some other institutional investors desire to make their own appraisals
but, generslly spoaking, they will rely sn the appraisal made by the Pank.

g1z, Projoect Execution

Technical Advisors - In a developing country it is unlikely that the
sponsors of a sigeable fertilizer projcct, even though thoy are experienced
will have.a staff large enough to deal with the new project. The Bank
encouragoes such sponsors to sclect a Technical Advisor who will act, in effect,
like an oxtonsion of the cwner's staff and who will assume the functions of

the owner's project team.

Some sponsors delegate rather full authority to the Technical Adviser to

rvicu‘to bo pure=-
ably best,

act in their behalf. Others prefer the Tochnical Adviscr's se
ly advisory. A judicious mixture of the two philosophies is prob

#
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¢iving the Technical-adeiscr as much =autonomy as possiblc and reserving for the
sponsor's roview only so much of his work as is necessary to retain control and

to be sure that tho sponsor participat.s in major decisions.

In case the sponsors of a project have no previous cxperience but huve found
3 partner with the necescary knoy=how, the latter may have sufficient staff to be

socondoed to thu project ot obviste the need for a Technical ‘dviscr.

In any cvent, therc is 2 creat cdeal of work to Lo ono in suporvising a large
fortilizer project, and it iz difficult for sponsors to foresce the magnitude of
the job.

in modern technology among local é}x{,ineurim; and construction firmme, This is 2a
laudable objective, but when it rosults in asking onc of these relatively small
firmms to undortake the managemcnt of a project costing GO - 170 million by ally-
ing themsclves with a largc knowledgoable enginecring and construction firm, the
objective is not likely to be achieved. It is preforable to invite the large

firm to manage the job with tho understanding that as much of the work as possible |

would bu entrusted to the local fimm.

Thore are no hard and fast Bank rulas about selecting contractors., /. mathod
approved by the Bank is to advertise tho projuct widely, asking intorosted firme
to write in for qualification conditions. Firms who rcspond are thon askced to
subsit their qualifications for .rforirn, the word “izerihe€ in the ounlifiertion
conditions. husu pesponscs arc evaluated and fims who qualify (usually there
are not more than four or fivc) are invited to bid on the work in accorcance with
carefully prepared tender documonts. The firm submitting the most advantagoous
bid, price and othor factors being takon into considoration, is then secloctod as
the contractor,

This method permits the sponsor to oxercisc a dogroc of professional Judgnent
in tho solection process but, gonerally speaking, gives the business t0 the lowest
qualifiod biddor. Anyone who has ongaged in the selection of a coptractor ~eal-
ises that not all attributes of the candidates can bc quantified, and that an
element of judgment must cntor into the seleotion.

On large project, the mumber of firms who can qualify is usually not over
threo or four. For large lump sum projects, on account of tho &reater ris, tho
qualification conditions aro more strict and this tonds to limit tho mumber of
qualified firms.

.
Cgoosigg a Contractor - Come countries are tryinc hard to devclop com, untence 3
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If A emtract is awarded on the basis »f a perfunctory bid, many headaches
arc in store for all concerncd - the real detaills and magnitude »f the job

become apparent.,

iany hours, O>r cven weeks, spent in preparing the tender documents will be
handsomely repaid in thce submission »f precisely dofined bids and in the execu-

tion of the work with no ' ~~ion »r  uxtras".

Lypes nf Contract - The DBank has participated in financing projocts con-
structed under cost plus fixed fce contracts and under lump sum fixed price
contracts and under various combinations of those. Eash has its adventages and

opinion is divided as to whic is the bhest way.

In the coet plus a fec contract the owner cannot be surc what the total
cost of the project will be until it has beon completed. In the lump sum fixed
price contract the owner cannot be sure »f what he is paying for unless very
detailod plans and spocifications have been prepared and made part of the
tonder documents. Iven so, the contrac~tor must include in his price the cost of
unforeseen ocriingencies which tho owner pays for whether or not they occur.

Thus, it is argued, the cost plus fixed fee contract will probably cost
less than a fixod price contract and work can begin sooner because it is not
necessary to wait for all the plans and specifications before starting., It
it is also argued that the dcsigners, not limited by cost, are morc likely to
“gold plate” the job with resultant higher cost.

In the fixed price contract the owngr knows ahead of time what it will
cost, the final cost may not bo any highor than it would be under a cost plue
foe contract because the contractor ties up his sources of supply ahead of time
and thus obtains more favourable prices, and, finally, if unforeseen contingen-
cies do arise the contractor is obliged to absorb them. But it is also argued
that theo designors will tend to skimp on design to avoid an overrun.

1f the contractor offering a fixed price has undercstimated the cost, he is
obligated to absorb the overrun. Fow contractors can absorb a very large over-
run, and a bankrupt contractor, or even one who is losing money is not an
asset to any project. Henco, a fixod price contract may not be as valuable as
it looks on paper.

Procureacnt - When the Dank or IDA participate in a project they roquire
that goods and services procured with its funds be acquired through international
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competitive bidding. Thus, vendors in all of the natione who have contributed
to the funds of thesc ingtituti ng have an opportunity to bid on the pob. A

‘ 1/
"Cridsline’ publicatisa dernls witnh procurament in more detoil.~

It is surprising how this lowers the cost of 2 jobt.  Dowewhers around the
world there is alvays 2 vend.r r 2 contractor who noods work in ordor to hold
his organization tigether wnd pzy his fixed costs.  He wall make 2 low bid
$o insure that he will get the busincss. Ioth he and the projoct benefit from
the deal. ‘

In the case of lump sum fixod price eontracts, the contractor is sulected

through international compctitinn, Thereafter he obtains his goods and eervices
from his own familiar sources, again, presumably at the lowest prices s¢ a8 %0

eggure himself the largest profit.

Some bilateral lenders require that their funds be spent in their own
countries, usually throuzh competitive bidding in that country.

When the Dank participatos in a project it usually wants to review in
advance tender documents for costly itees, say in oxcess of 150,000 in value.
For theso large items the Iank wleo deosires to roview the contractor's analywis
of bids and proposod award before any commitment iz made to a vendor. For lese
gostly itmee the Bank desmires to review tho documents after the award has boen
made, Since factors such as delivery time, delivered esst, availability of
spares, power requirements, cic., a8 wcll as FOL cost may ontor into the
evaluation of bids, thc P .nk is at swse paine t> see that these are fairly and
impartially applied. G erally speaking, contractors do n very good 3ob in this
respoct and seldom has the Dank found it recoussary to intervone,

Cost jecounting and Control - It is highly cesential that owner, eontrastor
and lendore know how that actual cust of a project comparcs with the estimated

cost during the progress of the work, so that if actual costs deviate from
budgeted coste somc ac’iw can be takon to bring thom in live, o at least, so
that tho reasons for the leviation ar- '‘mown promptly.

The first thing thay - anced . is 1 definitive astimate. The lump sum
contractor will have preparod one as tho basie for his bid and he may be loathe

to let anyone see it, bu: it is in the interest of all concerned that he do so.

1/ Ouldelines for Pronure sent under World Bank Loans and IDA Gredits, May 1971.
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A broakdown of the cousts will be needed in any veat for decounting purposesn
after the job is finished. On a cost plus fee contract a reasonably goid
egtimate will have t on roquired by the tender documents. After a fow wmonths

of engineering work a fairly accurate cstimate may ve preparced ac the definitive
cost. If this is far from the estimate used as 2 tasis for financing, the

project sahmld te carefully re—-examined,

Thore is o gr0d deal of exporience in the records »f contractors on the
rat¢ of expenditure of funde on jobs of given size, character and duration,
and this can be used to construect a progress chart of e¢stimated cxpenditurce
with whioh actual expenditurcs can be compared.

One of the diffiocult areas in cost control is to discover what is on the
design engincera' drafting tables that, in effect, has already committed the
project to certain oxpenditures, though there are yoct no bills of material or
requisitions or purchase orders to show for it. Good expericnced contractors
have ways of doaling with thies problem, but oven the best of them falter
at timus. ‘lzamplo: - A gponsor is planning a DAP plant. Iingineering design
shows that an 8 foot diamcter rotary dryer will be barcly large enough and
this ie what the definitivce ostimat. is based on. The owner has in mind some
future cxpansion and asks how much more a 9 foot diameter dryer would cost.
Finding that tho extrs cost of the dryer is not very great, he asks the
c¢omtractor toy put in a 9 frot dryer. As time goes o, it bocomes apparcnt that
with roughly 25 percent moro rross-sectional area the larger dryer will require
larger fans, larger duct work, larger scrubbers, larger stack, a greater flow
and recyclo of DAP in process, larger screons, etc., ete., so that the total
added cost is far greator than tho cost of the larger dryer alone,

Timetable and Progress Charts - 1ost knowlodgeable contractors use some
variation of tho critical path mothad of job planning. Sponsors would be wise

to insist that thoy do so. But on a larger job this is usually too complicated
for the unitiated to comprehond roadily. A secrics of simple charis plotting
dogreo of completion against time (say by weoks) for the various phasos of the
job will be more readily understood thkas a critical path diagram. Those charts
would show forecastcd progroses by a dotted line and actual progress by a solid
line. DIngineering progrese could bo basoed on man-hours expended, procurcment
progross could be based on cost, arrival of material at the job-site could be
based ¢n oost, and construction progress could be based on a combination of cost
and san-hours.



Progress leports = T monr progress reports (2nd they should be monthly)

arc filled with declarative :=tatements rathor thin cow iporetive e nnalytical
statements. As statemtnet that "''¢ have pourcd 317 vards of conercte to date’
is intoresting but not very infermative.  As statenent that  de have poured

3817 yards of concrete t. date ngainst - forecast. Cpour of 4500 yards. the
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shortfall was caused by 1 break go >f the drive pinion “n the concrete mixer
on May 24th. A replacement pinion was obtained from Bombay and installed on
May 3lst and we will work cxtra shific to euten up Wwith scheduls" is much more
onlightening,

Frogross rcports should inform the reader »f the status >f the project in
such 2 way that he understands that the problems the project is facing and
what is being donc nbout them, 28 well as sutlining accmplishments t- date.

Sxpediting - Inovitably therc will be dulnys caused by labrur disturtances,
mishaps in vendors' shops, unavailability of shipe and thc like. Knowledgoable
contractors are usially very godd in dealing with thesc.

Paperwork and burcaucratic procedures at prots of antry often czusc sub-
stantial delays in unloading ships and/>r in releasing equipment and materials
from customs. Contractors with previous intornation:l experience usually
are able to deal with those problems but the local sponsors san be very holpful
in shortening these pr-ccdurcs.

All of theso problems should be mentioned in tho progress reports.

Pilferage - Thuft is a provlem at noarly all maritime perts, It ig
ospocially bad at somc ports. Insurance companies arc aware of these conditjons

and can offer belpful advice »n roducing losses. A socurc warehouse with guards
around the clock ie usualiy n good investment. This will aleo afford protection
from weathor, which is highly cssential in some locations.

Construction Lxpatriate suporvision should include acn, ospecially at
the lower levels, who can speas the language of tho work force. Cordial
relati~ns with local contractors are cssential. Jponsor's contractor and

owner should cooporate in hiring local contractors and local personnel and

especially in sdecting promising 1mffviduals who can staff the plant when
operations begin,

Tho owner should foru 2 project team to work with the contractor from the

beginning of the job so that they can assume the major suporvisory staff puiﬁoa
when the plant goee on stroam.
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Acceptance Teosts and “uaranteus = Plins for —ccoeptine: toste should be
carefully drawn to show oxactly how the test is to be conducted, how measurc-

ments arc to be made and whit the responsibilities of owners', contractors?,
and process vendors' pcrsomncl is to be,

doasurcmonts for tucts lasting only 2 few hours »r fow days arce aften
very inavouarate. Longer tests, say a s.ck, are far better indicators of
what the facilities will do.

Few vendors or contractors offer guarantees in which their wopetary lia-
bility exceeds their cxpected profits or fues, Loiss of rovenue if the plant
ocannot operate up to desirod capacity is usually a far greater sum than
indennity from guarantees.

In short, comntractor's and vendors' gunranices may not be as valuable as
they look on papor, and while the maximum possible juarantees should be
exaoted from suppliers, owners crn count on Yeing roimbursed for only »
frrotion of their costs if equipment f~ils or processcs do not come ur to
sxprotations. Tried and proven processes ~nd equipmont nre best for usc in
developing countriee, rother tbaa 'improved' procosses or oquipment whinh hold
promise of cost savings but hnove not yet been proven.

} % " tribution

Once the project h~s beun ~pproved, betwnen two ~nd throe ye~rs will cl-pse
before the now plant is rendy to deliver product, nnd this period of time is
apt to lull the sponsors into the belief that thero is plenty of time %o
implement the mnrketing organis-tion and markoting plons which wore formmlated
as a basis for financing the project.

Isplementing tbese plans trkes longer than might be supposed. Hence,
marketing offorts should begin immediately aftor finnncing of the project has
beon assured. Thesc offorts will includet

1. Applying to the Covernment for the nocessary foreign excaange and

peruit to import fertiliser for ~ scoding program.

2. Riring the principal personnel who will man~ge the marketing.

3. Confirming arrangemonts with distributors .nd dealers.

4. Confirming arrangomonts for rail oars, lorries, etc.

Seeding Program - Gradunlly increasing tonnagss of the kind of fertilizer
to be produced in the new facilitics should be imported o that by the time the




v.

new plant comes on streas tho mairkoting ureanizotion will have becn handling
and marketing the full tonnage to te produced wnd it will only be necessary to

substitute the new ocal prodict for the imported matepyal,

This perisd will show 4p weakness to Yo correctod op improvements to be
made. With the best OF 2lans, sosotimes the frrocasted tonnnge cannot be
absorbod in the choson territory, or the #Tice Of cortain crops will have
declinoed to the point where famicrs are unwilling to5 buy fertilizer, or bad

woather may have reduced roequirements and pul farmers into A credit squecze.
*

For export srientoed plants, cven with t-ko r pay contracts, the surchaace
Bay be unable to take nd alsy for cogent roasons unable or unwilling to Y.
In thoso casos the Sponsors .ust decide whother op not 1o enforco the torms of
the contract, an bankrupyt customer ig of even less use than sno who is for the
time boing unable to honor his contrget,

Sredit - Even though a country may have made reasonabie provisions for
farmor credit, say through its Agriculture Eank. a fow drouth years may ronder
such a large porcentage of their loans in default that the Dank is hagpered in
its oporations.

The project itscif may have to be far mor lenient on crodit than was
Plannod. For these and similar reasoms the Bank finds that provisions for
working capital usually necd to be strengthenod.

All of theso probleus tax tho ingemuity of an alert hanagoment tut thay
indicate why the marketing effort should commence as soon as the project im
approvad.,

Sovermont Policics

The sponsors of projoct, and tho londers, must bo prepared for all sopts
of political acts that may affect the progress and Gost of the groject
or its revenuos, Among theso are the following:

Duty and xe i3c Taxcs - Usually it ig possidle tu roach some agreanent

with tho Covernment sn the rate of import duty, if any, that will be applied
to materials and equipment during the 1ifo of ths project. This is not always

the case and there may he appreciable changes in the rate which substantially
increasc the cost of the now facilitics,

Somotimes now excise taxes are enacted which have the same offact a8 dutios.
The bureaucracy which interprats the application of the taves bay equally become
a thorn in the flesh.

|




Local Procurcment - On accasion affter o srodeet 1s undor w1y 2 Government
has ruled that a stated percentage Sf matorials and equipment must bhe sktained
from indigerous sources, Pew of those sdurces in - developing cuntry are
prepard to doliver the (to them) large quantities of some items in the time
requircd, Occasionally the quality of the loey production ie not up to the
desired standards. Sumetimes the local supplicrs are not accustomed ta rigid
compliancce with code requirements.  All of this requires an inordinate amount
of time and attention from the procurement staff, On onc project the procurg-
ment staff had to be doubled, cven after the Covernment had beon persuaded to
relax its roequirements on some of the more difficult items.

Protective Tariffg - wome countries protect their growing fertilizere
industrics by imposing 2 protective tariff on imported fertilizors op by
docrecing that no fertilizer may be imported until indigenous capacity fop
similar products is fully utilised, or both,

The Bank would be loathe to partieipate in a fertilizer projeot whioch was
forced to rcply permanently on oxcessive tariffs in order to be viable. The
protective tariff may ba justificd in the first fow yoars of a project, but
ultimately the project should bo reasonably competitive with fertiliger
delivered to the country at world prices.

Farm Pricos - Some Covernments regulate the maximum prices that the farmer
may be required to pay for various grades of fertilizer. Those Governments
also regulato the prices which the farmer is supposcd to receive for hig crops,
especially for major erops such as rice, wheat and maize.

While the maximum prico of fertiligzer may be reascnably enforced, the crop
prices usually are not for the reason that local deslers often postpone buying
the cropse until the farmer is at the point of distrecss and then bargain for
lower prices. The same dealer may be the sourcc of farmer credit and therefore
in a position to got his price one way or anothor (thie practioec has been going
on from time immomorial and is not confined to developing countries). It is
the small farmer who suffors most,

However, Governmonts have boen known %o change the ratio of prices paid
for fortiliser to prices received for Crope and such a change may drastically
change the farmers' desire for fertilizer,

.
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Subsidy - Some Governments subsidize the price which the farmer paye for
fortilizer. 1In some cascs, the subsidy goes to the fertilizer manufacturcr;
in othor cases it may 8> to the dunlers or farmers. If it ie paid dircctly

to the farmer he is at least awarc that a subsidy is being paid and its amount.

Change of Govornment - Occarionally there is a drnstic change in Covernment
which results in a whole new sot of officials who have to be familiarized with

the project. If the facilitics are in course of construction this may not be

too bad. If the projoct is in its prelininary stages, there is almost inevitably
a oonsidorable delay. The now officials are apt to take the view that whatover
the formor officials did is wrong. Subscquont study usually results in an
admission that not all is bad, ond gradually the project gets back on the track.

If the now Government is committod to drestio changos in duties, tariffs,
income taxos, repatriation of profits and tho like, then the whole complexion
of the projoct may changg.

Fortuantely, many countries have 'on-gaing projects in other fioldas (infra-
structure, cducation, industrial projocts, cto.) which no Govornment wishos to
Jeopardize. Nor do they wish to joopardize past ¢ordial prelations with the
Bank or with other institutional lenders. This tends to tomper actions which
might by taken by a relatively now Goveranent,.

umeary

In a short paper on Bank exporience in financing fortilizer projects, it
is somewhat difficult to choose tho topics that deserve mention. The more
inolusion of somo and exclusion of others londs an cmphasis which may be more
apparent than real. The forogoing comments are all inspired by events that
have causod probloams in onc prajoci'or another. They do not pretond to be a
comprehensive viow of Bank exporience.
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SUMMARY

FINANCING NTW _FERTILIZER PLANTS -
EXPERIENCE OF THE WORL) BANK GROURY

by

World Bank Croup
Washington USi

The paper describes ihe nature of the probleme frequently experienced during t@j

preparation and execution of fertiliser projects financed by the Bank Group (the
plus its two affiliates,

the International Development Amsociation and *he Internat
Finance Corporation),

It also describes how these problems have been dealt with,

formulates come general recommendations with regard to implementing fertilizer proj
in L0Ce,

The main problems fall into five broad categories:

(a) project preparation (survey of raw materials supply, market projections,

marketing and distribution arrangementis, estimates of capital costs and |
financial projections)-

(b) financing plans-

(c) project execution (responsible staff and technical advisers, choice of

contractors, procurement, cost accounting and control, control of proj
Progress, acceptance tests and guaranteces):

(@) marketing and distribution

(seeding programs, transportation, sales arr
ments credit).
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(e) government policies (prctection, local procurement, farm prices, subsidies).

Bank Group asgistance has often been provided in conncction with market analysis,

marketing and distribution, financial projections, price policy, finding other sources
of finance, and procurement procedures,
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