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Sumrary of the arrument and of the issues raised

ie strate ies for the mobilisation of finance for fertiliser plants

may be co..sidered in terms both of the financing required and of the types
of finance available. A focus on the financing required raises the question
whether the financing of fertiliser plants poses special problems, over and
above the problems associated with large plants in general. 3uch problems
may be seen as arising from the economies of scale associated with techno-
logical advance, which have complicated the issues for negotiation as well
as raising the cost,

el In what respects, if any, are fertiliser plants a special case?

ii. Among issues for negotiation, the question of public or private
ownershipy which caused contention im the 19608, has given way to seemingly
mere technical questions of project deeign. A major issue is the link
beiween the timing of new project proposals and forecasts of world-wide
supply. This and other issues which complicate the tucl of mobilising
finance appear most acute in relation to projects with costs in the

range $§100-500m. Financing of this order puts a premium on forms of
financing which are additional to exiating flows, and additionality may

be an important oriterion when comparing one source with amother.

Q:2 To vhat extent are any special prodleme in the financing of
fertiliser plants restricted to ammonia-based and other large
complexes?

iii. Additionality in the crude sense of increased nominal flowe is
unlikely to be as eignificant as the range of variation in the true
addition to the recipient's resources. The impact of different foras
of fipancing on such factors as price, speed of negotiation and
implementation, and reliability of etart-up time, needs to be included
in any asseesment.

Qe3 How can additionality best be achieved:
Qed What forms of advisory support from internatiomal sources would
be most effective in helping recipients to make a true assesament
of additionality?
Qe5 Which qualitative factors are the most significant. determinants
of additionality, ae meaeured in terms of the increase or decrease
in the net presemt value of the resources deployed by the recipient?

ive The most problematical element im the composition of costs appears
to be the foreign compoment of the prooess units, ranging from 60 to 85
per cent of plant costs. Since the foreign component is relatively
inflexible, finance reatricted to the import componment does not raise

the problem of import-bias. Countries with significant domestic capacity
in the construction of fertiliser plante are aleso likely to be countries
in which local-oost financing is unlikely to be a dominant problem, The
question is raised why the technique already familiar in mining projeots,
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drawir  on co .ercial scurce: to finconce tite minine investment nd
development agencies to finance the associuted intfrastructure, is not
more widely adopted in rertiliser plants.

N Is there a4 siprificant probtlen of locnl cost financing?
a7 any is the teci.nicue of separatin; plunt and infrastructure costs
not more widely adopted?

Ve -ontractors in the fertiliser industry, with construction exverience,
tend to be sepurate frr  producers, with oper:tin;: experience. Contractors
increasin. ly operate ¢ fees-only buzis, with no fire advance couminitment
on prices. In the cnau . plunts financed by developmert arencies, londers'

rules :nny impede efiiciert procureient by the contractor, but plant: finunced
fror. comumercial source.s nay lecve the borrower without udecuste protection.
Thke relative capacity of lunder: to act as monitor of the recipient's
interests is lisely to hive @i more ~ipnificant besarin; on the true valuen

of alternative forms o financin than mar-inul differences in the nowmir 1
cot of borrowin:.

Cel lHow much substance is there in complaints aboutl development apencies
procedures as impediments to efficient implementation, and are these
complaints sutficient to offset the sufejuards that the procedures
provide®?

(o9 What steps will be most etfective in protectin: borrowers' interests
under current practices in the constructior wrd iinuncing of
fertilicser plants?

Vi, ABalycis of all ofiicial (inuncin, cf fertitiser plints in developing,
countries by DaU countries "nd nultilater:i . encie: in tl.c¢ period 1974=7(
shows tue world _unk in a dowmin.nt po.s%io:, Fore imprercionirtic nalyasis
of sample projects suvygents that ot present only officinl cultilateral

apencies are bein; used in u ponicorin, rolue Vther possibilities = such
as preater use of zorncultunts, or diserivinitine asscosment of thie proven
experierce of spenl~list co werniai bLanks in project developuent unti project

finance = need t¢ ve considered, sopecially for projects in which
multilateral a;envies are not irvolved. Multilateral arencies, alco, may
be invited to consi:ier whether their speciul position in relation tc
fertiliser plants calls for some modification of their toniard rules,

(.«70 What form should further analysis tuke, focused on putterns of
financing of fertiliser plunts from all sources, to supplenent
the coverage of existins reporting sy..ems, wiicl rrovide a sectoral
break-down only for officiil flows?

Re11 would such ar analysis be unelul as u model for u series of studies
of financing in relation to other industries :l:o®

Qe12 1Is there a case for modificatlion of the standard procedures of
multilateral ajiencies tc take account ol therr =pecial .sole in the
financing of fertiliser plants?

vii. The bunching of loans for new fertiliser plants in 197°% has 1l2d te the
widely predicted outcome of massively increasnd ci.pacity comin; on stream
towards the bottom of a world cycle. The importance of timiny sui yests

that in future speed and predictability of outcome may be irvortunt
criteria in comparative ussessment of sources of finimnece,

Q.13 1Is there a need for a more articulated policy sta:: .rn . u
multilateral developmen! a.-eacies concerning the “iming Nt new
fertiliser plants, taking account of world supply forecasts?
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vi1il. Analysis of the chanring composition of financial flows to developing
countrins clearly identifier CI'27 arencies and the “urocurrency market

15 the cont raniily exroline sources of proiect finince. In the flow of
cerneess.onary tin.nce, tiere s been a marbked shift to multilateral
tienciens fertili.er plants are unusuul in the wide variety of types of
finance they have at!racted, even within a single country or in similar
reuntries,

o 14 .out 15 the significance of the chansing composition of re-ource
flows in relaticn to possible stratepies for the financing of
frrtiliser plantg?

ixe uriteria su;ested for the assessment of sources of finance are:
additionality; speed of nesotiation; speed of procurement and disbursement;
flexibility in the choice of process design; flexibility in procurement;
avoidance of superimposed charges; provision of support in project
developrent and the monitoring of contractors' performance; matching of
grace periods and maturities to tue project's requirements. Ranking of
1ifferent sources in accordance with these criteria will depend on the

wvel iting given to eachs Six broad cate;ories of finance are considered.
vn any nliusible system of weighting, three catepcories - multilateral
vtenciesy (sl apencies, and the Zurocurrency market - emerpge as preferred
sources. mere is no sinyle catejory, however, which meets all the criteria.

~+15 hat criteria should be used in comparing available sources of L]
finance, and how should thece criteria be weipghted? :
‘«15 In the 1liht of the criteria chosen, wnat are the advantages and }
7isadvanta;;es of the various sourcec of finance available? b
“«17 To whut extent could additional advisory services from intern=tional v
sources assist developing countries in their efforts to realise the
advantases and avoid the disadvantages asnsociated with different
forms of finance? !

Xe In patterns of co-finuncing typical in fertilicer projects, a trend
is noted towards co-financing by like-minded institutions, as contrasted
with a blending of finance from different types or source. While this may
reduce the complexity of co-financing arrangements, it also reduces the
advantares to be puined from blending, e.r. multilateral official finance
with surocurrency lending. A trend is ulso noted towards parallel
financing. This is attributed to co=lenders' reluctance to accept the
insistence of the World ank, as leadin; institution in this field, on
uniform adoption of its own rules and procedures in joint financing
arranpements, and to their desire to preserve institutional identity.

The need for a fundamental re=thinking of the mechanics of co-financing,
with speciul attention to the question why certain desirable forms of
co-financiny have proved difficult, and focused on the role of whatever
inctitution takes the lead in co-financing urrangements, is presented as
an urrent issue for discussion.

18 What is the trade-off between the udvantages of simplicity and
the advantages of blending in alternative forms of co-financing?

¢e12 What should be the role of any institution taking the lead in
co=-financing arrangements, and does the performance of this role
require special measures?

Note: DAC - Development Assistance Committes, OXCD
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