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PRWACE 

The Second General Conference of the United Nations Industrial 

Deve101Bent Organization (UllDO), he1d at Lima, Peru, in March 1975, 

reccmaended that UlllDO should include a.mg its activities a systes 

or continuing consultations betlll!eD developed and developing 

countries with the object of raising the developing countries' share 

in wrld industrial output through increased international 

co-operation.!/ 

Tbe General Assembly, at its ceve:.ith special session in 

Septeaber 1975, in its resolution 3362 lS-VII), decided that the 

Systea or Consultatioos called ror by the Lima Declaration and Plan 

or Action should be established at global, regional, interregional 

and sectoral leYelJ/ and that UllIDO, at the request of the countries 

concerned, should provide a forum tor the negotiation or agreements in 

the field of industry bet ween developed and deve1oping coUDtries and 

among developing countries themselves. 

The System Of Consultations has beec est&blisbed UDder the 

guidance of the Industrial Develo~nt Board. The First Consultation 

on the Fertilizer Industry ~•s convened in VieDD& fl om 17 to 21 

January 1977 )./ The Second Consultation w.s convened at Innsbruck 

t'rom 6 to 10 November 1978.~/ The Board, at its tb.•.rteenth session in 

1Q'f9, decided that the Third Consultation on the Fertilizer Industry 

should be held during 1960.21 

!/ "Report of the Second General Conference of the United Rations 
Industrial Development Organization ( m/CONF. 3/31 ~, cW.pter IV, "Thf, 

Lima Declaration and Plan of Action on Industrial Devel~~nt and 
Co-operation", para. 66. 

Y Official Records of the General Assembly, Seventh ~ial Session, 
Supplement lo. 1, para. 3. 

'JI See Report of the Meeting, m/W.258/9. 

'!} Sec:: Report or the Meeting, ID/221. 

'i.f Ot'ficial Records of the General Assembly, thirty-fourth Session, 
Supplement Bo. 16. 
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The Board at its fourt~enth session in 1960 decided_ to establish 

the System of Consultations on a per'll'anent bis.sis vi.th >;be following lll&in 

characteristics, including those described in its past decisions: 

(a) The System of Consultations r.hould be an instruaent through 
which the United Rations Industrial Developn.ent Organization (UlUDO) would 
aerve as a forum for developed and developing countries in their contacts 
and consultations directed toll!Lrds the industrialization of developing 
countries;§} 

(b) Consultations would also permit negotiations aa.>ng interested 
parties at their request, at the same time as or after Consultations;If 

(c) Panicipe.nts of each m.eaber country should include officials 
of' Governments as well a! representatives of industry, labour, consumer 
groups and others, as deeaed appropria"'e by each ~ernaent;~ 

(d) Final Reports of the Consultations should include such 
conclusions and recommendations as agreed upon by c011sensus by the 
participants as veil as other significant views expressed during the 
discussion.2f 

Drat't rules of procedure for the Systea of Consultations are ti:> be 

sulmitted for consideration and adoption by the Board at its fifteenth 

session in 1961. 

Ill'l'RODUCTIOII 

The Third t;onsultation on the Fertilize~ Industry lll!l.S held at the 

Sao Paulo Hilton Hotel, Sao Paulo, Brazil, from 29 September to 

2 October 1980. The meeting was attended by 163 -oartic.:_pants representing 

Governments, industry, labour and other broups from 52 countries and ~ 

international org~nizations. The p~ic~pants are listed in ann~x I. 

~Ibid., Thirty-fifth Session, Supplement Ro. 1(, pare... 15l(a). 

'Ji ~·, para. 15l(b). 

~ Ibid., para. 152. 

2f Ibid., Thirty-second Seasion, Supt>lement Ro. 16, para. 163. 



C01C!DSIONS AID REC<J4MEIIDATIONS 

l. The Third Consultation, taking into account the need to continue 

the "9.1.uable work performed through the System of Consultations initiated 

l.7 the Industrial Developnent llotl.l"d, rec01111Dends to the Executive Director 

of l'NIDO an~ t.o the Industrial Developnent Board that: 

(aj The UBIDO secretariat should undertake the pteparatory llOrk 
relating to the recOD111endations contained in this report (suma.rized 
in paras. 2-7 below) ;10/ 

(b) Tl'ie UBIDO secretariat should convene the Fourth Consultation 
on the Fertilizer Industry in 1~~2 at llev Delhi, India, to examine and 
to tPke appropriP.te action on the work performed. 

U!\IDO Modei Fot'lllS of Contracts for the Construction of a 
Fertilizer Plant 

2. The Consultation examined the Model Forms of Contracts presented by 

the illiIDO secretariat and recommended that: 

(a) An international group of experts should be convened by UBIDO, 
prefer1J.\:>ly vithin the next three months, to complete exam:nation of the 
URIDO ~odel Forms of Turnkey LllD~-S'llll and Cost Reimbursable Contracts, 
to serYe as guidelines. The experts should be selected by UBIDO frcm 
developed and developing countries, vith due regard to an equitable 
geographical distrihltion, and include the members of the dratting 
commit.tee of the Working Group on this subject convened at the Third 
Consu ·.tation; 

(b) The group of experts should finuize the Model Contracts; in 
casee of disagreement on the specific clauses, the Vd!'ious alternatives 
should be preaented and given equal weight; 

(c) UlUDO, when publishing the Model Contracts, should acknowledge 
that they were finalized by the group of experts. 

Mult_ilatei-al Insurance Scheme Providing Adequate Cover~e 
ror Consequential Icosses Incurred by Fertilizer and 
Other Industrial Plants 

3. The !".onsultation noted the work of -t;he UIHDO secretariat and the 

d:-P.ft insuranc~ policy proposed to implement the scheme and recommended that: 

(a) UBJJ)O should further develop t,.e proposed insurance policy to 
cover C.)nseque1.~ial losses for which insurance cover is not yet availablt; 
ta:dng into accol.lnt the views expressed at the Consultation (Chapter VII 
belov), every effort should be made to obtain as much coverage as possible, 
wnsid,"ring the acceptability of the proposed J.o<>licy to major insurance 
~nd reinsurance companies; 

(b) UBIDO should -:onvene, at a later date, a llOrking group including 
-::<pe~-ts on insurance, reinsurance and project implementation Md otlier 
interested parties tr~. Jeveloping and developed countries to fwther 
rtiscuss the proposal. 

Y},j Presented here in accordance vith"Instructions for tt-.e Preparr..tion 
of Reports r Semin&rs and Other Meetine-s" ~saued by UJllIDO. 
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The optimum level cf ftrtilizer consumption in developing countries 
in 1990 and 2000 

4. The Consultation noted the differences bet"Ween the variJUs estimates 

of likely requirem£nts for fertilizers in tHe developing co~.tries in the 

year 2000. Although it apJ>'!ared that the FAQ Study "Agriculture: To11ards 

2000" hid collected •11.1ch of the information required to assess the optimum 

level of fertilizer c1lnsa.ption in developing countries in 1990 and 2000, 

the Consultation recallllended that the UNIDO/FIO/World Be.nk lbrki:ig Group 

on Fertiliz~rs should develop a uniform methodology for makjng these 

estimates. 

Prograae to strengthen co-operation among devel~ 
countries in the rertilizer indust~ 

5. UNIDO, in co-operation with the Gc>vernments of the developing 

countrit:s and appropriate international organizations, should initiate and 

implement an inter- and intra-regional programme to strengthen co-operation 

amoag the developing coUDtries ic the fertilizer industry. Thia progr&D111e should 

heighten the developillg countries' a"1!Ll'eness of each other's potential fo 

fields of mutual interest and establish a firm basis !"or increasing their 

self-reliance. The programrae should devote particular attention to the 

following three areas: 

(a) An exchange and transt"~r of experience; 

(b) Co-operation in the desit-..n, manufacture of equipnent, 1D1U:hinery 
and spare parts and construction of fertilizer plants; 

(c) Joi~t ventures for explcitation of reserves of t"ertilizer rav 
materials and for th~ esta~iahnent of fertilizer ma.,ufact;.iring fa!:ilities. 

UHIDO should pursue vigorously tlY..: e.rtablishment of the programme 

(der.cribed in Chapter IV below) and its financing so that impl(!m..?ntation 

coulCJ. start as sc,on as poBBible and form a basis tor a continuing activity. 

This first phak of the programme should be completed within a period of 

tw years. 

Issues for consideration by the Fourth Conault.ation_ 

6. The following issues should be studiri in deptti by UIHDO and presented 

for consideration by the Fourth Cons'1ltation on the Fertilizer I~dustry: 

(a) C~pital cos''a tor tertili er plants; 

(b) Mini fertilizer pla~ts. 

The toa>ics to be examined under eac!1 isBt.1e llere identified by the Con11ultation 

(Chapter V ~lov). 
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Pe.rt one. Report of the Plen8:!'.l. 

I. ORGAIHZATION OF TP.E MEETING 

Opening of the Consultation 

7. The Third Consultation on the Fe1-tilizer Industry 'W&.S opened on 

29 September 198:> by Professor Israel Vargas (Brazil), Secretary of 

Industrial Technology of the Ministry of Industry and Commerce. 

A. A statement by t~ Executive Director of UlUDO ws read by his 

representative, the Chairman of the UlHDO Task Force to Prepare for 

Consultations on the Fertilizer Industry. 

Election of officers 

9. Cleantbo de Paiva Leite (Brad. ) , Member of the Boa.rd of Directors, 

Fertisul B.A., was elected Chairman. 

The following were elected as Vice-Chairmen: 

J. K. Gitau (Kenya), Director for Research, Ministry of .Agriculture 

Gyorgy Honti (Hungary), Deputy General Director, Vegtyterv, 
Hungarian Chemical. Industries Engineering Centre 

Aminah Pit Abd.Rahnan (Malaysia), Deputy Director, Industries 
Division, Ministry of Trade and Industry 

Greif Sander (Federal Re:publi<.. of Germany), Managing Director, 
Facbverband Stickstoffindustrie e.V. 

Adoption o~ ~enda 

10. The Consultation adopted the following agenda: 

l. PrC1gress Report on actions recoDD11ended by the Second 
Consultation 

~. UNIDO Model Forms of Contracts for the Construction of a 
Fertilizer Plant: 

(a) Third Draft of the Cost Reimbursable Contract 
{b) Second Draft of the Turnkey Contract 

3. Multilatera.1. insuran~e scheme providing adequate coverage for 
consequential l"sses incurred by fertilizer and othet" industrial 
plants 

..+. Rev issues proposed for consideration by the next Consultation 

5. Adoption of th.a report of the Consul tat.ion 
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Establisllllent of li>rking Groups 

ll. The ConsultRtion established the following li>rking Groups: 

li>rking Group on UHIDO Model Forms of Contract for the 
Construction of a Fertilizer Plant 
(Chairman: Paul Pot hen, India) 

Working Group on the Multilateral Insurance Scheme Providing 
Adequate Coverage for Consequential Losses Incurred by 
Fertilizer and Other Industrial Plants 
(Chairman: Harry B. Glazer, United States of America) 

12. The Consultation also established an enlarged Bureau composed of 

the Chairman, four Vice-Chairmen and any other participants who wished 

to join to discuss the action that may be taken by the Consultation on 

agenda items 1 and 4. 

Adoption of the report 

13. The report of the Consultation, including the reports or the enlarged 

Bureau and Working Grol:ps, w.s unanimously adopted in plenary on 2 October. 

Documentation 

14. Documents issued for the Consultation are listed in annex II. 
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I:~. PROGRESS REPORT ON ACTIONS RECa+oomED 
BY ~ SECORD CONSULTATION 

15. The UNIDO secretariat c;.escribed the progress made in implementing 

actions recommended by the Second Consultation (ID/W.318/7). The main 

eff'ort had been concentrated on preparing nev <!rafts of' the UlHDO Model 

Forms of Contracts for the Construction or a Fertilizer Plant and in 

preparing a nev proposal for a multilateral insurance schem~ providing 

adequate coverage for consequential 1011ses incun:~ ·by fertilizer and 

other industrial. plants. It ws pointed out that the other topics had 

been examined less intensively owing t" lack of resource11. 

UHIDO Model Forms or Contracts tor the Construction of a Fertilizer Plant 

16. The UIUDO secretariat stated that tbe interests of' both parties to a 

cor.atract had t<• be well balanced and repc..rted that , 1u1 recoaiended by the 

Second Consultai;ion, c0111111ents bad been invited on both tbe T-lr'llkey and 

Cost Reimbursable Model Contracts; revised drafts of the Model Contracts 

had then been prepared anc'i -were reviewed by an Expert Group Meeting in 

November 1979. FoHoving that Meeting, revised drafts were prepared for 

considerat.ion by the Third Consultation, namely, the Third Draft of the 

Cost Re.:.i:ibursable Contract (ID/\G.318/3) and the Second Draft or the Turnkey 

Contract (ID/W.318/1). An international group of contractors lier.:! bvited 

to prepare comments on those drafts {ID/W.318/4 and ID/W.318/5) for 

Pabmission to the Third Consultation. Since the Second Consultation had 

anticipated that the final drafts of those Contrf.Cts llOuld be apprcved at 

the Third Consultation, urangements had been made for the final review of 

the wording of at least one Contract in a working group. 

17. Some participants from deve:Loping coun;;ries bdicated that it \18.S 

time to take a final viev on the matter so that other items of importance 

could be co~sidered at future Co~sultations; UNIDO should therefore publish 

the Model Contracts ~s soon as possible so that developing cou~tries could 

benefit from using them. On the other i18nd, other participantl' expressed 

tne view that the drafts should be made more clear and flexil·!.e so as tc 

better serve the various needs of purchasers. 

10. It \las recognized that the negotiation of a specific c~ntract should 

take into account the circumstances of the country. There would 

need to be flexibility in such negotiations and the Contractor would have to 

understand t.he developing <'Ountry' s need for a gradual 'rut continuing transfer 

of technology. 
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19. It -was stated that the Model Contracts helped to pat the interests 

of the Purchaser in proper perspective considering that the liabilities 

of the Contractor were small in relation to the Purchaser's investment 

in a nev fertilizer pbnt and to th.! socio~conomic impact of the project 

on the recipient country. It l6s unrealistic to expect the Purchaser to 

inve&t money and to refrain from monitoring the project until it l6S 

COil'!>~ ~tt..l, since by then it "WOuld be too late to correct the programme 

of con~ruction. °"'' psrticipant stated that it could not be the liability 

of ContrP::.i.ors t- .1lve problems beyond their professional competence. 

20. The view was expressed that the final version of the Model Contracts 

presented by UNIDO should not be so complicated as to cover every 

eventuality, since in all contracts there liaS a need for mutual respect 

and co-operation. 

21. In answer to a question, the UNIDO secretariat stated that the "WOrk 

in CJ.rafting the Model Contracts did not duplicate the wrk of other 

United Nations organizations, such as UNCTAD, WIPO, UNCITRAI., and the 

United Nations Centre on Transnational Corporations. 

22. Tl'\e Consultation agreed to set up a "WOrking group to examine the 

Model Contracts. 

Multilateral Insurance ['-cheme to cover consequential losses 

23. The UNIDO secretariat introduced its nev proposal (ID/w;.318/6). 

As requested by the Second Consultation, UNIDO approached contractors 

and found that they were not willing to accept liability for consequentia! 

losses. As recOD1111ended, UNIDO turned next to the export credit agencies; 

they confir.ed that under existing government instructions and legislatfons, 

their agencies were not able even to consider the insurance of consequential 

losses bee-use they had been established by Governments to protect the 

interest of their exporters. 

obliged to again approach the 

resulted in the UNIDO propol'al 

Third Consultation. 

With those answers in hand, UNIDO w.s 

coll!dlercial insurance market. That appr.oach 

subnitted for t~~ consideration of the 

24. One parti ... ."~ant stated that although there wre legal and other 

obstacles to the Governments of the developed countries implementing 

such an inRurance schem~, he nevertheless felt that co111111ercial insurance 

'Wl"lS not the appropriate answer. A challene;e should be posed to the 

Governments of the indus,rialized countries to devP.lop improved guarantees 

for thf'! performance or industri.al !)lllnts. 



-12-

25. There was little further discussion ~f the proposal. in plenary; 

a working group was established to examine the UNIDO proposal in det,..,il. 

The high cost of fertilizer plants 

26. The UifIDO secretariat reporte<i that little f';.:rther ~rk bad been 

undertaken on the high cost of fertilizer plants but ail a•railable information 

indicated tbflt such co~s bad continued to increase rapidly since the Serond 

Consultation and were likely to .::ontinue doing so. It was therefore 

proposed. that the topic should be kept under continuing re"t·iev and ·ce 

considered by the next Consuitation. 

27. Participants f'rom several developing countries eK{ressed conc"m at 

the rising cost of fertilizer plant.s and the impact of those increeses on 

the ex-factory pri~e of fertilizers and the resulting need for l~ser 

subsidies in some countries. Sin<"e the cost or fertilizer plants bae. risen 

faster than inflation, there was a need fC1r the subject to b<.: examined 

further. 

Co-operation among de-Teloping colUltries in t~ fertilizer industry 

28. The UBIDO secretarif'_t reported that due to lack of resources it had 

not been possible to implement in full t?le progra"'llille of action recommended 

by the Secor.d Consultation. However the Ad Iloc Committee on Co-operation 

among Developing Countries in the Fertilizer Industry had been convened and 

its report vas available for eA'Wlination by the Consultation. 

29. Many pa·-ticipants f'rom developing count:-ies confirme1~ the imJK.rtance 

that they attar.bed to the subject 6lld suggested t?lat it be given priority 

in discussions at the Third and :ruture ConBltlt.J.tior:s. 

30. The arrangements made ty ASF.AB for the joint-venture projects t" 

produce urea in Indonesia &lld Malaysia vere ~entioned. One participant 

suggested that the basis of' it\dustrial co-op.?ratfon in those projects 

could be reco~ized and utilized elsevhere. 

31. The co-operation betveen OAU and UHIDO dioc\.&ssed at the First Meetin~ 

or the Ad Hoc Committee on Co-opt:ration among Developing C/juntries ill the 

Fertilizer Industry vas noted. One participant proporied thl\t efforts 

should be made to establish a fe::-til!zer developmen~ centre for African 

countries. 
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32. The Chairman of the Fertilizer Industry Advisory Committee (FIAC) 

indicated that all fertilizer producers whether in developed or developing 

countries had common problems and. interests and could learn from one 

another. An indication was given of the willin311ess of the various 

fertilizer industry associations represented in FIAC to co-operate with 

UNIDO within their capability. Particular mention was made of the I~ 

TechnicRl. Conferen\!e to re held i.n Vie..na, 10-14 :lovember ~j80, to which 

delegates from developing countries llOuld be -welcomeu. 

33. The FIAC represerc;ative expressed the indust1'V· s concern at the 

substantial proportion of current llOrld fertilizer capacity that was 

uncompetitive at current prices a.ad the fact that those prices -we~e below 

th'! level required to justify investment in ne•.: capacity. A major factor 

affecting fertilizer prices was the impact of the rising costs of energy. 

34. The subject was referred for further consideration to the enlarged 

Bureau, which suggested a programme ~o ~rengthen co-operation between 

developing countries in the fertilizer industry (Chapter IV below). 

Other recommendation· of the Sec~nd Consultation 

35. The other main recommendations of the Second Cot -:ultation -were 

related to ways to increase the consumption of fe!"tilizers and the role 

that could be played by organic fertilizers. The report on those subjects 

by the UNIDO sec~etariat was contained in the Suppl:ment to the 

Second World-Wide Study on the Fertilizer Industry (ICIS.81/Add.l). 

36. The report of FAO on the subject was contained in ID/WG.318/11. In 

introducing that document, the FAQ representative stressed that while 

developing countries as a whole were self-sufficient in food in the 1950s, 

their imports of cereals reached 70 million tons in 1978 and might reach 

90 million tons by 1984. A recent study by FAO "Agriculture - towards 

2000" stressed, in its most favourable scenario, that the developing 

countries should more tnan double food production by 2000, and that over 

70 per cent of the increase -wou1_d have to come from increased yields on 

land already cultivated. That fact stressed the crucial importance of 

fertilizers, which were expected to contribute over 50 per cent of the 

increase in food production requirements in the developing countries over 

the next 20 years; a considerable increase in the ase of organic materials 

wuld also be needed. 

-, 
• 
i 
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37. Although at the same levels of nutrients the effects of organic 

materials and chemical fertilizers O"' crop yields V?re similar, vhen used 

together they bad a complEmentary effect and gave higher yields than vhen 

used alone. Organic materials and biological nitrogen fixation -we.-~ 

important additional sources of nutrients that should be utilized t::> t.he 

full.est possible extent. It lill.S not possible to accurately estimate the 

contrilution of organic materials, bit biological nitrogen fixation could 

pn-~·ide approximately lQ-15 per cent of the nitrogen required by developing 

countries. 

38. Tbe FAQ representative also stressed the importance of training, the 

ready availability of the correct kinds of rnrtilizer at the right time 

and place to farmers, and the importance of the relationship bet\leen the 

prices of crops and fertilizers in increasing tbe use of fertilizers by 

farmers in developing countries. In that regard, he revie\led the 

activities of FAQ in promoting the proper and economic use of mineral 

fertilizers and organic materials in developing countries 311d stressed 

the importance of overcoming the various physical and economic constraints 

on fertilizer use; the necessary action should be taken by Governments 

in adopting appropriate national policies and measures. In viev of 

increasing costs, it vas imperative that fertilizers b~ produced and 

used as efficiently as possible. 
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III. RFW ISSUES PROPOSED FOR CONSIDmATION BY THE FOURTH COHSUL.TATIOR 

39. The URIDO secretariat introduced the pa.per "Issues affecting 

develo~ent or the fertilizer industry in the 1960s" (ID/le. 318/12), 

vhicb idEntified the folloving issues: 

(a) The pr<>gl"ess made by developing countries toWLrds selr
sufficiency in fertilizer production and prospe ts to 1990; 

(b) Supplie3 of __,Dia, phosphate, sulphur and pota!lb in the 
period 1960-1990; 

(c) The price or rertilfaers and the cost or fertilizer imports; 

(d) The high cost or fertilizer plants; 

~e) Mini :fertilizer plants; 

(:r) Assistance :for tl.e :fertilizer industry from the Governments 
or the developed countries; 

(g) The optllnm. level or fertilizer consumption in the developing 
countries in 1990 and 2000. 

40. Participaats :from developing countries indicated that the first tw 

issued mentioned in the URIDO p.t!per should be c'.Jnsidered in the context 

of &r."angements for co-operation among developing count't'ies. 

41. Participants indicated that th'! high cost of fertilizer plants le.S 

not a nev issue; it ll&.S therefore an issue that re<t_uired discussion at 

the current and at future Consultations on a continui.ng basis. 

42. There was only a limited •Hscussion of the proposed nev issues in 

the plenary. I~ was decided to review them further in the enlarged Bureau. 
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~~at"t tvo. Report of the enlarged Bureau 

IV. PROGRAMME TO STRENGTHEN CO-OPERATION .AMONG DEVELOPING 
COOHTRIES IN THE FERTILIZER INDUSTRY 

43. The enlarged DJreau reviewed and discussed the relevant documents 

as well as the proposals to enhaace co-operation among developing 

countries made by the delegations of China, F.gypt and India. As a result 

of t~se discu3sions, it 11as decided that UNIDO should .nitiate and 

implement a programme of co-o~ration among l".eveloping countries in the 

fertilizer industry that paid particular at+.ention to the following 

three areas: 

(a) An exchange and transfer of experience through: 

(i) The organization of a number of in-plant training 
programmes in selected developing countries on 
plant operation and maintenance; 

(ii) The convening of technical meetings at the 
managerial level on project and plant management, 
operational problems and technological development; 

(iii) The provision of expert services and training 
facilities on plant and equipment design and on 
11ays to improve capacity utilization; 

(b) Co-operation in the design, manufacture of equipment, machinery 
and spare parts and construction of fertilizer plants through: 

(i) The collection and dissemination of information on the 
availability in developing countries of capacities to 
manufacture machinery, equipment and spare parts, to 
provide engineering services and to construct fertilizer 
plants; 

(ii) An investigation of the feasibility of manufacturing 
standard and specialized equipment for the fertilizer 
industry; 

(iii) The organization of expert group meetings to advise on 
opportunities for specialization in the manufacture of 
standard equipment and machinery for fertilizer plants; 

(c) Joint ventures for exploitation of reserves of fertilizer raw 
materials and for the establishment of fertilizer manufacturing facilities 

through: 

(i) A survey of available reserves of fertilizer raw 
materials for joint exploitation; 

(ii) A survey of the developing countries interested in 
establishing joint fertilizer manufacturing facilities; 
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(iii) An expert group meeting to exchange experience in 
teclmical, financial and legal aspects of joint 
investment in the fertilizer industry; 

(iv) Assistanr.e in preproject investigations and assessment 
of the techno~conomic viability of identified joint 
projects. 

TJNIDO should pursue vigorously the establishment of the above programme 

and its financing so that implementation could start as soon as possible 

and form a basis fo'!:' a continuing activity. That. first phase of the 

progremme should be completed within a per5.od of tliO years. 
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V. lfi."'W ISSUES SELECTED FOR CONSIDmATION BY THE FOURTH CONSULTATION 

44. The follovi.1g issues -were selected for in-depth study by UIHDO and 

ror consideration by ~he Fourth Con~ultation on the Fertilizer Industry. 

Capital costs ror fertilizer plants 

45. The escali:.ting capital costs ror fertilizer plants were noted with 

great concern by the first three Consultations on t~ Fertilizer Industry. 

Part of those increases were due to in!lai;ion, but not all. Construction 

and equipnent costs bad risen raster than inflation. such high costs 

reduced the capabilities or developing couutrfos to build new fertilizer 

plants. 

46. The exu.i.nation of the capital costs for fertilizer plants s:xntld 

cover, amorur.: others, the folloving topics : 

(a} Eqr.i::;nent costs. (The main cost elements, trends, tel"lls or 
financing and lill.YS and means or reducing equipnent costs.); 

(b} Construction and start-up costs. (The main cost elements, 
trends and lill.YS and means of reducing costs, particularly the foreign 
exchange components.}; 

(c} Associated infrastructure costs. (The main cost elements, 
trends and ways and means or reducing the burden of infrastructure 
costs.'; 

(d} Ways or improving the formulation, preparation nnd implemen
tation or fertilizer projects in order to speed up construction and the 
achievement of the plants' designed capacity; 

(e} Reconmendations for closer co-operation between devel()l>ed 
and developing countries as 11ell as among ~eveloping countries aimed at 
reducing the capital costs for fertilizer plants; 

(f} RecOlllllendations ror action by decision-makers in developin1t 
countries to reduce capital costs for fertilizer plants; 

{g} The potential role or UNIDO in assisting developing countries 
to reduce the capital costs of fertilizer plants. 

Mini fertilizer plants 

47. In many developing countries, and in particular, the least developed 

and other small developing countries, the demand for fertilizers ws not 

sufficient to varrant large-scale nitrogen or phosphate fertilizer plants. 

In land-locked developing countries or land-locked regions of a country 

vith an inadequate transportation netwrk, high transportation costs also 

favoured small plants located near the market, the raw material, or both. 
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In such circ-...sstances, aini fertilizer plants vi•'- production capacities of 

up to 150 tons per ri81" of ...ania, and phosphate fertilizer plants vi.th 

cape.cities of up to 5Ci tons per dey ot P2o5, aigbt proye to 'Oe more 

suitaUe. 

48. for that issue, the following topics, among others, should be 

exurined: 

{a) The identification of dcTeloping cc•mtries where the 
construction of mini fertilizer plants might be desirabl.e; 

{bJ 'l'be identification of a'llrila-:U.e technologies and plant 
engineering designs that could be used for Wilding llini fertilizer 
plants i:i deYeloping countries; 

(c) The develoi-ent or nev energy~fficient tecbnologief ftlld 
engineering def'"i~s for model Jlini fertilizer plants: 

(d) Recamendations for co-operation between deYeloped and developing 
countries as veil as among deTeloping countries in praaoting Iii.Di fertilizer 
plants; 

(e) The potential role of UlfIOO in prc:noting mini fertilizer plants 
in developing countries. 



Part three. Reports of the Working Groups 

VI. MODEL FORMS OF CONTRACTS FOR THE CONSTRUCTION 
OF A FERTILI~ PLANT 

49. The URIDO secretariat explained the concept of Model Forms of 

Contracts (ID/~.318/1, ID/lC.318/2 and ID/lG.318/3) as guidelines 

that clearly spelled out the obligations of the ~ies in an 

adequately be.lanced '\ay. The Model Contracts 11ere designed to help 

lx>tt parties, especially the purchasers :'ram developing countries, 

in their specific dealings but, as such, they wre not legally binding 

'-~:x:uments for the parties. The Model Contracts presented 11ere liOrking 

documents that the Consultation might wish to modify and improve. 

The URIDO secretariat liOuld be pleased -co present the re$llts of the 

deliberations and compromises liOrked out by pa.r'~icipants. 

50. Several participants from developing countries stated tbat tbe 

~..odel Contracts had been in preparation for three years and hence they 

should be finalized at the Consultation. The compreberlsiveness of the 

Model Contracts, as presented, was emphasized. It llllS recognized that a 

general contract form lBS no substitute for specific contracts; however. 

the Model Contracts were already useful a.,:,cuments for the developing 

countries to benefit from. One participant stressed the need for a 

nexible application o-f the Model Contracts because the more aemands placed 

on the Contractor the more expensive a contract became; he also pcinted 

out that some clauses of the Model Contracts might have to be adapted or 

deleted according to the governing laws of the countries concerned. 

51. Some participants from developed countries stated that the Model 

Contracts &.s presented \.ere still too voluminous and complicated, that 

the drafting of such general purpose contract forms might take a very 

long time, and that, unless changes -were made onthe models according to 

the written comments from Contractors (ID/lC.318/4 and ID/i{;.3i8/5), no 

agreement might be reached at the Consultation. 

52. Nevertheless, some participants recognized that the Model Cont.:ra.;ts 

l.'ere realistic documents that should be COllDllented upon Article by Article 

and approved. Holollever, in viev of the short time available for discuBBion, 

the participants agreed to concentrate on the Second Draft of the Turnkey 

Contract because of its iD111ediate importance to developin& countries. 

l 

. ... 
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53. An attempt to discuss the Tu:."'Dkey Contract Article by ArtiCle was 

made, but at'ter a trial discus.3ion of two ~rticles, it was deemed 

impossible to complete ~he task on time since the Model Contracts contained 

40 Articles vith approximately 400 clauses and the Contractors' conments 

covered approximately 200 of thos·: clauses. 

54. An alternative approach llflS proposed, namel~ to select key items 

or disagreement for discussion. One participant presented a short list 

of 38 such clauses where, in his opinion major substantive dis&.greemect 

existed. Participants accepted the approach and proceeded to discuss 

those clauses in detail. The results cif the discussion shoved a major 

area of agreement or compro..tise betlleen the Jll)ints of viev of Pui..:baser 

and Con1.ractor. 

55. Consequently, a drafting ci:maittee •s proposed to redraft the main 

probl s clauses of the Mod<?! Contracts taking into account the legitimate 

interests of Purchasers and Contract'>r s. A drafting cOlllllittee composed of 

participants from six developed and five developing countries \oll!.S set up, 

but 'WllS left open to any country that vished to attend its deliberations. 

56. In considering the Turnkey Contract in detail, many points llere 

agreed and much reconciliation ac\!omplished, but, owing to the complexities 

involved and the many viewpoints that were expressed and were accommodated, 

the \i:>rking Group could only review and discuss approximately half the 

Articles. In finalizing the Model Forms of Contracts the ensuing 

procedure should be followed: 

(a) k"l international group of experts should be convened by UNIDO, 
preferably vi~.hin the next t~U"ee months, to c01llplete e..tamination of the 
UNIDO Model F~rms of Turnkey Lump-S·m and Cost Reimbursable Contra~ts, 
to serve as guidelines. The experts should be selected by UNIDO from 
developed and developing countries, Yi.th due regard to a."l equitable 
geographical distribution, and include the members of the drafting 
committee of the W:>rking Group on that subject convened at the Third 
Consultation; 

(b) The group of experts should finalize the Model Contracts; in 
cases or disagre_111ent on the specific cl~uses, the various alternatives 
should be presented o.nd given equal weight; 

(c) UNIDO, when publisMng the Model Contracts, should aclrnuvledge 
that they were finalized by the group uf experts. 
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VII. MULTILATERAL Il'SURARCE SCHD4E PROVIDIIIG ADEQUATE ~GE FOR 
COBSEQUElfl'IAL LOSSES IBCURRED BY FERTILIZER 

AllD OTHER I1'DUSTRIAL PLABTS 

57. The UBIDO secretariat suggested that the Working Group consider the 

following points: 

(a) \lietber the Mul.tilateral rnsunnce Scheme proposed by UBIDO 
lBS usef'ul and covered the risks that buyers of' plants lBllted to cover; 

(b) Whether i.apleaentation of' the Schelle by the c~rcial 
insurance industry along the lines proJX'sed should be pursued by UBIDO; 

(c) Whether Governments could and should become invohed in the 
i.:pleaentation of the Scheme and, if' so, in vbat capacity. 

58. The concept of the Multilnteral Insurance Scheme (ID/W.318/6) 

proposed by UllIDO lilU explained by a Ulfj])() consultant. He reported 

that for the purpose of testing the proposal., UBIDO mM! prepared a 

draf't insurance polic:y l'llld that in recent llODths the draft policy Lad been 

discussed confidentially vi.th a small number cf' leading insurance and 

reinsurance companies. Sao-'.~ of' those cO!:lpanit..s found the wrding clear 

and considered tha"t. the wording sec..'lled acceptable on a f'irst reading. 

Further:iK>re, four of those companies expressed an interest in co-operating 

vi.th UBIDO in developing the .Scheme by playing a leading role in 

developing a world-vi.de insurance f'acilit~ that could provide cover f'or the 

large consequential losses that might be incurred by industrial plants. 

59. UllIDO circulated copies of the draft policy {CRP2) which. 

although it vas ready in June 1980, had not been issued earlier so that 

~be insurance companies could give their initial reactions in confidence. 

In view of the limi1.ed time avai:. ... , it vas suggested that the Working 

Group should take note of the document since most of' the participants "were 

not in a position to review the text in detail or to enter into negotiations 

regarding its te!'11ls. 

60. Participants from developing countries, while understanding the 

approach adopted by UllIDO, felt that their insurance companies and 

reinsurance companies should have been consulted by UJUDO prior to the 

Consultation. The UBIDO secretariat assured them that it was the intention 

or UBIDO to consult and involve them in the further development of the Scheme 

(ID/lilG.318/6, para.47). Participants from developed countries, for their 

pert, regretted that they 11ere not informed of the results of the discussions 

vi.th insurance companies in their countries. 
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61. Participants recognized that the Scheme should cove:· the 

failure of the completed plant to perform. f'ull.y in accordance vi.th contract 

specifications and technical data due to the :-islts as proposed by UNIDO 

(ID/WG.318/6, para. 48}. It vas explained that the Scheme would fill certain 

gaps in the insurance coverage currently available and, in particular, include 

coverage for conseque11tial losses arising from, for example, design defects 

and deficiencies in t~hnology, equipaent, machinery, and materials of 

construction. 

62. In the draft policy, U1'IDO had proposed that delays in 

completion of the plant should also be covered. One participant questioned 

whether that vereadvisable. 'l'he draft policy al.so covered the risk of some 

incidents of ~ maJeure. Participants doubted that that were advisable; 

.,reover the UIHDO secretariat reported that sev-eral of the insurance 

coapa.nies contacted b8d indicated their preference for excluding that risk. 

63. It was explained that the draft policy would have certain exclusions 

md only cover the consequential losses of the Purchaser that were not 

recoverable in other ways, for example, by other insurance !><>licies or 

through compliance of the Contractor vi.th his contractual obligations, 

including the performance bonds and penalties. 

64. One participant asked whether the draft policy vas to be applied 

only to turnkey contracts or also to other types of contract. It vas 

recognized that all contracts were different and that the offer of insurance 

110uld be preceded by a risk analysis that 110uld include examination of the 

contract between the Purchaser and the Coni;ractor. Therefore careful 

consideration should be given to the risk coverage of the plant-supply 

contract and the draft policy. The same participant pointed out that 

in some developing countries the detailed engineering and the procUl"ement 

of equipaent and macbin~ry were carried out vi.thin the country. He felt 

tb..lt that should affect the conditions of draft policy. 

65. It was suggested by the UNIDO secretariat that although the proposed 

Scheme might be implemented initially for plants built in the 

developing countries, there might )e some purchasers of industrial plants 

located in developed countries llho voul.d welcome and take out that type of 

insurance protection. 

66. The Workinc Group considered the next steps that might be takeu to 

establish a vorld-vide facility for the new type of risk. The UNIDO 

conlultant pointed out that since that was a new risk for ins\irers to 

consider, they cou!d not use their existing reinsurance treaties. Therefore, 
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in order to develop the large capacity required to cover the v(ry large 

potential losses that might be incurred, he said it wuld be necessary to 

create a pool or facility to which several insu~ers or reinsurers wuld 

each subscribe small amounts of insurance. All insurers and reinsurers 

wuld be given the opportunity to participate in the suggested facility. 

In order to establish such a facility, tw or three leading i:isurers from 

different countries n:igbt act as the leading underwriters vho wuld also 

take responsibility for assessing the risk analysis, undertake the risk 

management and asi;ess the claims. It was recognized that the establishment 

or such a facility vo1tld take considerable time since it wuld need to be 

preceded by a detailed analysi11 of the potential losses that liOuld have been 

incurred bad there been such an insurance f!l<:ility in existence. 

67. Some participants, referring to the information that UBIDO had 

presented on the causes of consequential losses in fe1tilizer plants 

(ID/l«}.318/6), noted that the levels of production achieved in developing 

co•mtries vere consitlerably lover than those achieved in similar North 

American plants. It was pointed out that the reported experience of plants 

in developing countries related to the first three years of operation, 

whereas for many or the Borth American plants the experience was fo~ later 

years when plants we_•e less subject to mechanical breakdown. It was further 

stated that the causes of production loss bad been presented to show the 

incidence of design defects, mechanical breakdowns and other causes. The 

view was expressed that if fertilizer plants in developing countries bad 

not achieved a better performance in more recent years, the consequer.tial 

losses tC\ be covered by insurance vould be very large in that type of plant. 

It 1il!l.S suggested that the UHIDO secreta..-iat should try to obtain information 

OD the eJC!'~rience Of fertilizer and petrochemical plants built in both 

developing and developed countries in ~ore recent years in order to give 

insurers an up-to-date appreciation of the potential risk. 

68. One participant asked whether the title ''Multilateral Insurance Scheme" 

llll.s appropriate. It was pointed out that the title had been used at the 

First Consultation and could be changed when the precise nature of the 

ineurance programme emerged. It was noted that in certain international 

organizations, multilateral implied an organization of governments. 

Furthermore it vas felt that the wrding "and other industrial" in the title 

was not appronriate because the Consultation &nd the propokd inir11rance 

scheme vere dealing with fertilizer plants only. 
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69. There was a difference of opfoion on the role that Governments could 

play in the establishment of the insurance programme. On'! partL ipant 

referred to the dra~ resolution of the Second General Conference of UNIDO, 

held at Lima in March 1975, that requested Governments of the developed 

countries to establish an insurance system to protect the developing 

co'l!Iltries from the risks to which the latter were exposed in their 

industrial co-operation vith the developed countries. Although that 

resolution w..; not adopted by the Conference, the Indusi;rial Develo!Jllent 

Board had taken note that such a scheme for the fertilizer sector was 

being discussed at Consultations on that industry. The participant 

therefore suggested that the draft policy proposed by UNIDO should be 

elaborated so +.bat it could be taken out on behalf of the Purchaser by one 

of the folloving: 

The Purchaser himself 

The engineering Contractor 

The Government o~ the country giving aid for the 
establishment of the project 

The Government of the recipient country. 

10. Several participants recalled that previous 'WOrk had show that 

Governments, notably those of supplier countries, could not undertake 

responsibility for the Scheme under discussion, which should 

remain on a purely commercial be.sis. Since the proposed insurance 'WOuld 

be for the benefit of the buyer, the export-credit age'lcies of the supplier 

countries could not cover that type of risk. 

71. The proposed insurance proe,ramme, concerning on the one hand the buyer 

and on the other hand the insurance companies, should take into account thE: 

interests of the buyer but also ensure thll.t the draft policy was agreeable 

to the insurance companies. As for the premium involved, that should be 

paid by the buyer. 

72. Concerning the suggestion that the Governments of supplier countries 

might pay the premium, a number of participants remarked that that would 

interfere with free competition as it could be construed as an instrument 

of export aid. 
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73. The Working Group, bearing in mind the rec011111en~ation of the Second 

Consultation that UNIDO should collect additional information on the amount 

and causes of consequential losses in fertilizer plants and, on the basis of 

that information, continue to exl'lllline vith contractors, insurers, Governments 

and ot~er interested parties hov appropriate solutions to the problem might 

be reached, took note or the report of the UlUDO secretariat on its work 

(ID/WG.318/6) snd the Conference Room Paper !lo. 2 entitled "Multilateral 

Insurance Scheme; SUggestPd Draf't Policy". 

The Working Group proposei.J. that : 

(a) UNIL.lO should further develop the proposed insurar>ce policy to cover 
conseqtential losses for which insurance co~er is not yet available; taking 
into accotmt the vievs expressed in the Working G~oup, every ef'fort should be 
made to obtain as much cove~e as possible, considering ~he accep~ability 
of the proposed draf't policy to major ins'IOI'ance and reinsurance companies; 

(b) UNIDO should convene, at a later date, a working group including 
experts on insurance, reinsurance and project implemen~ation and other ibterested 
parties from developing and developed countries to f'urther discuss the proposal. 

See para. 3(a) !llld (b). 
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