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I. THE ISl.AMIC DEVELOPMENT BAUK 

1.1 The Islamic Development Bank is an international development financing 

organization established in Shawal 1395H (October 1975) • 

Purpose 

1. 2 The purpose of the Islamic Development Bank is to toster the economic 

development and social progress of member countries and Muslim colll!llunities, 

individually as well as jointly in conformity with Shariah. 

Membership 

1.3 The present membership of tbe Bank consists of 44 co~ntries (Appendix-1). 

The basic condition for membership is that the pr<.•!>pec-tive member country 

should be a member of the organization of the Islamic Conference and be 

willing to accept such te~s and conditions as may he decidi!!d upon by the 

Board of Covernors. 

1.4 The financing outlays of IDB to-date has totalled ID 5.6 billion i.e. 

equ,;i.valent of approximately US$ 6.0 billion which have been approved for r:hc 

following t'pes of operations: 

(i) 
(11} 

(111) 
(iii} 
(iv) 
(iv) 
(v) 

(vi) 
{vii) 

{viii) 
(ix) 

Loan {interest free) 
Equity 
Line of Equity 
Leasing 
Line of Leasing 
Instalment Sale 
Line of Equity/Leasing 
Profit sharing 
Technical Assistance 
Foreign Trade Financing Operations 
Operations for Muslim Communities 

in non-member countries 

Total 

Amount 'US$} ---- ---569.0-
206 .o 
84.0 

489.0 
5?..0 

131.0 
48.0 
8.0 

38.0 
4,191.0 

J 71.0 

a:., =-•&.•n 
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II. THE INDUSTRIALIZATION - ABD ALL THAT 

2.1 It bas now become a truism to state that accelerated industrialization is 

the strategic element in the economic development of the developing countries. 

Industrial Development of the less developed territories has become one of the 

greatest campaign of the mid-tweLtietb century. 

2.2 ''It is an endeavour in which the people of the underdl'veloped wr_.i-ld place 

great hope of finding a solution to their problems of poverty, ir-~~curity, 

over-population, and ending their newly realized backwardness in the modern 

ld•• 1/ wor • - • 

2.3 There is no longer any substantial controversy about the importance of 

industrialization as the main long-run path of economic: growth for the 

developing countries. The late Pandit Jawaberlal Nehru was expressing the 

feelings of ~he underdeveloped world, when he stated: 

2.4 "Real progres..;. must ultimately depend on induc;triali<:ation•· 21 

2. 5 "Although a number of smaller countries can cuntinue tu specialize in 

pri111ary production until they reach fairly high Jevels of income, their 

population is less than a quarter of the total fot the Third \·:orld. The bulk 

of developing countries must therefore industrialize at a rHpid pace to sustain 
3/ 

adequate rates of aggregate growth" -- • 

Reasons for Industrialization - The Panacea 

2.6 The reasons for regarding industrialization as the hcpe ai:1! ;,spiration of 

the underdeveloped countries are well-known. The und.i::developerl countries t1re 

mainly producers of primary products, the prices of which fluctuate r:tuc.h more 

than the prices for the manufactured goods. The economies wbid1 are dependent 

on the export of J.iaflic commodities suffer from instability of nation;;} income 

more than the economies which are industrialized and developed. 

1/ Bryce, M.D. "Industrial Development" New York, 1963 
Z/ Nehru, J. Speeches March 1953 - Aueust 1957, New Delhi. 
J./ Chenery H.B & Hughes Hc-'~n, "Prospects for Pat'tnershi11'', 

IBRD Publicat~on pp 4. 

• 
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2.7 F.conomists from Developing Countries observed that there was a 

correlation between the wealth and standard of living of a country and the 

degree of its industrialization. 

2.8 They also notice that the great gap in per capita inccmes that divides 

the developed and under-developed countries is broadly paralleled by a similar 

disparity in the structure of their economies, the former are diversified, and 

largely industrial economies, while in the later, production is confined 

predominantly to agriculture. 

2.9 Realizing these facts the people of underdeveloped countries have come to 

believe that industrialization is the only path that leads tG gr~ater security 

and a higher standard of living. 

2.10 The Brandt Coamission on "North-South - A Programme for Survival" gave 

extensive treatment to the subject of industrialization with partict..lar 

reference to the plight of developing countries. 

2.11 The Report States that -

"Dev~loping Countries have only -~ small share in world manufacturing" -~/ 

In many of the poorest countries less tl:an five perc1!nt of the work force is 

engaged in manufacturing. 

2 .12 "The extent to which they succeed in their efforts is strongly n:lated to 
5/ the international envinmment and the reactions of other l:ountries. '' ·-

2.13 Among the greatest challenge to the industrialization of the SOUTH is the 

protective Policies being practiced by the NORTH • 

2.14 "It is with clothing and textiles that developing countries have 

penetrated the ma~kets ~f the NORTH most effectively. In the mid 1970s their 

share of imports in apparent consumption in the EF:C, United States, r.anada and 

Japan reached 7.~ percent."!/ 

4/ Brandt Co111111is11ion "North-South - A Programme of Survival" 
SI Ibid 
'!,! Ibid 
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2.15 Restrictions were also imposed by the NORTH against the SOUTH on trade in 

the ship-building, footwear and electronics. 

2.16 The Report throws light on the fact that 

"most industrialized countries imported from devt!lopi1:c t:ountries only a 

fraction of the manufactures which they exported to them. In 1978 total 

imports of manufactured and semi-manufactured goods wtre $32 billion 

compared to trade in the opposite direction of $125 tillicn." !I 

2.17 The Report recommends that the NORTH should roll bac:k protectiunism and 

pursue positive, time-bound adjustment policies. But most indu~trialized 

countries continue to practice protection under various guises, while paying 

lip service to liberAl trade by passing several praise-worthy res~lutions. 

2. lB The Report also outlined a "proposal of bri.1gin~ UNCTAD and GA"iT closer 
.. 

together, this would make it easier, for instance, to link commodity 

negotiations with the question of access to market:;." Th~ HORTH resists very 

severely towards the merger of UNCTAD and CATT leading to the establishment of 

a new International Trade Organization. The resistance to i:he merger i~; based 

on the pret~xt that "the two bodies have distinct areas of responsibility and 

have.developed different methods of work; their amalgamation would not be in 

the interest of either." !/ 

2 .19 The Report focuses attention on the plight of the poorest countries. 

niese countries have special disadvantages in their trade and nll!ed both 

finance and technical assistanc~. 

----------------------------------·---------- --
7/ Brandt Commission on "North-South - A Programme for Survival" 
!.t The British Memo of Foreign and Commonwealth Office Jvly 1980, UK. 

r 

• 
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2.20 But most of the developing countries seem to wander without a sen~e of 

economic direction. Mr. Shridath. Ramphel, Commonwealth Secretary General 

commenting on the stand of the major Western Countries states -

2.21 "The Third World has groped its way towards the still rudimentary concept 

of a new international economic order. The West has largely rejected it - and 

offers nothing in its place while the old order is E:verywhere in disarray. ln 

eight years of North-South dialogue, the North has produced hardly any new 

ideas. It has merely dismissed the South's proposal. 

2.22 The inability of a large number of the developing countries to implement 

viable industrial projects is 11ttdbutable, to their economy being rapped by 
9/ the worst crisis for a half cent\!ry." -

2.23 The World Bank Report commenting on the situation narrates that 

"Many •.• countries entered the 1980s with a legacy of high inflation, large 

government deficits, misaligned prices, and excessive controls over goods and 

financial markets. One sided import - substitution policies and rigidities in 

factor markets reduced the ability of these economies to respond to external 

shocks." 12.I 

2.24 Surrounded by these gigantic economic problems, the <leveloping countries 

are tempted to look up to the external sources for a Fanacea of their economic 

ills. Since the workshop is being organized at the headquarters of cne of the 

leading UN Agencies, it may not be out of place to present the view point of 

one of the spokesmen for the Third World on the UN System. 

2. 25 "The institutions and systems established early in the post-war <>ra. 

changed the world. But they stand now in need of change themselves. All is 

not well, in particular with the United Na~ions, which in many areas has 

become situalistic, inbred and increasingly technocratic." ))./ 

9/ Ramphel.S. Commonwealth Secretary General, Financial Tin.es, Sep~. 15,1981 
IO/ The World Bank Annual Report 1985 (p.37). 
11/ Ramphel.S. Comonwealth Secretary General, Financial Times, Sept. 15,1981. 
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2. 26 The Commonwealth Secretary General maintain!: that "all are to blame -

East and West for the UN's image of endless, tedious, tiresome and 

ultimately self-defeating involving more than 6,000 1r.eetings a year in New 

York and Geneva alone and one million pages of documentation. Rut the UN is 

not something apart. It is govenaments which have allm.1cd it - even encouraged 

it - to grow away from its role. The UN can still be an invah:able forum, yet 

governments show. little sign of being ready to strengthen it. Here again we 

need a new vision, a renewed sense of purpose, responsive to changed 
.. 12/ circumstances. -

2.27 The gesture of ;JNJDO to organize this workshop on "Financing of 

Industrial Projects" along with Islamic Banks tends to indicate the resilient 

response of UN agencies to the internationa] environment. It is hoped that 

this meeting albeit on a modest scale may help to ~halk out ne~ and 

untraditional approach to the financing of industrial projects. 1;NJDO has 

sub<>tantial technical expertise and resources at its disposal in the field of 

industrial development. The Islamic Banks have a sense of purpose, a mission 

to contribute to the process of industrialization in accordance with the 

Islamic principles of Shariah. An amalgum of both app1oaches can help to 

inspire an intellectual framework relevant to modern probJcr:is of financing . . 
industriali~ation process in the Third World. 

---------··---
Jl/ Ramphel. S, Coamonwealth Secretary General, Financial Tim~~. Sept. 15,1981 
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III. THE PROMOTION OF INDUSTRIALIZATION IN IDB MEMBER COUNTRIF.S 

3.1 The mandate given to the Bank is clear and unequivocablc. Its operations 

have to be conducted in confoI'lllity with the principles of Shariah. The courst? 

of promotion of economic developaent :md social progres~ has been L raversed 

and chartered by the traditional development fin~ncir.g organization. The 

Islamic Developaent Bank has benefited substantially fru1;1 the expt-rience of 

these institutions led by the World Bank and the relevant UN Agencies like 

UNJDO. But to foster economic development and social progress in accordanc~ 

with the principles of Islamic Shariah presents a challenge as the Bank has to 

break new ground and evolve and develop new operational parameters compatible 

vith Shariah. 

3. 2 In pursuance with these objectives the Bank embarked upor. a programme of 

trials and in3ovation to develop various instrucc~rs for contributing towards 

the industrialization process in member countries. 

3.3 The main channel of financing industrial projects as enshrined in the 

Articles of Agreement and outlined in the Policies ~nd Procedures for 

Financing Q~erations in Equity. But in the light of its operational 

experience, it developed additional modes of financing as outlined on 

page 19. 

.• 
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IV. EQUITY PARTICIPATION 

4.1 The founders of IDB had a realistic awareness of the importance of 

industrialization to the process of economic developmer.t. This is reflected 

i1. the first item of Functions and Powers under Art:-.cle 2 of the Article<:: of 

Agreement, which reads as follows: 

"To fulfill its purpose the Bank shall have the following functions and 
powers: 

to participate in equity capital of productive p1ojects and 
enterprises in member countries."_!~/ 

Equity Investment 

4. 2 Equity in11estment is considered as one of the main typt!S c.f financing to 

be provided by the IDB in view of its conformity with Shariah. 

4.3 The Articles of Agreement establishing the Bank acc~rds top priority to 

equity participation while enumerating various functions to be undertaken. Jt 

lays down that tc> fulfill its purpose " The Bank shall apply such terms and 

conditions as it deems proper, taking into account the requirements of the 

project or enterprise, the risks being undertaken by the Rank and the terms 

and conditions normally obtained by equity investors fer similar financing 

including voting rights and the right to nominate on~ or more directors to the 

governing board of the project or enterprise." l.!!._/ 

4.4 Article 17 dealing specifically with equity participatjor. in addition to 

section 2.04 covers various aspects of equi:y participation such as obtaining 

contr1Jlling interest, option to sell, combination of equity with other 

operations, maintenance of reasonable diversificathm and selling of equity 

investment to revolve Bank's resources. 

4.5 It is further emphasized in Article 16 clealing with "Considerations 

relevant to Financing" considering the importance of equity investment, the 

Bank shall sce:k to maintain a suit.nhle ratio between equf ty in•1estme ... i: made 

in, and loan granted to member countries." 

--------·--------------------· -----. -- ------ .... ·-· 
13/ Articles of Agreement of IDR, Article 17 Sec. 3. 
14/ Articles of Agreement o! IDB, Article 2 Sec. 2.01 



---~----------~·-·-

- 10 -

4.6 These aspects are further elaborated in the document £:ntitled "Policies 

and Procedures for Financing Operations" in section 2 .04 d.?.alinf with equity 

participation, tvo additional se ~tions are included in the latter document: 

one dealing with the form of equity investment (section 2 .05) and tlw other 

dealing with' expected financial return section (2.06). 

Element of Risk in Equity Projects 

4.7 A number of schools of thought regard Equity as a risk capital. Jn view 

of the importance being accorded to equity p3rticipation in !DB's Articles of 

Agreement, IDB, as a development financing institution, had to face the 

challenge of risk.management rather than risk avoidance. 

4.8 In contrast to IDB, a number of international and regional developmer.t 

financing institutions have followed a rather cautious pol icy tovards equity 

im;estment. In view of the cociplexity of the issue som~ institutions btve 

altogether prohibited equity financing vhil<! others are ,Joing it on a very 

limited scale. Some of the financing institutions hedge against the element of 

risk by combining loan (with guarantee or collateral) with equity. 

4.9 Lateiy. IDB developed an approach of combining equity with leasing 

operation. But so far IDB has not provided any loan to industrial projects. 

Loans are mainly granted for infrastructure projects. In certain cases some 

industries benefited indirectly from the IDB financi~! infrastructure projects 

like roads, ports, electricity and water works. 

4.10 The risk inherent in equity i'lvestment calls for a cautious approach. 

There is no such thing as an absolute guarante<' in equity ht.cause by 

definition equity capital is risk capital. Unlike any , Clther form of 

investment, one neither takes title to physical goods nor receives a guarantee 

for the retu·cn on capital. In addition to general business risks inherent in 

equity investment which are caused by a number of factors affecting a 

company's operational programme and its incou1e prospects, there are um other 

types of risks;, political risks and foreign exchange r l:;k!;. Risk:·• ngaiust 

nationalization and restriction on rt!patriation of divide11,Js tincl capital are 
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generally covered for the IDB through its Articles of Agreement. Other type~ 

of political risks associated with changes in Government legislation and 

regulations could be covered to a limited extent through various agreements 

and understanding with the Government. By and large these changes are made by 

the Goventment in view of a general global consideration in the interest of 

the country. In most cases it is very difficult to modify thelli in the 

interest of an individual project or company. 

Foreibn Exchange Risk 

4.11 The foreign exchange risk associated with equity inve~tment is caused by 

devaluation and depreciation of local currency. I~ addition to reducing the 

value of shares and dividends in terms of US Dollars, or other major 

convertible currencies, devaluation reduces project profitability by 

increasing debt service burden and interest expenF In one member country 

IDB has acquired direct equity in three industrial companies. The companies 

are declaring dividends ranging between 20 to 50% and the value of some of the 

shares have increased by as much as 60 to 70%. However, a~ a result vf over 

200% devaluation of the local currency against the US Dollars the net returns 

as dividends have bee~ drastically eroded. While it is difficult to . . 
generalize,. the impact of devaluation on the earnings and financial position 

of a. company, it would tend to vary according to the nature of its business, 

import and export mix of its sale, import contents of raw material~ end the 

financial structure, particularly the relative share of foreign debt in the 

capitalization of the company. 

4.12 Under the prevailing economic uncertainty and the debt burden, a number 

of developing countries which have already embark1:<1 upon the process of 

industrialization at times had to face the dilemma of its currency 

de'laluation. This is an element of risk inherent in the process of industrial 

development • 
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Equity Financing Operation of the IDB - Overall Exposure 

4.13 The total equity financing approved by the Bank up to-date amounted to 

US$316.0 million represer.ting 20% of the total project financing approved by 

IDB. Of this amount, US$210 million was approved f~r direct equity 

participation in 36 projects in 19 member countries and U5$116.0 million vas 

approved for 16 lines of equity to various Nation;1l Development Financing 

Institutions (NDFYs). 

4.14 IDB has acquired direct equity in the following Islan1ic Banks. 

Name of Islamic Bank Amount (liS$ Million} 

1. Bahrain Islamic Bank 3.900 

2. Islami Bank Bangladesh 0.2fl2 

3. Al Barka Turkish Finance House 2.210 

4 .15 The concentration of equity projects is in the middle er higher incvme 

countries among the Bank's members which account for almost 85 perct-11t uf all 

th~ equity projects approved. 

4 .16 ·As regards the size of equity participation approved, the smallest is 

US$0.262 million and the largest is US$13.6 million for A."."ul> Potash Company in 

Jordan. The average comes to US$5. 3 million. On c>verage, the Bank's equity 

financing during the period under review is only 4. Si.: l•f the total cost of 

projects, representing investment of more than US$4.7 billion. 

Sectoral Distribution of Zquity _..,_-:..! tfolio 

'• .17 1'here are two groups which account for most of the financing. The first 

group includes chemical and petro-chemical industries ~including petroleum 

refining, fertilizers, rubber and synthetic fibres). The~e t~o groups 

together include 19 projects out of a total of 39 equity projects and " 
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represent 60 percent of the total financing approved for equity. The third 

industrial group is textiles, which include3 four projects and acco~nts for 6 

percent of the total financing: 

Table-1 
Sectoral Distribution of F.quity Project~ 

Sector/Industr:- ! No. of ! Amount Million !Percentage 
!Projects! lU US$ ! 

Agriculture/Agro-Industry 5 ll .911 14 .140 6.95 

Poultry/agro-industry 

- Agriculture, Livestock and Poultry (2) (5 .651} (7 .186) (3.30) 

- Agro-industry (3) (6.260) (6.954) (3.65) 

Industry 28 135.695 161. 903 79.15 

- Chemicals and Petro-chemicals (9) (49.356) (61. 200) (28.79) 

- Cement ' (10) (52.303) (62.205) (30.51) 

-. Textile (4) (10.673) <12. 768) (G.23) 
. 

- Pulp Paper (1) (8.756) (10.630) (5.11) 

- Engineering (3) (9. 687) ( 10. 100) (5.65) 

- Pharmaceuticals (l) (4.920) (5.000) (2.87) 

Utility 1 7.222 8.880 4.21 

2 l c. 972 14.201j 6.40 

Banking 3 5.630 6.372 3.29 

Total 39 171.430 205.495 100 
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Line of Equity 

4.18 IDB adopted the policy of extending line uf equity to National 

Developaent Finance institutions (NDFls) 1"ith a vie~ to enlisting the 

cooperation of these banks in assisting economic dt:velopment in member 

countries by -king available additional financial Tl!sources rarticularly to 

the small scale sect.or. At the saae t.iae, it '"as expected to enlarge the 

scope of !DB's equity financing without. unduly taxing it~ own organizational 

strength by involving itself in the identification and app1 oaisal uf sm:~ 11 

projects. In this scheme, NDFls are entrusted with the task of idl:ntifying 

saall scale enterprises in aellber countries for equity participation by the 

Bank. Minimum and aaxiaua liaits have been imposed for such participation - ID 

100,000 and ID 2.00 aillion respectively. 

4.19 The first line of equity vas approved for the Malaysian Developoent Bank 
I 

in ll97H (1977). Since then the Bank has approved 16 lines of equity 

amounting to ID 83.60 aillion (US$!01.26 million) for 15 t.1>Fls in 14 member 

countries. 

4.20 The smallest line of equity of ID 2.00 million (l:S$2.60 million) vas . 
approved fo~ the Development Bank of Niger. vhile the largei:;t lines of ID 

10.00 aillion ($1~ .50 million) vere approved for the National DevelopP1er1t Bank 

of Morocco and the Industrial Development Bank of Turkey (US$ll.120 million). 

The average size of the line of equity comes to JD 5.23 million (US$6.33 

million). Six of the HDFls received a line of equity amounting to ID 5.0 

million each. The NDFls receiving the lines of equity mainly serve the 

industrial sector. So far• no line has been approved for developu1ent banks 

serving the housing sector. 

4.21 At the beginning, IDB's financing of line of eGuity was limited to one 

NDFI in a member country. However, it vas realized that in some countrit:s 

different development banks serve the needs of different sectors of tht: 

economy, while in others, the activities of these bar.ks art: confined to either 

public or private sectors or their financing is limited to a certain size of 

projects/ enterprises or to a particular regi or. of the C'ount ry, and th iA policy 

has accordingly been changed to accoaaodate more than one NDFI in a member 

country. 

, 
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The NDFis receiving the line of equity facilities are e~trusted with the 

task of identif~cation. appraisal and follow-up of the projects. In most cases 

they appoint representatives on behalf of IDB on the Boards of Directors of 

the Co•panies. 

Performance of Equity Projects 

4.22 Normally equity projects in developing countries are beset with numerous 

problems. The record of !DB's performance is no exception. In general, with a 

fe~ exception, the financial performance of these companies has not been very 

satisfactory. All the equity projects financed by IDB are organized in the 

for111 of limited companies. !DB's financing in these companies ha~ varied from 

5 to 33.3% of their total equity capital. These project ~ompanies are facing 

difficulties in one form or another which are related to project 

iaplementation. production. marketing and other o~erational or financial 

aspects. In some cases, the problems are inter-related and influence one 

another in various ways, and in certain cases, their combined impact is so 

strong that it poses a real danger to the future existence •>f the companies. 

4. 23 There are quite a few cases "'he1e projects have faced implementation 

problems c~uaing unnecessary delays in the commencement of commercial 

operation and resulting in cost overruns. These delays may be the result of 

improper planning or coordination of various activities, or may be associated 

with the financing arrangement which may lead to the chan~e in the scope of 

the project and technical specifications. In some cases, the changes in 

project scope and technical specifications, after the approv~d of the Bank, 

have caused delays . in implementation. Under present day economic 

circumstances characterized by inflation and currency fluctuations, this poses 

the problem of arranging additional financing, which sometimes leads to 

further delay and another increase in project cost. In some cases, delay in 

implementation or in the starting of co1111Rercial production has been caused by 

problems with the supply of technical know-how and/or equipment. 
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4.24 A number of projects/companies financed by the Rnnk are encountering 

various problems related to the production or non-a'-·•dlability \.lf 

infrastructural facilities as envisaged in the appnihesl of the project. 

Sometimes production problems are connected with the supply of inputs or raw 

materials. In some cases. production is interrupted due to the 

non-availability of power or fuel, while sometimes labour or managerial 

problems are the cause of concern. A number of comp~r.ies also fac~ marketing 

difficulties, which are either in the form of int~nse prfre competition in the 

domestic or export market, depending upon their marketing domain, or in the 

form of resti~cted demand, due to various internal and external econo1a1ic 

developments. In some cases, such marketing difficulties are related to 

excess supply, and in some cases they are due to weak marketing efforts. 

4.25 Price competition is faced by a number of companies which find it 

difficult to sell their products at 

and provide a sufficient margin 

inventory build-up and reduction 

prices which 

of profit. 

in output, 

cover 

This 

which 

the cost of p1oduction 

has led to excessive 

have their financial 

consequences. In some cases, the price is controlled ty the gove~nment at a 

very low level, and the companies are l 1nable to increase the price. In 

others, the demand is restricted due to domestic or external economic 

developmentfi. The low growth rate of domestic economies and :·_cession 

in industrialized countries have adversely affected the demand for products of 

various industries such as textiles, cement, paper and pulp, etc. IDB 

financed-companies in these industries have to face the consequences. 

4. 26 Some companies are facing marketing problems due tc. e:.:r.ess supply of the 

product which they are producing on the national and regional level. This is 

particularly true of cement and textile companies. Some companies also face 

competition from imported goods. 

4.27 A general review of the marketing problems indicates that the marketing 

aspect was not examined properly at the time of investment and the lo1·ecasts 

provided assumed that whatever was produced would he sold at tlH! desired 

prices. In some. cases, marketing efforts are w~ak and need to be intensified 

in order to improve the situation. 
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4.28 Competent management and the recruitment of suitable staff well-versed in 

corporate finc.ncing, management, marketing and engineering constitute vital 

factors for successful industrial ventures. The lack of these factors ~nd the 

absence of business experience on the board of directors of the companies 

contributed to the poor performance of the companies in which the Bank 

acquired equity participation. The Bank is exercising greater care in 

appointing competent persons to the Board of Directors of the c::>mpanies in 

which it has acquired equity position. These nominees are drawn· from the 

Board of Executive Directors of the Bank, members of the staff or qualified 

and experienced persons from member countries. 

4.29 In addition to the above mentioned problems related to project 

manag!ment, implementation, production and marketing, there are a number of 

other issues of a financial nature which have direct imp] ications for the 

financial performance of the companies. As a result, a number of companies 

are incurring operating losses. Some companies cannc.t compete in the market 

because of the high cost of production, which is due either to under 

utilization of capacity 01· tc, the excessive cost of i11puts. 

4.30 Technical inefficiency can be regarded as a common factor affecting the 

cost of prnduction in most of the companies, but this can be overlooked in 

view.of the fact that most companies are new in the field. Their efficiency 

hopefully will increase gradually as they gain more experience. 

4.31 In some cases, the higher operating cc3ts are caused by high deprec13tion 

and interest expenses which, in some cases add up to more than 25 pe:rcent of 

the operating costs. In mo~t case~. higher depreciation expenses are cau~~d 

by excessive initial investment. In some cases implementation delays have 

caused cost overruns. Higher interest expenses have result~d from the higher 

cost of borrowing from commercial sources or from the :Unp&ct of devaluation, 

and when the two are combined the effect i& greatly intensified. 
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4.32 All these factors taken together, have resulted in exr.essive operating 

losses in some companies and have caused serious liquidity problems. 

Some companies do not have sufficient cash to pay tor the obligations of their 

creditors or to finance their working c.pital. To overcome tht•se problems, 

certain compa1.ies have adopted a temporary measure - to have their debt 

rescheduled - while others have asked for an additional injection of capital. 

Some companies started with a very weak equity base and a very high gearing 

ratio. Due to considerable delay in implementation, ccst overrun, une:<pected 

market conditions and various operational problems, companies' perforoance had 

adverse effects on profitability. 

4.33 Devaluation has been a major factor causing fincncial difficulties for a 

nul..ber of equity projects in t:1any countries. Not only devaluation inr.reases 

the interest burden substantially, but it also significantly raises dcht 

liabilities with respect to foreign exchange loans. This has, 011 the ont: 

hand, had a serious effect on the companies' profitability and, on the other 

hand, caused serious liquidity problems by increasing the debt :;ervice burden. 

In some cases, the whole financial structure of companies became so much 

unbalanced that there was no alternative but to restructure the companies 

through the injection of additional equity capital. In such cases, after a 

careful stu~y on case by case basis IDB might concur with the decision of th~ 

companies and participate in the additional equity. 

4.34 Various external factors have elso affected the projects/companies 

financed by IDB. In some companies which were oriented towards export 

markets, genr~ral economic. recession in industrialized cou11tries has adversely 

affected the' export demand and depressed the market significantly. J.n other 

cases the creation of excessive capacity in certain industries by some 

industrialized or industrializing countries with more efficient and advanced 

production techniques has made it possible to export to the cievdoping 

countries at a price lower than the the cost of production of new companies in 

member countries. This is the case with the cement industry, where t~e local 

companies are facing serious competition from outside. The slowdown oi 

general economic ·activities in many of the IDB member countries has also 

affected the profitability of manufacturing industries by rcdudng the demand 

for their products which in turn has redu·;ed the level of capacity 

utilization. 

, 
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4.35 'i'he combined effect ::>f the various factors mentioned above has been a 

decline in the value of !DB's equity subscription and a low r~tuni on equity 

investment. 

4.36 The experience of IDB in the field of equity participation does not 

differ substantially from the experience of other older regional or 

international development financing institutions. The task of promoting 

industrial development through the medium of equity partidpation requires, 

inter alia, in-depth expertise in corporate finance, marketing and llldnagement. 

These resources are extremely difficult to mobilize for industrial d~velopmtnt 

in developing countries. 

4.37 As fa~ as IDB is concerned, the experience of a decade in the field of 

equity financing appears to have sharpened its mental. In the light of its 

evaluation of ten years performance, IDB is in the proceHs cf re-formul~ting 

its strategy to face the challenge of industrial development in the cocing 

years. 

4.38 The performance record of IDB has not detered it from equity 

participation, if anything it has enabled it to modify its guidelines arid 

app1aisal ·procedures accordingly. 

4.39 The equity participation as a mcJe of financing is accorded due 

importance in conformity with the provisions made in the Articles of Agreement 

establishing the Bank. 



- 20 -

V. ADDITIONAL ~!lES OF PROVIDING FINANCE FOR INDUSTRIAi. PROJF.GTS 

5.1 The main channel of financing industrial projects from IDB is tquity as 

envisaged in its Articles of Ag1:eement. However, with the progres~ of time, 

IDB developeC: other forms of financing to supplement the resources for the 

process of industrial development. Some of the modes were already included in 

the Articles of Agreement, like, Technical Assistance and Foreign Trade 

Financing Operations. Other forms of financing were de-Je}oped in th1.· l\ank as 

suitable financing operations for industrial projects in conformity with 

Article 2(13) of Articles of Agreement establishing the Islamic Development 

Bank. This Article stipulates that the Bank shaJ I undertake 31i.Y other 

activities which may enhance its purpose. Towards that e1:d, the Bank so far 

evolved and put into practice with varying degrees of success, in acco1dance 

with the principles of S~riah, the modes of leasing, line of leasing, and 

instalment sale. In this respect, the Bank is continuing and will continue to 

improve on the application of these modes of financing and devt:lop others in 

fulfillment .Jf its objectives. Arac! as long as it is in conforrd ty with 

Shariah, there is no limit on the power of IUB tu devise financial 

arrangements that will enable it to invest in develo1sment in its member 

countries. 

5.2 .Under the circumstances it il!ay be deemed desirable to present the 

following supplementary modes of financing for industrial projects: 

(i) Technical Assistance 

(ii) Foreign Trade Financing Operations 

(iii) Leasing 

(iv) Instalment Sale. 
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VI. TECHNICAL ASSISTANCE 

6.1 The Bank's policies and procedures for financing operatio~ outlining the 

role of technical assistance read as follovs: 

"Technical Assistance operations will play an essential role in the 
Bank's overall activities" 

These serve three objectives: 

(i) transfer Lf technology to member countries, 

(ii) preparation of feasibility study am:! formulation of 
bankable projects, and 

(iii) to help supervision of projects and enterprises c!uring 
construction and initial operations." 12_/ 

6.2 IDB endeavours to be associated with all phases of industrial d~~elopme~t 

starting from sectoral studies, project identification, apprais~l. financing, 

jmplementation, training of indigenous personnel and efficient operations. 

6.3 In carrying out technical assistance acti,,.lties, the Bank utilizes the 

services of consultants from member e&nd non-memb'.r cour.trits. The selection of 

consultants 'is based on merit, but citrus paribus c:onsultants from member 

countries are given preference. 

6.4 In conformity with the cooperation agreement among 1I>K, \!NIDO and AOID, 

the Bank calls upon the expertise of these organizations for various 

activities that fall within the framework of technical as&istance. In the past 

UMlDO has organized a number of in-house seminars at the TDB headquarters on 

various aspects of industrial project identification, appraisa.1 and follow-up. 

6.5 In view of the vital importance of feasibility studies and for111Ulation of 

bankable projects for the success of the industrialization process, the 

technical assistance operations of the Bank are \.'.Cnf'idered as fundamental 

corner stone on whi,ch the foundation of the industrialization programme is 

based. 

--------· ···-- ----·-----
]11 IDB's Polir.ies and Procedures for ~inancing Operations. 
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VII. FOREIGN TRADE FINANCING OPF.R.~TlONS 

7.1 Foreign trade financi:tg started ic 1397H (1977), basically as a placement 

operation designed to provide a !!leans of investment for surplus fun<L of the 

Bank not illilllediately needed for operations. As conventional forms of placement 

employed by other development banks and financial insr.itutions were not 

available because they were not in conformity with Sh<triah, the Bank face~ a 

challenge to find nev modes of placement which are in CC'nf ormity with Shariah, 

which meet the basic invest'.!:~nt Ci:iteria and at the same time proc1e.:tc trade 

among membe~ countries. The Bank considered that its opeiations cnuld have 

some developmental impact, bt:cause they provided the much-needed foreign 

exchange for developmental imports to member countries ~ith serious balance of 

payment problems and promoted the flow of trade among the member countries in 

general. · 

7 .2 IDB foreign trade financing is i.n conformity with Sbariah, as it involves 

the purchase of goods and their resale to the recipient membet countrie$ (Baya 

Kurabaha} against a reasonable mark up with deferred p4•yment arrangements. 

The first foreign trade financing operation started in 139711 (1977), c.nd by 

the end of Ramadhan 14068 (May 1986), the total approvals for these operations 

rea~hed ID, 3,742.22 million (US$4,I90.35 million) for 286 operations in 

29 member countries. The annual breakdown of these operations is givc~n in the 

following table. Foreign trade accounts for 70 percent of total financing 

approved by the Bank. 

Year 

1397H (1977) 
13988 (1978) 
1399H (1979} 
1400H (1980) 
14018 (1981) 
14028 (1982) 
1403H (1983) 
1404H (1984) 
1405H (1985) 
1406H(Ramadhan} 

(1986} 

Total 

Table-2 
Foreign Trade Financing Operations 

Approved till 1406H (20.5.1986) 

!No·. of Opel:'ations! Amount 
! ID Million US$ Million 

5 43.61 so.s2· 
14 127.44 155.82 
25 262.45 338.09 
32 350.46 459.99 
31 367.89 456.44 
29 379.68 424.70 
27 4(·0 .40 497.50 
47 714 .31 748. 22 
39 667 ,JJ bS),49 

37 368.67 405.67 

286 3&742.22 4,l~0.35 
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7 .3 The •·oreign Trade Financing Operation!. of the Bank. serve three main 

purposes: 

(a) utilization of IDB' s funds which are not immediately needed for 
financing projects; 

(b) provision to member countries of necessary financing facilities to 
import some essential collllll(jdities required in their industrial 
development programmes, the goods eligible for financing being 
essentia~ly develop111£ntal input in nature. 

(c) contribute to the promotion of trade among member countries. 

7 .4 As outlined in Table-2 since 1397H. the Bank has approved 286 FTFu 

amounting to US$ 4,190.35 million. 

One ~f the reasons fer undertaking foreign trade financing operations was 

to provide a source of income for the Bank derived in conformity vith Shariah. 

The income generated from these operations is presented in the following table 

Terms of 

Table-3 
Yearly Income on Foreign Trade Financing Operations 

(TD Million) 

·Year Total Income lnCOllll! from FTFO 
1,988 (1978) 2. 97 1.88 
13998 (1979) 9.75 6.39 
14008 (1980) 19.65 14.1) 
1401H (1981) 26.13 21.Sfl 
14028 (1982) 30.23 22.84 
1401H (1983) 26.18 16.0S 
14048 (1984) 35.53 22.24 
14058 (1985) 62.69 42.94 
l 406H (1986) 40.39 27. 72 
(up to 2nd quarter) 

·-·--·. 
Total 

Financing 

7 .5 Repayment is normally made within 9 to 16 months fron1 the date of 

disbursement depending upon the commodities which include cement, jute, 

fertilizers, crude oil and refined patroleum products, etc. As regards capital 

goods impt'rted from member countrici.;, the maximum allow<1hle repayment is 30 

months. 
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Size of the Mark-up 

7.6 The prevailing mark-up at present is 7 percent pet annum. 

7.7 The experience of IDB in carrying out its foreign trade financing 

operations has so far been useful, varied and interesting. However, there 

seems to be some room for improvement in its scope, cov~rage and service to 

the member countries. The issues which are receiving Bank's consideration in 

this context relate to: 

(i) diverbification of commodities including fo~<l stuff; 

(ii) inter-marriage between trade financing of consumer 
goods and development of their production withiu 
member countries; 

(iii) financing of exports from one member country to another; 

(iv) promotion of trade of capital goods among member countries leading 
to fostering of growth of capital goods industries in the· member 
countries; 

(v) liberalization of the terms and conditions of the fo:rcign trade 

No. 

financing operations. 
Table-4 

Breakdown of Foreign Trade Financing Ope!:_~tions 
by commodity in 1405H and during 1397-1406H 

(US$ Million) 

Commodities 1405H 
Amount % !Amount ., 

lo 

--------------·--------------------------------------~ -~------

1. Crude oil 
2. Intermediate Industrial Goods 
3. Refined Petroleum Products 
I'.. V;?getable Oil 
5. Cement 
6. Fertilizers 
7. Jute 
8. Cotton 
9. Sulphur 

10. Lead Ore 
11. Rock Phosphate 
12. Ammonia 
13. Clinker 
14. Capital Goo~s 
15. Bicycles 
16. Otheru 

346.00 
112.06 

51.CO 
72.00 

24.00 
31.34 
9.00 
5.00 

5.00 
4.00 

52.47 
16.99 

7.73 
lG.92 

3.64 
L.. 7 5 
l.37 
0.76 

0.76 
0.61 

1,856.62 
671.li 
'• 11. 30 
281.50 
125.68 
114.93 
106.18 
72.30 
45.00 
15. on 
28.34 
24 .00 
19.00 
10.40 

I 

1.76 
2

1

.00 
I 

49.05 
17.73 
10.87 
7.44 
3.32 
3.04 
2.80 
I. 91 
1. I 9 
0.40 
0.75 
0.63 
0.50 
0.27 
0.05 
0.05 

659.40 ic>"ff .. -- · 3, 785. rs1·-·-1ocr---------------------------------.....;...'--·---------···. _ .... - ---------

I 11 



- 25 -

VII I. LEASING 

8.1 Leasing as a method of financing equipment and tangiLle asset, has been a 

widely practiced f~nancing norm. Basically, a lease is a contract bet\Ot'en 

lessor and lessee giving the lessee possession and use of a specific a$set on 

payment of rentals over a period. The lessor retains ownership of the asset 

so that it never becomes the property of the lessee, at least untii th~ end 

of the lease period and payment of the scheduled rentals when the property 

reverts to the lessee. This approach as practiced by IDB incorporates in the 

lease contract that after payment of scheduled rentals, property shall revert 

to the lessee. 

8.2 The separation of ownership and use during the lease period is central to 

the whole concept of equipment leasing and distinguisties it from instalment 

sale operation. 

8.3 The cradle of modern leasing is the United State:•; from there the concept 

spread to Europe and the Far East to such an extent that today few advanced 

countries do not share their benefits. Leasing was introduced in IDH in 1397H 

(1977) as a source of medium term financing in conformity with Shariah • 

. 
8.4 During, the initial years the number of leasing operation~ undertaken by 

the J3ank was J.imited, when the emphasis was placed on the consolidation and 

refinement of the basic features of leasing as an instruraent of development 

financing. 

8.5 From a modest beginning IDB' s lease financing npprovals grc:w to a 

significant amount (US$489 million) by the end of Ramadhan lt.OoH. This amount 

which represents 32% of total project financing covered 48 operatiom· in 18 

member countries. This trend tends to underline IDB's endeavours to introduce 

and nurture new financing modalities in conformity with Shariah in l•rder to 

cater for the needs of industries in member countries. The lensing mechanism 

complies with IDB' s strategy to assist capital formation in member countries 

with the desire of these countries to have a degree of freedom in the 

rrocurement of ',machinery and equipment - a feature not 1101mally associated 

~ith sup~Jicrs/buycrs credit or bilateral funding. An fmp1,rcant characteri~tic 
I 
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of IDB leasing is that rental schedules are based entirely on project 

iaplementation profiles. the first rental falling due six months ufter the 

leased facility goes into operation. Schedules are diawn in a flexible manner 

so as to acco1m110date possible delays in project implemE:ntation. IDB-leased 

assets are exempt from customs duties vhich results in lover costs to the 

beneficiary companies. In addition to tax-related benefits. leasing derives 

its attraction from other advantages such as impact on earnings. cash flow 

improvements. off-balance sheet 100 percent asset financing and a positive 

effect on return-on-assets. 

Basic Terms and Conditions 

8.8 A number of refinements have been introduced intu the terms and 

conditions governing !DB's lease financing over the past ten years. lut there 

does seem to be room for improvement. The prevailing basic terms and 

conditions are 

(a) a guarantee of the Government or a first clas~ commercial bank 

acceptable to IDB to effect payment in accordance with the repayment 

schedule agreed upon as per Agreement; 

. (b) IDB provides financing in any ci:rrency required by the les~ee for 

the purchase of equipment or assets. but the repayment schedule is 

based on Islamic Dinar. which is a unit of account equivalent to SDR 

of the IMF; 

(c) the mark-up in the leasing operation at present ranges between 7 and 

8 percent per annum; 

(d) The period varies between 3 to 10 years. 
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IX. LINE OF LEASING 

9.l In order to cater for the needs of S11all and medium sized projects in the 

private sector. IDB in. 140JH (1983) introduced line of le;ising as a new mode 

of financing industrial projects. So far. !Dis has approved fiv·e lines of 

leasing to National Developaent Finance Institutions in aember countries for a 

total alloca:ion of US$42.0 million. In f~ur cases. approved li.~es of equity 

were converted into a combination of line-s of leasing and equity. i:iainly to 

add flexibility to the line financing arrangement. 

9.2 One of the features of the line af leasing is that NDFls are entrusted 

with the task of identification. appraisal and follow-up of line projects. 

For these services. they receive a very modest fee rt!pre:senting a r-ercentage 

of !DB's return. 

9.3 All the basic terms and conditions applicable to direct leasing 

operations are also applicable to liae projects. The minimum amount of 

financing that could be provided under this facility for a project is JD 

250.000 an«J the maximum amount is ID 2 .0 million. Should the financing 

requested exceed ID 2.0 million. it will fall under direct equity 

participation. 

9.4 The prevailing IDB practice demands that NDFls participate fina1•cially in 

line projects and guarantee rental payments under lease. 
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X. INSTALMENT SALE AS A MODE OF FINANCING IN!>US1.RiAL PROJECTS 

10.1 The Bank's experience vith lease financir.g I.as been Kenerally 

satisfactory. However. in the light of IDB's practical ~~perience it became 

apparent that the existence of one single mode of medium term financing for 

industrial projects does not allow IDB the necessary flexibility that vould 

enable it to finance industrial projects. vt.ere leasing, for one reason or 

another. is not suitable. For instance the asset in qt.:estion m••Y not be 

eligible for leasing either because it is not separately identificible or 

because of its short useful life span. On the other hand, the leg~l or tax 

requirements of the lessee may not make leasing an attractive proposition to 

hia. 

10. 2 Moreover. many a prospective lessee failed tt• get a coaaercial bank 

gu._rantee as required by IDB term.c; and conditions of leasing because. not 

being the ovner of the assets to be leased. he could not give the guarantor 

back a mortgage or other charges over the asset in c:onsideration of its 

giving the guarantee. In the experience of the Rar.~. almost al 1 such 

prospective lessees vere private sector companies. This in turn has 

constrained IDB from extending assistance by vay of leasing to private sector, 

projects. 

10.3 These limitations of lease financing have inhibited the Joarticipation of' 
I 

IDB in otherwise viable projects. In order to widen and diversify its mode~ 

of financing and to circumvent some of the operational and legal constraints 

that inhibited leasing operations in certain cases. JJ>R in 140511 (1985), 

introduced Instalment Sale as a mode of medium term financing of industrial' 

projects. 

10.4 Instalment sale is a contract of sale whereby the ownership of the asset 

is immediately transferr~d to the buyer vhile the purrhase price is payable by 
I 

instalments. Under this mode of financing IDB buys the a~set and a~; ~uon as 

it is delivered. resells it to the recipient of its financing facility 
I 

(buyer) at a higher price to be paid in inBtalments over a period of time. 
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The difference betveen this mode of financing and leasing is that in an 

instalment sale, unlike leasing, IDB does not retain the ovnership of the 

asset until the payment of the last instalment. Though this means on the one 

hand. that IDB cannot re-possess the asset if the buyer default!> in any 

instalment. it also means, on the other hanrl that IDR dces not have to vorry 

about the risks associated vith ovnership of assets which it normally requires 

the lessee to cover by jnsurance. 

10.5 The procurement of the assets is in conformity with Bank's procurea:ent 

procedures and the negotiations of the contracts vith the supplier takes place 

in consultation and subject to the approval of IDB. 

The payment of the price instalments is guaranteecl by a first class 

co...ercial bank acceptable to IDB. The maximum repayment period is 7 years and 

the prevailing mark up is between 7 to 8% per year. 

So far IDB has approved 13 instalment sale operations for 8 t:ountries 

amounting to US$131.0 million. 
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Table-5 
THE RECORD OF IDB FINANCING OPERATIONS 

FOR THE PROCESS OF INDUSTRIALIZATION 

No. of No. of 
Operations Countries 

Equity 39 19 
Line of Equity 13 12 
Leasing' 37 16 
Line of Leasing 6 5 
Lines of Leasing/Equity 6 6 
Instalment Sale 10 8 
Technical Assistance 24 17 
Foreign Trade Financing 
Operations 285 28 

Total: 

IJS$ Million 

206 
&4 

352 
52 
48 
64 
11 

4,191 

5,008 
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XI. A CLINKER GRINDING PLANT - A CASE STUDY 

11.l In 1977 IDB received an application to finance a Clinker Grinding Plant 

in a member country. After reviewing the feasibility study which was financed 

by BADEA and the relevant documents, the Bank mounted pre-appraisal mission to 

explore the possibility of financing in the form of equity participation. 

Project Description 

11.2 The annual clinker grinding capacity of the plant is 250,000 metric tons. 

After grinding the clinker, which is basically calcium carborate, gypsum, 

pozzolene and other additives are added to produce cement, which is badly 

needed in the country for the construction industry. 

11.3 In 1977 IDB hosted a co-financiers meeting in Jeddah and was attended by: 

BADEA, which took the initiative of financing the feasibility study 
and is regarded as the leading Arab Development Financing 
Institution in Africa, 

ADFAED, a reputable Arab Development Financing Institution which 
provides development financing to Arab and non-Arab countries of the 
Third World, 

Representatives of the GovernJ'llent concerned. 

11.4 In the light of the co-financiers meeting, a joint apprni~al mission was 

mounted to appraise the project and based on the findings of the appraisal 

mission, IDB, ADFAED and BADEA agreed to finance the project as follows: 

ADFAED 
BA DEA 
IDB 

US$ Million 
4.00 
4.68 
4.68 

Long term loan 
I.ong term loan 
Equity 

11.5 A con1pany was established. IDB and the Government of the country were the 

only shareholders. 



Govt. 
IDB 
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Project Financing Plan 
during Appraisal 

Local Component 
currency % 

1.45 100 

F ••. 

9.46 
4.68 

Component 

66.9 
33. l 

Total 

10.92 
4.88 

-------------------------------·- - ----·· 

% 

70 
30 

11.6 The loan provided by ADFAED and BADEA were utilized by the Government to 

acquire shares in the Clinker Grinding Company. A firm of independent 

consultants was engaged to supervise the impleDJentation phase of the project. 

When the plant reached completion, the Government of the country informed JDB 

that although during the project appraisal phase the Government agreed to 

provide: 

' tbe electric power required for the plant 
unloading facilities of clinker at the port 

due to circumstances beyond its control the Government was unable to provide 

these facilities. The water level in the reservoir of the dam was drastically 

reduced and the generators were damaged, hence the power authority in the 

coqntry could not ~eet additional electric power demand of the clinker plant. 

The country~s precarious economic situation did not enable it to provide port 

handling facilities • IDB in order to save the plant fron1 closure, studied the 

proposal and after due appraisal agreed to provide an amount or US$8.0 million 

on the basis of leasing for the purchase and leasing of the following 

equipment: 

(i) Electric generator for the supply of power; 
(ii) Port Handling Equipment. 

11.7 After the provision of all the above mentioned equipment before the plant 

could be commissioned, it was brought to the notice of lDB that <h•e to the 

project cost over run, the company did not have sufficient working capital to 

buy the raw materials (clinker). IDB through the foreign trade financing 

facilities provided a sum of US$7.0 million for the importation of clinker. 
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11.8 While the clinker was being imported a need was felt for providing 

training facilities for the local personnel. IDB within Lhe framework of its 

technical assistance facilities arranged the training of the local personnel 

in one of the member countries of IDB with similar plant facilities for 

on-the-job training • 

11. 9 Eventually after all these efforts, the plar.t was conuni ssioned and 

started producing cement which was badly needed for the v;:•rious developments 

projects. The overall exposure of IDH to the project reached a figure of about 

US$20.0 million. 

I 

11.10 The plant has been operating on and off and IDB is represented on the 

Board of Directors of the Company. 

11.ll The.case study tends to shed light on four important factors: 

{i) the hazard of equity financing in developing 

countries; 
I 

{ii) the effective and coordinated role of Arab and Islamic 

Development Financing Institutions; 

(iii) The comprehensive and dedicated manner in which IDB 

endeavours to address itself in financing the challenge 

of industrial development in its member countries; 

(iv) The manner in which all modes of financing being in conformity 

with Islamic principles of Shariah (Islamic jursiprudence) 

contribute in a comprehensive manner to ensure the success 

of industrial projects. 
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XII. CONCLUSION 

12.l The paper endeavours to shed light on !DB's diversified activities in the 

field of industrial developaent. 

12.2 IDB is a unique institution among the development financing 

organizations, as it undertakes development financing operations in conformity 

with lslaaic principles of Shariah. 

l l. 3 The case study of a Clinker Grinding Plant to produce cement tends to 

indicate the comprehensive and serious manner in which IDB faces the challenge 

of industrial development in the less developed member countries. 

12.4 The opportunities provided by the meeting to exchany,e views and opinions 

and to coordinate activities by Islamic Banks, UNlDO and other institutions 

associated with the process of industrialization in t:he Third \.lorld is a step 

in the right direction. In this context a realistic understar:.ding of the 

financing modalities in accordance with Shariah as adopted by Islamic Banks is 

deemed important. 
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APPENDIX I 

MEMBER COUNTRIES OF IDB 

1. Republic of Afghanistan 
2. Democratic and Popular Republic of Algeri~ 
3. State of Ba:1rain 
4. People's Republic of Bangladesh 
5. People's Republic of Benin 
6 .' Negara Brunei Darassalam 
7. Burkina Faso 
8. Republic of Cameroon 
9. Republic of Chad 

10. Federal Islamic Republic of Comoro Islands 
11. Republic of Djibouti 
12. Arab Republic of Egypt 
13. Republic of Cabon 
14. Republic of Gambia 
15. Republic of Guinea 
16. Republic of Guinea Bissau 
17. Republic of Indonesia 
18. Republic of Iraq 
19. Hashemite Kingdom of Jordan 
20. State of Kuwait 
21. Republic of Lebanon 
22. Socialist People's Libyan Arab Jamahiriyah 
23. Malaysia 
24. Republic of Maldives 
25. Republic of Mali 
26. Islamic Republic of Mauritania 
LI. Kingdom of Morocco 
28. Republic of Niger 
29. Sult2nate of Oman 
30. Islamic Republic of Pakistan 
31. Palestine 
32. State of Qatar 
33. Kingdom ~f Saudi Arabia 
34. Republic of Senegal 
35. Republic of Sierra Leone 
36. Somali Democratic Republic 
37. Democratic Republic of Sudan 
38. Syrian Arab Republic 
39. Republic of Tunisia 
40. Republic of Turkey 
41. Republic of Uganda 
42. United Arab Emirates 
43. Yemen Arab Republic 
44. People's Democratic Republic of Yemen 

OP0115/02(52) 
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APPENDIX-II 

ISLAMIC OEVELOPKENT BANK 

PROCEDURAL MATTERS 

RF.GARDING 

THE APPRAISAi. 

OF 

INDUSTRIAL PROJEr-~ 

GUIDELINF.S OF INDUSTRIAL PROJECT EVi\LU.&.TION 

-A-RY_/.,...m_a ___ O_P_,.4..,.6"""/o""'s,_------------·---- ·-- -·------··--M-ay 1986 
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(a) Guidelines for Mission Preparation 

1. All relevant available documents related tc the project l:ave been 
examined and a brief reviev on the same is prepared. 

2. The country concerned has been contacted earlier to prepare all 
documents, field visits and inter.Tievs vith authorities concerned as 
to avoid any loss of time preparing for such measure~. 

3. The country concerned has been informed in time about the date of 
arrival of mission and a reply is already receive~ welcoming the 
proposed mission's schedule. 

4. 1'he official request by IDB Governor in the Cliuntry concerned for TllB 
financing of the project is already received hy the Bank. 

5. Detailed terms of reference of the mission i~ already prepared by the 
mission members in consultation with the Section Hea<ls involved. 

6. The guidelines for appraisal of the project in case of appraisal 
missi.ons will be taken by the mission for reference purposes. 

7. Contacts are ·m:>.de with the foreign trade unit 
following-up any outstand1.ng issues related 
operation, if any in the country concerned. 

with 
to 

the purpose of 
foreign trade 

8. Contacts are made with the disbursement unit with the purpose of 
following-up any outstanding operational disburs~rncnt issues, if any 
in the country concerned. 

9. Contacts are made with the Legal Department fo c:al'.e no Legal Officer 
is accompa~ying the mission in order to find out the necessary legal 
documents that will be required to be collected for them for 
examination. 

10. Remarks, if any. 
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~b) Guidelines for Appraisal of an Industrial -~roject 
for IDB's Equity Participatio~ 

l. INTRODUCTION 

2 • BACKGROUND 

2.1 Financial Features of the Country's F.cono'!l)' 

(a) Brief analysis on: 

Principal geographical features viz. location, areas, population; 

Economic features such as GNP/GDP, growth 
and pr~ductivity trend in major sectors, 
of payment, financial resource postion 
(domestic and foreign), debt service, 
market situation; 

Economic Development policies and plans; 

Investment climate and opportunities; 

rate trend, output 
inflation, balance 
of the Government 
money and capital 

Resource mobilization capacity in the public and private 
sectors, saving and investment and do~estic capital 
formation. 

(b) Assessment of the economy's past performance and future outlook: 

(required only for the first project in a country and should 
. cover only the summarized conclusions from .. detailed Economic 
Memorandum to be prepared separately for each country). 

2.2 The Industrial Sector 

Brief analysis on: 

Industrial policies in the private and public sectors; 
Domestic and foreign investment laws; 
Government Industrial Investment Schedule; 
Industrial sectoral Performance; 
Relevdnce and importance of the proj~ct to the Sectcr and 
the economy; 

3 • THE PROJECT 

3.1 Objective, Scope and Coverage 

A brief description of the project with indication of scope 
and coverage and propoRed capacity; 

J.. State of readiness of project preparntion and implementation; 

Detailed feasibility study and related reportti on the 
project; 
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Project's effect on ecology and other environmental 
implications; 

Scope for future expansion. 

3.2 Manufacturing Process 

Details of the technology selected, alternatives availabl~ 
and the capacity justification; 

Details of the major components including the major groups 
of equipment, plant and machinery. 

3.3 The Market 

Market prospect for the product/products and by-product/ 
by-products both at home and abroad. 

3.4 Projected Supply and Demand 

Long range projection of demand and supply for the 
product/products and by-product/by products; 

Assessment of competition and the long range market outlook. 

3.5 Distribution System and Prices 

Marketing Channels and contracts; 

Transportation arrangements; 

Pricing policies and structures; 

Production and related costs and sP.lling c~st both for 
~omestic and foreign market. 

3.6 Raw Materials & Utilities 

An assessment of present availability and future prospect 
and measures for future expansion if deemed necessary; 

An assessment of the present and future availabj lity and 
water and power supply to the project; 

3.7 Technical Justification 

An assessment of the technical soundness and the suitability 
of engineering and other needs of the project; 

3.8 Capital c~~t Estimate 

·Detailed item-wise breakdown of cost estimate both in local 
and foreign currencies; 
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Basis of cost estimates* and prov isi.on for cont ingencics 
(both price and physical contingencies). 

Basis for indirect foreign exchange fif relevant) estimate. 

Financial Plan 

Financial needs; 

Sources of Fund (equity. 
generation and short term 
requirement); 

long-term 
fund to 

1 <•an. inter.1al cash 
meet working capital 

Details of equity source and terms and conditions of equity 
(if relevant); 

Details of long term loans vith source and terms and 
conditions; 

Details of the short-term fund vith source and terms and 
conditions; 

Current status of coaaitment of funds (if any) or of 
negotiations with different institution& for the committed 
funds; 

Proposed measures lo meet the financing gap and the outlook; 

Drawdovn schedule and disbursement ~eed. 

4. PROJECT IMPLEMENTATION 

4.1 The Executing Agency 

Principal executing agency and its relationship ~ith tne 
project Sponsors/Company. 

Minutes of the meeting of the Board and Resolution that i:;ay 
have a favourable or adverse effect on the Banlc' s Equity 
participation. 

Ownership details of the profile 
indication of capital structure. 
operating polic~es, 

of the company with 
divic.lenct and other 

The legal ... nd other status of the Company itself and rhc 
Memorandum and Articles of Association; 

Details of other equity holders and their backgrouncl; 

..,... _ _.,.. ____ ,,__ __ ~------..,---------------- -·----·-·--* May include the custom duties, import and cxporr uurcharges. 
Government in<"entive measures including tax hcol idays nE:f'd to be taken 
into account in cost estimate as well as in working out rate of 
return. 
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The management structure and the details of the organization 
for iaplementation at both construction and operation 
phases; 

Management contact (if any) with foreign or local partner or 
expert bodies; 

Agreement or Contract vith foreign Company for transfer of 
technology or patent right or advisory service. etc. 

Staff recruitaent and training arrangement; 

Assessaent of the operational arrau&ea:ent f\lr running the 
project. 

4.2 Procureaent and lapleaentation Arrangements 

Details of Procureaent Procedures for the project; 

Supply and services arrangement; 

Maintenance facilities; 

Disbursement requirement as per vork schedule. 

4.3 Implementation Schedule 

Details of Project Implementation Schedule v~th major work 
plans/programmes. 

4.4 Progress Report 

Detailed arrangement about progress reporting and the flow of 
information for proper monitoring. 

5. FINANCIAL JUSTIFICATION 

5.1 Accounts and Audit 

Audited Bi.lance Shf:et and financial state111ent for on-going 
project; 

Arrangelllt;. . for audit and proper account:; keeping. 

5.2 Basis for finarcial projection 

Estimated li~e of the project; 

Assumptions about price, projected volume of sales and 
revenues; 

·Sensitivity analysiR of rev~n·1c and other parameter:•; 

' Details of operating expend~tures for JO lo 1) years; 
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5.3 •Financial Projection 

Assessaent of over-all financial standin& of the project 
especially focussing on -

Estimated balance sheet over few years; 

Estimated income statement over few years; 

comparative and analytical ratios (if relevant} covering 
the liquidity, operating efficiency and leverage aspects of 
the project; 

Cash flow statement; 

Profit and loss statement. 

5.4 Financial rate of return 

Accounting rate of return for over-all investment in the 
project; 

Rate of Return on equity (after tax); 

Profitability indicators like breakeven production level and 
payback period (if relevant). 

6. ECONOMIC ANALYSIS 

6.1 lnternati~nal Economic Rate of Return 

Estimate of reate of return to the economy as a whole with 
clear and specific mention of the main assumptions. 

6.2 Employment and income generation, improvement of income 
distribution pattern, development of ecunomically depressed 
areas and increase in the earning and saving of foreign 
exchange, etc. 

6.3 General Benefits 

General impact on the economy as a whole; 

Non-quantifiable benefits; 

Impact on social aspects; 

7. CONCLUSIONS AND RECOMMENDATIONS 

8. ANNEXES 

OP46/05 
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(c) GUIDELINES FOR APPRAISAL OF A LEASING/INSTALMENT SALE PROJrCT 

1. INTRODUCTION 

2. BACKGROUND 

2.1 General Features of the Economy 

An assessment of the country's economy by analyzing the key econoL;ic 
indicacors and data vb:. trend in population growth, GNP growth, 
output and productivity trend in major productivt: sectors, inflation, 
balance of payment, financial resources po~d tion of the Government 
(domestic and foreign), debt service, liability, money and capital 
market situation, resources mobilization capacity i'l the pubU c and 
private sectors, savings and investment ar.d domestic capital 
formation. 

2.2 Economic Development Policies, Strategies and rlan~ 

(Required only for the first project in a country and should cover 
only the summarized conclusions from a detailed Economic Memorand~m to 
be prepared separately for each country). 

2.3 The Sector 

Brief analysis on: 

The relevant sector, its present state and future plans; 

Critical role of the sector in the economic and social 
development of the concerned economy; 

Relevance and importance of the project to the sector and the 
economy. 

3. THE SPONSORING AGENCY 

3.1 Objectives and Activities 

Should include a description of the Government/Semi Government/ 
Autonomous or Private agency with its Charter and Statutory and 
operational responsibilities; 

Operational policies and procedures of the ag~ncy (if relevant); 

Whether Government approval is obtained for private sector 
project. 

3.2 Organization Structure and Management 

Management Structure and details of the munagement organization; 

Assessment of the management ability of the sponsoring agency. 

'' 

• 
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3.3 Licensing arrangements and other incentives from the Government 

The details of the licence and other rights granted; 

Special privileges and other incentive elements granted or 
assigned to the project; 

Obtaining assurances about guarantee about repatriation of 
capital and rental. 

4 • THE PROJECT 

4.1 General Description 

Feasibility study, other reports on the project; 

Details of the Operation, Scope and Coverage; 

Present status of preparation of the project; 

Project relationship with the economic sector/sectors; 

Location and infrastructure support facilities. 

4.2 Technical Description 

Comprehensive Technical Specification; 

Technical process involved with indication of raw materials 
available (if relevant); 

• Description of the major equipment and machinery meant for the 
project; 

Identification of the suitable item/items involved in lease with 
indication of make, source, price and other detai 1 s; 

Full technical justification of the project including 
alternatives available and the capacity justification. 

4.3 Project Cost Estimates 

Detailed item-wise breakdown of cost estimated in local and 
foreign currencies for the project/lease item; 

Basis of cost estimates* and provision for contingencies (both 
price and physical contingencies). 

Basis for indirect foreign exchange estimate (if relevant). 

May inclu<ie the custom dut.ies, import and export :;ur-:.c-har-geEi andthe 
validity of price' quotation, etc. Government incentive increases 
including tax holidays for the enterprise or exemptJon of import from 
import duties need'to be taken into account in co$t estimate as well 
as in working out t'he rate of return. 

' 
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4.4 Financing Plan 

The project as a whole 

Financing need for both foreign and local costs and sources of 
finance; 

Details Gf other funds as available with detailed terms ~nd 

conditions; 

Current status of commitment of funds and of negotiations with 
prospective participants; 

Existing financing gap. 

For the lease item/items 

Details of the financing need for the lease item/items with 
breakdown of foreign and local currencies. 

4.5 Procurement 

Analysis of source, price and methods and terms of delivery of 
the lease item/items; 

Registration and other detailed processes for ownership and 
subsequent transfer of ownership; 

!DB's involvement in the procurement process vis-a-vis the 
sponsoring/executing agency. 

4.6 Executing Agency and Implementation 

A description of the executing agency and its relationship with 
the sponsoring agency/department (if relevant). 

Its organization and other administrative arrangements for 
execution and operation of the project. The quantity and quality 
of staff have to be assessed. 

Assessment of a suitable comprehensive insurance cover for the 
assets during the period of lease. 

Assessment of the sponsoring/executing agency's ability to 
purchase the assets at the end of the lea~c period. 

Assessment with regard to capacity utilization, maintenance ne~ds 
an adequacy of operational arrangements related to running the 
projects. 

Disbursement Schedule tied up with prl'cure1nent and delivery 
sche8ule. 
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5. FINANCIAL JUSTIFICATION 

Advantages of leasing vis-a-vis other modes of financing. 

Assessment of overall financial rate of return for the project. 

5.1 Financial Viability of the project 

Analysis of the projected cash flow for the 
enterprise/operations. 

Details of the generated revenue to be attribut.ed to the 
lease item/items (if relevant) over the life of the project 
and the profit stream with clear cut bases* 

Details of the operating cost over the life of the project 
with clear cut bases* 

Net profit after tax related to period of recovery of 
capital and rental. 

5.2 The Lease Proposals 

Explicit statement of the lease proposal with clear terms 
and conditions. 

5.3 Profitability Aspect 

of the project 
of the owners 
of the IDB 

will incl~de an analysis of overall profitability aspects of 
the sponsors and IDB. 

6. CONCI.USIONS AND RECOMMENDATIONS 

7. ANNF.XES 

* All the detailed bases of revenue earning {before -and after -cax) a-nd 
operating costs have to be tabulated and the assumptions used need to 
be spelt out. Sensitivity tests {if any) used also ne~d to be 
mentioned. Risk element {if any) need to be indicated. 

' I 
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Appendix-III 

FORMAT OF APPRAISAL REPORT 
(a) For Equity Participation in an Industrial Project 

I. TABLE OL"TLINING OPERATIONS CARRIED OUT 
IN THE COUNTRY CONCERNED. 

II. SUMMARY OUTLINING HAIN FEATURES OF THY. PROJF.CT 

1. INTRODUCTION 

2. BACKGROUND 

2.1 Principal Features of the Country's F.conomy 
2.2 The Industrial Sector 
2.3 Growth & Contribution 
2.4 Recent Major Developments & Future Prospects 
2.5 Corporate Financing & Capital Market 

3. THE COMPANY 

3.1 Brief History of the Company 
3.2 Ownership Structure 
3.3 Management 
3.4 Past & Current Operations (if any) 
3.5 Audit Arrangement 

4 • THE PROJECT 

4.1 Objective & the Scope 
4.2 Project Desc1·iption (design. plant site. layout., raw 

material. utilities) 
4.3 Government Regulations & Incentives Subsidies (if any) 
4.4 Manufacturing Process 
4.5 Market Analysis 
4.6 P.rojected Supply & Del'\3nd 
4.7 Distribution System and Prices 
4.8 Raw Materials & Utilities 
4.9 Technical Justification 
4.10 Capital Cost Estimates 
4.11 Environmental Aspect 
4.12 Energy Impact 
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5. PROJECT IMPLEMENTATION 

5.1 The Executing Agency 
5.2 Procurement & lmple~entation Arrangements 
5.3 iaplementation Schedule 
5.4 Progress Reports 

6. FINANCIAL !USTIFICATION 

6.1 Project Cost Estimates 
6.2 Financing Plan 
6.3 Accounts & Audit 
6.4 Basis for Financial Projections 
6.5 Financial Projections 
6.6 Financial Rate of Return 

7. ~CONOMIC ANALYSIS 

7.1 Internal Economic rate of Return 
7.2 Economic Justification 
7.3 Project Benefits 

8. SENSITIVITY ANALYSIS & SENSITIVITY INDICATORS 

9. RISKS 

8.1 To the Bank the Company covering foreign exchange 
devaluation, management, commercial and technological 
aspects, 

10. ISSUES 

11. CONCLUSION AND RECOMMENDATIONS 

11.1 
11.2 
11.3 
11.4 
11.5 
11.6 
11. 7 
11.8 
11.9 
11.10 

Main Features of Govt. Industrial Development Strategy 
Industrial Sector 
Corporate Financing & Capital Market 
Curriculum Vitae of Key Personnel of Management 
Balance Sheets (past and projected) 
Income Statements (past and projected) 
Sourc~s and Application of Funds (past and projected) 
Assumptions for Projection 
Financial Ratios 
Assumptions - Financial & Economic Rates of Return' 
and other Benefits. 
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FORMAT OF APPRAISAL REPORT PREPARATION 
(b) Leasing/Instalment Sale 

I. TABLE OUTLINING OPERATIONS CARRIED OUT 
lN THE COUNTRY CONCERNED. 

II. SUMMARY OUTLINING MAIN FEATURES OF THE PRGJF.CT. 

1 • INTRODUCTION 

2. BACKGROUND 

2.1 General Features of the Economy 
2.2 The Development Strategy 
2.3 The Industrial Sector 
2.4 Supply & Demand Analysis 
2.5 Prices & Distribution Structure. 

3. THE EXECUTING AGENCY 

3.1 Objectives & Activities 
3.2 Organization Structure & Management 
3.3 Licencing Arrangements & Other 

Incentives from the Government 

4. THE PROJECT 

4.1 _ General Description 
4.2 Technical Description & Production Process 

- Specification of the object of Lease. 
4.3 Project Cost Estimates 
4.4 Financing Plan 
4.5 Proc~rement 
4.6 Implementation 
4.7 Revenues & Incomes Streams 
4.8 Insurance 

5. FINANCIAL JUSTIFICATION 

5.1 Financial Viability of the Project 
5.2 The Lease Proposal 
5.3 Profitability Aspects - Of Project 

- Of Project Owners 
- Of the IDB 

6. COHCLUSIONS AND RECOMMENDATIONS 

7. ANNEXES 
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APPENDIX-IV 

INDUSTRIAL PROJECTS 
EQUITY PARTICIPATION 

SUBSCRIPTION AGRF.EHF.NT 

BF.TWEEN 

THE ISLAMIC DEVELOPMENT BANK, .JF.DDAH 

AND 



SUBSCRIPTION AGREEMENT 

THIS AGREEMENT is made on 140 H, 
corresponding to 198 between, 
The Islamic Development Bank (hereinafter referred to as the "Bank") and 
~~~~~~~~~~~~~~~~~~~~~~~ 

, a Comp<my incorporated and 
existing under the Laws of~~~~~~~~~~~~~~ 
(hereinafter referred to as the "Company". 

(A) WHEREAS, the Government of ha~ requested the Bank 
to extend financing to the Company by way of equity participation; 

(B) WHEREAS, the Company has been incorporated to est<!blish and run the 
Project described in Annexure-I to this Agreement; 

(C) WHEREAS, the Bank is satisfied that the Project is technically sound 
and economically and financially viable; 

(D) WHEREAS, in the light of the Recommendations of the President of the 
Bank, the Board of Executive Directors of the Bank vide its Resolution 
No. approved the participation by the Bank in the capital of the 
Company in the amount of (local currency) (approximately 
equivalent to ) to acquire (number ) of the Company's Shares on 
the terms and conditions hereinafter set forth. 

NOW IT IS HEREBY AGREED AS FOLLOWS: 

ARTICLE - I 

Section 1.01 Definitions 

Whe~ever used in this Agreement, unless the context otheti.'ise 
requires, the following terms shall have the following meanings: 

(a) "Shares" means the shares of the Company with a par value of 
(local currencx) per share, all of one class and 
ranking 2ari (!aSSU inter se; 

(b) " " means in the currency of 
and the sign 
II " 

(c) "Bank Shares" the Shares to be subscribed by the Bank pursuant to 
this Agreement and includes any additional Shares the 
Company may offer to the Bank for subscription and the 
Bank agrees to subscribe therefor; 

(d) . "Disbursement" the disbursement of the value of Bank Shares under this 
Agreement; 

' "Project" (e) the Project described in Annexu re-1 to this Agreement; 
' 

I 
' (f) "Financial the Financial Plan described in ~nnexure-II to this 

Plan" Agreement; 



(g) 

(h) 

(i) 

"Prospective 
Lenders" 

"Prospective 
Shareholders" 

"Suppliers 
Credit" 
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the Prospective Lenders enumerated in the Financial 
Plan; 

the Prospective Shareholders enumer3ted in the 
Financial Plan; 

the Supplier . .> Credit to be made available to the 
Company by the persons enumerated in the Financial 
Plan; 

(j) "Financial 
Year" 

the period of twelve months adopted by the Company 
for accounting purposes starting on ~~~~~~~­
in any year and ending on or any other 
period approved by the Company. 

Section 2.01 

ARTICLE - II 
AGREEMENT FOR SUBSCRIPTION 

(a) The Company offered for subscription and the Bank agreed, subject 
to the terms and conditions herein set forth. to subscribe and 
pay at par the £ank Shares, namely, a tl'tal of (number) 
(number in wroting) shares. a total of (local currency 
amount in numbers) (local currency in writing) 

(b) 1Payment of the value of the Bank Shares shall be made by the Bank 
in accordance with the call or calls as may from time to time be 
made by the Board of Directors of the Company in accordance with 
the Articles of Association of the Company an with due regard to 
the progress of work in the project. 
Provided that: 

(i) The Bank shall only be required to pay for the Bank shares 
at the same time and in the same proportion as is applicable 
to the other shareholders. Every call for payment from the 
,Bank shall be accompanied by a certificate signed by the 
Managing Director of the Company or any other official of 
the Company duly authorized to act on its behalf confirming 
that the call complies with this requirement; 

(ii) Notice for payment must have been delivered to the Bank at 
least 21 days prior to the proposed elate of payment 
specified in ti1e call. Such notice shall specify the name 
and address of the Bank 
in (place) and the account number 
in the name of the Company with such bank to which payments 
shall be made; 



(c) The Company may require the Bank to pay for the i. '.nk share!' in 
any convertible currency of its choice. anJ the bank shall male 
such payment at the rat of exchange betw~en that currency and the 

----(local currency) prevailing at the time of 
disbursement; 

(d) Upon each disbursement being made by the bank to the Company. the 
Company shall issue to the Bank. .. Sh;1re certificate or 
certificates or interim Share certificate or certificates in 
respect of the number of Shares paid for by the Rank evidencing 
valid title to such Shares such certificate or certificates to be 
endorsed vith the amount per Share paid by the Bank. Each such 
Shares is to rank in pari passu in all respects with all other 

, Shares of the Company; 

(e) Upon full payment by the Bank of the full par value of the Bank 
Shares. the Company. if requested by the Bank. shall cause the 
Share certificate or certificates referred to in paragraph (d) of 
this sub-section to be replaced without n1st to the. Bank, with a 
Share certificate, shoving on the face thereof. payment in full 
of the par value of the Bank Shares to which such certificate or 
certificates relate; 

ff) Upon, request by the Bank, the Company shall furnish without cost 
to the Bank a legal opinion from a reputable and recognized firm 
of Advocates in (place) certifying that all 
legal. corporate and other official for1113lities relating to the 
issue of the Bank Shares or the certificates or interim 
certificates relating thereto have been complied with; 

Section 2.02 

Until all of the Bank Shares have been subscribed or the subscription 
is suspended or cancelled as provided for under Section 2.03 of this 
Article whichever may occur first, the Company shall not unles~ the Bank 
shall otherwise agree: 

(a) issue any Shares, except in accordance with the provisions of 
this Agreement, 

(b) increase its authorized capital except in accordance with the 
provisions· of this Agreement; 

(c) change the par value of, or the rights attached to, any of the 
Shares, or 

(d) take any other action by amendment of it~ Articles of Association 
or by-laws, if any, or through reorganization, consolidation, 
sale of capital stock, merger or sale of assets, or otherwise 
which might result in a dilution of the inte::rest in the Company 
representP.rl hy th~ Ran~ Shares • . 
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Section 2.03 

The ·Bank may. by notice to the Company suspend or cancel the right of 
the Company to the subscription and to dishursesents th~reunder as follows: 

{a) If the Company is in breach of any of its c.bligations under this 
Agreement; 

(b) If any representation or warranty made hy the Company herein. or 
any information given or document or c~rtificate delivered by it 
in connection with the execution cf this Agreement. or the Bank 
Shares. or in connection with any request for disbursement 
hereunder. shall be found to have been incorrect in any 111aterial 
respect and shall continue to be incorrect for a period of 30 
days after notice thereof shall have been given tc the Company by 
the Bank; 

(c) If any of the Prospective Shareholders enumerated in the 
financial Plan fails to subscribe in the Capital of the Company 
the amount specified against his name in the said Plan unless the 
Company furnishes evidence satisfactory to the Bank that other 
shareholders acceptable to the Bank have subscribed in the 
Capital of the Company the proportions that the said Prospective 
Shareholders have failed to subscribe. 

(d) If any of the Prospective Lenders or providers of Suppliers' 
Credit enumerated in the Financial Plan fails to make a binding 
legal commitment to provide the amounts of funds specified 
against his name in the said Plan. or, it he has already executcu 
an agreement with the Company relating thereto, cancels such 
agreement unless the Company furnishes evidence satisiactory to 
the Bank of the alternative measures it has taker1 or· intends to 
take to bridge the financial gap created by ~uch failure or 
cancellation; 

(e) If, at any time in the reasonable opinion of the Bank there shall 
existing any situation which indicates that performance by the 
Company of its obligations under this Agreement cannot be 
expected. 

Upon the giving of such notice, the right of the Company to the 
Subscription shall be suspended or cancelled as the case may be. The 
exercise of the Bank of its right of suspension shall not prcclu~e the Rank 
from exercising its right of cancellation as provided herein, either for 
the f:ame or another reason, and shall not limit any other provision of this 
Agreement. 

Section 3.01 

ARTICLE - III 
OBLIGATIONS OF THE COMPANY 

(a) The C.t..J1p'any CJhall as long as the Bank remainr. a ~hareholder in the 
Company reserve a seat for the Bank in the Board of,Directors of the 
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Coapany and. if the percentage of the Bank's subscription in the 
Capital of the Ce>11pany entitles it for more than one seat in the Board 
of Directors of the Coapany. shall reserve to the Bank the additional 
seats to which the percentage of its ~articipatiun in the Capital of 
the Coapany entitles it. and the Company here~y undertakes that: 

(i} The Bank shall be accorded the right to appoint the Director or 
Directors to fill the seat or seats reserved for it in the Board 
of Directors of the Coapany in accordance with Sub-Section (a) of 
this Section. and to replace any of them at any tir..1c without 
assigning any reason. The Company further undertakes that the 
Bank will be accorded the same right where the Office of a 
Director appointed by the Bank falls vacant under the Articles of 
Association of the Company or where he is disqualified from 
holding office for any reason; 

(ii} The Director or Directors appointed by the Bank at any time shall 
hold office for the full term of offi~c for a Director as laid 
down in the Articles of Association of the Company. and shall not 
be subject to any provision in the Articles of Association of the 
Company relating to removal of Directors by any organ of the 
Company. share qualification for holding the Office of Director 
or rotation of Directors. but shall otherwise be subj<·ct to the 
same duties and shall enjoy the same right~; and privileged to 
which other Cirectors of the Company may he entitled to from time 
to time; 

(b) If the performance by the company of the obligations it has undertaken 
under this Section requires the amendment of th~ Articles of 
Association of the Company or any other constitutive documo?llt of the 
Company or its By-Laws (if any), the Company hereby undertakes to make 
ail. the necessary amendments to enable the Company to perform these 
obligations and inform the Bank of the same beforn making any call on 
the Bank in respect of the payment of the ~·alue t•f the Bank Shares. 

Section 3.02 

Unless the Bank shall otherwise agree. the Company shall: 

(a) Carry out the Project and conduct its business with due dilig~nce 
and ·efficiency and in accordance with generally accepted 
engineering, financial and business practic<:s; and shall carry 
out the Project in accordance with the Financial Plan and cause 
the financing specified in the Financial Plan to be applied 
exclusively to the Project; 

(b) aiaintain records and procedures adequate to monitor the progress 
and cost of the Project; 

(c) promptly inform the Bank of any circumstances that interferes or 
threatens to interfere in a material manner with the carrying out 
of 'the Project or which will increase Cir Lhreaten to increase 
aiaterially the estimated cost of the Project; 
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(d) at the request of the Bank furnish to the Bank promptly all 
programmes. plans. specifications. reports and contract documents 
relating to the Project or any part thereof in such detail as the 
Bank may reasonably require; 

(e) within 60 days after the end of each quarter of each Financial 
Year furnish to the Bank a Project Status Report substantially in 
the form attached in Annexure-111 hereto on the implementation 
and progress of the Project (showing inter alia actual costs of 
work performed against estimated costs thereof and showing the 
status of actual fJnds statement in comparison to projections as 
well as an updated implementation schedule. highlightening any 
problems and bottlenecks thereof) and on factors materially 
affecting or likely materially to effect the Company's business. 

(f) promptly after completion of the Project prepare and furnish to 
the Bank a completion report of such scope and in such detail as 
the Bank may reasonably request on the execution and initial 
operation of the Project; 

(g) promptly inform the Bank of any proposed change in the nature or 
scope of the Project or business operations oi the Company; 

(h) give notice to the Bank by telex equivalent to not less than any 
applicable notice period provided for under the Articles of 
Association of the Company of the calling of any meeting of the 
Board of Directors or the shareholders of the Company indicating 
the agenda thereof. arid shall promptly transmit to t~e Bank and 
by the most expeditious mode the reference docun:ents pertaining 
to the agenda of the said meetings; 

(i) furnish to the Bank copies of all reports and communications from 
time to time sent to the Company sharehoiders or to the members ol 
its Board of Directors, and copies of the minutes of all meetings 
of the shareholders and the Board of Directors of the Company; 

(j) furnish to the Bank such other information as the Bank may from 
time to time reasonably request. 

Section 3.03 

The Company agrees and undertakes that as long as the Bank remains a 
Shareholder in the Company: 

(a) it will procure that its accounts for each Financial Year are audited 
by a reputable and independent firm of auditors !':at isfactory to the 
Bank; 

fb) as soon as they are available and in any case wi r:hin 120 (one hundred 
and twenty) days after the end of each Fina11daJ Year of the Company, 
furnish to the Bank two copies of the audited accountR of the Company 
for such'year together with two copies of the audJLors' rep~rt thereon 
and any documents referred to therein; 



-!)0-

(c} it will furnish to the Bank copies cf any other report or 
communication received by the Company from its auditors relatir.& 
to the financial position or affairs of the Company which are of 
a material nature. The Company shall authorize its auditors to 
communicate directly with the Bank at any time regarding the 
Company's accounts and operations. 

(d) at least one month before the beginning of each Financial Year of 
the Company two copies of each of the Company's projected balance 
sheet at the beginning and end of such Financial Year and the 
programme upon which it is based, an estimated trading and profit 
and loss account for the year and a statement slu•wi11g the 
estimated source and application of funds of the year; 

(e) it will permit duly authorized representatives, agents and the 
staff of the Bank at any time and from time to time during the 
Company's normal business hours to have access to and to inspect 
the Company's fixed assets, books of accounts ar.d related 
documents and will permit them to take extracts from any such 
books and documents as aforesaid; 

(f) it will insure and keep insured its assets mai busin~ss with a 
reputable insurance company against all rb•ks normally insured 
against in respect of assets and a business of a similar nature 
such insurance to be effected in such mauner and to such value as 
may. be generally accepted in conformity with sound business 
practice; 

(g) it will promptly inform the Bank of the happening of any materia] 
'adverse change in the financial condition of the Company or any 
event likely to lead to such a change; 

(h) when it is permissible to do so, it will re-evaluate its assets 
whenever devaluation of the local currency is deemed to have a 
lllClterial effect on the value of the assets. 

Section 4.01 

ARTICLE - IV 
NEGATIVE COVENANTS 

The Company shall not procure any goods from South Africa or Israel 
nor shall it deal with any supplier of goods or services in contravention 
of the Boycott Regulations of the Organization of African Unity and the 
Arab League regarding the Boycott of South Africa and Israel. 

Section 4 .02 

Unless the Bank otherwise agrees, the Company shall not: 

(a) change the nature of the scope of the Project or of its intended 
business, increase its authori:i:ed capital, or sell, transfer, 
lease or otherwise dispose of all or a substanti;il part of its 
capital assets, or undertake or permi.t any merger, consolidation 
or reor;anization; 
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(b} enter into any agreement or arrangement to gua1antee, or in any 
way or under any condition, to become obliged for all or any part 
of the debts of another; 

(c} enter into any agreement for any purpose with any entity or 
person in which the Company is aware that any Director of the 
Company has a direct or indirect material interest; 

(d} purchase, redeem or otherwise acquire any shares in its capital 
or any option over the same. 

Section 5.01 

ARTICLE - V 
WARRANTIES AND REPRESENTATIONS 

The Company warrants and represents as follows: 

(a} that it is a Limited Liability Company duly incorporated under 
the laws of and has the corporate power to own 
its assets and property, to carry out its business, to implement 
and carry out the Project and to enter into this Agreement; 

(b) that this Agreement has been duly authoriz~d, executed and 
delivered by the company and constitutes valid and binding 
obligations of the Company enforceable in accordance with its 
terms; 

fc) that neither the making of this Agreement nor the compliauce with 
its terms will conflict with or result in a breoch of any of the 
terms, or conditions of any contract or other undertaking binding 
on the Company, or violates any of the terms or provisions of the 
Compa1:y' s Articles of Association or any judgement, decree or 
order, or any statue, rule or regulations applicable to the 
Company. 

(d) that it is not engaged in any significant litigation or 
arbitration proceedings and is not aware of any facts likely to 
give rise to any significant litigation proc:t•cdings. 

Section 6.01 

ARTICLE - VI 
CONDITIONS OF DISBURSEHF.NTS 

Without prejudice to the provisions of Section 2.03, the obligation of 
the Bank to m~kc the first disbursement shall be subject to the performance 
by the Company of all its undertakings theretofore tc.. be performed under 
this Agreement, to the disbursement being related to the implementation of 
the Project, and to the fulfillment, to the satisfac:tiun of the Bank prior 
to or concurrently with the request for such disbursement of the following 
condi<:ions: 
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(a) the Company shall have furnished to the Bank copic::; uf the 
following documents duly certified; 

(i} 
(ii} 

(iii) 
(iv} 

(v} 

The Memorandum of Association of the Company; 
The Articles of Association of the Company; 
The by-laws of the Company (if any}; 
The Certificate of Registration of the Company; 
Minutes of the meeting of the Board of Direc:turs of the 
Company in which the call for disbursement was made; 

(b) the Company shall have furnished to the Bank, not later than four 
weeks before it calls upon the Bank to ~ake the first 
disbursement, evidence showing that each of the Prospective 
Lenders and the providers of Suppliers of Credit enumerated in 
the Financial Plan has made a legally binding comnaitment to 
provide the Company with the funds shown against his name on the 
said plan on terms acceptable to the Bank. As part of this 
evidence the Company shall furnish to the Bank twf.l copies of the 

'agreement or agreements concluded with the Company by each of the 
aforesaid; 

(c) the Ccmpany shall have furnished to the Bank the latest Project 
Status Report referred to in Section 3.02(e} of this Agreement; 

(d) the Company shall have furnished to the Bank evidenci! that the 
Capital of the Company. other than the part subscribed by the 
Bank, has been fully subscribed by the Prospective Shareholders 
enumerated in the Financial Plan or othc1· ~hareholders occeptable 
to the Bank and in the proportions shown in the said Financial 
Plan; 

(e) . the Company shall have certified to the Bank that all the 
shareholders, other than the Bank, have paid in cash at par on 
each f the Shares they have subscribed an amount not less than 
the amount the Rank is being called upon to pay in respect of 
each of the Bank Shares, or have made legally enforceable 
commitments to pay the same on or before the last date specified 
for payment in the notice for the call; 

( f) the Company shall certify to the Bank that it has reserved for 
the Bank a seat or seats in the Board of Directors of the Company 
in conformity with the terms and conditions provided for in 
Section 3.01 of this Agreement and that all necessary corporate 
actions required to enable the Bank to eY.crcise the rights 
stipulated in the said section have been duly taken; 

(g) the Company shall have furnished to the Bank sufficient evidence 
of the authority of the person or persons who will sign the 
disbursement requests under this Agreement or who will on behalf 
of the Company take any other action or execute any other 
documents required or permitted to be taken or executed hy rhe 
Company under this Agreement, and the authenticated specimen 
signature of each such person. 



-63-

Section 6.02 

Without prejudice to the provisions of Section 2.03, the obligation of 
the Bank to mt.ke any subsequent disbursement shal 1 he subject to the 
perfoI'lllOlnce by the Company of all its undertakings theretofore to be 
performed under this Agreemenl, to the disbursement being related to the 
implementation of the project, and to the fulfillment, tu the satisfaction 
of the Bank prior to or concurrently with the request for such disbursement 
of the folloving conditions: 

(a} the Company shall have delivered to the Bank or to such 
depositor) as the Bank may designate share certificate or 
certificates or interim share certificate or certificates in 
respect of Shares paid for by the Bank in conformity vith the 
provisions of Section 2.0l(d}; 

(b} the Company shall have furnished to the bank a duly certified 
copy of the minutes of the meeting of the Board of Directors of 
the Company in which the call for disbursement was made; 

(c) the Company shall have certified to the Bank that all the 
shareholders, other than the Bank, have paid in cash at par on 
each of the Shares they have subscribed an at:1ount not less than 
the amount the Bank is being called upon to pay in respect of 
the Bank Shares, or have made legally enforceable commitments to 
pay -the same on or before the last date specified for payment in 
the notice for the call; 

(d} the Company shall have furnished to the Bar.k the late~t Project 
Status Report referred to in Section 3.02{e} of this Agreement. 

ARTICLES - VII 
RIGHT OF THF. BANK TO SELL ITS SHARES 

Section 7.01 

The banL retains the right to sell the Bank Shares to any person on 
such terms and conditions as it may consider appropriate. The bank hereby 
agrees that it will not sell any part of the Bank Shares to a non-national 
of except with the consent of the Government 
of 
----------------------------~ 

Section 8.01 

ARTICJ.F. - VIII 
EFFECTIVENESS OF THF. AGREEMENT 

This Agreement will not become effective until: 

fa) The Government of shall ~ave 
executed with the Bank a Guarantee Agreement Jn respect of th.:? 
rep~triation of the dividends and sale proceeds of the Bank 
Shai;-es in conformity with Articles 25, 53, 56 and 59 of the 
Art~cles of Agreement Establishing the Bank and on such other 
'ter~s and conditions as the Bank deems proper; ' 
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{b) The Conipany shall have furnished to the Bank a Legal Opinion from 
the Legal Counsel of the Company certifying that the signature, 
execution and delivery of this Agreement have been duly 
authorized or ratified by all necessary corporate action. The 
Opinion should also certify that this Agreement constitutes a 
legally binding, and enforceable obligation of the Company in 
accordance with its terms. 

(c} Any other conditions stipulated by the Board of F.xecutive 
Directors. 

ARTICLE - IX 
SETTLEMENT OF DISPUTES AND APPLICABLE LAU 

Section 9.01 

The parties hereto shall endeavour to sett le amicably any dispute 
regarding the interpretation or implementation of this Agreement. Any 
dispute that cannot be resolved amicably shall be referred to arbitration 
in accordance with the Arbitration Procedures set out in Section 9.04 of 
the Islamic Development Bank's General Conditions applicable to Loan af'd 
Guarantee Agreements dated 8th November, 1976. R~fere11ccs therei(J to the 
"Borrower" shall be construed as reference to the Company. 

Section 9.02 

This Agreement shall be governed and construed in accordance with the 
laws of 

~~~~~~~~~~~~~ 

Section 10.01 

ARTICLE - X 
MISCELLANEOUS PROVISIONS 

Failure of the Bank to exercise or assert any of its rights under this 
Agreement or its delay in the same or its failure to extrcise or assert any 
remedy it may have against the Company or its delay in the same, shall not 
prejudice such right or remedy and shall not be construed as a waiver of 
such right or remedy. 

Section 10.02 

(a) This Agreement shali remain in full force and effect as long as 
the Bank remains a Shareholder in the Company; 

(b) This Agreement shall bind and insure to the benefit of the 
respecti~e successors of the parties hereto. 
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Section 10.03 

Any notice or request required or permitted to be given or made under 
this Agreement to any of the parties hereto shall be in writing and such 
notice or request shall be deemed to have been duly siven or made when it 
shall be delivered by hand, mail, cable or telex to the party to which it 
is required or permitted to be given or matlc at such party's address 
specified below or at such other address as the pc;rty to whom such notice 
or request is required or permitted to be given may designate by notice to 
the party giving the notice or making the request. 

For the Bank: 
Postal: 

Cable: 
Telex: 

Islamic Development Bank 
P.O.Box 5925, Jeddah 21432 
Kingdom of Saudi Arabia 
BANKISLAMI - J!DDAH 
401137 ISDB SJ 

For the Company: 
Postal: 
Cable 
Telex : 

IN WITNESS WHEREOF. the parties hereto, acting through their duly 
authorized representatives, have caused this Agreement to be signed on the 
day and year first above written. 

FOR AND ON BEHAJ.F OF THF. 
ISLAMIC DEVELOPMENT BANK 

OP46/04 

FOR AND ON HF.HALF OF 
THE COMPA~ 
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ANNEXURE - I 

THE PROJECT 

(A) Description of the Project 

(B) Estimated Costs of the Project 

ANNEXURE - I I 

FltlANCIAL PLAN 

• 

, 




