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I INTRODUCTION

1.. During the sixth consultativemeetingfor ADF-IX, Deputiesexamineda note on
the financial implications of increasing the ADF’s allocation for grant funding’.
The notequantifiedthe financialimplications of a higher level ofgrantsin terms of
the foregonereflows to theFund in futureyears.

2. During themid-term reviewof ADF-IX, Deputiesexamineda note that presented
four economicaily equivalentalternatives for State participants to consider that
would off et the foregone reflows2. Following their deliberations, Deputies
requestedManagementto liaisewith IDA in developinga satisfactorysolution.

3. This paper re-examinestheissuefollowing consultationswith IDA. It is organized
in six parts.After theintroduction,the secondsectionrecapitulatestheestimatesof
foregone reflows as a result of an increasein grant allocations for ADF-IX. The
third section presentstwo additional economically equivalent alternativesthat
would offset the foregone reflow’s. The fourth section explains the basis of
determining additionalpayments by individual donors. The fifth section looks at
the managementof the funds receivedupfront. The final section of the paper
summarizesthekey points.

H FOREGONEREFLOWS FROM INCREASED GRANTS

4. Oneofthe distinctive featuresofADF-D(wasan increasein theallocation for grant
financing to l8%-21% from 7.5% under ADF-VIlI. As a result of the higher
allocation for grants, the future reflows to the Fund will be reducedin termsofboth
principalandincome.

5. As shownin table 1 below, at the AIDE-DC replenishmentlevelofUA 2.13 billion and
an averageof19.5%grants, thenominal value ofthe foregonereflow’s overthe fifty-
year lifetime of ADF-IX loans is estimated at about UA 315.7 mIllion. In present
value temis, when discountedto theprojected start ofADF-X in 2005,the foregone
reflows are estimatedat about UA 83.5 million. A more detailed analysisof the
projected foregonereflow’s is presentedin annex 1.

‘A workingpaperentitled,Financia~lmplicationsof increasingAD? Allocationto GrantFnndiiig~was
tabledfor discussionatthesixthconsultativemeetingon theninthgeneralreplenishmentoftheAfrican
DevelopmentFund,September2002,OsloNorway.2A workingpaperentitled,OffsettingForegoneReflowsdueto increasedGrantFinancinsin AD?IX
wastabledfor discussionattheADF-IX mid-termreview,February2004,Geneva.

Table 1 Foregone RetlowsUnderADP-IX
(FiguresIn (IA Million)
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LII OPTIONS TO OFFSET FOREGONE P.EFLOWS

6. In thenotediscussedat theAIDE-TX mid-term review, four economicallyequivalent
alternativeswere presented, which could enable State Participants to offset the
foregonereflowsdueto increasedgrantfinancing:

1) A singleup-frontpaymentat the start ofADF.-X

2) PhasedpaymentsovertheADF-X encashmentperiod

3) Uniform paymentsoverthe fifty-year lifetime ofM)F-DC loans

4) Paymentsasforegonereflowsariseoverthelifetime ofAIDE-DC loans

A moredetailedsummaryof thesealternativesis presentedin annex2.

7. In thelight ofthe reeentreplenishmentdiscussionsfor IDA, StateParticipantsappear
to favour a hybrid approach,wherein an upfront commitment is made towards
offsetting foregone income reflow’s by way of additional contributionsduring the
ADF-X period, while forepne principal reflows are offset as they ariseover the
lifetime of ADF-DC loans. Two economicallyequivalentvariantsto this hybrid
approacharepresentedbelow.

Hybrid Approach —I

8. The first variantof the hybrid approach would be for State Participants to makean
upfrontpaymentofUA 28.0million at theprojected start ofADF-X in 2005to offset
only theforegoneincomereflow’s, andthento makea seriesofpaymentsto offsetthe
foregone principal reflow’s as they arise over the lifetime of the ADF-DC loans.A
more detailed analysisof this variant and the payments requiredto implement this
option is presentedin annex3 andannex4.

Hybrid Approach-il

9. The secondvariantofthehybrid approachwould be for State Participants to commit
to makea seriesofpaynientsover the ADF-X encashmentperiodwith a presentvalue
at the start of2005ofUA 28.0 million to offsetthe foregoneincomerefiows, andin
addition to makea seriesofpaymentsto offsettheforegoneprincipal reflows as they
ariseover the lifetimeoftheADF-IX loans.The paymentsrequiredto implementthis
variantarepresentedin annex 5.

lv ADDiTIONAL DONOR CONTRIBUTIONS IN ADF X

10. The foregoing analysisprovidesthe aggregateadditional paymentsrequiredto be
madeby StateParticipantsto offset the foregonereflow’s due to the increasedgrant
funding in Al:)F-lx. Pollowingthe eme4enceof fire consensussolution betweenthe
alternativespresented,the specific UA amountsthat individual StateParticipants
would be requiredto contributewouldlie determinedon the basis of the relative
burdensharesofStateParticipantsin ADF-DC~whichispresentedin annex6.

3Themodalities of offsettingforegoneprincipalrefiowsareexpectedto beaddressedin futurç
replenishments.
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11. It may be recalledthat during the ADF-tX replenishmentnegotiations,Deputies
agreedto allocate UA 15 million out of ADF-JX resourcesascompensationfor the
increasedgrantfunding.The application of this amounteitherpartiallyor completely
towardsoffsettingthe foregoneincome will reducetherequiredupfront commitment
for this purposeby State Participants.The alternative applicationof the UA 15
million i.e. towardsoffsetting foregoneprincipal reflows as they arise will in turn
reduce thepaymentsrequiredto be madeduringthe lifetime ofADF-IX loans.The
detailedimpactof theUA 15 million will be presentedfollowing the decisionmade
byStateParticipantswith regardto its application4.

V MANAGEMENT OF FUNDS RECEWED

12.Managementhasreviewedvariousoptions for managingthe funds receivedupfront
in order to offset the foregonereflow’s. In principle, any amount estimatedon a
discountedbasiswill needto be investedsuchthat it yieldsa rateofreturn equal to
the discount rate in order to offset the nominal amounts of foregone reflows.
However, in view of the magnitudeof the amountsinvolved (tJA 28 million for
Hybrid-c andUA 34 million spreadout overthe 10-yearencashmentperiod ofADF-
~(for Hybrid-il), and the administrativelycumbersomeanduneconomicalnatureof
managingsuchsmall amountsseparately,Managementproposesto managethese
fundssimilarto therestoftheFund’s investments.

yl SUMISIARY

13. To supplementthefour economicallyequivalentalternativespresentedin anearlier
note, two additional equivalentvariantsof a hybrid approachhavebeenpresented
whereby State Participantscould offset the projectedforegone reflows; The first
variantwouldbeaninitial upfront paymentofUA 28.0million at thestart ofADF-X
to offsetthe foregone incomeretbws,combinedwith a seriesofpaymentsto offset
the foregone principal reflow’s as they arise. The second variant of the hybrid
approachwoulda seriesofpaymentsovertheADF-X encashmentperiodwith a2005
presentvalueofUA 28.0million to offsetthe foregoneincomereflow’s,and thesame
seriesof paymentsto offset the foregone principal reflow’s as they ariseover the
lifetime of the ADF-IX loan asin the first variant Once the consensussolution
emerges,the additional UA paymentsto bemadeby individual StateParticipantswill
be determinedon thebasisofthe normalizedADF-IX burdenshares.The impactof
the previously allocatedUA 15 million from the ADF-LX replenishmentwill be
dependenton theStateParticipants’decisionregardingtheapplication oftheamount.

14. In view oftheunfavorableeconomicsofmanagingrelativelysmallamountsoffunds
separately,Managementpropesesto managethe funds receivedin the samemariner
asthe restoftheFund’s investments.

instance,anallocationoftheUA iS million proportionatetothepresentvaluesof theforegone
incomeandprincipalretlowswouldresultin therequiredupfrontpaymentof UA 28 million reducing
by aboutUA 5 million, leavingUA 10million for offsetting foregoneprincipal reflows.
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ANNEX 1

Estimating the ForegoneReflows

1. Table 2 below’ presentsthe difference in projected loan income and principal
repaymentswhen the allocation for grant financing is increasedto an averageof
19.5% from 7.5%.The total nominalvalueofforegonerefléw’sdueto thehigherlevel
ofgrants isaboutUA3151million.

Table 2 ForegoneReflowsDueTo IncreasedGrant Financing
(Figuresin 114 Million)

Year LoanIncome PrlndpalPayments Foregone Foregone

7.50% 19.50% 7.50% 19.60% Income Repayments Reflows

(a) (b) (c) (d) (e) = (bRa) (t) ~ (d)-(c) (g) =Ce) +

it~tIk~
2003 1$8 ~.38 421 coo

~*It~Ilfl! ~
2005 7.84 -131 0.00~ -1.17mIaugaqsna7ssMwaaia~gaMsT,
2007 12.34 10.74 -1,60 tOO -1.80

i~vmann~
2009 13.60 11.76 -1.75 DM0 -1.75~
2011 14.19 12,36 -t84 DM0 -1.84

z~aw~
2013 14.49 12.61 723 629 -1.83 -0.94 -2.82

~
2016 14.44 12.67 1912 17.16 -1.67 -2.56 -4.43

ae!t
2017 14.23 12.38 19.72 17.18 -1.85 -2.50 -4,40

‘

2010 13.98 12.15 19.72 17.1$ -1.61 -2.56 -4.37

£
2021 13.86 11.69 18.72 17,18 -1.77 -2.86 -4.33

~
2023 1320 11,58 34.16 20.74 -1.73 -4.43 -8.16

~
2025 12.60 10.96 58.15 51.45 -1.63 -7.67 -9.31

~1
2027 11.71 19.19 66.15 61.46 -1.52 -7.61 -0.19~
2029 1020 9.42 50.15 81.46 -1.40 -7.67 468

a~_—
2031 9.94 9.65 59.15 51.48 -1.29 -7.97 -3.99

~
2033 9.05 128 69.15 61.48 .1.17 -7.67

&i
2035 6.16 7.10 50.15 51.48 -1.06 -7.67 .6.73

~a
2037 7.26 3.33 52.15 ‘ 61.48 -026 -7.67 -8.62~w—~—
2030 6,39 5.58 59.16 5128 -0.83 -7.87 .5,50~
2041 8.50 4.70 50.15 5148 7j 4.97 , 439~~%flfl::~i4
2043 4,61 4.02 59.15 51.48 -0.90 -7.67 .827~
2045 3.73 4. ‘~3j4~t’ 59~15 . 5148 -048 -7.67 -3.16

~
2047 2.84 2.47 59.15 61.45 ~‘ -0.37 -7.67 -8.04

~

2049 .85 1.70 58.15 61.48 -0.25 -7.67 -7.93

~t%mt~TMvnwsAtnuwwtwwanMu&tei~
2061

sa~
.09 0.03 59.15 51.48 -6.14 -7.8? -7.81

~naw~a
206$ 027 0.24 37.48 32.80 -0.04 -426 -4.60~
Tcts~ 45128 461.78 1*7128 1715.90 aas -285.79 415.98
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ANNEX 2

Summaryof AlternativesPresentedat ADE-IX Mid-term Review

1. Four economically equivalentalternativesw’ere presentedthat would enable State
Participants to offset the projected foregone reflows through supplementary
contributions to theFund.

2. The first andsimplest option wasa singleup-frontpaymentofUA 83.5million atthe
projectedstartofADF-X in 2005.

3. The secondoption implieda seriesofpaymentsover theprojected encashmentperiod
ofADF-X equal to UA 83.5 million in 2005presentvalueterms.Tinderthis option~
the total nominal valueof paymentsover the ten-year periodwould be about tJA
102.5million.

4. The third optionw’as a seriesofuniform amm.alpaymentsof UA 4.7 million overthe
fifty-year lifetimeofADF—JXloans.Although the 2005 presentvalueof this ‘annuity’
option would be TM 83.5million, the total nominalpaymentsoverthe longer period
would be aboutUA 233.7million.

5. The final option w’as a seriesof paymentsas the foregonereflow’s arise. The total
nominal paymentsof this ‘pay-as-you-go’ option w’ould be UA 315.7 million,
equivalent to UA 83.5million 2005presentvalue tenns.
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AIMNIEX 3

Hybrid Approach- IJpfront PaymentRequiredTo Offset ForegoneIncome

1, Table 7 below presentsthe estimated2005 presentvalue of the foregoneincome
due to increasedgrantfinancing. All reflows from incomehavebeen discounted!
compoundedto thebeginningof2005usingthe 5.5%rateassumedfor all ADE-IX
replenishmentcomputationsgiving a presentvalue ofUA 28.01 million. Foregone
reflows in 2002-04havea higher 2005presentvaluethan theft nominalvalue.

Table 7 PresentValue of Foregone Income Reflows
(F~umsin U,4 Million)

Foregone Olscount Discounted
Year Income Factors ForegoneIncome

(a) (b) (c) (aflb)

2003 -0.21 LII -0.23

2005 -1.17 1.00 -1.17

2$07 -1.80 0.90 -1.44

2009 -. -1j5 0.31 -1.41—4—
201.1 -1.64 0,73 -1.34

2013 -1.86 0,85 -1.22

2015 -1.67 0.59 -1.10

2017 -1.85 0.63 -0.97

i&SWtS~i~kMWftflQStat
2019 -1,81 0.47 -0.68

ra(Mfl ~M~S~W*~
2021 -tV? 0.42 -0.75

2022 -1.73 0.38 -0.66

2026 -1.6$ 0.34 -0.58

t ~
2027 -1.52 0.31 -0.47

2029 -1.40 0.29 .0,38

2031 -1,20 0.26 -0.32

2033 -1.17 ~,0fl -0.28

2035 -1.00 0.20 -0.21

2037 -0.34 (118 au

2039 ‘ -0.83 0.16 -0.13

2041 -0.71 0.15 -0.10

2043 - -0.00 0.13 -0.08

2045 - -0.48 -0.12 -0.09

2047 - -0,37 tIl ‘.0.04

2049 -025 0.09 -0.02

2051 -0.14 0.09 -0.01

2053 -0.04 0.08 0.00

Tolel -59.89 -28.01
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ANNEX 4

PaymentsFor Hybrid Approach-I

1. Table 8 belowpresentsthe paymentsrequiredto implement the Hybrid Approach-
I. The 2005paymentofhA 28.01 million is the presentvalue of foregone income.
The remainingpaymentsoffset theforegoneprincipal reflows as they arise over
the lifetime of ADF-]IX loans.

Table 8 Paymentsfor Hybrid Approach-I
(Figuresin CIA Million)

Discount
Year Contribution Factors

(a) (b)

2005 2L01 1.00

.±~ ~i’i~r~
2007

L ãèi}
0.00

-~c.~óT~
0.00

rn:

0.00
~i. r

0~ ‘- :9g - .‘- ‘~ I

2009 0.00 0.81 0.00

2011 0.00 0.73 0.00

2013 0.94 0.85 0.81

2015 2.56 0.59 1.50

2017 2.56 0.53 135

2019 2.56 -0.47 - 1.21

s*iats
2021

~~aau
.58 0.42 tOO

ss~~nimin~
2023 -.A3 0.38 1.69 -

~
2025 7.57 0.34 2.53

a~nmasm*a’~eama~n
2027 7.57 031 238~
2029 7.87 0.28 2.12

~
2031 7.57 0.25 - 1.91

~~avcgnna~asg~aa
2033 7.67 022 1.71

~
2035 7.67 020 1.54

za~awuaca~aaa
2037 7.67 0.18 . 128

tflfl~flflSn5~ia
2039 7.67 0.15 1,24

~
2041 7.67 0.15 1.12

na—n—
2043 7.67 0.13 1.00 -

n
2045 -- .6” - 0.12 0.90

n~wt~—~nfl
2047 1.67 0.11 0.81

~in~i~anaanvu~
2049 7.87 . 0.08 0.73

~
2051 7.67 0.09 0.65

n—a
2053 4.86 0.08 0.37

Total 263.70 83.47

2005 DIscounted
Value of

Contribution
(c) (a)*(b)

28.01
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A]NNEX S

Paymentsfor Hybrid Approach-il

1. Table 9 below presentsthe payments requiredfor the Hybrid Approach-IL The
approach entailsa seriesofpaymentsover the ADF-X eneasbmentperiod2005-14
such that the presentvalue at the start of 2005 of UA 28.0 million offsets the
foregoneincome,andin additionmakea seriesofpaymentsto offsettheforegone
principal reflows asthey ariseoverthe lifetime oftheADF-tX loans

labia 9 Paymentsfor Hybrid Approach-Il
(Figures hi CiA Mill/on)

Contribution to Contribution to 2005’Discounted
offset foregone offsetforegone Total Discount Valueof

Year income principalreflow Contribution Factors Contribution

(a) (b} (c)=(a)-djb) (d) (a) = (c7(d)

2005 2.10 0.00 2.10 1,00 2.10
PW~t~r .Nn~w~flna 4~3~arfr~fl fl~ ~ ~ ,.Wtflfl

2007 4.71 0.00 4.71 0.90 4.23i~asv~nwnsrswa~au~w
2009 5.60 0.00 5.00 0.81 4.03 ~
2011 3.51 0.00 3.51 0.73 2.54

2313 - 2.33 - 0.94 3.26 - 0.65 213

i~ewafMaSea1akwats~n~a%~w
2015 0.90 2.56 2.58 0.59 1.50~
20-17 0.00 2.56 256 8.53. 1.35

~
2019 0.00 2.58 2.50 0.47 1.21~
2021 0.00 2.56 2.55 0.42 1.09

~
2023 0.00 4.43 4,43 028 1.69~

- -2025 0.00 7.87 7.87 0,34 2.63~
2021 0.00 7.67 7.67 0.31 2.38~
2029 0.00 7.67 1.67 0.28 2.12~
2031 0,00 7.87 7.87 0.25 1.91~
2033 0.00 7.67 7,67 0.22 1.71

2035 0,00 7,67 7.67 0.20twa~sna~aintanei~.sw
~ia~

1.54~r
2037 0.00 7.67 7.87 0_la 1.38

~ *nc~i
2039 0.00 7.07 757 0.16 1.24 -~ a~att~
2341 0.00 - 7.67 - 7.67 - 0.15 -- 1.12 - -~
2043 0.00 7.67 7.67 0.13 1.00~ ~wu~
2045 0.00 7.87 - 7.67 0.12 0.90

ivzan~sasaanssrcwatrarsinas~
2047 0.00 7.57 , 7.67 0.11 0.61

~-~nn~
2048 0.80 7.67 7.67 0.09 0.73

ncwwa~nn~
2051 0.00 7.67 7.67 0.59 0.65~
2053 0.00 4.86 4.86 0.08 037~
TQIOI 34.30 255.79 290.18 83.67
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ANNEX 6

A.DF-IX Burden Sharing Profile

1. Table 10 below presents the burdensharesby StateParticipantsin the ADF4X
replenishment,normalized to aggregateto 100%. The individual additional
paymentsby StateParticipantsduring ADF-X to offsetthe foregonereflows dueto
increasedgrantfunding in ADF-IX will be basedon the normalizedburdenshares
shownin thistable.

Table 10 ADF-IX NormalizedBurden Shares

State Participant NormalizedBurden Share

AUSTRLA/AUTRICHE . 1.25%

BRAZiLJBRESIL 0.43%

~a~unmmuraarra~’ ~
CHINA/CHINE 2.09%

FINLAND/FINLANDE 1.91%

GERMANY/ALLEMAGNE 10.65%

ITALYI’iTALIE - 5.48%

KOREAICOREE 0.81%

THENETHERLANDSIPAY-BAS 4.72%

PORTUGAL 0.82%

SOUTH AFRICA /AFRIQUE DU SUD 0.15%

SWEDEN/SUEDE 5.10%

UNITED ARAB EMIRATES / EMIRATS ARAB UNIS 0.00%

UAAIETATS UNiS 0 ‘AMERIQUE 1s.ono

Total 100.00%
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