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ABSTRACT.

Public Sector Construction projects In Nigeria are usually beset with
the problem of finance; guant um reduction and erratic rel eases of
cash are common. It is usual to find that the projects fall into the category
of start and stop or non-conmencenent, despite budgetary allocations.
The use of alternative neans of financing some of these projects is an

inperative. And the aimof this study is to present one of such alternative,

|.e. the BOTI-Factoring method.

BOT have been a well tried method of construction project financing by
Covernnents. A scheme where Private Sector resources are used in executing

Public Projects.

An appraisal of a project for a BOT schene, involves the follow ng:
(i) estimating the project's cost,
(ii) income estimation and the determination of the project's economc
viability,
(iii) determnation of the concession period, and

(iv) establishnent of a safeguard. These constitutes the framework

of the study.
BOT schenes affords a Project Owmer the opportunity to enbark on a
project whose financial requirements are beyond the project owner's capacity.

The funds for a BOT project are usually long-termloans sourced from

the Private Sector.



This study has identified inadequancy of long-termloans in the Ngeria's
financial, nmarket as a constraint for an effective BOT scheme. Thus, harnonising

the benefits of BOT and Factoring is believed will address this constraint.

The benefits of Factoring; viz, cash advancement and debt col |l ection

have been applied in devel oping the BOT-Factoring concept.

Sinpl e econom ¢ anal ysis was carried out, to determne the suitability
of the concept. The analysis is against the backdrop of the basic requirenent
of free market econony where project selection largely depends on nunerical
indicator's of the project costs and returns based on nmarket prices i.e
the prices at which goods and services are traded.

The application of the concept was upon the basic prem se of the cash
situation of a project.

It is here concluded that benefits of BOTI-Factoring include the use
of cash resources other than the Project Oamer's own funds and the accommodati on

of erratic time of cash release that will cause tine-overun during project

execut i on.
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GLOSSARY

BASIC COST LIMIT: %his is the maximum sum of money that can be spent

on a building and its external works. It covers the following:

(a) Substructure (exc.uding abnormals), (b) Superstructure and
finishes, (c¢) Fixed furniture and equipment, (d) Mechanical and
electrical services (e) Building drainage, (f) The building's

external works, (g) Contractors preliminary cost.

BOND: A written promise to pay or repay a sum of money; it 1s sold by
firm into the financi{al market, by which the firm receives immediate
cash proceeds 1n exchange for a promise to pay a certain sum (the face

value of the bond).

BUDGET: An itemised listing, and frequently the allotment, of the
amount of all estimated revenue a given business anticipate receiving;
and the listing and fraquently the, segregation of the amount of all
estimated costs and expenses that will be incurred in obtaining the

above mentioned income during a stage period of time,

BUDGET ESTIMATE: 1s the approximate cost or value of project of which

an authority planned to spend.

BUDGET GRAPH: A graphical illustration of income (revenue) and expen-—
diture for the purpose, to ease the co-ordination of the financial
plane and estimates in advance; in order to enable the user to check

up actual with projected operations, and to provide for discrepanciles

as they occur.

CAPITAL MARKET: A place or system in which the requirements for capital

of a business can be satisfied.
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CAPITAL OUTLAY: Expenditure for the acquisition of or addition to
fixed assets. Included are amounts for replacements and major altera-

tions but not for repair.

CASH FLOW: Cash flow here refer to the flows in both direction of

actual money (currency, cheques etc.)

COUPON: Certificates attached to a (Coupon) bond which represent sums
of interest due at stated maturities, which the bond promises to pay.
Coupons are negotiable instruments which state that the debtor organi-
sation (issuer or obligator) through its paying agent, usually a bank
or trust company to the bearer at maturity, a certain sum of money
representing the interest due for a stated period upon bond No..., of

a specified issue.

COUPON RATE: This is the fixed price on a detached section of a bond,

entitling compress holder to claim interest.

"

CREDIT RISK: he risk assumed for the possible non payment of credit

extended; varying from practicallj zero to a large percentage.

CREDIT TERMS: Specification of the terms for the payment of a credit

obligation.

FACTOR: A legal entity i.e person or corporation who carries on business

transactions for another.

FACTORING: 1Is the function that involves credit collection, purchase
and recovery of debts, sales ledger administration usually offer by an

agency to client.

FEASIBILITY STUDY: Determine whether or not a proposed development wil!

be a profitable venture.
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FREEHOLD: Refer to the situation where in the owner is in absolute

legal possession of a property.

FREE MARKET: Generally, the open market where prices are determined
by free and open competition between buyers and sellers, where volume

and prices are free to express truly the prevailing conditions.

GUARANTOR: A surety; one who guarantees payment. A person, firm, or
corporation that may agree to guarantee a mote® for another party and
Tﬂﬁﬁﬁh liable by endorsement to pay the obligation of another in an

event of failure or default of the original maker (principal debtor).

INSTRUMENT: A general term to denote any kind of document in writing
by which some rignt is conferred or contract is expressed. Practlcally
all documents used in finance e.g. check, draft, not bond, coupon, stock

certificate, trust deed, trust recelpt etc.

LEASE: A form of cortract transforming the use of occupancy of land,
space, structures, or eguipment, in, conslderation of a payment usually
in the form of rent. Leases can be for a short period or as long as

1life,

LEASE BACK: A situation when a seller remains in possession as a tenant

after completing the sale and deliv;;}ﬁg“;ﬂécdéed.
MATURITY: The terminating date of a note, time draft, acceptance, bill.

MIX-FINANCING: is the use of more than one source of funds in financing

a venture,

OPERATOR: This 1s the construction project developer that co-ordinates
the whole project from concept through its operational stage when the
facility 1s generating cevenue to pay back funds invested in its

acquisition.
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PARETO ANALYSIS: & concept developed by Vilfredo Pareto, a 19th

century economist who worked with income and other unequal distributions.
The basic concept behind a Pareto Analysis Involves the ranking of

data in descending order. It ig designed to ldentify inequalities. A

diagram which accompany such analysis 1s a bar graph that separates

data into "Vital few" from "trivial many", this enables the analyst to

select areas that should be addressed first.

REDEMPTION: Act of redeeming a debt; payment of a debt, retirement of

a debt.

RECEIVABLE: Are claims of various type held by an entity for the future

receipt of cash, veods or services.

RECEIVERSHIP: A State a business entity's income or revenue depends on
payment of credits on goods earlier taken without paying for such by

customers.

RECOURSE: Here refers to, help provided by bearing of risk assoclated

with default, for example, for non payment of loans,

USER-CHARGES: Fees or payment for benefits derived from the services of

a system or product,



CHAPTER 1
INTRODUCTITON

1:1 Background Lo Lhe Research
Construction Projects like any other buman endeavour, reaquires the
precise expresssion and =subsequent adoption of atratepy to accomplish the

works involved in the project. The strategy 1s what 13 termed planning.

Planning 1s defined by Oberlender (1993, pp. 9) "as the formulation
of' a course of action to gulde a project to completion which starts at

the beginning of a project, with the scope of work and continues throughon!

the 11fe of the project.”

Cooke (1988, pp. 1} stated that "the planning process has been developed
around the construction stages of pre-tender, pre-contract and contract

planning."

Finance 1s among the most important 1tems of considerattion in a ateatepy

for any project. Finaa.lng aspects of straltegy are often reparded as a

financing plan.

Akwaeze (1988, pp. 46, 47) sald, thal:
a financing plan 1s an arrangrment. or scheme of procuring the neceasary Nnd reanired

Lo finance o execute a business (eonstrection projects inclustwe), Mo deatmitngr of

the plan entalls two separale exercises; viz,

fa) 1ve actual 1dntiflcatlon of the sorees of the finances

required especially where more than ae sonrce 1s confenplated,
(b} The splitting of the total Nmnd needed Into aleolute proportions
between the 1dentiled sances,
Usually constru:tion projects are sublect of construction contracts

where the contractor agrees for valuable conslderation {usually monetary)

1 ﬁﬁb—““mﬂ Frarer romm -



to carry out bullding or cilvil engineering works for a Prolect Owner.

It Is belleved Lhat Lhe Project Owner must have assesszed the financial
lmplications of the project before embarking on 1t, and 13 prepared to
meet the payment obligations. Such financial requlrements for the proiect

can only be met when a pgood financing plan 1a prepared,

A typical financing plan might slipulate a sole sponsor or maltiple
sponsors for the project. Sponsorship other than by the Project Owner would
be required when the owner 1s unable to provide wholly the reaulired filnance=.
There could be otlher reasons for multiple sponsorship, some of which are
glven by Price {1995 pp. 48) asg

{a) to enable the Mraject Dwner embark on a project which would have
been impossible withiout other sponsors. The Project Owner thus
recelves Lhe beneflit of a large capltal assets without having to finance

it alone,

(b) Lo mintmise the Project Owner's fnancial com mitments; financing

via loans, altracts fnvestors from elther the Private or Publle Sectors,
(c)  part of the risks assoclated with the financing of Lhe project, can
be shifted from the Project Owner unto Co-sponsor(s),

Public Sector Projects are peculiar In the sense Lhat, thev are inlftinted
in anticlpatlon of a steady capital allocatlon. But experience have shoun
that most of the budgei paramefers: mainly estimated revenue and expendfture,
for projects are not dependable. Such unreliablility 1s manifested in either
drastic reduction in the expected allocation or lack of commitment for
a considerable length of time, Usually such proiects compete with a host
of other economlc activitles of the Government for the limited financial
resources avallable, The funds required are gseldom avallahle hefore the

project takes off. Thus, arrangemenls have to be made fo ensure steady
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cash flow especlally at tie construction stape; usually 1t 18 al this stage

that, Lhe bulk of the funds atipulated In the hndget are expended.

Financing plans are Lhus inevitable. After establishing construction
project cost, the plan should relale the funds avallable Lo the many activi®’
or operations in the project, to enable the establishment or identification
of the likely perlods when the Project Owner's allocatlon will not be adean-:

and alternatlve arrangemenls need to be made.

Conclusively, therefore for a large number of Public Sector Constroct!
projects cashflow requirement, create a need for alternative sources of

funding. The financlal plan should incorporate this need indicating when

such will be necessatry.

The study envisapes Lhe advantage/beneflts accrulng from proper financial
planning of construction projects, it will therefore present a relatlively

new method for financing constructlon projects,
1:2 Aim and Objeclives

Alm:

The aim of the research work 1s Lo present, Bulld-Operate - Tranafer
(BOT) - Factoring as an alternative means of construction proiect financine,
where cllent's funda are inaderquate in time.

Objectives:

The objectives se' Lo achieve Lhe above afm are:

(a) expounding the basls for construction project financing,

(b} highlighting the prospects of BOT-Factoring for the Public feclor
in Nigeria, based on the conditfons for use,

(c) carrying out a case study of the Public Sector Proiect in order

to determine the usability and applicabiltty of DOT-Factoring



4
with respect to the prevalling conditions of the Public Sector,
and the requirements of financing institutions.
(d}) establishing the model: BOT-Factoring as a means of construction

project financing.

1

3 Significance of the Research for the Nigerian Economy.

This study demonstrates how simple financial management skills within
the ambit of baslc rules of economics, will be useful in poollne flnancial

resources and channelling such to the needy areas in the bullding constri: !

delivery process.

Bulld-Operate - Transfer (BOT) and Factoring are already existine
methods of project financing but with limitations. Individually, they
are unsuttable to cectaln projects due to the pecullar condltions surround!:
such projects. integratlng, Factoring in BOT will resullt in an extension
and subsequent improvement on thelr use as methods of construction proiect
financing. Thus, thls research will suggest another but an integrated
way of tackling the problem of financing construction projects in the Fublic
Sector in Nigeria on an horizon of 5-10 years from now, assuming the widening

of free market rules in the construction industry.

1

4 Scope and Limitations

The scope of this research 1s an appraisal of BOT and Factoring as
a method of construction project financing, with the view of harmonising
the benefits of BC1 and factoring for application on construction nroiects.

Taking cognizance of the prevalling financial environment,

The application of BOT-Factoring method has been limited to typlcal

projects of a Publlc Sector Unlt,
1:5 Research Melhodology

This research 1s descriptive, specifically it 1s a research b



5
on case studles; two case projects were studled.

Rent values and Project. costs of some facilities in one of the proiects,
named case Projeclt One were used to determine the usablility of the method:
as a means towards that, basic Pareto snalysis was carrted out hased on

payback pericds (also determined} and project costs,

Planned and actual schedule of payments of the second case proiect,
named case Project Two were used to determine the applicabllity of the
BOT- Fectoring method , Estimabin of tle financing requirement of case project Two,

was a means towards the applicdation,

The data used to determine the usability of BOT-Factoring method,
are published data from the Project Owner with the exception of rent values
(of alternative or similar facilities in case Proiect One) aobtained through
personal interview based on structured questionnaire from local eatate
agents., And In order to determine the applicability of the BOT-Factorine

method, data from contractor's records were used.



CHAPTER 2

2:0 CONSTRUCTION PROJECT FINANCING

This chapter 1s a presentation of informaticn from relevant literatures,
The chapter begins with an exposition of the basis of construction proiect

flnancing. It discerns the characteristics features of cashflow,.

An overview of construction project financing, highlighted certaln

instruments and models of project financing.

The concept of development banks and project financing were diacussed.

Eatablished in this chapter, is the general trend or mode of construction
project financing in a situation where a client lacks the capacity of pulling

the project to completion due to financial constraint.

Also in this chapter, BOT and.Facto}iﬁg were reviewed seperately establishing

both methods of financing as means for financing tasks requlring funding.

Separate exposlition of the methods was carried out In the line of; concept
and philosophy, practical procedure, needs and'prospects; and limitations.
The individual benefis of BOT and factggihg'were iidentified and presented

alsc in thils chapter,
2:1 Basis for Construction Project Financing

At the beginning of a new construction proiect, 1t is required that
there is a financing plan, which will highlight the cash flow characteristics
assoclated with that project. The general understanding of the princjp1e§
of cash flow projecticn would determine whether alternative source of financine
should be made or not withi#y the project cycle: Cash flow proijections conld

either be budget baged or wouldzkm&nddﬁprojections with relation to antunl

6



expenditure.

According to Cooke and Jepson (1979, p.4), the movement of cash during a
contract may be somewhat tentative from a budget based on an empirical S-curve
generated by a plan of project financing. Alternatively, and with more confidence
however, a forecast of income can be reliably associated with expenditure which
implies cost Incurred or to be incurred as illustreted in Figure 2:1 (adopted
for this research). The graph displays two plots; the continous curve for
cumulative estimated value and broken lines for the cumulative actual value of

activities on the project.

A curve In Akwaeze's budget graph can be likened to an empirical S-curve of a
typical construction project. The continous S-curve on the graph would there-
fore depict a graphical display of overlaps and sequences of cumlative total cost
of the tasks (activities) conétituting the project and the broken line would show
the cumulative amount earned from works execution. The basic premise of the

budget graph for construction, is expounded further with the following illustratio:

Assume a project with information in Table 2.1 and relating such to the budget
graph. 1In Figure 2.1

Theoretically, it may be interpreted that expenditure for the works are in
batches. That, cash budgeted for an activity is expended wholly before the next
activity; at the same time fund are expended for two activities as read off from

Figure 2.1 and shown below in Tables 2.2

Table 2.1. Basic Activities of an Hypothetical Project.

ACTIVITIES SEQUENCE ESTIMATED EXPENDITURE TIME (WEEKS) ...;
Preliminaries | 2,000 100
Frame Structure 2 16,300 Tod
Finishes 3 3,550 0.9
Retention fee 4 2,150 70.7
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Fig. 2.1 Budget Graph: Illustrates Monetary value and time relationshin
' (source: Adopted from Akwaeze 1995, pp 109},
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for nn llypothetical project.

Lenglh of Lime/period
(Weeks)

9

Description

Funds Lo be expended only on pre]-

iminaries.

d-e

eI

Portion of overlap; funds expended

boih preliminaries and frame sbruclur:

Funds to be expended only on frame

BTHOLURS

Portion of overlap; funds Lo be
expended on both frame struclure

and finishes

Funds Lo be expended on

omy

Retention fee Lo be released

The plot 0-K thal is,

Lhe cumulalive actual value,

indicales Lhat as

at week 6, aboul N 14,000 has been expended. which implies Lhat allocations

for

total expenditure,

posilive cashflow; Lhere has been income,

preliminaries and about 75 percent for frame structure consblitutes,ihe

The occurrance of acltual expendilure usuvally implies

in olher words, funds were made

finishes o

|

-

available Lo seLLle costs incurred. The graphical presentalion of a project's

income is an aggregation of "steps" and "riser" as Figure 2.2 illuslrates.

The steps indicates Limes between incomes while the risers indicales Lhe

magnitude of imcome.



10
A project 1s sald to be experlencing cash surplus when the Proiect Owner ]
releases for the project, cash In excess of the value f workdone. The
reverse 1s the case for cath deficit, that is, when the work done 1s 1in

excess of the cash released by the Project Owner. ';§

In free market economy, tho characteristlics of cash movement for a

Public Sector unlt project can be summarised as a "swing" between credit

(when subveptions are given, by thélProject Owner) and deblt (when work

has been done bul not yet paid) poles. Administrative bothtlenecks in the

" Public Sector unit can be explalned as the mailn reason for such Inconsistency.
That 18, 1f lack of funds 1is not a reason; bureaucracy can lead to delav

in Lhe release of funds. This 1s not to imply that under normal cilrcumstances,

projects do not experience such deflcits,

A project is sald to be at the debit pole when 1t 1s experiencling
cash deficit. Cooke and Jepson (1979, pp.41) asserted that certain contractual
condltlions may be the reason for projects being in cash deficlt. Theyv
precisely stated that "a deficit 13 bound to occyr when working under a
J.C.T, contract conditions " because 1t stipulates the payment of contractors

only after the specified works {part or whole) have bheen certified completed.

L Beatd b
=
L}

The cash situation of a pruject is ascertalned by forecasting pericdlically, the \

‘choice of +the period of analysis vary from weekly to monthly basis and aubsequenkiy

throughout the project duration. Fig 2.3, illustrates the balance of cashFlow al any
point in time of the prouject cycle. The Figure integrates income and expenditure,
high;ightlng the financial status of the overall project. Thelblocked po;Lion nf oAb
- plotls iﬁdicate the time/stoges when the project s In cash deficit: it is al thils
stagés that the Expenditure curve {usually an S-curve) ig above (implying a higher
value) the "steps" and risers" plet for Income. But at peint C, there iz a crnn¥wvv;-?

résulting in the expenditure curve falling below the Income plot ( the hatched |

3 a) E "|

implying that the project is experiencing a cash surplus,
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In general terms, a project requiring external financing 1in
the form of loans, willl <ver be 1n cash deficit that 1s with resﬁect to
the Project Qwner's total capital. Once work begins, the Proiect Ounerts
balance sheet wlll always reflect the debt owed untll such a time that
the debt used in Cinancing the project 1slredeemed. Appralsing the 1ikely
financial situation of a proje~t on account of the estimated prolect expenditure
and financlal reaources of Prolect Owner vig-a-via the financing option
avallable, creates the basis for making arrangements to providing or sourcing

funds for the project before hand,

2:2"An Overview of Construction Project Financing in Practice.
2:2:1 Instruments of Conatruction Project Flnancing

At every cructal point of activity, any organisatlon should review
¢ritically i1ts pricorities lor achileving certaln goals; the gmoal of acqulring
a bullt space 1s one of such. It 18 based on thls assertlon that a number
of instruments of filnancidng projects are looked into. Though there are

many of such instruments, LLi2 review will dwell more on those used for

financing Public Sector Projects,

' ‘The world bank publication of 1995 pp 34, 35 and Dalton (1957 pp 17-27)

highlights some instruments used for financing public sector projiects,

————

The instruments are summarised in Table 2,3, . -
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Table 2.3 Instruments of .Project Financiﬂg j
)
1 2
World Bank Dalton
Bond 1ssue Taxatlon

Development loan stock . Income

. property tax
. sale tax
. road user tax

Public utilities rates

Source: World Baar (1995, pp.34-35) and Dalton (1057, pp.17-22)

The following Tables 2.4 and 2.5 are examples of the funds ralsed for some
public projectsin Nigeria through the instrument outlined in Table 2.3,

Table 2.4 Debb-financed Publlic Projects in Nigerila

S.NO| Project Becurity 1ssued Value Year
(N,000,00)

1. | Abeckuta water Loan Stock 1,500 1686
schame, Opn stale

2. | Lekki Peninsula Devl] Loan Stock 300 1000
scham Lagns Revenue bord 0 10681
sta‘e

Zo | Adamasingba |goyenue Bond 300 1949
shopping comp=1*"
1 x
Cyu State

Sour«ct: world Bank (1995 PP 34-35)
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in Dalton (1957, P.17-22), -the funds ralsed through the
instruments outlined in Table 2.3 are passed from oneé govern-

ment authority to arnother by way of:
(a) direct payment
({b) Loans
fe) subsidies, and

(d) grants

Such funds uvsually appear in the reciplent's balance sheet

as illustrated ;Tmble 2.5 below.

. g - e s i s el i . i S e s e - s S S S S s e S St e e LI S S S S e - i A At e i WA S S i s, . s it s s O e i

EXecution 2 AL Universilty of Jos.

'
Debit Credit

Current spendings Internal finance
Federal Government Subsidy

Capital expendilLure External (donation, grants e.t.rci

Finances«

o —_———

Source: University of jos Rolling Plan 1996-98.

The review above (sub-section 2.2.1) implies that Public Sector projecis

can be debt-financed

There are certain models of construction project financing, developed
to favour Public Sector unit against limiting conditions on the use of

loans to finance construction projects,

The following section would be devoted to the feview of some of the

models.
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|
2.2.2 Models of Construction Prgject Financing
In countries with developed financial market, a consultancv firm when
required, would set up a plan of preoject flnancing for a project takine
inte consideration the following .

(a) the specificities of the Projett Owner's finances snd the proiect's
features, and

(b} the methods of construdtion project financing in use in the country
or the capital proup the Project Quner bélongs {1.e whether Public

or Private Sector).

Elliop {1982, pp 35-36) and Price {199%, pp 47-48), outlined five
and three models respgctively of construction projecg financing. The Models
based on the characteristics expounded by the authors {rérer to Avpendix
A&B), are related to a Project Owner's financiallbacknround 11lustrated
in Flg. 2.4 that 1s whether the Project Owner's activitles are paild for

using public or Private funds.

All the schemes highlighted in the Figur'e are supported by banks;
as sources of the funds for project execution. 1In otherwords, lcans provided

by banks as an alternative to direct public funding, are used in the execution.

2,3 Development Banks and project Financing

| The World Bank 1s not the only institution that assist in development
projects; several other international agencles under the general name of
Development Banks, provlde extensive funding also. The U.N defines Develonment

Banks 8s institution concerned primarify with long~term capital ror developent
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project.

Price (1995, P.61) opined that "Development projects, can be financed
internally from a single source i.e government budget.
This i1s not possible in developing countries as government funds are not
regularly available. Thus, most development projects will have to be funded
mainly from external sources. This assertion can be substantiated by referrin
to development projects funded by the World Bank in a number of developing
countries, In Nigeria, quite a number of project are assisted by the World
Bank; projects like the Akwanga-Keffi Water Project, the greater Unitsha Wat
Project. Others are the World Bank development loan package towards improvin

primary education in Nigeria.

The study looit: at development in the perspective of physical investment;
thus, Development banks that fall with this category are:

a) Urban Development Bank (a domestic bank )

b)  African Development Bank {(aregional institution)

c) International Bank for Reconstruction and Development, and

e) International Development Association (all World bank agencies);
The nature and character of there set of Banks are summariesd in Table

2.6



g 2Table 2.6:

.18

Characteristic of some Development Bank

INSTITUTION GOALS BENEFICIARIES MATURITY/GRACE | SPECIAL
PERIQDS(YRS) FEATURES
Uhban [Cevelopment | Improvement of the | Public and  Private _ tndependent
Bank (UDB) inadequate sectors in Nigeria proft-making
“‘Soclal faclities and Institution
twelings
* Mass transpartation
*Publi¢ uililies
African Development | "Provide human and | 51 African countries 12-20; 2-5
Bank (ADB) capilal resources, 40; 10
*Provide '
projectiprogramm.,
lending.
*Co-fnances pro]écls
with the  Worid Bank, .
, | ele ‘ .
International  Bank | *Promote  2canomic | Member slates 15;upto5 | *Loans  are
for  Reconstruction | development usually tn
and  Development favourable
AN and  better
tertne  than
other sources:
, for prignty
projects
Internationat * Promole aconomic | Poorer  developing 35.50 *Mare flexible
Development development 1erms

Association (IDA)

counities

i

‘balance  of
payment
of [ess
woportance
“No

are

Interagl
on tredi
facitty
“‘Service
charge
only
percent

0.76

{sburce: Price A.D.F, pp. 47-49)
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2.4 Basis for Developing a New Model of Construction Project Financling
The above reyiew here lays the baslis to 1dentify the most approprilate
instrument of ralsing finances for public project execution. The Public
Sector rely on finances already sought by the HuiPrHWPnteither through
loan stocks; bonds or taxatlion., Thus,government largely cobtain finances
from primary sources, Lhe resultant of which becomes a secondary source

for Public Sector unilgtowards thelr constructlon projects rinancing,

The study 1s interested in establishing a scheme with a ready source
of finance. The process of ralsing finance via taxation mentioned earlier,
do not imply a ready source that will suit the requirement of a construction
project. Paying tax on the use of a facllity before 1t 13 constructed
does not seem appropriate eilther. The case should rather be "finished
product financing" where the instrument of financing is the user-fee or
user-tax referred also as the user-charge . The main advantage of user-tax
15 that 1t reduces (or eliminates) the percelved burden of over taxation
and apathy towards paymeni. of such tax. The risk of diversion of proceeds
is subseqguently eliminated. The user-tax 1s analogous to exchange value
which 1s the price a user will offer for a product:; a combinatlon of value
for benefits accruing from the usEuN'a'product and which of ownership bestows

(that 1s when the product b2comesian asset to tLhe owner).

Since practically any instrument for raising finance in use ralsed
finances, the significant question is which of the Instruments will contribute
most in raising the required finances, Mix~F1nanciﬁg.that is using loan
stocks or bond 1ssue to railse the finances and user-fee or tax to retire

such loans appears to be the most appropriate in a country like Nipgeria.

The determinants of a mebthod of financing are usually the following;
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(a) the source of finance (the institution offering a loan facility
o and the instrument it 1s using),
{b) the characteristics of the construction project and;
| {c) the debt recovery f‘ac_tor's' {servicling determinants). Eieﬁ. 2._'4 shows

these determlinants.

finy method of construction project financing ought to accomodate these

determinants.

The purpose of thils study as menticned earlier, 1s to harmonise the
benefits of two method§0f financing i.e. Factoring and BOT, for a BOT-Factorin;

scheme which 1s also expected to accommodate the determinants ( a, b, &

¢ above).

N t

The following sub-sections in this chapter, are intended to provide

an 1nsight lnto the BOT-Factoring scheme.

2.% Factoring Method of Project Financlng

Factoring has been established as & modern financing strategy whose
crigin can be traced to the colonlal days in North Amerlca when commission
merchants performed both the selling and the credit collection functions

for British manufacturers.

Several authors and publications had used different phrases to explain

the principle of factoring.

An Anonymous Autnhocs {1993, pp 112-115) explained that " factoring
is a well established mathod of obtaining finance, sales ledger administration
services, and/or preotecllon from bad debts," Another, {1982, pp. 35-36)

viewed "factoring as a method of releasing cash locked up in invoices.
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And adduced that factoring is enjoying a surge 1n popularity because companie
s of all types and sizes are finding that they can have flexible accesas

to cashflow with minimum interference in thelr internal operatilons."

The factoring service is an arrangement between a firm and a financial
agency {company) under which the latter takes over the credit collection,

purchase, and recovery lunctlons of the former., AMunachalam (1993, pp.

1077-1078) .

2.5.1 The Concept and Philosophy of Factorlng
The concept of factoring, 1s to lhcrease the working capital of a
- business entlty, that 13 increasing the capacity of the entity to maintain

its operation. It 1s a skill of financial management which approaches the

gquestion of inadequate finances from the point - of - view of credit,
According to Price (1995, p.6) Supplliers use factoring as a countermeasure
. to the abuse of trade credit by constructlon companies, the result to the

assertion 1s undue delay of payments which had lead many smaller companies

to the brink of recelvership.

'
t

Often times, factoring 1s erronecusly seen as a last alternatlve for
organisations 1n trouble. 1In the contrary, factoring isbased on the principle
that firms who are 'smari' can shore up their capital (cash) baszed through
factoring; which is the basic goal of factering,

In Appendix C of thils :clvdy, cases where factoring ald in improving business

output are outlined.

2.5.2 Dasic Elements ir 2 Typlcal Factoring Arrangement
The factoring process has certain basic elements In a typical arrangament.
as outlined by an Anonymous Author (1993, p. 112-115},

a) Specified debts are tranaferred to the Factor {usually by assignment),
The transfer may be of complete debtor balances or of all invoices
relating to named debtors {perhaps subject, to restricltions on the
amount that willxaccepted from one debtor),



b}

c)

d)

22
The Factor offers a credit facllity which permits the seller of debt
requiring factoring services:; to draw up to a fixed percentape of the

~ face value of debts transferred. HNormally, these advances are repaid

as when the underlying debts are coliected, often by paying the collected
monles into a spectally nominated bank account for the benefit of the
Factor. Hence, conventional factoring provides finance that Fluctuvates
with the level of ti e credit extended by the seller,

More complex arrai .nt may provide a contiquous fixed level of flinance.

The Factor may also oftfer a credit protection facilipy {or insurance
cover)., This will limit or eliminate the extent to which the Factor

has recourse to the seller for debts that are 1n default.

The Factor may administer Lhe sales ledger of the seller. Where such

a servlice 1s provided, the Factor becomes responsible for collecting

- money from debters and pursuing thase that are slow in paving. ITn

such cases, the fact that debts have been factored is likely to be
disclosed to the seller's customers, th-ough in certain situstions,

it may not be necessary.

A summary of the basic elements in a typlcal factoring arrangement is

giveéﬁ?igure 2.5
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2.59.3 Praclical Procedure of Factoring

The technique of Factoring can be summarised as consisting of three
functions viz;

a) Credlt checking/collection

b) Lending

c) R1sk bearing.

The procedure can be deduced from Arunachalam (1993, pp.1077 - 1078)
who stated that factoring service 1s a "Package Deal." His explanation
1s from the perspective cf a trading business {where factoring is widely
used) .

The mode of operation i1sually begins with the Firm selling a product
on credit to i1dentified Buyers, The Firm then negotlates with a Factoring
Institution for a Fébtoring relationship. The Factoring Tnstitution (Factor)
mades a credit check on the Buyers and in case they are found credit worthy,
the Factor gives 1tsapproval, and sets'a credit 1imit and maturity period.
Invoices from the Firm on the sale of goods to the Buyers are despatched
to Lthe Factor which in turn glves the invoices to the Buyers and pavs the
Firm after retaining a margin., The retained amount 1s pald to the Firm
after the Factoring institution recovers all its dues from Ruvers.

The above submisslon 1s a generalised explanation of the factoring

procedure. Basically, factoring comes in two forms, see Price (1095, pp

6-8) and 1llustrated in Fipure 2.6 and 2.7
a) Service Factoring
b) Undisclosed.
The service factoring involves a Factoring institution reviewine the

debt and the credit worthiness of the Customers and pays the Supplier,
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at the end of a specified beriod. The amount pald 1s equal to the value

of the acount receivable, less a factoring commisslon as fee, The fee

is wsually a function of the Factors' level of risk, the pplier's turnover
and the maturlity period, Debt collectlion becomes invariably the responsiblility
of the Factoring Institution. The Customer need to be informed to deal

directly with Factor for the recovery of the debts,

Debt Sold
tol

N _ ’ Faclor

A

Payments
made on
due date

Supplier

Customer
pays Faclor

Goods Sold
to customer

Customer

Fig. 2.6 Service Factoring Procedure
Source: Price, A.D.F: 1995, pp7




26

Undisclosed factoring on the other hand, 1s a special factaring arranrement
whereby the use of factoring service 1s not disclosed to the Customer because
some Suppliers do not want interference in the Suppltier/Customer reiationship.
But such arrangement 1s disclosed when there is a breach of agreement on
the part of the Client or when the Factor consider himself to be at a risk,

Here the Client appoints the Factor, given such the responsibllity of collecting

payments (dues) from the cuslomer.
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PROJECT OWNER'
PROGRAMME

SJ

) s for the

purchase of debl

OPERATIONAL

Revenue Collection from

APPRAISAL ADMINIS TRATIVE
STAGIE SERVICES
DEPARTMENT
Value of debt ascertained
COTNICESSion penod rjlﬁﬁliﬁﬁcd
approval
CONSTRUCTION for
purchase :
PROVECT of debt directives
EXECUTION and credit for dah
! collection,
STAGHE v revenie
from client’s
: CREINT customers
loans collecled PROJECT Cash retmbursement EXTENSION :
FUND " + DEPT
for project SOURCE
execution

STAGE

(Completed
buill-space)

Chienl to Factor

CREIT COLLECTION
DEPARTMIENT

Fig 2-8  Factoring Arrangement For A Construction Project

(Source: Literature, Anonymous, 1993
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From the procedures highlighted above, an arrangement can be prepsred
for a Public sector unit. This ls i1llustrated in Flg 2.8. The Figure
identify 2 parties in the arrangement. The vertical arrows are Indicating
the inter-relationship between the 3 departments of a Factory agency while
the horizantal arrows are showing the 1links (based on the service required
by the Project Ouwner) between the different stages of a Proiect and the

3 departments,

The ascope of Factoring can be extended to construction project funding.
The illustration (Fig. 2.§) suggest that factoring can be used al the constructio:

gtage of a project.

L number of assump.ions were made to be able to achlive the 1llustrations,

vizs; ,
(a) Ithere 1s a known budget value

{b} there is a priced Bill of Guaétities

{c) on periocdic basls, there will be Fund allocation

for the construction works.

The followlng graphs can be plotted;
{a) Value - time curve,

{b) Cost - time curve, and

{c} Revenue - time curve; based on

the above assumptions,

A riser and a step represent a perilodic fund allocatlon, bthat 1s,
funds made avallable for works. The dotted curve glves the actual ro=t
when work 1s done and the continuous curve glves the maximum amount that

can be expended {also known as budget limit).
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At any point in time; Lhat ]s at any reporting date, the cash situation
or position of the project (Cp), can be ascertalned by determining the
difference between the cumulative contract cost (3Cc) and the fund allocation

recelved (Afr), these can be read off from the graph; see figure 2.9

Value/Cost
of Construction
work

4

| | I
Jan Feb Mar Apr May 6? Jdn Jul

Duration of Construction work

Flg. 2.9 S-<Curve Showing Requirement for cash Topping for Tvpical Public

Sector Project (source: Adopted from Cooke and Jepson, pp.4%)
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X Net _Cashflew  requirement

Y Likely maximum Cash requirement
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The cash sltuation (mathematically) of the hypothetical project presented
in fig. 2.9 showns that during the month of May,

Cp = SCc - Afr

11

where

Cp = Cash situation
3Cc! = Total amount budgeted to be'expended at that date 1.e
May)

Afr = Total fund allocation received as at May.

finy éhorﬁéll in required cash, will mean the need to shore up (or
look for} funds to make-up the difference. The Project Owner, may declde
at this stage to use Factoring in shoring up the fund requirement for his
project. This of course will depend on the Project Owner's capacity to

meet the Factor's conditions.

It should be ohservad that factoring ingtitutions like Commercial
finance companies serve mainly the short - and intermediate needs of businesses.
Though consider a short-term source of funds, a typical factoring Apreement
may cover a much longer period that 1s, when ‘the same Factor 1s engaged
to provide several short-term loans for a number of years and when 1t involves

¢redit and dues (debts) collection functions; a number of years to recover,

2.5.4 KReeds and Prospects for Factoring in Nigeria for construction Proiect

Financing,

Public facilities, conatitute a substantial proportion of Covernment
investment on physicsl agsets. Through perilodic sgbvention to 1ts agencies
or institutions, Covernment has been assuming for long the overwh91m1nﬂ‘

cost of such bullt spacez. At present, the proportion of such allncations

1



meant for physlcal development, can hardly be enough to match the huge
coat of acqulsition or construction of the required facilitles, Two major -
reasons can be adduced for this inadequate fund supply.
(a) fallen value of the Naira (Natlonal currency) and
(b) population explosion {which lead to the need for an increase in .
.the slze of such facilitles; to sizes more than what the availgble

resources can providel.

For some public institutions, the growth in human population and 1ts

activities make the provision of physical structures like building & necessitv.

Taking cognizance of the prevalling trend in Government public funding,

it will be 1dealistic to expect the means use hlitherte to be realistic

fa¥. 2 4 I N

at present. A reality of acquiring the required facillity {bullt space)

by such public Institution 1s that the huge cost of thelr construction

NIEVaal RInsvy

relative to the institutlion's revenue {(either through suhvention ar the

- m s SAFTFROV A

a1

sale of assets or income from some other investment) makes borrowing, the

logical way to finance such projects.

i

£ 3ave

Borrowlng for constructlion projects are largely long-term. The enabling
environment for long-term construction project financing in Nigeria 1s
remote at Lhe moment. This assertion iz substantiated by Bilchi's statement
{1997,pp 17) that "the financlal services sector in Nigerla has been character!
by relatively high interest rates and shortage of funds to lend on a long-term.
As at December 31, 1995, B1% of all financial savings are held by Commercial
banks, Merchants banks held 17% while the remalnder are held variously,

by insurance companies, mortgage institutions and other depository inskitnt!

Looking at the above =cenario, it implies that the institutions who

by statute are suppose to provide the needed long-term credit fanilities
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(refer to ﬁs 210 ) are not in the capacity to do sg, substantisl financlal

resources can only be committed to short-term loans.

Factoring being a short-term method of financing has expectations
for success. Its main disadvantage, 1s high cost which might be an tnducement

to Finance agencles, 1f it 1s translated to profitability.



wy
s 28
® 2 835
m 5 E S
| ® m a e
| E £ wg ®©
! sl | & 8 23 g0
Q 2 Ot =uw
| 5 -g | ]
Q= |m' r ) l_
Sg ﬂg] —
£ | =
i
|=l|>=‘
i M
g M
== o
I g I
=
;;___":_
. _E
;,?

100

Percentage

80

Cash Resources

60

LU

20

0

.Fig. 2.10 Percentage Cash Resources Held by Different Financial Institutions in Nigeria as at December 31, 1995

(Source: Bichi Vanguard: Tue., April 29, 1997)



Jbo

2.6 DBuild - Operate - Transfer (BOT) Method of Project Financing

2.6.1 The Concept and Phllosophy of "1 - Operate - Transfer

Bulld - Qperate - Transfer as the n implies 1s a means of acquiring
public facilitles {(for example, bulldings, roads, dams etc) by temporarlly
privatising the given prolect. A project 1s bullt and cperated by a private
developer lor an agreed period before tranaferring such back to the ouner:
usually the government, The operational stage of the projiect 1s reparded
as the "Concessilonary perilod," which allows for the Private developers
to recoup the monies expended 1n the coqstruction of the project and 1its

accompanyling profit. The concesslon period could be for between 20 and

55 years, 1n bullding projects.

The essence of BOT 1s to flnance projects that are viable but cannot
be financed with funds from the National ceoffers. Although BOT projects
are owned by the Government, such are usually entirely Private Sector affairs,

in terms of the executlon of the scheme.

Price (1995, pp 117} stated that "the arrival of BOT projects stems
from Governmenis wishing to avold the risks asscciated with the financinge
of major construction projeéts. The BOT method is often selected because

it prevents losses and reduces the danger of accumulating long-term debts.

It is important to note that the risks assoclated with losses and'
accumulation of long~term debt may not necessarily be the only reason for
adopting BOT scheme for a project., Another reason could be escalating
cogt; the Malaysian Government had to abandone the execution of a protect

to BOT scheme, when 1t realised that 1t could no longer afford to finance

the 900km highway project which initially was to be financed by Public



Sector construction.

Most BOT projects are funded on a limited recourse basls, that 1s,
with 1ittle or no help from the Government, The costs of construction
are met from debts used in financing the project. Such debta are serviced

with the cashflow generated by the completed project.

A consplcuous element In all BOT scheme 1s equity, which encompasses
the stakes of the Contractor, the Operator and the Buyer {all regarded o

as Project sponsor of the end pfoducﬁ}

Equity therefore; : “ .
{al serves as an ilncentlive for the Contractor to compiete the proifect
in time and withln budget 11mlts,
(b} proves thi' the Project spomsors are confident about the economic
vlability of the project and
(c) spreads the r.sk of the project, 1f 1t becomes economically unviable

at a later date, ,

In a Eurotunnel project {case sample) where BOT was used, 88 percent

of the funding was cbtained from equity contributlon {see Fig. 2.1 )qxsanky

2.6.2 The Practical Procedure of ﬁOT Scheme

The procedure of any BOT scheme can be breadly divided into the followinge

phases, viz; Conception, Appraisal, Mobllisatlon and Execution.

{a) Conception - [t 1s the stage in which the 1dea of the scheme iz
concelved, It baslcally entalls 1ldentifying the proiect and
Justifying the need for it,

lb)- Appraisal - The apprailsal étage involve fhe following:

- estimating the project cost,



- egtimating the lncome and

- determination of the economic viability of the project,

Two other things are also ascertalned at thls stage; the concession

period (earlier defined}; and the safeguard. The later will show

whether Government could make up for any short-fall in revenue,

{c} Mobilizsation or Implementation - At the mobillsation stawe, a

Project company is established. This company usually becomes

the concession holder.. It 13 its responsibllity toc arrahge a

debt package with a Bank, either in the form of syndicated loan

or syndicated letter of credit facility.jtfhis stage.also, construcfiow

Contractors are invited to hold equity in the project. The eaquity

in the project mag be sold in the capital market, Tt 13 1lmportant
that an Underwriter iz established for both local and internatiocnal egulty

investors.

The different scurces of funds invariably give a characterlistic of
BOT schemes. Fig. 2.1¢ illustrates g financing plan for a BOT project;
showing the percentage loan contribution by barties in a BOT scheme (Refer
to Appendix D for a breakdown of amounE from the different sources). The

pricing of these loan advances 1s illustrated in Figure 2.11.

The Figure 2.12 indicates that the loan (Debt) has a Floating rate
of interest. The interest rates are fixed at 6 - monthly intervals at
a stated margin over :be London Interbank Offered Rate (LIBOR); the first

$4 billion was priced at LIBOR + 1.5%, falling to 1.25.

[

The next $2.3 biilior was priced at LIBOR + 1.75%, fallipng to 1.5%

on completion.

The final £500 million 1s currently priced at LIBOR + 2.%%, Talling



SOURCES

Percentage Contribution (%)

3 |||\‘|.||.l-l|.|l|
: T
Syndicated Ioans e e T e e~
o : fr— I;fl - T — —_— — —_— S, P — e
” = i - K < - —— i — — = o D
TA ST AT T N

lending bank

Project promoters and main w

Public share offar \m_

Rights issues M 8.30

Brilish and Franch Marke*s

bt

Fig. 2.11 3

bkl am]l TTVNmesma st an
—em L Lha D we S5 v wras

r . =d -~ - - - d e d g -
Snowing percentage contributions to

-

-

-l
i

tune of £6,.818 billion Proiect .value

- h




4t

(£600.00) —1
T'(ID —
6,000 =
5,000 = )
*
Price = Libor ¥ 1.5%
4,000 -
3,000 -
Price = Libor ¥ 1.79%
2,000 -
1,000
Price=Libort2 5%

1 ¥ . i
&) 12
puraticn (months).

Fig., 2.12 Drawdowns on the Eurotunnel Account showing variable Pricing

of Debt. (fource: Adapted from Literature, Price pp. {18

—

)

.-"’_,

e il '



|

to 2.25% on completion.

d) Execution - This phase encompasses the construction of the required
facility (bullding and 1t operation, to generate the revenue required
for loan repayment.

The four phases are connected in a form of project cycle shown in Fig,?,13.
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2.6.3 Prospects and Limitetions for BOT as a Method of Project Financing
in Nigeria's Publc Sector |
The ¢risls in the fin;ncing of education 1n Nigerla has lead to manv
public institutlions 1lilke Universities to postpone worﬁgnew bullding proiects,
The current demand for admlssion far outstrips the availlable facilities:

physlcal structures inclusive, thus, putting pressure on the Government

to expand on the current capacity

Making Educatlon as right to all, has made theé: complete privallsation
unthinkable; 1t is viewed as a basic right. Therefore, any means that
will aid in impreving on the present siltuvation without the Government ﬁecessar11
losing control or ouncrship, may be a welcome idea. This 1mplv that achemes
like BOT have a chance of b=ing accepted by the Covernment for some of
its Public Sector unit's projects. The i .: facilities have benefits spanning
several years, which make BOT deslrable because it 1s based on long-term
debts that spread to cushion the burden of loan repayment toc a level that

can be acceptable by partles involved In the scheme.

The machinery for delivering one of the most important part of the
BOT scheme, vlz; sourcing and digbursement of funds on lone-term haris,
is in place. The machinery is the financigt industry; whose constituents
include merchant banks, development banks, and insurance companies which
are statutorily obliged to do so, But prevalling sltuations (dizbtreas
in the banking industry) may e an cbstacle fo these financial apencien
. to be effective in BOT schomes. As indicated in figure 2.18, a subhataniial
proportion of the cash resocurces are held by commercial banks who seldom

lend on long-term basis. {81% of cash resources are held bv the commercini

banka and the remaining 19% jolntly held by cther finance arencies},

In creating a Financlal package for a BOT scheme, 1t 13 sasential
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to establish the feasibllity and viability of the proposed pbroiect. Feasibllity
is dependant on the usabllity and applicabllity of BOT scheme on the prolect,
while viabllity 1s dependant on profitability, which 1s the difference

between the total project cost,

and the expectel reverue {during the concession period) This study is
locking at BOT belng viable in terms of 1ts ability to succeed 1in operating

based on the requlrements of finance agencles.

Estéblishing a project’'s costs may be 1mpreclse; 1f inflationary trend
1s taken into consideration. Over the years, rate of Inflatlon 1in Nigeria
has been erratic,.ro". 7o &, . n1dix %Y. Implying that timelv execution
of a project whose costs have been estimated, 1s necessarv. Otherwize

the project cost might escalate to a proportion {relative to revenue) that

will make a BOT scheme less reslistic.

-Cdnsldering the importance of generabing sufficlent revenue to service
the debt accrued from the constructlon of the facility in a BOT scheme,
1t i3 important to strike a balance between hilgh user-fee {which might
discourage patronage) and low feesz (whose cumulative value might not bhe

sufficlent to service the debt within the concession period)

BOT schemes requires a project's revenue to be in excess of the running

and malntenance costs, !
B

Sometimes drawback provisions are included {n the BOT acheme fo aurlatbd

excessive profits likely to be made by the cperating Companv.

4

There are quite a number of projects where the BOT scheme have been
used successfully; in Malaysia, Australia and Europe (refer to Appendix

F where typlcal examples of 1ts use are shown. The number and 1mportance
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aof such projectsare an Iindication that the BOT flnancing method are desirable

for public projectsy,

In summary, ;?ﬂjurei 2. 14 " gives a typical BOT scheme that 1llustrates
the relationship batwggn the Project Owner, Developer and Financiers.
The flow of funds and responasibllity towards the realisation of the nproiect
15 shown by arrows., It 1s hoped that the BOT scheme cou:pled with -~ 1.
Factoring ¢ . 2 could be put toge£her to overcome the shortcomings observed
from the stﬁdy ef finance inistitutions., The underlying informatiocn on
the two schemes will help shape the intention of this study t.e. the presentation

of BOT project, especlally when the Project Owner cannot advance the imttial

capltal for construction work,
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CHAPTER 3

3.0  PRESENTATION OF RESEAKCH DATA

The main thrust of this research work is to prove the usabilitv of
BOT-Factoring scheme as a methnd ol construction proiect financing with
emphasis on Public Sector unit's project. Due to insufficlent data from
a single project, data from two Institutions were obtained for Lhe purpose.
The Institutions are the Wniversity of Jos and the Bantex consortium; the

other institution's contractor.

_3.1 CASE PROJECT ONE
3.1.1 Description

The Projec{fan Academic 1nst1tution:.a university with an Under-developed
permanent site, As 1t heas been declared already 1n the Institution's master

plan, development has been planned 1n phases.

The followling projects; .come under Lhe phase one of the developnend PO atnme
(a) the Library Complex,

(b) parts of the Faculty of Education,

(c) Faculty of Environmental Sclences, and

(d) some Communal facilities,

(e) iInfrastructure,

(f) staff and gtudent housing.

The Phase Two largely constitutes academic buildings and other support

facilities. These are:
(a) The Facultles of Arts,
(b) Social Sciences,

{c) Natural sclences,

47



(d] Law and Management Studiea. Others are:
(e]) The Shopping Centre,

(£} Auditorium

(g) Guest Accommodation,

{h} Student's Hostel and

(1) another set of Senlor and Junior Staff Housing,

The following are existing developments, 1.e proiects that have heen

completed, viz:
(al the Student's Village,
{b} Senior Stafi Juarters, and the

(¢c) Naraguta and Abuja Student Hostels.

3.1.2 Flnancial/Financlnq Characteristics of Facilitles in Proiect One,
According to the Institution's master plan, construction work on site
commenced between 1981 and early 1982, when the university was anticipating
a budget of about ¥130 million for a 5-year period. 1t 1s further stated
that during the third quarter of 1982, 1t became clear that the expected
annual caplital allocatlons were not only to be drastically reduced hut

were to be 1imlted on a yearly basia, to avallable allocations.

The phasing programme for projects became a theory., Practicallsing
the programme has been largely impeded by the absence of dependable hudset

parameters. Thus, physical projects at the permanent site can be classified

into three, viz;
a) Prelects that have nst commenced,
b} The start and stop projects, and

c) The completed projects,

Only a part of the requlred accommodation has been provided, these
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are;

a) the Senlor staff Housing,
b}  Students Village, and the
¢) Naraguta and Abuja Hostels.

These existing facilities are grossly 1nadequate.

The start and stop prejects are mainly the Facultles; that of Education

and Environmental Sciences.

L3

The initial plan of executing brojects has heen changed, considering

the conversion of the Llbrary complex to a Faculty bulldidnge.,

With the exception of academic bulldings, most of the other facliliftiea
have the potential of financing &% v+, 'r themselves in the form of finishad
product financing.l in cother words, they have the potentials of genarating
revenue to payback funds invested in acquiring them; which 18 one .'of the

basic conditions of the BOI-Factoring method proposed.

3.1.3 Budgel Estims'es and Limltations for Project One

!

For all the projects in the University's Master Plan, Budget estimate
were prepared. The hudget estimate were prepared based on the National
Universitles Commlssion's (NUC) standard gulde For universities. The standards

are directly related to issues concerning cost.

The basic cost and total cost limlts gilven in the Universliv's Master
Plan, are the costs for the fourth quarter of 1983 derived from the 1077

cost limits 1in Lagos, which were acceptable to the institution,

1

Certain assumptions were made in preparing the budeet estimates,vi-;
a) that the Unlversity owns all the 1an& 1t requires,

b) that the Univeralty requires to bulld all 1its academic accommordation



premises,

c) the Unilversity requires 'to purchase all 1ts furniture requirement,

But the Unlversity's Master Plan requlres certaliln observations to

be noted. These include;

s) the University does not need to build 21l the accommodation since.
1t already bas some accommedation which satisfy the needs of
identified users,

k) the Unifersity ouns conéiderable furniture,

¢c) inflatlion 1lndex should be applied to the baslc cost limit; when

up~dating the project

Certain deductions can be made from the above statements. These will
include, that the Uniﬁersity had already made a considerable amount of
contribution in the project. Thus reducing its likely contributlon 1f

the project 1s found to be suitable for' BOT-Factorineg financing.
3.1.4 Cozt Data of Project One

The Basic cost limlts were taken from the university's Master Plan
(1983). These costs were adjusted for 1995, with the rate of inflation
determined using Iinfla“ion indices obtained from the Federal 0ffice of
Statistic's publication{1994). A rate of inflatlon of 441% was used "5

. .% The floor areas ars termed as nomlnal floor aress.
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Table 3.1 Nata of Facilities in Case Project One

S.NO. Facilities Floor Area Basic Project Cost BC,
Cost/M? (Floor Area and
Basic Cost
1. Lecture theatre 2,503 5,672 14,197,016
2. Shopping Centre 2,875 2,187 6,287,625
3. Auditorium 2,475 6492 16,067,700
4. Student's 1l'cstel 52,500 4,375 229,687,500
5. Senior Staff Housing 108,000 1,772 191,376,000
6. Junior Staff Mousing 64,000 2,260 74,240.000
74 Cuset Accommodation 3,500 Gy167 14,584,500
8. Facultiy building 109,124 2,242 244,639,000

Source: University of Jos Master plan 1983,

3.1.5 Revenue Data on Project One

Revenue here is the rent accruable on a given facility. in order to arrive
at an appropriate rent to be charged on the use of a facility, a survey was
conducted to determine the rents charged on similar facilities by Real Estate
Agents around the study area. It 1s assumed that, it is these rents that will
create price competition. An average rent for each facility was determined,

and applied for the study.

It is important to note that charges on the facilities, to be provided,
needed to conform to market forces. Thus, the study considers the ldeals of
free market economy. But the rent could be a subject to be decided by the
project Owner. The rent value wili definitely be a function of the prevailing
condition like the concession period and level of demand for use of a facility

at a point in time.

One of the conditions of BOT stipulates that a user-fee is to be charged,
and should not be too high as to discourage patronage, or too low so that

the projected rev:ue would be enough for credit repayment.
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Table 3.2 - Rent on Facilities ! Case Prolect One

S/NO |TYPE OF FACILITY FLOOR AREA (M?) ®RENT PER ? DW| TOTAL RFNT
FLOOR AREA (#)| PER ANNUM
(M) net ®=N
1 Lecture Theatre 2,503 240 600,720
2 Shoping Centre 2,875 1,000 2,875,000
3 Auditorium 2,475 240 504,000
4, Student's Hostel 52,500 400 21,000,000
5. |Senlor Staff Housing | 108,000 194 20,052,000
6. |[Junlor Staff Housing 64,000 126 R ,064 000
T. |Guest Accommodation 3,500 1,200 4,200,000
8. |Faculty Bulldings 109,124 - -

*Rents determined from survey of similar facilities




3.2. CASE PROJECT TWO

3.2.1 bescription

The Project iz a three-floor headquarters bullding of a Relieious

organisation. Total floor area 1s approximately 86im*, The initial projiect

duration was 28 months.

3.2.2 Financlng Characteristica of Facilitles in Proiect Two

- The project was valued at #14.9 million 1in 1992, Prior to the commencement
of work in October of the same year a schedule of 10 -~ stage pavments (refer

to Table 3,3} was prepared, based on cash requirements defined by the programm~
of works vis-a-viz the income projections of the Client. The project is

to be financed throuﬁkconpributions by several branchea (District councils)

of the Organlsation., Each branch was levled a certain minimum amount to

meke up the sum total required.

The target set has not been reached, thus the facility falls in the

category of start and stop project menticned earller,

Payments are uswally made to the Contractor before any work 1s done

on site, Over-time, lour of such advance payments were made {refer to

Table 3.4).
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S.No. Expected Cash period Plamed Cash Release Cunulative Cash
Releases
L Oct.92 1,256,070.00 1,256, 070.00
2 Nov.92 1, 080,250.00 2,336,320.00
3 Feb.93 3,307,800.00 5,644, 120.00
4 Aug.93 931,250.00 6,575,370.00
5 Mar .94 2,483,830.00 9,059, 200.00
6 Moy .04 579,610.00 2,688,810.00
7 Aug. 9 1,193,490.00 10,832, 300.00
8 Feb.95 2,430, 190.00 13,262,490.00
9 May .95 1,427,420.00 14,689,910.00
710 Aug. 95 210,090.00 14, 900.000. 00

Source: Contraclor'sDocuments/Records(Bantex Consortium,Jos)

Table 3.4 Actusn) Payment Schedule for Case Project Two

S5.No Period Cash is Actual Value of Cash | Cumlative Value of !
Release Release Cash Releases

1 Oct.92 2,336,320.00 2,336,320,00

2 Feb.94 992, 340.00 3,328,660.00

3 Apr.o4 250,000.00 3,578,660.00

4 May.94 1,500,000.00 5,078,660.00

Bource: Contractor's Document/Records (Bantex Consortium,Jos)
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4.0 ANALYSIS OF CASE PROJECT DATA AND DISCUSSION OF ANALYSIS RESULTS.

4.1 Economic Viabilily Analysls Based on Case Project One Data.

1t has been established that BOT as a method of project fimancing
is usually used for projects that are economically viable, in other words,
the facility to be constructed should have the potential to generate
sufficient renenue to payback within reasonable time (within an agreed
concession period) capital expended on it. The payback period here is
a function of the project cost and revenue generated by the completed

ARRARTN
project.

A number of financial agencies had set a range of time as maturity
period which can also be regarded as concession period, for their credit
facili;yhgloan or grant),

There are several methods of projects appraising with benefit streams
that will last a number of years.

Some of the methods of project evaluation dinclude (i) net present
worth (NPW), (i1i) Internal rate of return, (iii) benefit - cost ratio

(iv)  payback period etc.

The outcome of the computations‘uf these methods 1s about the som

whether your are being used for financial or economic analysis.

The first 3 methods are used for projects where the steams of
benefits throughour the life of the project are important.

The payback period method is usually used for projects with high

risk and the method disregards proceeds after the value of the incremental
revenue reaches the total amount of the capital investment.

The payback method 1s used for this reasearch because the work is
more interested in the applicability of the BOT ~ factoring method whose

important request 1s for any project the method is applied for should have
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the ability to generate sufficient funds to retire debt used in its

execution,

Payback periods are estimated for each facility in Project One, so
a8 to ascertain whether they conform with the requirements of potential

sponsors (project financiers) for economic viability.

Payback period, is determined using the relationship,
Pb = Bc/net R
Where,
Ph = Payback periled
Be = Project cost
net FER » Rent anticipated after cost of credit facility or

commission and other administrative charges have been deducted

(Refer to tables 5.1 and 3.2 for Bc and net &R respectively).,

4,1.1 Payback Periods for Facilities 1n Case Project One
Lecture Theatre

Pb = 14,197,016,00

600,700.00 - 23.63 = 24 Years

Shopping Centre

Pb = 6,287,625.00

2,875,000.00 = 2,19 = 3 Years
Auditorium
Pb = 16,067,700,00 ’
594,000.00 . - 27.05 = 28 Years

Student's Hostel

21,000,000,00 - 10.79 = 11 Years
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Senior Staff Housing

Pb = 191,376,00.00
20,952,00.00

For Junior Staff Housing

Pb = 74,240,000.00

8,06" ’000.00

For GCuest Accommodation

Pb = 14,584,500.00

4,200,000.00

For Faculties Buildings

Pb = 244,625,000.00

0

9.13 = |10 Years.

9,21 = 10 Years.

10 Years

244,635,000.00 gheorscical

Years.,
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4.1.2, Pareto Analysis in Project One

A Pareto Analysis is undertaken on the facilities so as
to establish the relationship between the project cost and paybac’
potential. For each of the facilities a Rank is determined in
relation to the other facilities. The ranking is done allocating
1 for the least figure (either Pb or Be) and adding 1 as advanta:
to the next higher amount. This is done in order to establish »
inequality based on the variation of the respective facilities

project cost and payback period value.

Figure 4.1 1s the Pareto Analysis based on the payback
potentials of the facilities. Ranking is in descending order,
but of the order of income generation of the facilities.

4,2 BSuitability of Public Facilities (Buildings) For BOT-

Factoring Financing Based on Case Project Data.

The ultimate goal of BOT-Factoring in Project financing is for
a built space (or built spaces) be self financing. When a credit
facility is used in acquiring such built space(s), it should be

able to generate revenue to be used in payling back the loan.

There are three major ways by which public Sector units in
Nigeria can railse funds to repay debts, when the BOT-Factoring
method is used to finance construction projects, these are:-

a. the sale of capital assets (e.g. land),

b. renting spaces of the completed facility (e.g. Aﬁdlh

and Hostel), and

Cn subventions (e.g. budgetary allocations).
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It is imperative Lo note that the use to which a facility
is put, will determine its ability to payback the monies invested
on it, That is why the Faculty building may not be able to pavback
its debt, because it is largely an administrative block, virtually

non of its functions can lead to appropriating rents on it.

Even if the Faculty building has classrooms for renting, issue
of convenience might discourage renting out such spaces. Lecture
Theatres and Auditoriuvms in most academic institutlions are separated

from Administrative blocks.

The payback period for the facilities in project One imply that
if loans are to be used finance them, the medfum and long-term loans
would be the bhest options. (An exception is, the Faculty buildings

which will require permanent debt financing).

From the foregoing, the most sweetable looking at Pareto
analysis is the shopping Complex because it has greater payback

potential.

4.3 Criteria for Application of BOT-Factoring.
Applicability of BOT-Facoring as a method for financing projects

is contigent on answers to the following questions.

a. What is the [inancing situation of the project?
b. Lf the situation is bad, what caused the situation?
£ How can the bad situation be addressed, based on prevailing

conditions affecting the project?

Case Vroject Two is hereafter used to illustrate the applicabilit;
of BOT-Factoring. The data obtained from Case Project Two, are data
of funding frem which the financing situation of the project can be

ascertained.
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The data obtained from case project Two, are data of funding from which

the financing situation of the project can be ascertained.
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M Planned Cash Release
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xI Cafm in Excess of Amount Required
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Frequean of cash releases with time
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B Fig. 4.3  Budget Graph: Value “Vs” time of planned cash release for
Project Two, of 28 month duration; October 1992-August, 1995,




LEGEND
I October 1992
2 November 1992
3. February 1993
4. Angust 1993
5. March 1994
6. May 1994
7. August 1994
8. February 1995
9, May 1905
10. August 1995
Nos. 1 - 10 Nuniber of times for cash release
Months DPhates cash is expected or has been released
——— Limit of client’s cash Released
X Amount of cash releasedxe by client in Excess of the required
that Period
X1 Excess RL’ICB;C. tran (erred to Next Needy Period
Y 1-7 Value of Cash shortfall required for different
period; Y1, Y2, Y3, Y4, Y5.Y6, Y7
Note:
- The data used for the budget graph, are income projections for project
funding

- The project is of 28 months duration; October 1992 - August - 1905,




4.4 Application of BOT-Factoring P. 7ed on Case Proiect Two Data.

Thé S-curve of cashtliow for Case Prolect Two (see Fig. &ﬁll, indicatesn
Lhat at the early stage of constructlon work, the project had funds In
excess of what was planned tc be released at that time (1.e October 1000),
This excess offset the non release of cash 1n November 1002, which was
the time the next batch was expected. There from the proiect experienced

drastic reduction and erratic cash releases.

Based.on the cash data (glven 1n Table 3.3, S.hi, the financial status
of the project shows that only 34 percent of the amount reguired to comnlete
" the project was provided and expended on 1t. Fig. 4.B, gave Y1,.....,¥7
as the several short talls ipn time, on the planned financial programme.

of the project. Y1, ...:, Y6 sum up to N9,821,320.00 in monetarv value.

By implication the project could not have been completed with this
cash shortfall. Thus, the financlal situation of the projiect ls nepative,

leadlng to, the Project experiencing time over-run,

The financlal situation of the project 1s due to inconaistencvy on
the part of the Project Owner to meet the cash obligation. This can further
be attributed to non avallabillty of cash, when such cash 1s reouired or

insufficlent amount at the disposal cof the Projiect Owner to meet such ghldipation,

Insufficlency or non avallability of funds can be addressed bthrough
borrowing., For borrcwing to be efrected, the borrower oupht to know where

and how to borrow.

- R

[ EPRIY
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However, the financial records of Project Two showed that out of the N14.9
million required for the project, only N5.08 million was released as at May 95;

When the cumulative value of the cash released should have been N14.9 million.

Assuming Project Two is to be a facility with revenue prospects, it could
do with some support of BOT<Factoring financing to make up the 66 percent cash

shortfall for that period. '

The scheme should be: establishing a project company which will arrange a

N14.9 million debt package before the commencement of the project. Figure 4,4

1

indicales Y to Y/ tas points of cash needs, implying that there

guuld have been 7 draw downs from the debt account as follws:

Table 4.1 CASH DRAW DOWN FOR BOT=FACTORING: FINANCED CASE PROJECT

o ———— T ——— o ——— T . o o o . . e e o o e o o o e e

TWO
TpaTE | VALUE Of DRAWDOWN |  INTERVAL BETWEEN | REFERENCE
_________ rq______Lﬂl___,___ﬂ“_____.ﬂ__QEﬂﬁggﬂﬁﬁ-,quh________,_-______y
Feb 93 a,307,800.00 y}
t Aug 93 931,250.C0 6 months ye
Mar 94 1,491,490.00 Grumonths y3d
i.e(p,483,830-992,320)
May 94 329,610.00 1 months y4
l .ef5’19|6l0000‘—25’0|()00100)
Aug 94 1,193,490,00 3 months &
J Feds 95 2,430,190.00 6 months YO
r Apg 95 137,510.00 6 months y?
i.e (210,090-72,580)
o . S

*N72,500.00 is Xy , value of excess allocation for May 95.

4.5 Limiting Conditions for BOT-factoring Application

Consequent upon the nrevalling economlc situation in the country,

£ f monev far caplt':!
very few sources are avallable for borrowing large sums ©
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intensive projects. It has been established earlier that as at December
31st, 1995, 81 percent of all finaucial gsvings are held bv Commercial
Banks, This means that most of the loans that would be obtainable are
short-term. Thus, a substantial part of monev regulred for such capitsl

projects may come as short-term loans.

Considering the 6 months interval between cer£ain drawdowns for case
project two, the Projept Owner can negotiate for variable interest rates,
“1n other words, each drawdown should have its oun interest charze starting
at the time such draw was made. The project belng considered will rely
.'on instalmental payments of debts, over a relatively longer period of time:
a large debt may not be redeemed within the maturity period for short-term
loans, as would be required by the commercial Banks. BOT-Factoring financine
method, highlighted earller that a guarantor can be obtalned to pav up
any backlog of debl by the maturity date. Such a guarantor by virtue of

the services 1t renders, is ready to bear the risk of slow pavment. The

remainder of the instalmental payments by the proiect will go to the suarantor,

The operation of Internatlonal Development Agency,
(IDA, a World Bank subsidlary), makes 1t a favourable guarantor. The n,75
percent chages on 1ts credit facility, makes it more attractlve than anv

other source that wils: charge interest on its loan. Thus, capital intensiuve

o . projects can 1nvolve institutlons 1ike TDA.

It 1s not uncommon in Nigeria for funds to be diverted for purpose:r
or to destinatlons they were otherwlse meant for. The Proiect Company
In a BOT-factoring arrangement will reduce thia risk of diversinn of (e
funds for tonslLruction works and diversién of_the proceeds for daht pepnye o

The operatlion of the Prolect Company however, depends on 1ts conslitytien,
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Baving a company that represent and ' -flect the interest of parties 1nvolved
in the scheme will to a large extent . .uce {(or even) eliminate Government

bureaucratic interference, that may lead to such diversion.

-

Informaticn from relevant literatures and data from exlsting proiecthts
have been used sco far to establish a general concepts of the ROT-Factoring
acheme, Attempts i1s hereafter made to present a clearer picture of the

concept 1n a model.

4,6 The Proposed Nesearch Model
Information obtained from Case Project Two, indlicates that the Proiect
Owner had planned to make provisions for the prolect periodicaliv., PRut

by the time the construction work was on stream, there were breaks in cash

flow from the Project Ownerssource.

If BOT-Factoring sehemé iz to be adopted, the cumulaltive shorifalls
and allocatlion (cashflow) breaks will constitute the debt a projiect owes
on completion of construction works; because such breaks are to be linked
by loans from short-term lenders. Since loans from most finance 1nstitution=
in Nigeria are on short-term basis, the resultant debt would have to be
settled within a short time. This debt, 1s what the Project Companv 1in
the BOT-Factoring scheme {refer to Fig. ﬁqQ)sells to the Factor that will
accept the terms of concessién (that 1s revenue yield) from a completed

facility .

The revenue from user-free or user-tax and income from ather sonroees
say the sale of an asset will be used to pay back the debt. The budpetary
aliocation from the Government may only serve as a safeguard (R0) in »sny

event of revenue shortfall,
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Flgure 4.4 11lustr2les the concept above [which has been further simpl1r1ed
by an ldeogramme; (ig. h.ﬁ). _ ) : ' : : The
decisfon to engage the Factor will actually be taken at the preparatory
stage, where the Factor guarantees payment of debt on completion of the

whole construction works.
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Aop

—— o ——

Z+Ca

S
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Value of debt; lenders contrlbution In excess

of client's of cantributian

Area of application of fund (AOP)

Value of quarterly allocatlen from client in excess

of fund requlred.

Amount of fund topped by shart-term lenders when require,
Revenue (user-frae or tax)

Safequards, Likely perlods vhen ¢lient ought te make-up for revenue shartfall.

Revenue for safequard, remltted to Factor

Likely 1inlt of Government allocation

Project's budget limit, that maximum amount required In a quartsr.

Cost of debt (1.e. Principal amount plus Interest): amount requested from Factor.

tqual to value of amount <ald ta the Facter (te pay shart-term Jadns),

A T W 5 | e R T SR T gy S e )T g g e WY n

It Qs




T2

=

Company

1 Project
ﬁ Viable

Slartip‘.l‘

po'u(\

\
BOT—
{_/ \ — FACTORING
( ,
TI'ermll‘.al !f

Point

Fig. 4-'7 .BOT-FACTORING PROJECT CYCLE IDEOGRAMME

2. Arunachalam, 1993 P'1ON - 1078



73

Note that the Project company 13 merely a channel for factoring servica,
The Factor 1s therefore on_a_service to th Project company. Their relation=hinp

wlll be an object of detalled agreement; negotiated thoroughly.

4.6,1 Proposal for the Adoption of BOT-Factoring with Respect to Finance
Institutions in Nigeria.
The extension of credit facilities to Public instltutions, of recent,

has become a necessity for the successful executlon of capital proijects.

. Already finance institutions, have the problem of maturity transformation .

on the bulk of their deposit 1iebilities to graple with. Credit collection
“use to be a problem, especially when most eorganisations or individuals
try to delay payment for as long as possible, This tied-up the lendera

capltal in their trade and for the sole benefit of the debtors,

In Nigeria today, there is notonly the risk of delaved pavment but
also the risk of non-payment 2t all, eilther as a result of the lender golns
bankrupt or insolvent, or as a result of fraudulent acts. Th Is For this
reason that a Factor is brought in to guarantee the timely pavment of debl

to such lending agencies,

The scenario of financial services sector in Nigerla does not prenent
such a Factor. A preliminary survey conducted for thils regearch work ipdn
that most finance agencles who by statute are expected to offer Factaring
services in Nigeria, desire a fast rate of return on thelr investments,
which construction project seldom offer. The characterighic of Investmenin
in physicdl: structures té.g Bulldings}, 1s that thelr rate of return 1s
qually low and slow to accommodate the Interest rates of 18.5 Lo 7t porcont

charged by the Finance Iinatitutions, to make the factoring of proiects
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economical.

Merchant banks and Mortgage banks agencies prefer co-lending or Faufty

participation to Sole sponsorship of a project.

Institutlions like the African Development Bank (ADB) and the Tnternationnl
Development Agency (IDA) are prospective Factor Institutions because of
the no interest charge on IDA's credit facilitles for instance it can be

concluded that IDA would be able Lo bear the risk of slow pavment.



CHﬂPTER! 5

5.0  CONCLUSION AND RECOMMENDATIONS/SUGGESTIONS FOR FURTHER RESEARCH,

5.1 Conclusions
Public Sector Units 1in Nigerla execute Construction Proiects largely

through funds from Budgetary allocationé. Meat of these projectjare bedeviird

by unsteady fund supply.

Recprds of two projects studied reveals that programmes of planned
cash requirements (to be released} for the projects are unrealistic; due

-to reduction in the budgeted amount and inconsistant allocation of funds

to the projects,

Related literatires (see Price, A.D.F., 1995, pp. 117-128) showed
Meloot
that BOT bas been a well-triedyof project financing by Government In countries

with stable economy; though capital used are long-term loans.

.However, research findings from literature angd structured questionnairen
petsonal Interview, adminiatered to professionals in the financial indusfrv
in Nigeria reveals that: '
(a} A substantial propor?ion of financial safing {cash
resources) are held by Commercial Banks "sos 20t "%,
(b} Lenders/investors in Nigeria are more disposed to
ventures that will give quick returns {see Bichi, K.
1995, pp.17).
(c) There is the risk of non-repayment of loans, 1f such are
used 1in executing projects. The;e could be due to elther

non avallabllity of funds at the time the funds are

requlred of diﬁérsion of the funds to other competing

75
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sectors of the client's activities,
Further reasearcih showed that there are certailn benefita of factoring
that could bLe used in solving problems highlighted earlier in a, b and
o
These benefits are:
(a) Cash advancement (extension of credit facility). 1In other
words, a client can obtain from a Factor, cash equivalent
to the value of debt to be gold to the Factor.
{b) Collection of debts by the Factor on behalf of the

Client; from the client's customers.

The foregone, are the basic premlse of modlifying BOT; to be used as
a means to finance construction projects for Public Sector Units, The

modification process resulted in a model, the BOT-Factoring scheme.

The basic tasks inYolved in a BOT-Factoring scheme are:

a) Granting of Credit Facility.

b} Construction of physical structure,

c)  Purchase of resufgfdebt on the use of short-term loans
for construction works.,

d) Operation of the completed structure and

e) Collecting geﬁerated revénue to payback credit used for

construction.

.- Concluding the study therefore, the proposal for the adoption of ithe
BOT-Factorlng methed for the purpose of construction fundi-ing 1in the pPuhiit-

sector, seems feasible and viable,

The concept introduced 1.e BOT-Factoring seems useful alse, In the

Private Sector, However, there may be a need for intreduction of some
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modalities (outside the scope of this study), Thus, the model presentad
in Fig. a.q, apart from glving a clearer picture of the concept, can also

be a frame work for possible variation to suit other pecullar situations.

The research which was able to identify the sultability of certaln
Public projects (the result of the case study) confirms its applicabllity

in Nigeria,

The setting up of a Financial market necessary for the effective use

of the BOT-Factoring rinancing method 1s an open guestion.
. 5.2 HRecommendations/Suggestions for further Research.

The common charactenistics of cagh provision for construction proiects
in the Public sector, that is reduction in the budgeted amount and erractie
releases, had led to most of the projects either completed behind thelr
acheduled dates or not completed at all. It 1s necessary that the practic-
be stopped; money spent on a construction that 1S not put to use {due to
non completion}, are money lost for the Nation. One of the methods of
lmprovement may be BOT-Facforing, 1f the financial institutions' environment

would be developed as needed.

.Based cn the peculiérities of the financial environment in Niperi:,
Lhe folowing conditions should be cohserved in a BOT-Factoring scheme:
a) The project should be established to be economically viable,
b) There should be a Guarantor to purchase the debts of the
Project Company.
c¢) The revenue to be generated by debt flranced facilltby, should.
be encugh to pay back!} the total debt and also cover the Factor!'s

 commission within its maturity or concession period.

[



s
d) To avoid the diversion of revenue from completed project, the

project company should be independent of the total

Influence of the Project Owner,

There are prospects fér obtaining Factors (Factoring Institution)
wilthin the country. The Petroleum (Special} Trust Fund (PTF)} resdily comesn
to mind as a prospective Factoring Institution in Nigeria, The PTF pooled
large financial resources for capital intensive projects, for instance,
through a loan package to the Kéduna Chamber of Commerce and Industries,
the PTF funded wholly the construction of the New Kaduna International

Trade Falr complex. This 1s an indication of the potentials of the PTF

as a Factor.

There 1s also the possiblility of the resultant debt (due to loans
for construction works) to be packaged in the form of securities having
different maturity dates; it should be considered a2long the line of developmen!
and trustship of securities market in Nigeria. This 1s for the purpose
of raising capital for debt repayment. These securities can be sold to
individual investors in the security markét. The fineness/applicability

of this could be subject of further research.

Further studies should look at the viability of such a scheme considerine
the ilmperative of sensitivity of the payback pericd to Interest charpes

on the loans for execution of the construction projects,
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APPENDIX A

ALTERNATIVE SOURCES OF FINANCE FOR CAPITAL SCHEMES

(Elliot 1982, pp.35-36)

CASE 1: The Morgan Grenfell's Covenant Scheme

This 1s a method developed over 24 years ago. It has undergone various
transformation over the years. Basically, it is a wmethod where a publtc
authority gives elther the Bankers or a Finance Company a licence to enter
its land for the purpose of development.
The successful Bank or Company then qnter into a bullding contract and
are llable for meeting all the contractual payments necessary for che

construction works,

The Public aurhority still retains the ownership of the property and
act as the agent for all purpose of the bullding contract. But 1t (suthorit:
agrees to pay the aggregate amount expended by the company in carrvine
out the construction of the properly. In addition, the authority also
pays expenses incurred {including any deb£ interest) over an arreed perind
of time. The Bank or Company enjoys no interest in the land and 1ts protect!
rests entirely in the good name and ..+ . .. # cpreditworthiness of Pubiic ke

Authority.

The covenent scheme 1s also referred to as effective deferred purchac o,
clearly got round the old system of borrowing controls stnce 1t does n~!
constitute direct borrowing by the client, because such borrowing wns done

by another party on behalf of the client.

CASE 11: The Brighton Scheme

Brighton development company in 1973, adopt a variation to the Cournea!



80

scheme in constructing the Brighton Clvic Centre.

Here the Local authority {Council) could at anytime notify a Company
requiring it to take over the council's obligation under the bullding contract

to make payments 1n respect of any future Architect's certificates.

From a consortiﬁm of Banks, an assigned development company secures
a loan to meet the obligations. Securing this loan 1s based on the strength
of the councll's covenant to reimburse tve company specified sums over
a period of. 30 yeérs which were total to the company's totsl capital commitment.,
The councll's covenant 1s then assigned to the bank by the company,
Other soufes Qf financaladduced by Ellict are:

- Speclal allocation

- Limited l1ability.

Spe#ial Aliocation

| This approach was adopted for the Thames flood barrier. 1t 13 a method
that best suits a situation whergfgie limitations on how much an Authority
can spend on & given project. If there exist a proposal that requires
commitments 1n excess of the avallable funds,'the avthority cculd seek

- Ministerial approval or Fresldential approval as the case may hej for the
scheme and a separate canltal allocation, on the grounds that the nroiect

ls of natlonal importance. A typlcal allocation, that 1s specilal, enabler

an Authority to borrow and spend up to the limlt of the allocation,

Limited Liability

This means of flnancing was developed by Elliot for situations where
there is the need to carry out certain activities likelv to be neppted
by a kind of central control on expenditure. He stated that 1imited 1iabilsis

companies can be formed Lo be elther used as a vehicle company 1n a deferrerd
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purchase scheme or to undertake apecific development proiects, and also
foster industrial development, Furthermore, lcocal authority can make revenue
grants which may count sgainst expenditure controls; to acauire properties
and/or plantand equipments. The company can also generate its own fund

or ralse money from other Private Sector sources such as pension funds

and generally has more scope within which to operate than the local authority.

Lease/Lease-Back Arrangement

This form of achieving development got mentloned by Ellict. Tt 1s
an arrangement where an Authority could lease out its site to a Finance
company, Lhe Finance company funds the development in most instances on
the baslis of stage payment, the Authority is responsible for supervising

the execution of the works and certifying it.

On completion, the Authority takes a lease - back of the completed
development and then ovb-lets the development in order to generate the

notional capital to offset the national charge.

It 1s important to ncte that the Authority charges a notlonal fee
equivalent to the freehold value of the land when leasing back the compleld
development, it also pays the Finance company a notional fee eauivalent

to the freehold value of the developed site,.
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APPENDIX B

MODELS OF PROJECT FINANCTNG

S«No MODEL FEATURES
1. | Pure Project Financing Project Cashflow 1s used;
(Orf'-Balance sheel ¥ As loan's security
financing) * To pay loan's capltal and
interest.
¥ To pay other expenses.
2, {Normal Balance Sheet * total financlal structure of
Financing barrower should be sufficlent
) v to pay loan capital and interegt
* Borrower's balence sheet
asset acts as lender's security
3. |Syndicated Commercial ¥ finances for a proiect oare

Bank Financing

pooled from consortium of

r

commerclal banks,
* there 13 spread of risk and
cost associated with the loans,

over differenfsponsors.

Source: Price,-A.D.F (1995, pp.46-48).
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Although, the Managing director; Collin Miller was not so sure If
he can entirely attribute Lundby's turnover growth and market success to
Factoring, but he belives that Factoring has provided them with the facility
to buy the quantity of raw materlials needed to increase production and

sales which are indicators to such growth and successes.

Lastly, Mlller stated that contrary to a lot of pecple's view that
companles adapt Factoring becausé they are in trouble, which he hald 1s

wrong, "companies factor because they are Smart.,"
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APPENDIX D

Table D. The Eurotune! Financing Plan

S0URCES

EQUITY LOANS

TOTAL

Syndicated Lean

Project Promo-
ters and main
Lending Bank

Public Share
Offer

Rights issue
British and

French
Market

Ordinary Preference Long-term Short-term
Share Share : .

6,000

46

566 136

70

6,000

46
136

70

6,888
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APPENDIX E

NOTABLE BOT SCHEMES

PROJECT COUNTRY VALUE
* Eurotunnel France/United Over £6 billion
Kingdom
* North-South Malaysia Over Us $§ 2 billion
Highway
* Sydney Harbour Australia A $ 2 billion

Tunne 1

Fm===== ===
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APPENDIX F

A RELEVANT FINANCIAL INSTITUTIONS FOR MEDIUM
AND LONG TERM CREDIT FACILITIES

Merchant Banks

These are regarded as wholesale bankers because they cater for
the needs fof corporate and institutional customers. The part they
play in the economy is providing medipm to long-term finance by
engaging in activities such as Equipment leasing, loan syndication

and debt factoring, and project financing.

The Nigerian Bank of Commerce and Industries (NBCI)
NBCI was established with the sole aim of granting loans to small
and medium scale enterprises, the bank also engages in Share underwriting,

Project identification and Feasibility Studie:.

Occasionally, the bank's investments spread to big projects in which
it is a Co-investor with other institutions. It participates in financ-
ing projects in either of three ways, viz, Equity participatlon, granting

of loans, and a combination of equity and loans.
The Federal Mortgage Bank of Nigeria (FMBN)

The basic functions of the FMBN include the provision of banking and
advisory services, mortgage financing, and research activities to do with

housing.

Urban Development Bank (UDB)

z 9
The Bank was established to provide for lmprovement of the inadequate.



[

SN

social facilitiles and dwellings, mass transportation and public utilities,
The Bank operates asz an lndependent profit-making institution. 71t provides
financial resources to both Public and Private Sectors of the economy in

order to achieve the goals for setting up the bank,

Finance Companles =

They are not deposit-taking institutions. Thelr maior sources fo
funds 1nclude loans, other iiabilities and share deposits. They comprise
a. heterogeneous group of Financiai Institutions. Most emphasise on the
provision of business credit, Factoring and leasing activities.
Iﬂsﬁragcé Companies

They consist of Life and Non-life as well as those which engage in

both activities. They'mobilise relatively long=-term funds. Thev inveat

——

- in Government stock, They are one of the major holders of Government ‘development

" stock.

Building Socielies

' Lo H
These are institutions established with the concept of pooling financial

resources through regular contribution by sub;cription. The socletles
use the personal savings of mutuzl contributors to lend to individuals
buyipg houses, An important characterisFic of Bullding socleties isythey
borrew short and lend lbng. The long-term loans are secured by what is

termed opportunity asset which has a low risk of loss.

Penslion Fund

These are financlal institutions, that save contributions of notentls)
Penéioners and/or employersa on behalf of thelr emplovees to meet Future ‘
financlal obligation (pension) 1n favour of ﬁhe Pensioners. The Fimd=,

also termed as liabilities, are relatively stable and long-term. And thun

PR AR A =]

s




are used py Financial {nat Itutlons to Purchase gsgels thet havs relsbtoat
ong-ters Income ang caplial gains potentia],

Note, only a part 1s ysed for such purchase,
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