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I. INTRODUCTION

1. The Intergovernméntal Group of Experts from dinistries of Finance and
Central Banks on the establishment of an African Monetary Fund at their

second meeting held in ‘Addis Ababa (Eth1op1a) from 11 to 15 April 1985 decided
that new tables showing computations of the subscriptions to the capital of

the African Monetary Fund should be prepared to reflect the new authorized
capital of 2.0 billion African Units of Account, (AUA) and the paid-up capital
of 500 million AUA. The co-operating secretariats agreed that the ECA
secretariat should prepare tables showing member country subscriptions'to

the capitaliof 2.0 billion AUA and 500 million. AUA paid-up.. It was also agreed
among the‘co-tperating’ secretariats that the Afrxcan Development Bank should
prepare tables showing financial projections for the first five years 1nc1ud1ng
the position of projected loan approvals, disbursements, cash flows, inéome
from loans and:- investﬁents, administrative expenditures as well as net income.

2.  Accordingly table 1 of this paper gives the percentage shares of the member
countrxes, 1988 country payments, annual payments during the perlod 1989—1992
aﬂd total payments during the first fivé years. Total shares of African mewber
countrles of 1333.33 million AUA in table’ 1’ are based-on’ the assump:xon that Qut
of 2900 00 ‘million, AUA authorized capital one-third (1/3) .e, 666.67 million, .
KOA Gou1d be reserved for external part1c1pat10n. 1f it is decided that there
should be no external participation in the authorized initial capital of the )
African Monetary Fund, the individual country shares.would be based oh'‘2000.00
million AUA,

I1. FINANCIAL- PROJECTIONS FOR THE FIRST FIVE YEARS ASSUMPTIONS AND

FINANCIAL PROJECTIONS
LI

3. Financial projections dur1ng the first five years of the operations of
the African Mﬂnetary Fund dre based on a number of assumptions. First, it is
assumed that the major part of the Fund's operations.during the initial five
year period will:be to 'provide credit in support of balance of payments.
Although a lending level of 50 million AUA assumed under the first alternative
level of lending may appear too small to make an. impact on member courtries,
the African Monetary Fund, 1like any new Lnstltutlon, needs to learn ‘td

"walk before it can run"., ‘' In any case since the Fund is expected to be
selective in its lending, this level of lending should be regarded as adequate
at least during the first five years of its establishment. If a credit Ceiling
of say 10 million AUA were to be adopted, 5 countries could borrow from the
Fund each year. " :

4. In addxtiont a’'50° million AUA level of lendxng dur1ng the 1n1t1a1 years
is justified by the fact that the Fund would need:

I ]



E/ECA/TRADE /37
Page 2

(a) to build up liquidity and reserves with a view to enhancing
its resource mobilization prospects in the long runm;

(b) to develop the necessary administrative and financial manage~
ment structures sc as to ensure high quality and capability
of operations;

{c) to ensure a steady growth of its operations;

(d) ‘not to rely on possible subscription payments made in national

- currencies prior to evolving mechanisms and methods for the

‘utilizatibn of these funds; and

- (e} to rely almost exclusively on the support of its regional
: - membership.-

5. Thus, liquidity growth should be one of the prime objectives of the Fund
which ensures financial viability. in the long run. For this reason, a ygafly
lending programme slightl below the annual inflow of subscriptions would be
appropriate. This would enable. the Fund to sustain a constant level of lending
operations as well as enhance its overall financial standing.

IXXI. TERMS AND CONDITIONS OF LENDING OPERATIONS

6, With regard to terms and conditions of lending, it is assumed that:

(a) all balance of payments credits would be given for a five year
period, with one year grace;

(b) repayment of principal would be made in equal instalments;

(e) all credits approved ad:ing'a given ﬁear would bérfﬁllyidisbursed
during the same year; and o

(d) all disbursed loans would attract an'interest_rate of 10 per cent
per annum plus a service charge of 0.5 per cent.

7. Investment income _

(a) For the purpose of Projecting investment income, it is also
assumed that liquid investments would also attract an average
rate of return of about 10 per cent per annum; and

(b) all net profits are retained during the initial years and
invested for relatively longer periods in higher yielding
instruments,



B/ LA Trabk, 37

Page 3

IV. PROJECTED DISBURSEMENT PROGRAMDIE

8. As indicated by Table 2, the yearly disbursements are assumed to be

50 million AUA, commencing in year 2 of operations of the Fund. It should
be noted that 200 million AUA of subscriptions would be paid in the first
yvear and invested while out of the 75 million AUA paid in the second year,
only 67 per cent is disbursed. This guarantees a healthy liquidity position
of the Fund from the beginning as mentioned above.. The Fund could start
lending in the second year, even though it may sound optimistic. Due to
problems usually met in establishing institutions of this type, the Fund may
in fact, not commence lending operations until the third year. b

-

‘Table 2

Projected Disbursement Programme
{million AUA)

' Year 1 2 3 4 5

-~ Yearly disbursements - 50.0 50.0 50.0 50.0
- Cusmulative disbursements- - 50.0 100.0 150.0 200.0
- Credit repayment (yearly) - - 12.5 25.0 37.5
= Cumulative .credit repayments - - 12.5 37.5 75.0
+ s=0utstanding disbursements m:““_“hég.o___§2:2_4112.5‘ 125.0

Annual Cash-flow

Inflow
- Subscriptions - - 200.0 ~ 75.0 75.0 75.0 75.0°
= Credit. repayments - - 12.5 25.0 32.5
" 200.0  75.0 87.5 100 - 112.5
“Outflow _ ‘ o
= Digburseuents SRR - 50.0 50.0 50.0 50.0
- QOther - - - - -
S = 56.0 50.0  50.0 50.0
- Net inflow 200.0 25.0 37.5  50.0 62.5
- Liquid Resource
brought forward - 200.0 225.0 262.5 312.5

Year end liquid assets 200.0 225.0 262.5 312.5 375.0

1. Average outstanding
disbursements - 25.0 68.75 100.0 118.75
2. Average yearly liquidity 100.0 212.5 243.75 287.5 343.75
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V. PROJEUTED REVEGUE AMD EXPRNDITURE

Table 3 sicws projested pediincoms of the Fund.

Table 3

Prcjected Revenue and“EXQen&itdre‘Statgmqht
o {aiilicn AUA) )
Year i - 2 4 5
1. -Balance of payments credits ar 108 - 2.5¢ 6.90 10.00 11.87
~Service charges at 0.5% - . Lotz 0,13 0034 0.50 0 0.59
2. -Investment incomc at iG% 12.09  21.25 24,40 28,70 34.37
3. -Total Expenditure CT3.50 0 30300 3.47 7 3,98 4.56
Net Inéome"
~Percent chargé
-Return on paid-ia capital =~ 125, 7,48 0 5.10 - 8.35 8.35
9. It will be noticed that, the carned ‘georme will he less Ey the amount

resulting from service charpes on wrerage cutstandine dishiarsements. The rate
of interest on bpotu credrte and 1nvesiments is assvmed to be 10 per cent per
annum. This is ir line with vhe Experts® view Hhaf tho Fond should ~harge a
commercial ov near—marial rate of irterauy oo ‘te ciisvanding credics. While
total expenditure cculd e comsidozed to be rather nigh, it should be possible
to revise this item dowwwards iu order o reallze Richey net inceomes. For
example, employment of noa-resident Executive Directors during the initial
years, as was the case with thz 4irican Davelopment Bank and i3 the case with
the Andean Reserve Fuad, conid re wecommended, Imrlhermore, the Fund,could
commence with few departumne, s as tn reduce the administrative wapenditure.

10. As far as the returns @u paid-in capital are corncairned, it be noted that
they rise from 3.25 per cent in the fipsr year to 8.35 per cent in the fifth
year. o ) o
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VI. PROJECTED BALANCE SHEET

Taglé§4:§hd@§iﬁféjectﬁéwbaiéﬁcetéheetvpf the Fund for the first ‘five “'°
years, T
i
Table 4
e .. Projected Balance Sheet: .
S (million AUA)

Yearl P y N 1 - .‘:._1-2_ P 3 K .,-4 P ss L

- Cashdt hand’and investments 300,00 . 225,00 262.50 . - 312,501 1375.00°

- Credits to embeér countries . -~. . 50.00 . .83.50 1120507 1250607
B PR TR N : i ! i, ] ) - l' et R -

- Other current assets ' 6.50 . 27,08 -55.25% ' 9047 - 13574

-5 '=;===;=====;=====-‘_""‘.=3:=g==.-'===..—.‘===-'_-===

Total . . _ 106,50 302,08 405,35 _ 515.47.. 6327

2, Simce it is:uplikely that the' fund would borrow duiingbiﬁewfirsg five .. .tis
years, any other liabilities are likely to be negligible. This is a basic
assumption. It ghould also be the objective of the Fund to realise a rapid
growth of its balance sheet as operations begin to consolidate.

VII. PROJECTED CASHFLOW STATEMENT

Table 5

Forecast Cashflowv Statement
(million AUA)

Year 1 2 3 4 5

1. Sources
~Subscriptions: 200.00 75.00 75.00 75.00 75.00
~Net Income: 6.50 20,58 28.11 35.22 42,27

2. TUses
~Net Increase in credits: - 50.00 37.50 25.00 12.50
—Increase in other assets 6.50 20,58 28.17 35.22 42.27
6.50 70.58 65.67 60.22 54.27

Increase in liquidity 200,00 25.00 37,50 50.00 63.00
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From about the third year, liquidity is expected to increase steadily
as applications of the resources assume a steady and declining trend,

VIII. ALTERNATIVE LENDING PROGRAMME

13, Tables 6 to 9 indicate projections of the same financial statements as
above but based on the assumption that only subscriptions would be used for
lending. Repayments of credits beginning in year 3 are assumed to be invested
in liquid assets. However, if repayments of credits are re~issued as credits,
then the yéarly lending programme would be larger as shown in Table 6.

14, The e€ffect of this altevnative use of credit repayments is to raise the
yearly disbursement rate and to cause a virtually stagnant average yearly
liquidity of the Fund. 1In fact, the average yearly liquidi;y will grow at a .
decreasing rate. : This situation will make it difficult for the Pund to sustain
the same lending level and eventually the Fund would be forced to either
drastically curtail its lending tempo or run down its liquidity position,

15. It is clear that the second alternative is not viable, unless additional
subScriptions are paid after the first 5 years of operations of the Fund.
Thergfore, it is strongly recommended that repayments of credits be invested
in liquid assets and the lower lending programme be adopted for the first
3 years. This will ensure a solid and sound financial foundation for the ==
African dMonetary Fund. ;
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Table 6
Projected Disbursement Programﬁe
(million AUA)
Year _ 1 2 3 4 .5
-Yearly disbursement - 50.0 70.0 100.0 120.0
—~Cumulative disbursement - 50.0 120.0 - 220.0 :340.0
- =Credit repayments (yearly) - - 12.5 30.0 55.0
-~ ~Cumulative credit fepayments_t_ - - 12.5 42.5 97.5
“Outstanding disbursements .z s0.0 1075 1775 gas:
Annual Cash flow:
Inflow: :
~Subscriptions 200.0 75.0 75.0 75.0 75.0
~Credit repayments - - 12.5 30.0 55.0
290.0____.73.0 ____87.5  __  105.0__ 130.0__
Qutflow
=Disbursements - 50.0 70.0  100.0 120.0
~Others : = - - Co= - -
- 50.0 70.0 " 100.0 120.0
Net Inflow 2000 25.0 7.5 s.0 10.0
Liquid resource brought P C
forward : - 200.0 225.0 242.0 247.5
Year end liquid assets 200:0....225.0 2425 247.0 2575
1;.‘Average'0utstanding
disbursement - 25,0 . 78.75 142.5 210.0

2, Average yearly liquidity 100.0 212.5 233.75 245.0 - 252,5
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Table 7
Projected Incore and Expenditure Statement
(million AUA) i
Year B ' 1 2 3’ g 5

= Total Income 10.00  23.88 31.66 39.46 47.30
~ Total Expenditure , 3.50 3.30 . 3.47 ~ 3.98 -.4.56

0230, 20,98 | 28.19 CETLL: 42,14,
~ Percentage change - 216.00  36.90 25.80 20.50
- Return on paid-in capital 3.25 7.48 8.10 8.35 8,55

Table &

Projected Balance Sheet
(million AUA)

Year 1 2 3 4 5

- Cash at hand and investments 200.00 225.00 242,50 247.50 257.50

= Credits to member countries - 50.00 107 .50 | 177.50 .~ 242,50
= Other current assets 1.6.50 27.08 55.27 . 90.75 133,49
Total 206,50 302.08 405,27 515.75 633.49

B P e e L o e ]

Capital Reserves and Liabilities

- Authorized Capital _2000.00__2000.00___2000.00___2000.00___2000.00
=Subscribed/paid-up capital 200.00 275.00 350.00 425.00 500.00
-Reserves 6.50 27.08 55.27 90.75 133.49
~Liabilities - - - - -
Total 206.50 302.08 405,27 515.75 633.49
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Table 9
Projected Cash Flow Stateuent
(:111ion AUA)
Year 1 2 3 4 5
1. Socurces

-Subscriptions: 200.00 75.00 75.00 75.00 75.00
~ilet Incomne: 6.50 20,58 28.19 35.48 42.74

206.50 95.58 103.19 110.48 117.74

2. Uses
~Net Increase in B.O0.P. Credits: - 50.00 57.50 70.00 65.00
-Increase in other assets 6.50 20.58 28.19 35,48 42,74

6.50 70.58 85,69 105.48 107.74

Increase in liquidity 200.0G 25.00 17.50 5.00 10,00

e i o o e ey 4 SuLmmsmsmaresis






