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INTERNATIONA. BANK FOR RECONSTRUCTION A. . DEVELOPMENT

CONFIDENTIAL
e DECLASSIFIED
For consideration on
EXECUTIVE Date: 111 S [s010 sre December 5, 1967
DIRECTORS’
MEETING FROM: The President R67-175

December 1, 1967

COMMITMENT CHARGE

1. The Bank has always made a commitment charge on those portions of the
loans it has made which have not been withdrawn, except on loans for
development finance companies for which special arrangements have been
made. In the Bank's early loans, there was a commitment charge of 1-1/2%
per annum, running from the date on which the loan agreement became effec-
tive. From February 1948 to August 1950, the commitment charge of 1-1/2%
was charged for a period of six months, after which time interest, including
the special commission, became payable on the full amount of the loan, even
if part of it had not been withdrawn, but the Bank undertook to refund an
amount representing the interest earned by it on its liquid assets held
against its undisbursed commitments.

2. This system was abandoned in August 1950 when the commitment charge

was fixed at 3/L of 1% and it acerued from the effective date or from a

date fixed for each loan, whichever was earlier (R-367). In February

1955 the practice was changed to provide that the commitment charge would
accrue from the effective date of the loan, or 60 days after the signing

of the loan agreement, whichever was earlier. In February 1961 the practice
was amended again to provide that the commitment charge would start to accrue
60 days after signing of the loan agreement. On June 30, 196l the commit-
ment charge was reduced from 3/l of 1% to 3/8 of 1%, the basis for charging
it remaining unchanged, and this has been the practice since that date.

3. The original justification for making a commitment charge was based on
the fact that there is a cost to the Bank in holding money available for
withdrawal. To the extent that undisbursed commitments are covered by
funds raised by borrowing and temporarily invested at a lower rate of
interest, the cost is represented by the difference between the cost of
borrowings on the one hand and the income on short-term funds on the other.
To the extent that commitments are not covered, the charge can be regarded
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as a means of giving some protection against a rise in the interest rate
which has to be paid on funds raised for disbursement against such commit-
ments.

L. Another, and completely different, justification for a commitment
charge rests on the effect it has in inducing the borrower to make with-
drawals promptly. In theory, the higher the commitment charge the greater
is the incentive to carry out the project promptly and to withdraw amounts
promptly from the loan account. In practice many cons iderations bear on
the speed with which a project is executed. The close supervision which
the Bank gives to loans, particularly whendisbursement is very slow, has
not produced evidence that the low rate of commitment charge has been a
perceptible factor in delaying project execution, or that a high commit-
ment charge would accelerate project execution. On the other hand, it is
probable that in some cases the low commitment charge has encouraged
borrowers to use cheap interim finance and delay their requests for dis-
bursement under our loan contracts.

5. The commitment charges made by other international lending agencies
are higher than the charge made by the Bank. The Inter American Develop-
ment Bank's commitment charge varies according to the source of its funds.
On loans made out of ordinary capital subscriptions, borrowed U.S. dollars
and funds for special operations, the commitment charge is now 1%. On
loans made out of borrowed funds, other than U.S. dollars, the commitment
charge has been up to 1-3/L% on loans in sterling, German marks, and Swiss
francs, and up to 2% on loans in Italian lire. The African Development
Bank, the Central American Bank for Economic Integration, and the Huropean
Investment Bank charge 3/L%.

6. The points made above appear to lead to two conclusions:

(a) a commitment charge is necessary in order to compensate the
Pank for the cost of holding funds pending disbursement and
to partially offset the effect of adverse interest rate
changes on its uncovered commitments.

(b) the lower the commitment charge the greater is the theoretical
incentive on the part of the borrower to delay execution of
the project or delay disbursement requests.

7. I believe that there is a general feeling among Executive Directors,
in which I share, that the commitment charge made by the Bank is too low
under current conditions. I accordingly recommend that

(a) the Bank now raise its commitment charge on new loans from
3/8 of 1% to 3/L of 1%, and

(b) the subject of commitment charge be included in the
periodic reviews of the Bank's financial position.



-4

8. The change recommended would have some effect on net income.
Using the projection of net income in Table I dated October 17, 1967,
distributed with FPC67-9 and assuming that as from January 1, 1968
the commitment charge were increased from 3/8% to 3/L% on all loans
assumed to be made after that date, the increase in the Bank's
receipts from commitment charge would be about $1 million in the
currjnt fiscal year 1967/8 rising to about $10 million in fiscal
1971/2.

George D. Woods
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DECLASSIFIED CONFIDENTIAL
Date: 11|15 |302 5P M -~ 38

INTERNATTONAL BANK FOR Al e

RECONSTRUCTION AND DEVELOPMENT

Minutes of Thirty-eighth Regular Meeting of the Executive Directors held
in the Conference Room of the Bank on September 20, 1946 at 11:00 a. m.

1.

There were présent: -

(a)

(b)

Chairman

Eugene lleyer, President
Harold D. Smith, Vice President

Executive Directors and Alternates acting
as Executive Dircectors

Leon Baranski

Thomas Basyn (Alternate)
J. W. Beyen

Guy de Carmoy (Altcrnate)
Emilio Ge Collado

Sir James Grigg

Luis l{achado

Victor iloller

J. F. Parkinson (Alternate)
Yuen-Ting Shen

Ne. Sundaresan

Kyriakos Varvaressos

(e) Alternates not acting as Executive Directors

John S. Hooker
Fernando Illanes
Alois Kral

(d) sStaff

Chester A. McLain, Genecral Counsel

Leonard B. Rist, Director of Resecarch

lMorton M. Mcndels, Secretary

Richard H. Demuth, Assistant to the President
John H. Ferguson, Assistant to the President
Henry W. Riley

Lyell Douecet



REPORT BY COLMITT.E ON LEMBERSHIP

2. The FExecutive Directors approved the Neport (R-29) presented

by the Committee on liembership on the terms and conditions on which

Syria, Lebanon, Italy and Turkey should be admitted to membership in the
Bank. The Chairman of the Committee was authorized to discuss jointly

with the Fund Committee Chairman, such terms and conditions with representa-
tives of Syria, Lebanon and Italy and prepare a report for submission to the
Board of Governors. Further action on the application of Turkey was deferred
pending clarification of that country's position in the light of Bretton
lioods Resolution No. VI on inemy Assets and Looted Property.

INVESTMENT OF CAPITAL - REPORT CF COIMITTEE Ol INTERPRETATION

3. The Executive Directors considered the report (R-30) presented

by the Committee on Interpretation on the investment of all or part of the
2% of the Bank's capital paid in under Section 7 (i) of Article II of the

Articles of Agreement, and adopted the following resolution:

RLSOLUTION HO. 21

RESOLVED that the President or the Vice-President of the
Bank, and each of them, be, and he hereby is, authorized in
the name and on behalf of the Bank (a) to purchase from time
to time at current market prices at the time of purchase
United States Treasury Bills, United States Treasury liotes
and United States Treasury Certificates of Indebtedness, or
any of them, maturing not more than twelve months after the
date of purchase thereof; (b) to apply to the purchase of
such Bills, Notes and Certificates of Indebtedness all or
any part of the 2% of the capital of the Bank which under
Section 7 (i) of Article II of the Articles of Agreement of
the Bank was required to be paid in gold or United States
dollars and which is held by the Bank in United States dollars;
and (c) from time to time to sell at current market prices at
the time of sale any or all such Bills, Notes and Certificates
which shall be held by the Bank; and

RESOLVED that the President and the Vice-President of the
Bank, and each of them, be and he hereby is, authorized in the
name and on behalf of the Bank to execute any and all such
documents and to do any and all such acts and things as he shall
deem necessary or proper in order to carry fully into effect the
purpose of the foregoing resolutions

SECTION 12 OF BRETTON ..0ODS AGREEILINT ACT - RECO.T OF CCLMITTEE
ON INTERPRETATION '

be The :xecutive Directors approved the report (R-28) of the
Committee on Interpretation with regard to the authority of the Bank to
make or guarantee loans for programs of economic reconstruction and the
reconstruction of monetary systems, including long-term stabilization loans.
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ANNUAL REPORT TO THE BOARD OF GOVERNCRS

Se The Exeocutive Directors approved the final draft of the "First
Annual Report to the Board of Governors" subject to the following: -

(a) The date of the report to be as of Septerber 20,
(b) Inclusion of the Auditors' report.

(e) Inclusion, as an appendix, of the report of the
Committee on Interprctation (R-28).

NEXT MEETING

6. It was decided that the next meeting would be held on Tuesday,
September 2L, at 11:00 a. me

Te There being no further business the meeting was adjourned at
L4300 pe m.

Approved September 26, 19L6

; .j ‘ “\’ _ ! '
L Al m{:-.‘ff A

M. M., Mendels
Secrectary
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(To be subnitted to Exccutive
Date: (|15 200 < Directors at 38th Mecting,
20 September)

forinsC o 7

Report of the Committee on Interprctatiocns

Soptember 19, 1946
Section 12 of The Bretton lioods Agreements Aet of the United
States of ./merica provides as follouss

The governor and executive director of the Bank
appointed by the United States are hercby directed to
cbtain promptly an official interpretation by the Bank
as 10 its authority to make or puarantec loans for pro-—
grams of ecconomic reconstruction and the rceconstruction
of monetary systems, including long-term stobilization
loans, If the Benk docs not intorpret its powers to in-
clide the muking or gusrantccing of such louns, the
governor of the Bank reprcsenting the United States is
hereby directed to propose promptly and support an amend-
ment to the Articles of igrocment for the purpose of
explicitly authorizing the Bank, aftcr consultation with
the Fund, to moke or guarantee such loans, The Presidont
is hereby authorized and directed to aeeept an ancnduent
to that effect on behalf of the United States,

Resolution 6, adopted by the Board of Governors of the Bank

on liarch 18, 1946, provides as followss

That the Exccutive Directors of the International
Benk for Reconstruction and Develovment are invited, at
the request of thc Governor for the United States of .
America, to interpret the Articlcs of Agreenent, pursuant
to Article IX (a), as to the asuthorily of the Bunk to make
or guarantee lozns for programs of economic reconstructicn
ard the reconstruction of monetary systems, including long-
ternm stabilization loans,

. The Executive Directors of the Bank have rcferrad the matter
.tb this Committee,

The Committee, having carcfully exomined the question in +he
light of the provisions of the Articles of Agreement of the Bank and
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of statements and memoranda which have been submitted to the Committee
L
with regard thercto, prescnts the following report and recommendations

to the Executive Directors:

1. The question prescnted by Scetion 12 of the Bretton
n.oods Agreements Act relates to the gencral purposes for which the
Bank is authorized te make or guarantee loans and the scope of the

authority of the Bank to make or guarantoe loans,

2, Article I of the Articles of Agreecment of the Bank

sets forth the purposés of the Bank as followss:

(1) To assist in the reconstruction and development
of territories of members by facilitating the
investnent of capital for nroductive purposes,
including the restoration of econonics destroyed
or disrupted by wer, the rceonversion of productive
facilities to pcacetime needs and the cncournge~
ment of the dovelopment of productive facilitices
and rosources in less developed countries.

(ii) To promote private foreign investment by means of
guarantces or participations in loans and other
investments made by private investors; and : hen
private capital is not avnilable on rcascnable
terns;, to supnlement private investrment by provid-
ing, on suitable conditions, financc for productive
purpases out of its own eapital, funds raised by
it and its other resources,

(1ii) To prouotc tie long-range bulanced growth of inter-
national trade and the maintenance of squilibrium
in baiances of payments by encourzging intcenaticnal

. investment for the development of the preductive re-
sources of merbers, thercby assisting in raising
productivity, the standard of living and conditions
of lebor in their teorritorics,

(iv) To arzenge the loans made or fuaraniced by it in
relatlon %0 inuternational loens throuzh othar chan—
Neds 89 taad the nore useful and urgent projocis,
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lorge and snall elike, will be dealt with first,

(v) 7o conduct its operations with due regard to the éf-
fect of international investnent on busincss condi-
tions in the territories of members and, in the ine. .
mediate postwar years, to assist in bringing wbout a .-
smooth teansitlion fron a wartime to o peaeetine econ-

Ol e

The Bank shall be guided in all its decisions by the pure
poges set forth nbove, ;

3¢ The pelevant provisions of Article IIT of the Articles
of Agreement of the Bank with regard to the making or guaranteeing of
loans by the Bank are as followss

Seotion 1, Use of Fesources

(a) The rescurces and the facilitics of the Bank shall
be used exclusively for fhe benefit of membirs with equitable consideraw
tion to projeets for development and projects for reconstruction alike,

(b} For the purpose of facilitating the rcstoraticn
and reconstruction of the esonomy of members whose metropolitan tepe
ritorics have suffered great devastation from enemy occunation or hostiliw
ties, the Bank, in determining the conditions and terms of loans made to
sugh members, shall pay speecial regard to lighteniny® the finaneial bur-
den and expediting the completion of such resteratioi )nd reconstruction,

e L % @

Section 3. Linltations on guarantees and borrowings of the
Bank,

The total amount outstanding of guarantees, participaw
tlons in leans and diveet loans made by the Bank shall not be increased
at any tine, if by such increasc the total would ‘excecd one hundred pere
cent of the unimpaired subseribed capital, reserves and surplus of the
Bank,

Section 4o Conditions on vhich the'Bank nay puarantee or
© make loans,

The Bank may puarantee, participate in, or make loans
Yo any member or any political sub-division thcreof and any business,
~ndugstrial, and agricultuyal entorprise in.the territarics of o menw
ber, -subject tq the following conditionss.
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(ii)

(1i1)

(iv)

(v)

(vi)

(vii)

e

VWhen the menber in whose territorics the
project is located is not itsclf the borrower,
the menmber or the central bank cor scme:
conparable agency of the nenber vhich is
acceptable tc the Bank, fully puarentees

the repaynent of the principal and the payrent
of interest und other charges cn the loan,

The Bank is satisfied that in the prevailing
narket conditicns the borrower weuld be unable
otherwise to cbtain the loan undcer conditions
which in the opinion of the Bank are reason-
able for the borrover.

A competent cormittee, as provided for in
Article V, Section 7, has subnitted a written
report recoronding the project aftcy a careful
study of the merits of the proposal,

In the opinion of the Bank the rate of interest
end other charges cre ronsonable and such ratey
charges aund the schedule for repaymcnt of
principal are appropriate to the project,

In noking or gusranteeing a loan, the Bank shall

pay due regard to the prospects that the terrower,
and, if the borrower is net a wenber, thot the
guavantor, will be in position to neet its
obligations under the loanj and the Bank shall

act prudently in the interests both of the
particular nenber in vhese territories the project
is located and of the renbers as a wvhole,

In guaranteeing a loan made by other investors,
the Bank roceives suitable conpensation for its
risk.

except in special circunstanccs, be for the
purpose of specific projects of reconstruction
or development,

Loans rade or puaranteed by the Bunk shall, r {[
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Section 5. Use of loans guarontoed, marticinated in or
nade by the sank,

(a) The “ank sh-1l irmose no coniitions that the Do~
cceds of o loan shall Ye spent in the torritories of any particular
nember or members, !

(b) The Tank shall mnke arranzenents to ensure thot
the nrocecds of ony lonn are used only for the purnoscs for which the
lonn wns gronted, with due attentisn to considerntions of econory and
efficiency and without rezarl to molitical or other non-economic in-
fluences or considerntions,

(¢) In the caso of lozns mnde by the Zenk, it shall

oren an account in the name of the horrower ~nd the rriount of the loan
shall be credited to this account in the currency or currencies in which
the lo~n is made, The borrower shall de nernitted by the ank to drow
on this account only to meet expenses in connection with the Troject as
they are actually incurred,

L. The expression "lonns for programs of economic recon—
struction and the reconstruction of monctary systems, including long-
tern stabilization loans, " is not defined oither in the -retton Woods

Agrecments Aet or in the atovewquoted Resolution No, 6., There is no

roason to doubt, however, th-t loans of the kinls intondod to Do in-

cluded in such expression foll within the gencrrl purposes for which

the Trnk is nuthorized to nnke or muarcntec loans, With rezard to

any particular loan the only question would be whether or not it come
plied with the conditions specified in the‘above-quoted provisions of |
arvicle III of the irticles of Agroement of the Zank, Such conditions
arvnly generally to all loans nade or ?ﬁnrantecd by the Ionk,

Anoong those conditions is the condition set forth in »aro~
graph (vii) of Soction 4 of Article III that "Loans made or guaranteed .
by thq -ank shell, except in speeial circunstances, be for the purnose

of specific projects of reconstruction or development,” It is obvious
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thot nony of the lonns roferred to in Scetion 12 of the Drotton Woods
s4zreencnts Lct would bYe "for the purpese of specific nrojects of re-
construction or develorrient, within the necning of the above—quoted
provision of Section 4 (vii) of .rticloe III of the ..rticles of Asroce
ment of the “onk, Tut without ot this time attemting to detorminc
wvh~t would constitube o snocific projeet of reconstruction or develop—
nent within the neaning of thatISection. it is sufficicnt to oint out
that under such Scction the-?{nk is authorized "in shocial circunstonces!
to make or suarnntec lonns other thon for murposes of specific projects
of reconstruction or developrient, proviled, of ensursc, thot such loans
come within the seneral mpurnoscs of the [ onk as set forth above. It
follows, therefore, that, under irticle III, Scotion 4 (vii), of the
Articles of Agresment, the “onk, while nrimarlly exnhectel to nnke or
guarantec loans for srecific wrojects of recrnstruction and develop—

nent, does howe authority to nake or qunrcntee locns for trosrons of

econnnic reconstruction ~nd the roconstructinn of monctory systens, in-

cluding long-tern. stabilization lonns, even if such losns orc not for

specific projects of reconstruction or develonment vwithin the neaning

of such Scction,

5« In determinins whether or not fo noko or suorantee any
such lo~n, it is, of course, for the Zcnk to decide whether or nnt such
loen conforms to the conditions spoeeificd in the above—qnotec_?rofisions
of Article III of the Articles of A-rocmont of tho lank, nnd, in the cose
of o loan which is not for the purrose of o srceifie nroject of recon-
struction or develorrient, it is for the Znnk to docide whoethor special

circunstonces exist which Justify it in n kin: or suarontecing such loan,
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6. The Committec is, therefore, of opinion th~t, under
the irticles of Asrecment, the Senk hes 2uthority to noke or
querantes loong for prograne of ocononic recanstruction sn' the re-—
construction of monstary systens, incluling long-term st~bilization
loans, ~nl tho Committee rccommends thnt the Ixecutive Dircctors so
decide, ‘

7+ If this report shnll be approved by the Executive
Dircetors, the Comnmittee rocommends thot this report be transmittoi
to the Zoard of Gevernors as the decision of the Executive Direcctors
in accordance with the above-quoted Resolution No, 6 of tho Sonrd of

Governors,

Committoe on Intsr-retntinn

(Orizinsl sismed by

Kyrinlos Vorvaressos

Kyrinkos Vorvaressos (Chnirmen)

Hubert Ansinux
Victor Moller
Tuen~Tinz Shen
N, Sundaresan



Excerpts

Section 12 of the Bretton Woods Agreements ‘ct of the United
States of America provides as followss
The governor and executive director of the Bank
appointed by the United States are hereby directed to
obtain promptly an official interpretation by the Bank
as to its authority to mak‘e or guerantee loans for pro-
grams of economic reconstruction and the reconstruction
of monetary systems, including long-term stabilization
loanse If the Bank does not interpret. its powers to in-
clude the making or guaranteeing of such loans,. the
" governor of the Bank representing the United States is
hereby directed to propose promptly and support an amend=-
ment to the Articles of Agreement for the purpose of
explicitly authorizing the Bank, after consultation with
the Fund, to make or guarantee such loans, The President
is hereby authorized and directed to accept an amendment

to that effect on behalf of the United States.
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- ok Directors on June 4, 19.7)

ITERITAT IONAL BAVK FOR
RECOISTRUCTION AP DEVELOF.ENT

REFORT BY THE FRESIDENT TO THE EXECUTIVE DIRECTORS WITH
RESEECT TO MATTERS OF QRGANIZATION AND LOAN PROCEDURE

The Executive Directors have heretofore recognized that the

principles with respect to organization and procedure adopted last summer

(R-17 (Revised) approved July 23, 1946) must be re-examined in the light

of experience since that time,

The management of the Bank, after careful consideration of the

important issues involved, recommends the adoption by the Executive

Directors of the following statement of principles to take the place of

R-17 (Revised):

1. The Executive Directors are responsible for the decision
of all matters of policy in connection with the operations of the
Bank, including the approval of loans.

2. The management is responsible for developing recommendations
on all matters of policy requiring decision by the Executive Directors.
thenever, in connection with the operations of the Bank, decision of
a question of policy becomes necessary, the President will submit such-
question to the Executive Directors with the recommendation of the
management as to the action to be taken. Any Executive Director may
at any time propose for discussion and decision any matter of policye.

3. Meetings of the Executive Directors will be called by the
Chairman. He will call a regular meeting of the Executive Directors
at least once each week, unless the Executive Directors determine
with respect to any particular weelt that a meeting is unnecessary,
and will call such additional meetings of the Executive Directors as
he believes to be necessary in the interests of the Banke The Chair-

men will call a special meeting of the Executive Directors whenever

Sec~710




requested to do so by ony Executive Dircctor.

4, TFollowin: each resular weekly meeting of the Exccutive
Directors, an informal meeting will be held, at which the President
ocnd apnropriate menbers of the staff designated by him will discuss
infornally with the Dxecutive Direcctors the stotus of the work in
the various departments of the Bank, the problems being encountered,
and the progsress being madeyas well as the status of -1l important
or;janigation ~and administrotive natters,

5+ Comnittees of the Executive Dircectors, whether standing or
24 hoc will be cormosed of threc or nore Executive Directors desig-
nated by the President in consultation with the Executive Directors,
Each committee will have o chairman and a vice-cheirman, also desipg-
nated by the President. 1In the obscnce of an Executive Director,
his Alternate will nct for him as a cormittee membver,

6, The President will, from time to time, revicw the cormmposition
of committees, in order to assurc a falr distribution of committee
assignments,

7+ There will he the followins standing committcos:

Fiﬁancinl Policy

Interpretation

Linison
It is intended that the Tinancinl Policy Cormittce will consider
those natters heretofore considered by both the Loan Policy and
FPinaneisl Foliey Committecs, The question of the continuance of
the Joint Stonding Connittece with the Fund is reserved for semarate
oconsideration at o loater dnto.

8. Ad hoc comnittees will be established fronm tine to tine

Sec-693
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to consider and make recommendations on specific matters referred

to them by the Executive Directors (including, where appropriate,

the action to be taken on any specific loan application). The
present Membership and Advisory Council Committees are considered

as Ad Hoc Committees, which will continue in existence until the
specific matters referred to them have been resolved., The Organi-
zation Committee is considered as an Ad Hoc Committee whose work will
have been completed when and if this statement of principles is
adopted by the Executive Directors.

9 Committees will meet upon the call of the chairman of the
committee or, in his absence, the vice-chairman, The chairman or
vice-chairman will call a committee meeting whenever in his opinion
the interests of the Bank so require or when requested to do so by
any other member of the committee or by the President. Attendance
at committee meetings will be limited to the members of the committee,
their alternates, the President, and such members of the staff as the
President may determine to be necessary to facilitate the work of the
committee, unless in the case of any particular meeting the committee
determines that other Executive Directors, Alternates, or particular
members of the staff should be invited to attend.

10. The Secretary of the Bank will function as Secretary of
the Zxecutive Directors and will provide the Secretariat for Executive
Directors' committees,

11. It is the responsibility of the Secretariat and of the
members of the technical staff of the Bank assigned to facilitate
the work of Executive Directors' committees to furnish to such com-
mittees factual information requested by them, and to prepare,

upon request, drafts of committee reports and other documents

See~710
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setting forth the views of the committee,
12, The following procedure will be followed in connection
with the nrocessing of loan applications:

a. When a loan application is received, it will be
reproduced and distributed to all Executive Directors. The
anplication will then be studied by the management and dis-
cussions will be conducted with the applicant to determine
the precise nature of the loan reguested and the general
economic and balance of payments situation of the proe-
pective borrover.

be If, after study of the apnlication, the President
believes that the loan should not at the time be made, he
will promvtly so recommend to the Zxecutive Directors with
his reasons therefor,

ce If, after study of the application, the President
believes that & loan, subject to apnropriaste negotiation,
should be granted, he will proceed, after so informing the
Ixecutive Directors to conduct such negotiation with the spnli-
cant to reach agreement on the amount, term end conditicne
of the loan.

d. If agreement is reached with the apnlicant, the
final proposal of the FPresident embodying such agreement,
accompanied by a report of the statutory Loen Committee
recommending the project, will be presented to the ILxecu-
tive Directors for decision. If no sgreement is reached,
the facts of the matter will be presented by the President
to the Executive Directors, with his recommendation as to

the action to be taken.
See-710
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es During the process of etudy, discussion and ne-
gotiation, the management will keep the Executive Directors
informed with respect to the nrogress and status of the loan
application by oral reports made at the informal weekly meet-
ings of the Ixecutive Directors énd by such supplementary
vritten information and documentation as may be eppropriste
in individual cases. Where such study, discussion or negotia—
tion reveals that the loan applicetion presents a question
of policy not theretofore decided by the Executive Directors,
the President will promptly inform the Executive Directors of
the issue of policy involved and will recommend to the Ex-
ecutive Directors at what stage he believes that discussion
and decision of such issue by the Ixecutive Directors should
teke pleces.

f. The statutory Loen Committee required to be es-
tablished under Section 7 of Article V of the Articles of
Agreement to malke revorts on loang pursuant to Article III,
Section 4, shall consist of the expert selected by the

‘Governor renresenting the apnlicent, and the Vice President,
Loan Director, General Counsel, Director of Research and
Treasurer of the Rank, If any of such officers shall for
any reason be unable to act on a particular loan committee,
the Pregident or Vice-President may designste a substitute
to act for him,

13. As used in this stetement of principles, the words
"Zxecutive Director" include an Alternate acting for an Executive

Director,

Sec-710
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
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Regular Meeting of the Board of Executive Directors

‘A regular meeting of the Board of Executive Directors of the
International Bank for Reconstruction and Development was held at the
offices of the Bank, 1818 H Street NW, Washington, D. C,, on Thursday,
July 18, 1946 at L3230 o'clock in the afternoon.

There were present the following:

Eugene Meyer, President and Chairman
Harold D. Smith, Vice President

Executive Directofs

Js We Beyen

R. B« Bryce

Emilio G, Collado
Sir James Grigg
Pierre Mendes-France
Victor lioller
Yuen-Ting Shen

N, Sundaresan
Kyriakos Varvaressos

Alternates

Aramis Alvarez
Thomas Basyn
Maurice L. Hutton
Fernando Illanes
Crena de Iongh
Leonard B. Rist
Ernest Sturc
Peter Wright.

Floyd Re. Harrison, Assistant to the President
John S. ii.cker. Temporary Secretary

The minutes of the meeting of July 15, 1946 (M-22), were approved.

On motion duly made and seconded, the following Resolution (No. 10)
was unanimously adopted:



WRESOLVED:

That on receipt of a formal invitation from the Temporary
Sub-Commission on Economic Reconstruction of Devastated areas
meeting in London, England commencing on 29 July 1946 that the
Bank be represented there by a consultant, the invitation be
accepted and Mr. Leonard B. Rist be appointed a Consultant at
that meeting to represent the Bank, and particularly to explain
its purposes and limitations, without in any way undertaking
any commitments on behalf of the Bank,."

There was discussion of a draft letter to UNRRA in reply to their
letter of July 12 concerning the Bank's sending an observer to their forth-
coming session at Geneva., The Board agreed to the substance of the draft
submitted by the Committee on Loan Policy, the exact wording to be deter-
mined by the President.

Mr. Collado referred to his letter of July 16 to the Chairman re-
questing that urgent attention be given to the request for interpretation
of the powers of the Bank incorporated in Section 12 of the Bretton Woods
Agreements Act, and made the following summary statement of the position of
the United States:

The Congress of the United States in Section 12 of the Bretton
Woods Agreementsiict directed the United States Governor and Executive
Direcctor to obtain promptly an official interpretation by the Bank as
to its "authority to make or guarantee loans for programs of economic
reconstruction and the reconstruction of monetary systems, including
long-term stabilization loens". Section 11 of the Act requests an
interpretation by the Fund as to whether "its authority to use its *
resources extends beyond current monetary stabilization operations
to afford temporary assistance to members in connection with seasonal,
cyclical and emergency fluctuations in the balance of payments of any
member for current transactions", At the Savannah Meeting the United
States Governor requested that action be taken in this matter and the
Governors by Resolution No. 6 referred the matter to the Executive
Directors in accordance with Article IX,

The scope of loan activities of the Bank was the subject of much
discussion prior to and during the Bretton Yoods Conference. Pro-
posals submitted by the United Kingdom and the Netherlands at Bretton
Woods provided specifically in exceptional circumstances to ald a member
4n"establishing its exchanges and allowing 2 preathing space for the
recovery of its econouy and the balancing of its international payments"
In the discussion at Bretton Woods two principzl cases were discussed:
(a) direct monetary reconstruction or "stabliziation" loans and (b)
loans for the reconstitution of levels of stocks of raw materials and
foodstuffs. Both of these categories of loans were characterized as
working capital advances,.




—

3w

A nunber of delegations felt that too much emphasis on monetary
and exchange leans might detract from aeecptance of the lonetary Fund
proposals and secordingly it was deeided to omit detailed refcrence
to these loan concepts. The final provision was worded (irticle III
Section Lfvii)) "lozns made or guaranteed by the Bank which, except
in special circumstances, be for the purpose of specific projects of
reconstruction or development", A number of delepations wished to
be specifically satisfied that this wording covered the two categories
of loans mentioned above, and other similar easece, and the delegation
of Czechoglovekia directed specific questions to the representatives
of the United ®tates in both the working commission and the plenary
session. On Bpoth of these occasions the United States official spokes-
man took the position that such loans under appropriate circumstances
were included in the "special circumstences® provision,

Spokeemen for the State and Treasury Departments recited this
history in the Congressional hearings on the Bretton Woods lAgrecments
Act. The Congrees, however, has requested a formal interpretation in
this matter. The Bxeeutive Director for the United States consequently
submits that both the wording of the Articles of Agreement and their
legislative history clearly indicatc that the Bank has the legal
authority to make the type of loans referred to in Seetion 12 of the
Bretton Woods Agreements Aeh,

The Chairman ptated that Mr. Coll~do's letter of July 16 and its cn-

closure had been referred to the Committece on Interpretation and that the
Legal Department would work with the Committec on the matter.

The Chairman reported that the Committee on Loan Policy had discussed

the distribution of the documents of the Bank to Covernors and member
governments. He stated that the Committee had reached no definite decision
on this matter in yegerd to all documents, but fclt that the minutes of the
Board mectings ehould have no outside distribution. There was a brief
~discussion of this question and thc Chairmen suggested that it be held over
for decision at a later mecting of the Board.

There being no further business, the meeting was adjourned,

Adopted August 13, 1946

Temporary Seerctary



INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

(NOT FOR PUBLIC USE)

CONFIDENTTIAL
FOR DECLASSIFIED R-106/7
EXECUTIVE Date: Hll‘glﬁw <P (For consideration by the
’ Executive Direct
Z’:EETC,L%R » Septenber 13, 1956)
FROM: The Secretary Sentember 7, 1956

MEMORANDUM WITH REGARD TO ORGANIZATION AND

LOAY PROCEDURE (REVISED) - R-106/6 DATED AUGUST 10, 1955

1. In view of the recent changes in the Management of the Bank, the

Memorandum R-106/6

dated August 10, 1955 requires the following amendmentss:

(a) Paragraph li (1ine 3) and Paragraph 8 (line 2\{; replace

Uthe Vice President" with "a Vice President".

(b) Paragraph Li (line 5); replace "Vice Fresident" with

"Vice

Presidents",

(¢) Paragraph 11(f) to read as follows:

2« If these

"The statutory Loan Committee required to be established
under Section 7 of Article V of the Articles of Agree-

ment to make reports on loans pursuant to Article III,
Section ki, shall consist of the expert selected by the
Governor representing the applicant, and a Vice President,
the Director or Acting Director of the particular Area
Operational Department concerned with the loan, the
Director or Acting Director of the Legal Department, the
Director or Acting Director of the Department of Technical
Operations, and the Treasurer or Acting Treasurer of the
Bank, If any of such officers shall for any reason be
unable to act on a particular Loan Committee, the President
or a Vice President may designate a substitute to act for him,"

changes are approved by the Executive Directors at their meet-

ing on September 13, a revised version of the complete Memorandum will be

circulated.

Distribution:

Executive Directors and Alternates

President
Vice Presidents
Department Heads

Sec, 10~369
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R-106/6

I‘ INTERNATIONAL BANK FCR DECLASSIFIED

. RECONSTRUCTION AND DEVELOPMENT Date: IS | oo st®

| FRQM: The Secretary August 10, 1955

Memorandum with Regard to Organization and
Loan Procedure-(Revised)

|

H Memorandum R-106/5, dated October 16, 1952, regarding

| Organization and Loan Procedure has been revised to incorporate the

| changes in paragraph 11 (f) as approved by the Executive Directors on
%- August 9, 1955. Attached is a copy of the revised memorandum for

| information,

i Attachment

Executive Directors and Alternates
President

Vice President

Assistant to President

Department Heads

Secretary, International Monetary Fund

|

Distribution:
| Se Ce 9'37'-'-
|

|
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Date: nlis (200 ® CONFIDENTIAL
INTERNATIONAL BANK FOR R=-106/6

RECONSTRUCTION AND DEVELOPMENT

(As revised by the
Executive Directors on
August 9, 1955)

August 10, 1955

Memorandum with Regard to Organization and
Loan Procedure

1. The Executive Directors are responsible for the decision of all matters
of policy in connection with the operations of the Bank, including the
approval of loans,

2. The management is responsible for developing reccmmendations on all
nmatters of policy requiring decision by the Executive Directors. Whenever,

in connection with the operations of the Bank, decision of a question of
policy becomes necessary, the President will submit such question to the
Executive Directors with the recommendation of the management as to the action
to be taken. Any Executive Director may at any time propose for discussion
and decision any matter of policy.

3. lMeetings of the Executive Directors will be called by the Chairman. He
will call a regular meeting of the Executive Directors at least once each
month, unless the Executive Directors determine with respect to any particular
month that a meeting is unnecessary, and will call such additional meetings
of the Executive Directors as he believes to be necessary in the interests of
the Bank. The Chairman will call a special meeting of the Executive Directors
whenever requested to do so by any Executive Director. DMonthly meetings would
be organized in accordance with report (R-270/1) as approved by the Executive
Directors on January 16, 1950.

. Comittees of the Executive Directors will be composed of three or more
Executive Directors designated by the President in consultation with the

Executive Directors. The President, or in his absence the Vice President,

Sec. 9‘37’-‘-
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will act as chairman of each camittee. In the absence of both the President
and the Vice President, the members of any committee may designate one of their
number to act as chairman of that committee. In the absence of an Executive
Director, his Alternate may act for him as a committee member.
5. The President will, from time to time, review the camposition of
canmittees, in order to assure a fair distribution of ceommittee assigrments.
6. There will be the following standing committees:

Financial Policy

Interpretation
7. Ad hoc committees will be established fram time to time to consider and
male reconmendations on specific matters referred to them by the Executive
Directors. The existing liembership Committee is an Ad Hoc Committee, which
will contime in existence until the specific matters referred to it have been
resolved.
8. Committees will meet upon the call of the President or, in his absence,
the Vice President. The President or Vice President will call a committee
meeting whenever in his opinion the inmterests of the Bank so require or when
requested to do so by any member of the cammittee. Attendance at committee
meetings will be limited to the members of the committee, their alternates,
the President, and such members of the staff as the President may determine
to be necessary to facilitate the work of the committee, unless in the case
of any particular meeting the committee determines that other Executive
Directors, Alternates or particular members of the staff should be invited
to attend.
9. The Secretary of the Bank will function as Secretary of the Executive

Directors and will provide the secretariat for committees.

Sec. 9"‘3?11
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10. It is the responsibility of the secretariat and of the members of the

technical staff of the Bank assigned to facilitate the work of committees to

furnish to such committees factual information requested by them, and to

prepare, upon request, drafts of cammittee reports and other documents setting

forth the views of the committee.

11, The following procedure will be followed in connection with the

processing of loan applications:

e

Ce

d.

When a request for a loan is received, the substance of it

will be reported to the Executive Directors. The request

will then be studied by the management and discussions will

be conducted with the applicant to determine the precise

nature of the loan requested and the general economic and

balance of payments situation of the prospective borrower.

If, after study of the application, the President believes

that the loan should not at the time be made, he will promptly

so report to the Executive Directors with his reasons therefor.
If, after study of the application, the President believes that

a loan, subject to appropriate negotiation, should be granted,

he will, after so infoarming the Executive Directors, proceed

to negotiate with the applicant in order to reach agreement

on the amount, term and conditions of the loan.

If agreement is reached with the applicant,the final proposal

of the President embodying such agreement, acceompanied by a
report of the statutory Loan Committee recommending the project,
will be presented to the Executive Directors for decision. If

no agreement is reached, the facts of the matter will be presented
by the President to the Executive Directors, with his recommendation

as to the action to be taken.

Sece. 9-37}4
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e. During the process of study, discussion and negotiation, the
management will keep the Executive Directors informed with
respect to the progress and status of the loan application
by fortnightly reports made at and between the monthly meetings.
Where such study, discussion or negotiation reveals that the loan
application presents a question of policy not theretofore decided
by the Executive Directors, the President will promptly inform
the Executive Directors of the issue of policy involved and will
recamend to the Executive Directors at what stage he believes
that discussion and decision of such issue by the Executive
Directors should take place.

f. The statutory Loan Committee required to be established under
Section 7 of Article V of the Articles of Agreement to make
reports on loans pursuant to Article III, Section L, shall
consist of the expert selected by the Governor representing
the applicant, and the Vice President or Assistant to the
President, the Director or Acting Director of the particular
Area Operational Department concerned with the loan, the
General Counsel or Acting Ceneral Counsel, the Director or
Acting Director of the Department of Technical Cperations,
and the Treasurer or Acting Treasurer of the Bank., If any
of such officers shall for any reason be unable to act on a
particular Loan Committee, the President, or Vice President,
or Assistant to the President may designate a substitute to
act for him,

12, As used in this memorandum, the words "Executive Director" include an

Alternate acting for an Executive Director.

Sec. 9"37h



INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT DECLASSIFIED

Date: nis|200 cqp
CONFIDENTIAL
R-106/8

FROM: The Secretary September 1l, 1956

Memorandum with Regard to Organization and
Loan Procedure - (Revised)

Memorandum R~106/6, dated August 1ll, 1955, regarding
Organization and Loan Procedure has been revised to in-
corporate the changes in paragraphs L and 11(f) /R-106/7 dated
September 7, 1956] as approved by the Executive Directors on
September 13, 1956. Attached is a copy of the revised

memorandum,

Attachment

Distribution:

Executive Directors and Alternates
President

Vice President

Department Heads

Secs 10=379



DECLASSIFIED

INTERVATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT Date: \15\30‘40 w4/

CONFIDENTIAL

R=106/7
(As revised by the Executive

Directors on September 13,
1956)

September 1l, 1956

Memorandum with Regard to Organization and
Loan Procedure

1. The Executive Directors are responsible for the decision of all
matters of policy in connection with the operations of the Bank, including
the approval of loans.

2. The management is responsible for developing recommendations on
all matters of policy requiring decision by the Executive Directors.
Whenever, in comnection with the operations of the Bank, decision of a
question of policy becomes necessary, the President will submit such
question to the Executive Directors with the recommendation of the manage=-
ment as to the action to be taken. Any Executive Director may at any
time propose for discussion and decision any matter of policy.

3. Meetings of the Executive Directors will be called by the Chairman.
He will call a regular meeting of the Executive Directors at least once
each month, unless the Executive Directors determine with respect to any
particular month that a meeting is unnecessary, and will call such
additional meetings of the Executive Directors as he believes to be
necessary in the interests of the Bank. The Chairman will call a special
meeting of the Executive Directors whenever requested to do so by any

Executive Director. Monthly meetings would be organized in accordance

" Sec. 10-379
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with report (R=270/1) as approved by the Executive Directors on
January 16, 1950.

e Committees of the Executive Directors will be composed of three
or more Executive Directors designated by the President in consultation
with the Executive Directors. The President, or in his absence a Vice
President, will act as chairman of each committee. In the absence of
both the President and the Vice Presidents, the members of any committee
may designate one of their number to act as chairman of that committee.
In the absence of an Executive Director, his Alternate may act for him as
a committee member.

5. The President will, from time to time, review the composition of
committees, in order to assure a fair distribution of committee assignments.

6. There will be the following standing committees:

Financial Policy
Interpretation

7. Ad hoc committees will be established from time to time to
consider and make recommendations on specific matiers referred to them
by the Executive Directors. The existing lMembership Committee is an
Ad Hoc Committee, which will continue in existence until the specific
matters referred to it have been resolved.

8. Committees will meet upon the call of the President or, in his
absence, a Vice President., The President or Vice President will call a
committee meeting whenever in his opinion the interests of the Bank so
require or when requested to do so by any member of the committees.
Attendance at committee meetings will be limited to the members of the

committee, their alternates, the President, and such members of the staff

Sec. 10-~379
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as the President may determine to be necessary to facilitate the work of
the committee, unless in the case of any particular meeting the committee
determines that other Executive Directors, Alternates or particular members
of the staff should be invited to attend.
9. The Secretary of the Bank will function as Secretary of the

Executive Directors and will provide the secretariat for committees.

10, It is the responsibility of the secretariat and of the members
of the technical staff of the Bank assigned to facilitate the work of
committees to furnish to such committees factual information requested by
them, and to prepare, upon request, drafts of committee reports and other
documents setting forth the views of the committee.

11. The following procedure will be followed in connection with the
processing of loan applications:
VY\AJM

(a) When a request for a loan is received, the substance

S

of it will be reported to the Executiwe Directors.
The request will then be studied by the management
and discussions will be conducted with the applicant
to determine the precise nature of the loan requested
and the general economic and balance of payments

situation of the prospective borrowers.

(b) 1If, after study of the application, the President
believes that the loan should not at the time be
made, he will promptly so report to the Executive

Directors with his reasons therefor.

Sec, 10=379



(e)

(a)

(e)
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If, after study of the application, the President
believes that a loan, subject to appropriate
negotiation, should be granted, he will, after so
informing the Executive Directors, proceed to
negotiate with the applicant in order to reach
agreement on the amount, term and conditions of

the loan.

If agreement is reached with the applicant, the final
proposal of the President embodying such agreement,
accompanied by a report of the statutory Loan Committe
recormending the project, will be presented to the
Executive Directors for decisione If no agreement
is reached, the facts of the matter will be presented
by the President to the Executive Directors, with his

recommendation as to the action to be taken.

During the process of study, discussion and negotia=
tion, the management will keep the Executive Directors
informed with respect to the progress and status of
the loan application by fortnightly reports made at
and between the monthly meetings. Where such study,
discussicn or negotiation reveals that the loan
application presents a question of policy not there-
tofore decided by the Executive Directors, the
President will premptly inform the Executive Directors
of the issue of policy involved and will recommend to

the Executive Directors at what stage he believes that



12, As used in this memorandum, the words "Executive Director" include an
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discussion and decision of such issue by the

Executive Directors should take place.

The statutory Loan Committee required to be
established under Section 7 of Article V of
the Articles of Agreement to make reports on
loans pursuant to Article III, Section l,
shall consist of the expert selected by the
Governor representing the applicant, and a
Vice President, the Director or Acting Director
of the particular Area Operational Department
concerned with the loan, the Director or Acte
ing Director of the Legal Department, the
Director or Acting Director of the Department
of Technical Operations, and the Treasurer or
Acting Treasurer of the Bank., If any of such
officers shall for any reason be unable to act
on a particular Loan Committee, the President
or a Vice President may designate a substitute

to act for hime

Alternate acting for an Executive Director.

Sz2c. 10=379



INTERNATIONAL ~ANK FOR RECONSTRUCTION AND DeEECPREASSIFIED

(NOT FOR PUBLIC USE) Date:
FOR DECLASSIFIEL St
EXECUTIVE Date: |1 o 59 R~6L3/1
DIRECTORS’ (For considgration by the
Executi i &
MEETING e e
FROM: The Secretary August 5, 1955

MEMORANDUM WITH REGARD TO ORGANIZATION AND LOAN PROCEDURE
(R-106/5 dated October 16, 1952)

The composition of the Statutory Loan Committee is prescribed in para-

graph 11(f) of the Memorandum with regard to Organization and Loan Procedure

(R-106/5, dated October 16, 1952) as follows:

"The statutory Loan Committee required to be established under
Section 7 of Article V of the Articles of Agreement to make
reports on loans pursuant to Article III, Section l, shall
consist of the expert selected by the Governor representing
the applicant, and the Vice President, the Director of the
particular Area Operational Department concerned with the loan,
the General Counsel, the Director of the Department of Technical
Operations and the Treasurer of the Bank. If any of such
officers shall for any reason be unable to act on a particular
Loan Committee, the President or Vice President may designate
a substitute to act for him,"

It would be helpful if this paragraph could be changed to include

alternative designations for occasions when the Vice President or heads of

departments are absent from the Bank.

Distribution:

Executive Directors and Alternates
President

Vice President

Assistant to President

Department Heads

Sec- 9"366
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3. Accordingly, it is recommended that the said paragraph 11(f) of the
llemorandum be revised to read as follows:

"The Statutory Loan Committee required to be established under
Section 7 of Article V of the Articles of Agreement to make
reports on loans pursuant to Article III, Section L, shall
consist of the expert selected by the Governor representing
the applicant, and the Vice President or Assistant to the
President, the Director or Acting Director of the particular
Area Operational Department concerned with the loan, the
Genersl Counsel or Acting General Counsel, the Director or
Acting Director of the Yepartment of Technical Operations,
and the Treasurer or Acting Treasurer of the Bank. If any
of such officers shall for any reason be unable to act on
a particular Loan Committee, the President, or Vice President,
or Assistant to the President may designate a substitute to
act for him,"

Sec- 9"‘366



INTERNATIONAL BANK FOR - CONFIDENTIAL
RECONSTRUCTION AND DEVELOPMENT

: 06
DECLASSIFIED o

Date: (IS |20
/ / “_ October 16, 1952

Memorandum with Regard to Organization and
Loan Procedure = (Revised)

Memorandum R-106/L regarding Organization and Loan Procedure
has been revised to incorporate the change in paragraph 11 (f)
as approved by the Executive Directors on October 16, 1952,
Attached is a copy of the revised memorandum for information.

Distribution:

Executive Directors and Alternates
President

Vice President

Assistant to President

Department Heads

Secretary, International Monetary Fund

Sec.7-23



INTERNATIONAL BANK FOR CONFIDENTIAL

RECONSTRUCTION AND DEVELOPMENT

R-106/5

DECLASSIFIED Gin KB M
Date: 11]iS [0 «b Executive Directors on

October 16, 1952.)

October 16, 1952

Memorandum with Regard to Organization and
Loan Procedure

1. The Executive Directors are responsible for the decision of all matters of
policy in connection with the operations of the Bank, including the approval of
loans.

2. The management is responsible for developing recommendations on all matters
of policy requiring decision by the Executive Directors. Vhenever, in connection
with the operations of the Bank, decision of a question of policy becomes necessary,
the President will submit such question to the Executive Directors with the recom-
mendation of the management as to the action to be taken. Any Executive Director
may at any time propose for discussion and decision any matter of policy.

3. QMeetings of the Executive Directors will be called by the Chairman, He will
call a regular meeting of the Executive Directors at least once each month, unless
the Executive Directors determine with respect to any particular month that a
meeting is unnecessary, and will call such additional meetings of the Executive
Directors as he believes to be necessary in the interests of the Bank, The
Chairman will call a special meeting of the Executive Directors whenever requested
to do so by any Executive Director. Monthly meetings would be organized in
accordance with report (R-270/1) as approved by the Executive Directors on

January 16, 1950.

L. Committees of the Executive Directors will be composed of three or more
Executive Directors designated by the President in consultation with the Executive
Directors. The President, or in his absence the Vice President, will act as

53007‘23
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chairman of each committee. In the absence of both the President and the Vice
President, the members ef any committee may designate one of their number to
act as chairman of that committee. In the absence of an Executive Director,
his Alternate may act for him as a committee member.
5. The President will, from time to time, review the composition of committees,
in order to assure a fair distribution of committee assignments.
6. There will be the following standing committees:
Financial Policy

s Interpretation
7. Ad hoc committees will be established from time to time to consider and
make recommendations on specific matters referred to them by the Executive
Directors. The existing Nembership Committee is an Ad Hoc Committee, which will

continue in existence until the specific matters referred to it have been resolved.

8. Committees will meet upon the call of the President or, in his absence, the
Vice President. The President or Vice President will call a committee meeting
whenever in his opinion the interests of the Bank so require or when requested to
do so by any member of the committee. Attendance at committee meetings will be
limited to the members of the committee, their alternates, the President, and
such members of the staff as the President may determine to be necessary to
facilitate the work of the committee, unless in the case of any particular
meeting the committee determines that other Executive Directors, Alternates or
particul;r members of the staff should be invited to attend, -

9. The Secretary of the Bank will function as Secretary of the Executive
Directors and will provide the secretariat for committees.

10, It is the responsibility of the secretariat and of the members of the
technical staff of the Bank assigned to facilitate the work of committees to
furnish to such committees factual information requested by them, and to prepare,

5'85.?-?.3
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upon request, drafts of committee reports and other documents setting forth

the views of the committee.

11l. The following procedure will be followed in connection with the processing
of loan applications:

a., VWhen a request for a loan is received, the substance of
it will be reported to the Executive Directors. The request
will then be studied by the management and discussions will
be conducted with the applicant to determine the precise
nature of the loan requested and the general economic and
balance of payments situation of the prospective borrower.

b, If, after study of the application, the President believes
that the loan should not at the time be made, he will promptly
so report to the Executive Directors with his reasons therefor.

c. If, after study of the application, the President believes
that a loan, subject to appropriate negotiation, should be
granted, he will, after so informing the Executive Directors,
proceed to negotiate with the applicant in order to reach
agreement on the amountq term and conditions of the loan.

d. If agreement is reached with the applicant, the final
proposal of the President embodying such agreement, ace
companied by a report of the statutory Loan Committee re-
commending the project, will be presented to the Executive
Directors for decision. If no agreement is reached, the
facts of the matter will be presented by the President to
the Executive Directors, with his recommendation as to the

action to be taken,

Sec.7=23
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€. During the process of study, discussion and negﬁtiat.ion,
the management will keep the Executive Directors informed
with respect to the progress and status of the loan
application by fortnightly reports made at and between
the monthly meetings. Where such study, discussion or

5 negotiation reveals that the loan application presents a
Question of policy not theretofore decided by the Executive
Directors, the President will promptly inform the Executive
Directors of the issue of policy involved and will recommend
to the Executive Directors at what stage he believes that
discussion and decision of such issue by the Executive

Directars should take place.

f. The statutory Loan Committee required to be established under
Section 7 of Article V of the Articles of Agreement to make
reports on loans pursuant to Article III, Section L, shall
consist of the expert selected by the Governor representing
the applicant, and the Vice President, the Director of the
particular Area Operational Department concerned with the
loan, the General Counsel, the Director of the Department of
Technical Operations and the Treasurer of the Bank., If any
of such officers shall for any reas:n be unable to act on a
particular Loan Committee, the President or Vice President
may designate a substitute to act for him,

12. As used in this memorandum, the words *Executive Director” include an
Alternate acting for an Executive Director.

Sec.7-23
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INTERNATIONAL BAMK FOR
RECONSTRUCTION AiD DEVELOPMENT

Memorandum with Regard to Organization and
Loan Procedure_- (Revised

lMemorandum R-106/3 regarding Organization and Loan Procedure
has been revised to incorporate changes approved by the Executive

Directors. Attached is a copy of the revised memorandum for information.

Digtribution:

Executive Directors and Alternates
President

Vice President

Department Heads

Secretary, International lonetary Fund

Sec. 4~187
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CONFIDENTIAL DECLASSIFIED B 106/{* !
Date: (IS [0 5@ b <

INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

Memorandum with Regard to Organization and
Loan Procedure

1. The Executive Directors are responsible for the decision of all
matters of policy in connection with the operations of the Bank, including
the approval of loans. ;

2. The management is responsible for developing recomnendations on all
matters of policy requiring decision by the Executive Directors., Vhenever,
in connection with the operations of the Bank, decision of a question of
policy becomes necessary, the President will.aubmiﬁ such question to the
Executive Directors with the recommendation of the management as to the
action to be taken. Any Executive Director may at any time propose for
discussion and decision any matter of policy.

3, leetings of the Executive Directors will be called by tﬁ? Chairman,

He will call a regular meeting of the Executive Directors at least once
each month, unless the Executive Directors determine with respect to any
particular month that a meeting is unnecessary, and will call such additional
meetings of the Executive Directors as he believes to be necessary in the
interests of the Bank, The Chairmen will call a special meeting of the
Executive Directors whenéver requested to do so by any Executive Director.
Monthly meetings would be organized in accordance with report (R=270/1) as

approved by the Executive Directors on January 16, 1950.

Sec, 4—187
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4, Comnittees of the Executive Directors will be composed of three or
more Executive Directors designated by the President in consultation with
the Executive Directors. The President, or in his absence the Vice Presi-
dent, will act as chairman of each committee. In the absence of both the
President and the Vice President, the members of any committee may designate
one of their number to act as chairman of that committee. In the absence
of an Executive Director, his Alternate may act for him as a committee
member. ‘
5. The President will, from time to time, review the composition of
committees, in order to assure a fair distribution of committee assignments.
6. There will be the following standing committees:

Financial Policy

Interpretation
7. Ad hoc committees will be established from time to time to consider
and make recommendations on specific matters referred to them by the
Executive Directors. The existing llembership Committee is an Ad Hoc
Committee, which will continue in existence until the specific matters
referred to it have been resolved.
8. Committees will meet upon the call of the President or, in his absence,
the Vice President. The President or Vice President will call a committee
mesting whenever in his opinion the interests of the Bank so require or
when requested to do so by any member of the committee. Attendance at
committee meetings will be limited to the members of the committee, their
alternates, the President, and such members of the staff as the President

may determine to be necessary to facilitate the work of the committee,

Sec., 4-187
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unless in the case of any particular meeting the committee determines

that other Executive Directors, Alternates or particular members of the

staff should be invited to attend.

9. The Secretary of the Bank will function as Secretary of the

Fxecutive Directors and will provide the secretariat for committees.

10. It is the responsibility of the secretariat and of the members of

the technical staff of the Bank assigned to facilitate the work of

committees to furnish to such committees factual information requested

by them, and to prepare, upon request, drafts of committee reports and

other documents setting forth the views of the committes.

11. The following procedure will be followed in connection with the

processing of loan applications:

Sec. 4-187
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b.

When a request for a loan is received, the substance
of it will be reported to the Executive Directors..
The request will then be studied by the management
and discussions will be conducted with the applicant
to determine the precise nature of the loan requested
and the general economic and balance of payments
situation of the prospective borrower.

1f, after study of the application, the President
believes that the loan should not at the time be
made, he will promptly so report to the Executive

Directors with his reasons therefor.
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d.
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If, after study of the application, the President
believes that a loan, subject to appropriate
negotiation, should be granted, he will, after so
informing the Executive Directors, proceed to
negotiate with the applicant in order to reach
agreement on the smount, term and conditions of

the loan.

If agreement is reached with the applicant, the
final proposal of the President embodying such
agreenment, accompanied by a report of the statutory
Loan Committee recommending the prqject, will be
presented to the Executive Directors for decision,
If no agreement is reached, the facts of the matter
will be presented by the President to the Executive
Directors, with his recommendation as to the action
to be taken.

During the process of study, discussion and
negotiation, the management will keep the Executive
Directors informed with respect to the progress and
status of the loan application by fortnightly reports
made at and between the monthly meetings. 'here such
study, discussion or negotiation reveals that the
loan application presents a question of policy not
theretofore decided by the Executive Directors, the

President will promptly inform the Executive Directors
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of the issue of policy involved and will
recommend to the Executive Directors at what

stage he believes that discussion and decision

" of such issue by the Executive Directors should

take place.
The statutory Loan Committee required to be

established under Section 7 of Article V of the
Articles of Agreement to make-reports on loans
pursuant to Article III, Section 4, shall congist

of the expert selected by the Governor representing
the applicant, and the Vice President, Loan Director,
General Counsel, Economic Directof and Treasurer of
the Bank, If any of such officers shall for any
reason be unable to act on a particular loan com-—
mittee, the President or Vice President may designate

a substitute to act for him,

12 As used in this memorandum, the words "Executive Director” include

an Alternate acting for an Executive Director.

Sec. 4-187
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INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPIENT

March 25, 19L9

MEMORANDUM WITH REGARD TO ORGANIZATION AND
_LOAN PROCEDURE

1. The Executive Directors are responsible for the decision of all
matters of policy in connection with the operations of the Bank, ineluding
the approval of loans.

2. The management is responsible for developing recommendations on all
matters of policy requiring decision by the Executive Directors, Whenever,
in connection with the operations of the Bank, decision of a question of
policy becomes necessary, the President will submit such question to the
Executive Directors with the recommendation of the management as to the
action to be taken. Any Executive Director may at any time propose for
discussion and decision any matter of policy.

3., Meetings of the Executive Directors will be called by the Chairman,

He will call a regular meeting of the Executive Directors at least once
each week, unless the Executive Directors determine with respect to any
particular week that a meeting is unnecessary, and will call such additional
meetings of the Executive Directors as he believes to be necessary in the
interests of the Bank., The Chairman will call a special meeting of the

Executive Directors whenever requested to do so by any Executive Director.

Sec:3-173
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Le At each regular weekly meeting of the Executive Directors, the President

and appropriate members of the staff designated by him will discuss informally
with the Executive Directors the status of the work in the various departments
of the Bank, the problems being encountered, and the progress being made,
as well as the status of all important organization and administrative
matters,
5, Committees of the Executive Directors, whether standing or ad hoe
will be composed of three or more Executive Directors designated by the
President in consultation with the Executive Directors, The President, or
in his absence the Vice President, will act as chairman of each commitiee,
In the absence of both the President and the Vice President, the members
of any committee may designate one of their number to act as chairman of
that committee, In the absence of an Executive Director, his Alternate
may act for him as a committee member.
6, The President will, from time to time, review the composition of
committees, in order to assure a fair distribution of committee assignments,
7« There will be the following standing committees:

Financial Policy

Interpretation

8, Ad hoc committees will be established from time to time to congider
and make recommendations on specific matters referred to them by the
Executive Directors (including, where appropriate, the action to be

taken on any specific loan application). The existing Hembership Committee
is an Ad Hoc Committee, which will continue in existence until the specifie

matters referred to it have been resolved,

Sec 3-173



9. Committees will meet upon the call of the President or, in his

absence, the Vice President, The President or Vice President will cell
a committee meeting whenever in his opinion the interests of the Bank so
require or when requested to do so by any member of the committee.
Attendance at committee meetings vill be limited to the members of the
committee, their alternates, the President, and such members of the staff
as the President may determine to be necessary to facilitate the work of

the committee, unless in the case of any particular meeting the committee

determines that other Executive Directors, Alternates or particular

members of the staff should be invited to attend,
10, The Secretary of the Bank will function as Secretary of the Executive
Directors and will provide the secretariat for committees,
11, It is the responsibility of the secretariat and of the members of the
technical staff of the Bank assigned to facilitate the work of committees
to furnish to such committees factual information requested by them, and
to prepare, upon request, drafts of committee reports and other documents
setting forth the views of the committee.
12, The following procedure will be followed in connection with the
processing of loan applications:

ae lVhen a request for a loan is received, the substance

of it will be reported to the Executive Directors; The

request will then be studied by the management and

discussions will be conducted with the applicant to

determine the precise nature of the loan requested and

the general economic and bglance of payments situation

of the prospective borrower,

Sec 3-173
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b, If, after study of the application, the President
believes that the loan should not at the time be made,

he will promptly so report to the Executive Directors

with his reasons therefor,

c. If, after study of the application, the President
believes that a loan, subject to appropriate negotiation,
should be granted, he will, after so informing the
Executive Directors, proceed to negotiate with the
applicant in order to reach agreement on the amount,

term and conditions of the loan,

de If agreement is reached with the applicant, the

final proposal of the President embodying such agree-

ment, accompanied by a report of the statutory Loan
Committee recommending the project, wiil be presented

to the Executive Directors for decision. If no agreement
is reached, the facts of the matter will be presented by
the President to the Executive Directors, with his recom-
mendation as to the action to be taken,

e, During the process of study, discussion and negotiation,
the management will keep the Executive Directors informed
with respect to the progress and status of the loan applica-
tion by oral reports made at the veekly reetings

of the Executive Directors and by such supplementary written
information and documentation as may be appropriate in

individual cases. Yhere such study, discussion or negotiation



13.

—5-

reveﬁls that the loan application presents a question

of policy not theretofore decided by the Executive
Directors, the President will promptly inform the

Executive Directors of the issue of policy involved

and will recommend to the Executive Directors at what

stage he believes that discussion and decision of such
issue by the Executive Directors should take place.

f. The statutory Loan Committee required to be established
under Section 7 of Article V of the Articles of Agreement
to make reports on loans pursuant to Article III, Section L,
shall consist of the expert selected by the Governor re=-
presenting the applicant, and the Vice President, Loan
Director, General Counsel, Economic Director and Treasurer
of the Bank, If any of such officers shall for any reason
be unable to act on a particular loan committee, the
President or Vice President may designate a substitute

to act for him,

As used in this memorandum, the words ""xecutive Director" include

an Alternate acting for an Executive Director.

Sec:3~161



CONFIDENTIAL TRAFT DECLASSIFIED

Date; 1l|IS|oto =8 R = 106/2

(To be considered by the
Executive Directors on
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INTERNATIONAL BANK FOR &
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#

March ié, 1949

MEMORANDUM WITH REGARD TO ORGANIZATION AND
LOAN PROCEDURE

1. The Executive Directors are responsible for the decision of all
matters of policy in connection with the operations of the Bank, including
the approval of loans,

2. The management is responsible for developing recommendations on all
matters of policy requiring decision by the Executive Directors. Whenever,
in connection with the operations of the Bank, decision of a question of
policy becomes necessary, the President will submit such question to the
Executive Directors with the recommendation of the management as to the
action to be taken., Any Expcutive Director may at any time propose for
discussion and decision any matter of policy.

3. lMeetings of the Executive Directors will be called by the Chairman,

He will call a regular meeting of the Executive Directors at least once
each week, unless the Executive Directors determine with respect to any
particular week that a meeting is unnecessary, and will call such additional
meetings of the Executive Directors as he believes to be necessary in the
interests of the Bank, The Chairman will call a special meeting of the

Executive Directors whenever requested to do so by any Executive Director,

Sec:3-161
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lie ‘Following each regular weekly meeting of the Executive Directors,
en-informal mesting-will~be-hetdy-at~whieh-the President and appropriate

nembers of the staff designated by him will discuss informally with the
Executive Directors the status of the work in the various departments of
the Bank, the problems being encountered, and the progress being madé;
as weli as the status of all important organization and administrative
natters.
5% Committees of fhe Executive Directors, whether standing or ad hoc
will be composed of three or more Executive Directors designated by the
President in consultation with the Executive Directors. The President; or
in his absence the Vice President, will act as chairman of each committee.
In the absence of both the President and the Viée President, thg members
Iof ahy committee may designate one of their number ﬁo act as chairman of
that committee, In the absence of an Executive Director, his Alternate
may act foé him as a committee member.
6. The President will, from time to time, review the composition of
cormittees, in order to assure a fair distribution of committee assignments,
7. There will be the following standing committees;

Financial Policy -

Interpretation
8. Ad hoc committees will be established from time to time to consider
and make recommendations on specific matters referred to them by the
Executive Directors (inbluding, where appropriate; the action to be
taken on any specific loan application): The existing Membership Committee
is;an Ad Hoc Committee, wﬁich will continue in existence until the specific

sabters referred to it have been resolved;

Seci3-161 | 2 A
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9. Committees will meet upon the call of the President or, in his
absence, the Vice President., The President or Vice President will call

2 committee maetihg whenever in his opinion the interests of the Bank so
require or when requested to do so by any member of the committee.
Attendance at committee meetings will be limited to the members of the
committee, their alternates, the President, and such members of the staff
as the President may determine to be necessary to facilitate the work af
the committee, unless in the case of any particular meeting the committee
determines that other Executive Directors, Alternates or particular
members of the staff should be invited to attend. -

10. The Secretary of the Bank will function as Secretary of the Executive
Directors and will provide the secretariat for committees.

11. It is the requnsibility of the secretariat and of the members of the
technical staff of the ﬁank assigned to facilitate the work of committees
to furnish to such cormittees factual information requested by them, and
to prepare, upon request, drafts of committee reports and other documents
setting forth the views of the committee.

12, The following procedure will be followed in connection with the
processing of loan applications: |

a. Vhen a-}ojgiﬁgg&i' ; is received, the substance
~ O~ A~

of it will be reported to the Executive Directors. The
aniiantinn will thes e SEatian e Aha it 4ok
discussions will be conducted with the applicant to
determine the precise nature of the Joan requested and
the general economic and balance of payments situation

of the prospective borrower. - "

Sec:3-L6L
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b, If, after study of the_application; the President

believes that the loan should not at the time be made)

he will promptly so report to the Executive Directors

with his reasons therefor,

c. If, after study of the application, the-Presidgnt
believes that a loan, subject to appropriate negotiation,
should be granted, he will, after so informing the
Executive Directors, proceed to negotiate with the
applicant in order to reach agreement on the amount, -

term and conditions of the loan,

d. If agreement is reached with the applicant, the

final proposal of the President émﬁodying such agree=-

ment, accompanied by a report of the statutory Loan
Committee recommending the project, will be presented

to the Executive Directors for decisioni, If no agreement
is reached, the facts of the matter will be presented by
the President to the Executive Directors, with his recom=
mendation as to the action to be taken, |

ee During the process of stuﬂy, discussion and negotiation,
the managemeny will keep the Executive Directors informed
with respect to the progress and status of the loan applica-
tion by oral reports made at the tmrformalk weekly méétings
of the Executive Directors and by such supplementary written
information and documentation as may be appropriate in

individual cases. 'here such study, discussion or negotiation
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reveals that the loan application presents a question

of policy not theretofore decided by the Executive
Directors, the President will proﬁbtiy inform the

Executive Directors of the issue of ﬁolicy involved

and will recommend to the Executive Directors at what

stage he believesithat discussion and decision of such
issue by the Executive Directors should take place.

f. The statutory Loan Committee required to be established
under Section 7 of Article V of the Articles of Agreement
to make reports on loans pursuant to Article III, Section L,
shall consist of the expert selected by the Governor feé
presenting the applicant, and the Vice President; Loan
Director, General Counsel, Economic Director and Treasurer
of the Bank, If any of such officers shall for any reason
be unable to act on a particular loan committee, the
President or Vice President may désignate a substitute

to act for him,

As used in this memorandum, the words "Fxecutive Director" include

an Alternate acting for an Executive Director.
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(To be submitted to the Executive
Directors on liay 28, 1947 for
approval)

.

May 22, 1947

FRQ{s The Secretary
CRGANTIZATION AND LOAN PROCEDURE
The attached Report by the President with respect to

metters of Organization and Loan Procedure has been the subject
“of discussion at two meetings of the Reconvened Ad Hoc Committee
on Organization and is recommended by that Committee to the
Executive Directors for approval.

Distribution:

Executive Directors and Alternates
President

Vice President

General Counsel

Secretary

Treasurer

Loan Director

Research Director

Director of Marketing

Director of Public Relations
Director of Administration ,
Assistant to the Vice President
Comrunications and Records

EMW/o0s
Sec-693
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INTERFATIONAL BANE FOR
RECONSTRUCTION AND DEVELOPMENT May 22, 1947

RZPOLT BY THE PRUSIDENT TO THE EXECUTIVE DIRZCTORS WITH
RDSPLCT TO MATTERS OF ORGANIZATION AND IOAN PROCEDURAE

The Executive Directors have heretofore recognized that the
principles with regnect to orgénization and procedure adopted last summer
(Rplf (Revised) apnroved July 23, 1946) must be re-examined in the light
of experience since that time,

The mancgenent of the Bank, after careful consideration of the
important issues involved, recommends the adoption by the Executive
Directors of the following stotement of principles to teke the place of R-17
(Revised):

1, The Txecutive Dircctors are responsible for the decision
of all matters of policy in connection with the operations of the
Bank, including the apnroval of loaons,

2. The managenent is responsible for developing recommendations
on all matters of policy requiring decision by the Executive Directors,
Whenever, in conncction with the operntions of the Bank, decision of
e question of policy becomes necessary, the President will submit such
question to the Executive Directors with the recommendation of the
nonogenent as to the action to be taken. Any Executive Director may
ot any time proypose for discussion and decision any matter of policy.

3. Moetings of the Executive Directors will be called by the
Chairnan, Ho will call a regular meeting of the Executive Directors
at least once each week, unless the Bzecutive Directors determine
with respect to any particular weeck that a meeting is unnecessary,
ond will cell such additionnl neetings of the Executive Directors as
he believes %o be hecessary in tho interests of the Bank. The Chair-

nman will c¢oll a special meeting of the Executive Directors whenover

Sec-693
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requested to do so by any Executive Director,

4, TFollowing each resular weekly meeting of the Executive
Directors, an informal meetins will be held, at which the President
and appropriate members of the staff designated by him will discuss
infornally with the Ixecutive Dircctors the status of the work in
the various deportments of the Bank, tho problems being encountered,
and the progress being made, as well as the status of 2ll important
organization and administrative natters.

5, Cormittces of the Exzccutive Directors, whether standing or
24 hoc will be commosed of threc or rnore Ixecutive Directors desig-
nated by the President- in consultation with the Executive Directors,
Eoch committee will have a chairman and a vice-cheirman, also desig-
nated by the President. In the absence of an Zzecutive Director,
his Alternate will act for him as a committec member,

6. The President will, from tinme to time, review the composition
of cormittees, in order to assure a fair distribution of committee
assignnments,

7. There will be the followinz standing committecs:

Financial Policy

Interprﬁtation

Liaison
It is intended hail the Financial Policy-cummitiae will consider
those matters heretofure considered by both the Loan Policy and
Financial PolicyICommittoos. The question of the continuance of
the Joint Stonding Comnittce with the Fund is reserved for sep&ramo
consideration at a later date.

8. Ad hoc comnittees will be established from time to time

530-693



to consider oand nmnlte recormendntions on specific matters referred

to them By the Zxzecutive Directors (includin-, where aporopriate,

the action to be taken on any specific loan apnlication). The
present Membershin and Advisory Council Cormmittees are considered

as Ad Hoc Committecs, which will continue in existence until the
secific natters referred to thom have been resolved. The Orgzani-
zotion Comnittec is considercd as an Ad Hoe Committec whose work will
have been éompletod when and if this statement of principles is
adopted by the Executive Directors.

9. Comnittees will mect upon the call of the chairman of the
cormittee or, in his ahscnee, the vice-chairnan. The chairnan or
vice~chairnan will enll o connittce meeting whenever in his oninion
the interests of the Bonk so require or when requested to do so by
any other member of the committee or by the President, Attendance
at comnittce mectinss will De limited to the members of the comnmittee,
the President, and such nerbers of the staff as the Presidont nay
deternine to be nccessary to facilitate the work of the comnittee,
unless in the case of any narticulnr meetins~ the committce deternines
that other Ixecutive Directors, Alternates, or narticulor merbers of
the staff should be invited to attend.

10. The Secretary of ﬁhe Banlkt will function as Secretary of
the Ixecutive Directors ond will. wrovide the Secretarint for Dx—
ecutive Directors! cormituees.,

11, It is tho resoonsibility of the Secretariat and of the
nenbers of the technicnl staff of the Bank assigned to facilitate
the work of Zxecutive Directors' committees to furnish to such conm-
nittees factual information requested by them, and to prepare,

upon request, drafts of cormittee reports and other documents

Sec~693



setting forth the views of the committee.

12. The following procedure will be followed in connection

with the processing of loan applications:

Sec=693

a. ‘hen a loan application is received, it will be
reproduced cnd distributed to all Ixecutive Directors. The
application will then be studied by the management and dieF
cussions will be conducted with the applicant to determine
the precise nature of the loan requested and the general
economic and belance of payments situation of the pros—
pective borrowver.

b If, after study of the application, the President
believes that the loan should not at the time fe made, he
will promptly so recommend to the Executive Directors with
his reasons therefor.

c. If, after study of the applicetion, the President
believes thet a loan should be granted, he will proceed to
conduct negotiations with the applicant to reagh agreement
on the amount, term and conditions of the loan.

d. If agreement is reached with the asplicant, the
final proﬁosal of the President embodying such agreement,
accompaniéd by a resort of the stctutory Loan Committee
recommending the project, will be presented to the Ixecu-
tive Directors for decision. If no agreement is reached.
the facts of the matter will be presented by the President
to the Bxecutive Directors, with his recommendation ¢s to
the aqtion to be taken.

e. During the process of study, discussion and ne;

gotiation, the management will keep the Ixecutive Directors
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informed with respect to the progress and status of the loan
apolication by orel reports made at the informal weekly me;t-
ings of the BExecutive Directors and by such supnlementary
written informzstion and documentation ss may be appropriata
in individual cases. Vhere such study, discussion or negotia=
tion revezls that the loan application preéents a question
of policy not theretofore decided by the Executive Directors,
the President will promptly inform the IZxecutive Directors of
‘the issue of policy infolved end will recormend to the Exe
ecutive Directors at vhot stage he believes thet discussion
and decisign of such issue by the Executive Directors should
tcke place. I
f. ‘the afatutory'boan Committee required to be ese—
tablished under Section 7 of Articlé V of the Articles of
Agreement to make reports on loans pursuant to Article III,
Section 4, shall, in the absence of action to the contrary
by the ZTxecutive Directors, consist of the expert selected
by the Governor representing the applicent, and the Vice
President, Loan Director, General Counsel, Director of Re=-
search and Treasurer of the Benk. If any of such officers
shall for any reason be unable to cct on 2 particular loan
committee, the President or Vice~President may designate
a substitute to act for him.
13, As used in this statement of prineiples, the words
"Executiye Director" include an Alternate acting for an Executive

Directore.

Sec~693
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! ' DECLASSIFIEp SIRICTLY CONFIDENTTAL
Date: i< o0 e, ~ Draff of April 22, 1947

REPCRT BY THE PRESIDENT TO THE EXECUTIVE DIRECTORS
WITH RESPECT TO MATTERS OF ORGANIZATION AND LOAN PROCEDURE

The Executive Directors have heretofore recognized
that the principles with respect to organization and proce-
dure adopted last summer [R-17 (Revised) approved July 23,
| 1946] must be reexamined in the light of expericnce since
ih that time.

The management of the Bank, after careful con-
glderation of the important issucs involved, recommends the
adoption by the Executlve Directors of the following state-
ment of principles to take the place of R-17 (Revised):

] 1. The Exccutive Directors are responsible
for the decision of all matters of policy in con-
| nection with the operations of the Bank, including

i the approval of loans,

r 2, The management is responsible for devel-
oping recommendations on all matters of policy

requiring decision by the Executive Directors.

the Bank, decision of a question of policy
becomes necessary, the President will submit
such question to the Executive Directors with

|
|
L
I
I
|
|
’ Whenever, in connectlion with the operations of
I
r the recommendation of the management as to the

action to be taken.

REVISED PAGE 1




3. Meetings of the Exccutive Direcctors
will be ealled by the Chairman, He will call
a rogular mceting of the Exccutive Directors
at loast once each weck, unless the Executive
Direcctors determine with respect to any par-
ticular wock that a mceting is unnccessary, and
will eall such ndditional meetings of the Exec-
utive Directors as he believes to be nccessary
in the intcrests of the Bank, The Chalrman
will call a speclal meeting of the Excoutive
Directors whencver requested to do so by any
Executive Director.

L., Following each regular weeckly mecting
of the Executive Directors, an informal meeting
will be held, at which the President and appro-
priate members of the staff deslgnated by him
will discuge informally with the Executive
Direcctors the status of the work in the various
departments of the Bank, the problems being
encounterecd, and the progress being made.

5. Committces of the Executive Directors,
whother standing or ad hoc, will be composed of
threc or more Executive Dircctors, designated
by the President in consultation with the

Exccutive Directors. Each committec will



have a chairman and o vice-chalrman, also desig-

nated by the President., In the absencc of an
Executive Director, his Alternate will act for
him as a committee member.

6. The President will, from time to time,
review the composition of committece, in order
to agsure a falr distribution of committec
agsignments.

7. There will be the following standling
committees:

Financial Pollicy

Interpretation

Liaison
Tt 1s intended that the Financial Policy Committeec
will consider thosc matters heretofore considered
Dby both the Loan Policy and Financlal Policy Com-
mittees. The question of the continuance of the
Joint Standing Committce with the Fund is reserved
for separate conslderation at a later date.

8. Ad hoc committecs will be established
from time to time to consider and mcke rocom-
mendations on specific matters referred to them
by the Executive Directors (including, where

appropriate, the action to be taken on any
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specific loan application). The present Member-

ship and Advigory Counclil Commlittecs are con-
gidered ags Ad Hoc Committees, which will con-
tinue in existence until the specific matters
referred to them have been resolved, The Organ-
ization Committee is considered as an Ad Hoc
Committece whose work will h-ve been completed
when and if this statement of principles 1is
adopted by the Executive Dircctors.

9. Committece will meet upon the call of
the President. The President will call a com-
mittee meeting whenever in his opinlon the
intercsts of the Bank so require or when
requested to do so by any member of the com-
mittee concerned. Attendance at committec
meetings will be limited to the members of
the committec, the President, and such mem-
bers of the staff as the President may deslig-
nate, unless in the case of any particular
meeting the committee determines that other
Exccutive Dircctors or Alternates should be
invited to attend.

10, The Secretary of the Bank will func-

tion as Secrctary of the Executive Directors



and will provide the Secretariat for Executive

Directors' committees. .

11. The following procedure will be fol-
lowed in connection with the processing of
loan applications:

a. When a loan application lse
recelved, 1t will be reproduced and
distributed to all Executive Dlrec-
tors. The application will then be
gtudied by the management and Adls-
cugsions will be conducted with the
applicant to determinc the precise
nature of the loan requested and the
general cconomic and balance of pay-
ments situation of the prospectlve
borrower,

b. If, after study of the
application, the President belleves
that the loan should not at the time
be made, he will pfomptly 80 recom-
mend to the Executive Directors with
his rcasong thercfor.

c. If, after study of the

application, the President belleves



that a loan should be granted, he
will proceed to ccnduct negotiations
with the applicant to reach agree-
ment on the amount, term and condi-
tions of the loan,

d, If agreement is reached with
the applicant, the final proposal of
the President embodying such agreement,
accompanied by a report of the statu-
tory Loan Committee recommending the
loan agreed upon, will be presented to
the Executive Directors for decision.
If no agrecement 1s reached, the facts
of the matter wlll be presented by the
President to the Executive Directors,
with hls recommendation as to the action
to be token,

¢. During the process of study,
discussion and negotiation, the manage-
ment will keep the Executive Directors
informed with respect to the progress
and status of the loan application by

oral reports made at the informal weckly

meetings of the Executive Directors




and by such supplementary written

information and dccumentation as may
be appropriate in individual cases.

f. The statutory Loan Committee
required to be established under Section
7 of Article V of the Articles of Agree-
ment to make reports on loans pursuant
to Article III, Section 4, shall, in
the absence of action to the contrary
by the Execcutive Directors, consist
of the expert selected by the Governor
representing the applicant, and the
Vice President, Loan Director, Genecral
Counsel, Director of Rescarch and
Treasurer of the Bank. If any of such
officers shall for any reason be unable
to act on a particular loan committee,
the President or Vice-President may

designate a substitute to act for him.




: STRICTLY CONFIDENTTAL &
Draft of Aoril 22, 19&2///
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REPORT BY THE PRESIDENT TQ THE EXECUTIVE DIRECTQ

WITH RESPECT TO MATTERS OF ORGANIZATION AND LOAN PROCEDURE

The Executive Directors have herefOfore recognized
that the principles with respect to organization and vroce-
dure adopted last summer [R-17 (Revise approved July 23,

of experience sinee

that time.

The administration of/the Bank, after careful con-
gideration of the important ¥ssues involved, recommends the
adoption by the Exccutive Pirectors of the followling state-
ment of principles to taKe the place of R-17 (Revised):

1. The Exeocltive Direcctors are responsible

for determinat¥on of the policles which govern
the operatlions of the Bank,

o encver, in conncection with the opera-
tions oﬁjthe Bank, determination of a question
of poXlcy becomes necessary, the President will
su@ﬁit such question to the Executive Directors,
wffh his recommendation as to the action to be

- faken. As a general rule, no action will be
taken by the Executlive Directors in connection
with any matter of policy until a rccommenda-

tion thereon is received from the Precsident.
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INTERNATIONAL BANK FOR
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CONFIDENTIAL

FROM: The Secretary
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April 9, 1947

The attached Confidential Draft Memorandum on Loan Policy

will be discussed with the Executive Directors at their meeting on

Wednesday, April 16, 1947,

The policies outlined in this memorandum are intended as

an initial guide to the management and staff in dealing with loan

applications, and are subject to change according to circumstances,
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Executive Directors and Alternaggs
President

Vice President

Treasurer

General Counsel

Loan Director

Research Director

Director of liarketing

Secretary
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CONFIDENTIAL April 7 1947

COPY NO.

DRAFT MEMORANDUM ON LOAN POLICY

The primary purpose of the Bank is to "assist in the
reconstruction and development of territories of members by facilit-
ating the investment of capital for productive purposes, including
the restoration of economies destroyed or disrupted by war, the re-

conversion of productive facilities to peace-time needs and the en-

couragement of the development of productive facilities and resources

in less developed countries."

In carrying out that pnurpose the Bank is to "promote
private foreign investment by means of guarantees or participations
in loans and other investments made by private investors; and when
private capital is not available on rcasonable terms, to supplement
private investment by providing, on suitable conditions, finance for
productive purposes out of its own capital, funds raised by it and
its other resources!

The Bank is further enjcined to "promote the long=-
range balanced growth of international trade and the maintenance of
equilibrium in baiances of payments by encouraging international
investment for the development of th: productive resourées of members,
to arrange "the loans made or guaranteed by it in relation to inter-
national loans through.other channels so that the more useful and
urgent projects, large and small alike, will be deﬁlt with first";
and to "conduct its operations with due regard to the effect of

international investment on business conditions in the territories
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of members and, in the immediate post
about a smooth transition from a wart

Furthermore, in making
Bank is required to "pay duc rogard t
and, if the borrower is not a member,
position to meet ité obligations unde
in the interests both of the partiéul
project is located and of the members

The Bank is, thereforc
institution designed to promote mutu:
the roconstruction and development o:
of the long-ranged balanced growth o:
tenance of equilibrium in balancesof

With due rogard to the
in the Articles of Agreemgpt; to the
in the economic and financial rccove:
bilities of the Bank towards its meml

borrowers, and towards the investors

rar years, to assist in bringing

1. to a peace-time economy."

r guaranteeing any loan the

the prospects that the borrower,
shat the guarantor, will be in a
the loan"; and to "act prudently
> member in whose territories the
s a whole,"

a cooperative financial

asgistance among its mombers in
sheir territories and the promotion
international trade and the main-
wyments,

yurposes of the Bank as set forth
nagnitude of its task of assisting
of the world; to the rosponsi-
rs as stockholders and potential

ho must supply the major portion

of its loanable funds - these are adopted as principles governing its

loan policy:-

1. __Ihe Need to take Calculated Risks

It is essential for the Bank to take calculated risks that

private capital is not now willing to assume, espenially risks arising

from gpneral economic and political uncertainties, and from the magnit-

ude ef the amounts required,

#*
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2¢ . The Need to insist on Constructive Lending, .

In accepting these general risks, it is necessary for
the Dank to insist that the purposes for which its funds are used are
constructive, practical and essential to the economic rehabilitation
or dcvelopment of the borrowing countries, and beneficial to the world

CConomy e

3e The Distribution of Loanable Funds,

Since the Bank's resources are limited in reletion to the
demands to be made upon it, it is not enough to consider individual
applications on their merits. First consideration shall be given to
the most urgent necds whether for reconstruction or development; these
can be defined broadly as the elimination of bottlenecks and the rest-
oration and expansion of productive facilitics that will contribute most

effectively to the healthy revival of the world economy.

lia. The Principle of Successive Advancess

The priﬁciple of successive advances arises from two
reasons:

First, the Bank!s purpose is not fulfilled by the mere
granting of loanse It has a continuing responsibility regarding the
utilisation of its loanse This responsibility can best be discharged
by meeting the neecds of borrowing couniries with successive advances
in the light of their own performance, and by the maintenance of close
collaboration betiwreen the Bank and borrowing countries.

Secondly, the present limited resources of the Bank

preclude it from providing finanece for a long period ahead for ali the
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qualifying applications. The Bank can lend no faster than it can
borrow., Its current poiicy must, therefore, be one of making
successive advances to individual borrowing countries to meet their
most important needs as they arise,

5« The Primary Responsibility of the Borrower for the Major
Contribution to its Recovery..

The Bank shall proceed on the basis that, important
though its financial contributions can be, the major effort must be
made by the borrowing countries. The future of every country must
depend primarily on its willingness and ability to utilise to the

fullest and for productive purposes its own resources,

6., The Fulfilment of Contracts,

In view of the fact that the realisation of the purpose
of the Bank - to assist in economic recovery and development, both by
direct or guaranteed loans, and by the encouragement of private lending -
depends on its ability to work towards the opening up of all sources
of finance, it has an inescapable interest in the fulfilment of obliga-
tions in good faith, Therefore, it has responsibility for appraising
fairly all factors affecting confidence in international loans and of

encouraging all steps which tend to promote such confidence,

7+ The Use of the Proceeds of Loans,

The Articles of Agreement provide that arrangements shall
be made to ensure that the proceeds of loans are used efficiently for

the specified purposes. Such arrangements shall ensure that:

(1) Disbursements are for expenditure on goods and
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services acquired in accordance with the
terns of the loan agreement; and

(2) The goods and services so purchased are
employed for the purposes stated in the

loan agreenente

15, 8¢ Technical Advice,

The efficient utilisation of loans depends, in large
measure on the quality of the engineering and other technical skills
employed not only in the preparation of projects submitted, but also
in their execution, Accordingly, the Bank will scrutinise carefully
the engineering and technical skills used in the preparation of pro=
jects and proposed to be used in their execution, The Bank will be
prepared to consult with and advise applicants concerning the pro-
vision of requisite engineering and othecr technical servicess

16, 9, Interest on Loans, Comnissions and Conditions of Redemption.

Subject to modification in the light of changing
conditionss

(2) The Rate of Interest on Loansa

The rate of interest on loans made by the Bank shall
be stated separately from the rate of commission to be

charged on such loans.

of one per cent, per annum higher than the net rate of interest

174 such rate of interest shall be approximately one-=quarter
at which the Bank can reasonably cxpect to borrow at long-term
:

sec=579
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19,

20,
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22,

(b)

(e)

o

an amount equal to the amount of the loan.

A commitment fee at thc rate of 14 per cent
shall be charged from the date on which the Bank
undertakes a firm commitment to make the loan until
disbursement., Interast shall begin on the date of
disbursement but is to be charged only en the
amount disbursad. In exceptional cases of projects
requiring a long poriod of time to complete, some
modification of this principle may be necessary.

Commission en Loans

The rate of commission to be chargad by the Bank
on loans made by it shall be one per cent, per annum
on the amount of the loan outstanding and such commission
shall be gharged on all loans made by the Bank whether
made out of capital or out of beorrowed funds.

Provisions for the Redemption of Loans prior to Maturity
at Option of the Borrower

Loans made_by the Bank shall be subject to redemption
at any time prior to maturity at the option of the bprrowgr.
Upon optional redemption of all or any part of £he

loan prior to maturity the borrower shall be required to
pay a premium at a rate approximately equal to the rate of
premium which the Bank shall rcasonably expect to have to
pay on the optional redemption of securities issued by it
having substantially the same maturity.

_ The k at its option may waive the payment of all

or part of such redemption premium on the optional
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redemption pricr to maturity of loans made by it when
the Bank is satisfied that it can use the amounts of
the loan so repaid to retire its own securities without
loss of interest or otherwise use such amount in its

operations,

10, The Protection of the Bank's Loans.

The Bank is required to protect the integrity of its
loans., Since such loans will be repayable in foreign exchange, the
Bank must provide suitable protectioi against the borrower impairing
its ability to provide the necessary foreign exchange either by pledging
its foreign exchange resources as security for other external debt or by
improvidently incurring an excessive amount of external debf. To that
end the borrower should agree not to pledge its sources of foreign
exchange so as to give other external debt priority over the Bank's
loans without the consent of the Bank, In appropriate cases an
exception to this principle may be made in order to permit short-term
self-liquidating transactions, The borrower should also agree not to

incur additional external debt without first consulting with the Bank,

11, The Relations batween the Bank and Borrowing Countries,

In order to accomplish its purposes, ths relations between
the Bank and its members must be based on confidence and a spirit of
mutual cooperation, The relations of the Bank with its borrowers

must be broader and closer than the ordinary relations between a crede
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itor and a debtor, There must be the fullest exchange of information
with regard to‘all matters of mutual interest and full opportunity to
qonsult and advise with each other on all such matters. That must be
true not only at the inception of the loans but throughout the life of
the loass,

Since the financinl assistance rendered by the Bank will
provide only a part of the resources which the borrower will require
for the accomplishment of the particular project or program for which
the loan is made, and since in the end the accomplishment of such
projeet or program must depend on the constructive efforts and savings -
of the government and people of the nation to which the loan is made;
both the Bank and the borrower must be assured that those efforts and
savings can and will be mobilisgd;

. The Bank, therefore, has an intersst in:

(a) Internal economie and financial measurcs taken by the .
borrowers to imple@ent their reconstruction or de#elopw
ment progranms; _ |

' (b) Continuing developments relating to the economic and

finaneial progress of the borrower,

12k Recognition of Principles in Contracts,

The contracts of the Pank with its borrowers should
contain appropriate recognition of the principles here emunciated
and appropriate provisions to implement such principles, Such

principles are nccesserily subjeet to modification from time to time

Iin the light of changing conditions.
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Report of Working Party on
Guarantees of Loans for Projects gn Dependencies

The Problem

: 11 At the request of Mr, Iliff, a Working Party has been set up
to consider the degree to which the guarantor of a loan to a dependency
(or to a government agency in a dependency) should guarantee perfornance
by the borrower of its cbligations in connection with the carrying out
of the project.

2. The Working Party consists of:

Mr'e Ss R. Cope, Chairman
Mr'. Patrick Acheson

Mr'« Kenneth A. Bohr

Mr., Ellsworth E. Clark
Mr. W, M, Gilmartin

Mr. Hugh Ripman

3. In its guarantee of the loans to Northern and Southern Rhodesia,
the United Kingdom undertook to allow the borrower to borrow in British
markets any deficiency in the funds necessary for carrying out the project.
The United Kingdom has indicated informally that it would not accept such
& provision in future guarantee agreements. There seem to be several
reasons for this attitude. One, that as long as the total claims on the
London market are greater than the funds gvailable, access to the market
will have to be regulated by a system of priorities. A provision which
gave dependencies receiving Benk lozns a prior claim on the market would
give rise to resentment on the part of others who feel that they have an
equal claim to consideration. Another is that the capacity of the

market to absorb colonial loans may be less than the total amount which
the United Kingdom is obligated to permit them to borrow, and the
reservation about the timing of the borrowings would not give adequste
protection if market conditions become difficult, Finally, the United
Kingdom has laid particular stress on the possibility that an under-
taking by & guarantor to provide funds would weaken the efforts of the
borrower to raise funds itself.

Lo One informal suggestion coming from the U.K. side was that the
clause should provide merely for consultation in order to concert measures
to ensure the completion of the project,

5 The issue is a practical one, since there are two impending
negotiations for loans to U.K. dependencies. One would be a loan for
East African Railwaysy the other a loan for a hydro-electric scheme on
the Kafue river in the Rhodesias. The Working Party considered that it
should both examine the general question of the guarantees which the
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Bank should receive of the obligations of a dependency to carry out a
project and also provide a specific answer to be given to the United
Kingdom in view of possible loans to East Africa and Central Africa,.

6o The question ceme up in 1951 in connection with the loan to

the Belgian Congo, when the Bank obtained the Belgian Government's
guarantee of full performance.

The Case for Covenants regarding Completion of the Project

Te From the early days of its operations the Bank has been concerned
to see that the projects it finances will be carried out satisfactorily.

If the Bank is not satisfied on this point, it will not make the loan. If
a government is willing to guarantee repayment of a loan with interest, it
must presumably have singled out the project as important and of high
priority. It is clearly reasonahble as a general principle for the Bank

to require a guarantee of full performance of the borrower's covenants.

It might happen that, because of economic or other changes, the project
should no longer enjoy the high priority it was given when the loan was
made and thet the guarantor would not wish to see the Bank-financed project
completed in priority to others which were not financed by the Bank. In
these circumstances the consultation provisions of the guarantee agreement
would come into play and the Bank would surely not insist on the enforcement
of its rights if it felt that the general interests of the member required
a relaxation.

Poggible s of Covenant

8e The fullest protection would be afforded to the Bank by the
standard provisions to the effect that:

(a) The guarantor guarantees or egrees to compel
performance by the borrower (Annex I-1), and

(b) The guarantor undertakes that the funds necessary
to complete’ the project will be made available
(Annex I=2).

The second provision is covered by the first, but its inclusion may give
the point extra emphasis and make it easier for the government department
or official concerned to make the money available.

9. Until early 1952 the Bank frequently obtained, in addition to the
guarantee of performance, a "negative" undertaking that the guarantor would
not take any action which would prevent or materially interfere with the

performance by the borrower of eny of its covenents and obligations. Since
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then it has usually been dropped where there was a guarantee of performance.
The recent loan to ESCOM was an exception, in that the South African Govern-
ment guaranteed performance and also gave a "negative" undertaking.

10, This "negative" covenant has usually been accompanied by an
"affirmative" undertaking on the part of the guarantor to take or cause
to be taken all action necessary to enable the borrower to perform its
obligations. This combined covenant has frequently been obbained where
the borrower, although subject in the last resort to the guarantor, had
a good deal of independence in practice, ' An example is the covenant in
the guarantee of the KIM Laan (Annex I-3).

11. The general effect of the combination of "negative" and "affirmative"
covenants mentioned above is much the same as a guarantee of full performance.,
It may not always be necessary or desirable for either of these alternatives

to be adopted,’ and in particular cases the Bank has accepted provisions which
amount to less.

12. There are several reasons why a guarantee of full performance
cannot always be required. The guarentor may be unable as a metter of

law or in practice to compel the horrower to carry out the project. A
member with a federal constitution, for example, Australia, might not

be able to compel one of its constitutent states to ¢ arry out a project.
Moreover, the Bank, as a matter of policy, might not wish to ask for the
full provisions. The Bank does mtask a government to guarantee full
performance where the borrower is a privately owned corporation, as such

a guarantee might result in undue government interference in the corpora-
tion's affairs. An analogous reason accounts for the omission in guarantees
of loans to certain parastatal orgenizations. It might also be undesirable
for a government to puarantee full performance in the' case of a loan to

a dependency. This case is examined more fully below.

Guarantees of Loans to Dependencies

13. The Bank has made the following loans to deperdencies of its
member countries:

. In the terma of its guarantee of this
loan, the Kingdom of Belgium guaranteed full performance

by the borrower of its covenants to carry out the projects
(Annex I-1).

(v)

guarantor guaranteed payment ‘'of principal, interest and
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premium, if any, but did not guarantee any other of

the borrowers' obligations. However, in addition,

the" guarantor agreed to allow the borrower to borrow

in its markets the amount of any shortfall in the funds
necessary for the carrying out of the project (Annex I-4).
It is this latter provision which,” as stated above, the
United Kingdom is now objecting to.

14. If the guarantor is in fact responsible for the operations of
the borrower (whether a dependency or a body in a dependency) a guar-
antee of full performance is appropriate and should be required. If,
however, the guarantor is constitutionally incapable of compelling full
performance by the borrower or if the borrower is in practice a respon-
sible government, such a covenant should normelly not be required. The
Bank should, however, get whatever protection is possible and appropriate
in the ecircumstances,

15. In the case of the Belgian Congo, it was appropriate to obligate
the guarantor for full performance. The Belgian Congo, while it had its
own administration, was subject to control of the Ministry of Colonies

in Brussels and the Bélgian CGovernment, both in law ahd in fact, could
ensure that the borrower carried out its undertekings.

16. The guestion arose recently in the negotiations in connection
with the French guarantee of the proposed loan for the French West African
Railways., The borrower would be the Office Central des Chemins de Fer

de la France d!Outre-Mer which is subject to the effective control of

the French Government. The Bank proposed that the guarantee cover the
punctual performance of all the covenants and agreements of the borrower,

including those relating to the carrying out of the project, and in addition

a covenant requiring the provision of funds. The French negotiators
objected to the second covenant. Since the first covenant gives adequate
protection, the Bank pcceded to the French request.

17. It was different with the Rhodesias. Southern Rhodesia was a
self-governing colony subject to the exercise of very limited reserve
powers by the metropolitan government. ' Northern Rhodesia was less
independent but had its own legislature., The relevant consideration
with the Northern Rhodesian loan was, however, the fact that the project
was the development of the Rhodesia Reilways, a corporation set up under
the law of Southern Rhodesia and subject to control by Northern and
Southern Rhodesia and Bechuanaland. In neither case, therefore, was

it considered appropriate to require the United Kingdom to guarantee
performance. In each case it seemed that the projects would be duly
completed unless there were not enough funds for this purpose. The
borrowers were relying on their ability to raise funds in the London
market, It was not then possible to satisfy all those who wished to
borrow in London, and access to the market was regulated by HM Treasury.
Hence the Bank's desire for an assurance from the United Kingdom thHat
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the borrowers would be given "access to the market", The provision
eventually agreed was never liked by the United Kingdom for the reasons
alluded to in paragraph 3 above, and there is sufficient substance in

the United Kingdom's point to warrant its modification in future guarantee
agreements.,

18. A covenant in the guarantee agreement is, of course, not the
only way to obtain whatever assurances or covenants are required by the
Bank. The General Counsel has suggested that the United Kingdom might
be willing to give the Bank a general letter containing assurances
regarding its attitude to the completion of projects. Such a letter
might either replace or supplement specific provisions in guarantee
agreements.

19. Other things being equal it is usually better to have under-
takings in the main document rather than in a separate letter, either
general or related to a particular project, However, the guarantor may
be willing to agree to more either in (a) an unpublished side

letter relating to a specific project or (b) in a general letter not
related to a specific project, whether published or not. Depending

on the circumstances the Bank might be willing %o accept some combination
of these different possible forms of obligation,

20, In the U.K, case the Bank could try to get:

(a) a specific undertaking (preferably in the
guarantee agreement rather than in a side letter)
along the following lines:

"Whenever there is reasonable cause to believe
that the borrower will not have sufficient

funds to carry out the project in accordance
with the loan agreement, the guarantor will,

in consultation with the Bank, take all appro-
priate measures to assist the borrower to obtain
the additionel funds necessary therefor."

Or, if the UK. would prefer, the covenant could be
phrased in terms of assisting the borrower to carry
out the Project, rather than to obtain additional
necessery funds,

(b) in addition, a general letter, not related to any
particular project, but stating the policy of the
United Kingdom to the effect that the UJK.:

(1) 1Is just as anxious as the Bank to
avoid uneconomic use of the Bank's funds or of the
dependencies! resources.
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(11) Recognizes that the Bank must protect
itself against the possibility of the projects it
finances not being finished.

(1i1) Recognizes that what the Benk will require
will differ from case to case according to circumstances.

(iv) Assures the Bank that its general policy
(without regerd to any specific agreement in & par-
ticular case) is to take whatever practical steps are
appropriate to get projects duly completed and to
consult with the Bank with respect to those steps.

Conclusions and Reemmendationg
21, The Working Party is of the opinion that:

(i)

(11)

(i11)

(iv)

(v)

The Bank must be satisfied that the project will be
duly carried out, and that the necessary funds will
be available.

The Benk cannot require a guarantor to agree to do
anything which would be beyond its constitutional
powers, What a member government can legally do
in relation to a project in one of its dependencies
will vary widely from one dependency to another,

In deciding what to ask for, the Bank should take into
account the policy and practice of the member govern-
ment, The member's intention to give increasing
autonomy to a dependency with a view to the eventual
grant of independence would be an important element

in this respect.

A covenant of full performance should be required
only when:

(a) the metropolitan government has the clear
legal and constitutional right to compel
performance; and

(b) 4n the relationship between the metro-
politan government and the local adminis-
tration in the dependency the exercise of
the metropolitan government's right would
not be contrary to accepted practice.

In other cases the Bank should be satisfied with
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less. What undertakings will be required, and in
what form they should be given, will depend on the
circumstances.

(vi) An undertaking with respect to the provision of
funds (or assistance) to carry out the project
should be required if a covenant of full per-
formance has not been obtained, or if it seems
desirable to amplify the full performance cove-
nant with such a specific provision. The terms
of the undertaking will depend on the facts of
each case and will take into account:

(a) the strength and resources of the borrower;
(b) possible sources of additional funds.
(vii) The minimum undertaking the Bank should accept,
where one is to be required, should be on the
lines indicated in paragraph 20 (a) above.
22, The Working Party recommends that in the case of the United

Kingdom the Bank discusses the matter forthwith with United Kingdom
representatives, along the lines proposed in paragraph 20 sbove,
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1.

2.

3.

ANNEX I

Guarantee Agreement of the Lelgian Congo Loan dated September 13,
1951, Article II Section 2.0l reads:

"Mithout limitation or restriction upon any of the other
covenants on its part in this Guarantee Agreement contained,
the Guarantor hereby unconditionally guarantees, as primary
obligor and not as surety merely, the due and punctual pay-
ment of the principal of, and the interest, commitment charge
and service charge, if any, on the Loan, the principal of and
interest on the Bonds, the premium, if any, on the prepayment
of the Loan or the redemption of the Bonds, and the punctual
performance of all the covenants and agreements of the Borrower,
all as set forth in the Loan Agreement and in the Bonds,"

Section 2,02 of the same Agreement reads:

"Without limitation or restriction upon the provisions of
Section 2,01 of this Guarantee Agreement, the Guarantor
specifically undertakes, whenever there is reasonable cause
to believe that the amount of currency of the Guarantor avail-
able to the Borrower will be inadequate to meet the estimated
expenditures payable in such currency snd required for carrying
out and completing the Program and the Otraco Project as pro-~
vided in Section 6.01 of the Loan dgreement, to make arrangements,
satisfactory to the Bank, promptly to provide the Borrower or
cause the Borrower to be provided with such amounts of currency
of the Guarantor as are needed to meet such expenditures,”

Guarantee Agreement of the KLM Loan of March 20, 1952, Article III

Section 3.06 reads:

"The Guarantor will not take or permit any of its political
subdivisions or agencies to take any action which would prevent
or interfere with the performance by the Borrower of any of the
covenants, agreements and obligations in the Loan Agreement or
the lMortgage contained, and will teke or cause to be taken all
action reasonably necessary and appropriate to enable the
Borrower to perform such covenants, agreements and obligations,
including, without limitation, any action necessary to maske it
possible for the Borrower from time to time &s needed to acquire
against guilders or other currency such amounts in dollars as
are required to enable the Borrower to purchase the airplanes
and equipment described in Schedule 2 to the Loan dgreement."
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Guarantee Agreement of the Loan to Southern Rhodesia of February 27,
1952, Article II Section 2.02 reads:

"ihenever there is reasonable cause to believe that the
funds available to the Borrower will fall short of the funds
required for the execution of the Plan and the Project des-
cribed in Schedule 2 to the Loan Agreement, the Guarantor
will permit the Borrower to borrow in the merkets of the
Guarantor the amount of such shortfall, it being understood
that in considering the precise timing of such borrowings the
Guarantor will have regard tc the importance of maintaining
orderly market conditions."
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(5-48) _ INTERNATIONAL BA.. FOR RECONSTRUCTION AND DEV OPMENT
OFFICE MEMORANDUM
' TO: Mp. Leonard B. Rist DATE: December 22, 1953

FROM: Kenneth A. Bohr m&

SUBJECT:  yWorking Party on Guarantees of Loans for Projects in Dependencies

For the past few weeks I have represented the Economic Staff on a
Working Party studying the degree to which the guarantor of a loan to a
dependency should guarantee performance by the borrower., The attached report
is now ready for the Staff Loan Committee, pending approval of the departments
{ we represent . It might be summarized very briefly as follows:

1, The legal and practical relationships between mother countries
and dependencies vary from case to case and in many instances
impose certain restrictions upon the responsibility the mother
country can be required to assume for the satisfactory completion
of projects in a dependency.

i 2o The Working Party recognized this situation and recommended that

i in cases where a covenant of full performance cannot be obtained,
at least an agreement with respect to the provision of funds should
be required and it suggested the wording for a minimum agreement of

| this kind.

I 3. The Working Party also noted thet in some cases the mother country

i may be willing, for various reasons to give more assurances in an

i unpublicized "side" letter than in the loan agreement itself. 1In

|l such cases it considered the form of the agreement of less importance
than the extent.

. In my opinion the report presents a very reasonable approach, and I
" think it deserves our blessing.
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Comnittee on Financial Policy
Document No. L.
( Revision of Committee on

INTTRNLTIONLL BANK FOR Finanecial Policy Document
RECONSTRUCTION AND DEVELOPMENT No, 2,)

November 1, 1946,

COMMITTEE ON FIN.NCIAL POLICY

REDRAFT OF REPORT ON RATES OF INTEREST

The attached draft report to the Executive
Directors will be considered by the Committee on
Financial Policy at its meeting scheduled for Vednesday,
November 6 at 2:30 p.m.

It will be noted that this document is lo. L
in the series of Committee on Financial Policy Docu=
ments., The former documents issued on bchalf of this
Committee, excluding final reports for the considera-
tion of the Executive Directors, werc:

1, Draft report of the Committee on Financial
Policy regarding the question whether the
Bank should consider guaranteeing debenture
issues in the U,S.4., dated September 23,
1946,

2, Draft report on Rates of Intercst, dated
October 2L, 13L6,

3. Memorandum by the Treasurer on "Financial
Policy to be Followed by the Bank in Granting
Loans out of Currcncy Raised by Subscription
of its Shares and by Issuing Bonds in the
MarketM,

/
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~ M. 1fs Mendels

Scerctary

Distribution:

Members of the Committee on
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President (L)

Trcasurcr
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Committee on Financial Policy
Document No, ),

INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

November 1, 1946,

COMMITTEE ON FINANCIAL POLICY

REVISED DRAFT

REPORT on RATES of INTEREST

I. The Committee on Financial Policy met on October
| 9, 23 and 30 and considered the policy aspects of interest rates

and commissions to be charged in connection with direct loans,

II. The Committee was of the opinion that the questions

' | to be answered are:

1. Should there be differentiation in interest rates as

. between debtors?

) 2, Should there be differentiation in rates of commission as
ﬂ between debtors?

P 3. Should there be differentiation in interest rates as

l between loans of different terms of maturity?

i, Should there be a fixed relation between the interest

ﬁ charged on loans given by the Bank and the interest paid

| . by the Bank on its debentures of the same term of maturity

|

|

‘ as such loans?

| 5. Should there be differentiation in interest rates as between
|

loans in different currencies?

’ 6. Should the costs of control and supervision be borne by the

| debtor or ﬁy the Bank or shared by both and should there be
‘ a gencral rule as to the charge of costs or can there be
l

a . Sec=57
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differentiation as between types of loans and between debtors?

The consensus of the Committee in answerinz these
questions of policy is set forth below:

Questiorsl and 2 - Interest and Commission Ratcs

Differentiation in interest rates and levels of
commission could only be based on an appriasal of the risk
differential,

As regards the rate of commission, Article IV
Section L(a) appears to exclude such differentiation, The Commission
was clearly meant to be a uniform contribution from all borrowers
to a special reserve fund, as provided in Article IV, Section 6,

Ls regards intercst retes, the Lrticles zive no such
indication of uniformity. The Committee agreed, howcver, that,
for the time being at least, no diffcrentiation of intercst rates
based on an appriasal of the risk differential should be attempted,
The appriasal of a risk differential betwecn countries poses
almost unanswerable questions. The combination of rumours,
assumptions and expectations on which the markct beses its
appraisal could never guide the Bank in fixing its intcrest rates.
Lpart from that, it is clear that the charging of very high
interest rates would defeat the objeet of the Bank and would be in
conflict with Article III Seetion 1(b). Insofar as such high
charges have been imposed in the past by private investment agencies
in concluding international loans, they have proved to be a heevy
burden to the debtors without in reality covering the risk of the
lenders, If the Bank would want to differentiate in intecrest

rates, this differentiation would have to be kept within relatively
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narrow limits, Although that would mean that those debtors on whom
the higher charges would be imposed would not be necessarily heavily
burdened, the effcct of the higher charge would nevertheless be
politically painful,

The Committoe therefore agreed that there should be no
differentiation in either interest or commission charges as between
debtors, This of course doecs not mean that alllloan contracts will

contain the same interest rates at all times (See under 3, L and 5),:

Question 3 - Rates on Differing Maturities.:

It scems obvious that there should be varying rates of

interest on loans of different terms of maturity, \

Question L = Borrowing and Lending Rates.

There is no good recson to link the interest charged on

loans to the overall interest actually paid by the Bank on its owm

debenturcs, The Bank is not forced to have the maturities of its own
debentures in absolute concurrcnece with the maturities of the loans
given, But it is logical that there should be a relation between the
interest charged on loans of a given maturity and the rate at which

the Bank could issue debentures of the same maturity. The rate of
interest charged on a loan concluded at a given moment should therefore
be related to the intercst rate prevailing in the market at that moment,
But it is impossible to establish a fixed rule as to an eventual spread

between the two rates.

Question 5 - Diffecrent Currencies.

In consequence of what is said under l it is obvious that there

nmay be differentiation in interest rates as between loans in different
currencies.,
Sec=57
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Question 6 - Costs of Supervisidn,

The answer to this question should be deferred until the re-
port of the Staff on the subject of control and supervision has been

received,

In view of the loan applications presently pending, a
statement of policy in regard to interest ratcs cannot be avoided,
At the same time, the rccommendations of this report are not intended
to lay down a rigid policy, incapable of revision in the future when
the Bank shall have cormenced opcrations and factors affecting the
Bank's determination of interest rates may have come to licht, Nor
does this report intend to preclude differentiotion as between loans of
different character (specific projccts versus general purpose loans)
although it does not recommend any such diffcrentiation at the moment,
Differentiation in connection with collateral attached to a loan should
be considered in case such collateral would materially roduce the risk
of the loan, All such appraisals can only be made in connection with
specific loan applications, and the Committce recommends that the Bank
staff on the Loan Committees should analyze the various clements entering
into the loans, in an attempt to arrive at a praoctical judsgment of the
risk differential, Such analysis will serve as a guide to future policy
in determining rates of interest,

Committece on Financial Policy

(Original sigaed hy
Js e Beyon)

Je ile Boyen, Chalrman



