THE WORLD BANK GROUP ARCHIVES

PUBLIC DISCLOSURE AUTHORIZED

Folder Title: Operational - Development Banks - General - Correspondence - Volume 8
Folder ID: 30132357

Series: Operations Policy and procedures

Dates: 01/03/1966 - 06/27/1966

Fonds: Central Files

ISAD Reference Code: WB IBRD/IDA ADMCF-04

Digitized: 05/25/2022

To cite materials from this archival folder, please follow the following format:
[Descriptive name of item], [Folder Title], Folder ID [Folder ID], ISAD(G) Reference Code [Reference Code], [Each Level
Label as applicable], World Bank Group Archives, Washington, D.C., United States.

The records in this folder were created or received by The World Bank in the course of its business.
The records that were created by the staff of The World Bank are subject to the Bank’s copyright.

Please refer to http://www.worldbank.org/terms-of-use-earchives for full copyright terms of use and disclaimers.

ey
L

THE WORLD BANK

Washington, D.C.

© International Bank for Reconstruction and Development / International Development Association or
The World Bank

1818 H Street NW

Washington DC 20433

Telephone: 202-473-1000

Internet: www.worldbank.org

PUBLIC DISCLOSURE AUTHORIZED



- General

| DEVELOPMENT BANKS

Vol. VIEL

Ml A1994-038 Other#:28  Box #184003B
Operational - Development Banks - General - Correspondence - Volume 8

TO RE-ORDER SPECIFY

No. 86163 Folder

-

é r MADE IN U. S. A.
; = = |

= :
| S i | |
- L

g A

=33

ogg M‘

(Ol -

£ 7=

= =




THIS FILE IS CLOSED 45 OF ) iine 1066
v

FOR FURTHER CORRESPONDENCE PIEASE SEE \/n /. | Y.

i

RECORSS MANAGEMENT SECTION



Mr. R. B. J. Richards June 27, 1966
William Diamond

Attached is a record of our representation and voting at share-
holders' meetings. The book is kept in my office. Would you like a2
duplicate, which will be kept up to date with mine? Or is it enough
for you to know that you can always refer to mine?

Attachment



Form No. 59
(2-55)

COMMUNICATION:
DATED:

TO:

FROM:

FILED UNDER:

SUMMARY:

7
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CROSS REFERENCE SHEET

Memo
June 20, 1966

Mr. Diamond

Mr., Jeffries
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Potiey—and-Preoeedure—~—-hoeal-Currency .

R”: Domestic currency requirements and resources of DFCs
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RO HE, 92 CORRESPONDENCE RECORD FORM
FROM DATED
June 14, 1966
Garrett Scalera

Professor Bloch

SUBJECT
Lettgr with enclosed copy of the "Role of the PG
in P ivate National Development Banks

Addressed and

REFERRED TO Mr. Diamond DATE RECEIVED
June 20, 1966 m
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London, E£.C,2,
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SUBJECT

Letter about profitability forecasts in relation
to DFC's .

Addressed Mr, Gustafson
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Mr. Robert F. 8 i June 3, 1966
R, L. PoweldN LN
Forecast Income for the Period J ¢

With reference Yo your memeogandum of June 1, I give below the
desired information:-

Par Value ___ Dividend
Company Mo, of Shares per Share [t Fp.3. lAmount  USY equivalemt
LBIDL 24,978 $10 Hil Nil Hil
NIDB k99,027 £N1 ¥l Nil Nil
PICP §0,000 #10 10 280,000 20,513

RiPowell:1lvy



Messrs. Jeffries, Sekse, Powell and Mejia June 1, 1966

Would you be good enough to let me have your reactions to
the following questions with regard to each of the development
finance companies for which you are responsible? I would like
a paragraph or two of text supported, if possible, by a
statistiecal tabulation, in the case of each company.

Question one is: To what extent are financing demands
for expenditures in domestic currency and to what extent for
expenditures in foreign currency? In answering this question,
I would appreciate your judgment concerning the degree to which
MWM&%MM'QWM‘“MW%

Question number two is: Are domestic currency resources
available to the extent necessary to meet requirements in domes-
tic currency? In answering this question, please note particu-
larly the volume of domestic resources which come from the
government concerned. I would also appreciate your judgment on
the govermment's attitude with regard to providing such re-
sources to a private development finance company.

Most of the appraisal reports which we prepare in support
of & Bank loan or an IFC investment (except in the case of brand
new institutions) contain a section and some statistical
appendices which in effect answer the foregoing questions. For
 such companies, the foregeing should be very easily and quickly
answerable. So far as the others are concerned, please do not
spend a great deal of time; simply give me your quick (though
thoughtful) judgment.

The object of the foregoing questions is to give us a
basis for making a judgment on our companies® needs for domestic
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TELEPHONE

- WHITEHALL 4-4900 CABLE ADDRESS - "WHITEWELD"

WaIite, WELD & Co.

300 PARK AVENUE, NEW YORK 22, N. Y.

NEW YORK LOS ANGELES
BOSTON SAN FRANCISCO
CHICAGO LONDON
PHILADELPHIA ZURICH

May 20, 1966

Mr. William Diamond 6226;:3212

Director

International Finance Corporation
1818 H Street, N. W.

Washington, D. C.

Dear Mr. Diamond:

I hasten to apologize for my untimely mention of my March
expenses, as the check arrived this morning.

r

Please accept my best thanks and believe me,

Very 51ncerely,

4

D. Yas$ukov1ch
DY mfb 4
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TELEPHONE - WHITEHALL 4-4900 CABLE ADDRESS -"WHITEWELD"

WHaITE, WELD & Co.

300 PARK AVENUE, NEW YORK 22, N. Y,

NEW YORK LOS ANGELES
BOSTON . SAN FRANCISCO
CHICAGO LONDON
PHILADELPHIA ZURICH

May 17, 1966

Mr. William Diamond

Director

International Finance Corporation
1818 H Street, N. W.

Washington D.C.

s Dear Mr. Diamond:

I am enclosing two stubs for air transportation and one bill
to the airport covering expenses of my last visit on May 5th, amount-
ing to $4k.50.

Wh& it costs more one way than the other is a mystery.

A propos, I haven't yet received reimbursement for expenses
incurred during my visit on March 28th and 29th, for which I sent
you an accounting early in April. If because of my not taking on
the assignment these expenses were no longer refundable, please let
me know.

Amongst the few things I shall regret is not to carry on in
close contact with you, of which I have such pleasant memories.

Please let me know when you intend to come to New York;
will you give me the pleasure of reserving your luncheon for me?

With best regards,

Very sincerély,
£ i

D. ovich
DY mfd
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“TOP HAT”

" White, Weld, & Company :ggzgéﬁuzza¢baad/5zf{£§%¥2zkzéwa; Gé?%xz

300 Park Avenue
New York, N. Y.

1789

May 16, 1966

137-10 Fran klin Ave., Flushing, N. Y.

ROGE-26t~tN-Y:

Attention: Mr., D. M, Yassukovitch Telephone-Fieldstone 3-6183-
762-2140
A. ROTHMAN
TERMS: NET CASH DUE: 30 DAYS
DATE SERVICE CHARGES EXPENSES GRATUITIES TOTAL
1966 i
; 3,
May 5 |from 136 E, 79th St., 9:00 a.m,
‘ @ LaGuardia Airport Rate $10.00 $1.50 $11.50
| ,
% i
i Amount Due:| $11.50 g
‘ :
; Thank you,
| R | /e
i
i
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Form No. 59
(2-55)

CROSS REFERENCE SHEET

COMMUNICATION: Sendor Staff Neeting Minutes SSMAI/66-19
DATED: May 20, 1966
TO:
FROM:
FILED UNDER: Comnittess - Senior Staff Meeting
SUMMARY:

ACCEPTANCE OF DEPOSITS BY DEVELOPMENT FINANCE COMPANIES

The Bank and IFC recently provided loan and share capital to the
Societe Nationale d'Investissement (SNI), a privately controlled development
finance company in Tunisia. Noting that the SNI has sizeable deposits which
it employs in the domestic short-term money market to enhance SNI income,
an Executive Director queried the appropriateness of this activity for a
development finance company. In reply, it was pointed out, first, that the
deposits in question come mainly from government agencies, rather than from
private savers. This special arrangement was proposed by the Tunisian
Government, as one of several ways of compensating for the fact that it was
not in a position to provide the development finance company with as much
of a "subsidy" (long-term funds on easy terms) as most development finance
companies assisted by the Bank and IFC have received. Second, the deposits
in question are partly time, not demand, deposits. A number of the develop-
ment finance companies which have been financed by the Bank group accept
time deposits from the public generally; the income realized by rolling
over those funds is an important element in the company's viability.
However, Mr, Rosen said, and Mr, Woods concurred, it is the staff's view
that a development finance company should not allow itself to be diverted
from its basic objective of mobilizing and providing long-term finance,
should take deposits (if at all) only on a term basis, and should be sure
that the form of these deposits is adequately matched by the term of the
Company's assets so as to safeguard its liquidity. It was noted that the
commercial banks which were normally the principal shareholders of develop-
ment finance companies are likely, in any event, to exercise restraining
influence on the latter's activities in this field.



Messrs. Jeffries, lejia, Powell and Sekse May 17, 1966
Robert T, Skillings W\
Deseriptive Memoranda on DFCs

mmpmwuwmmuwuwmm
mmm-mp.mmmmmmm
institutions that have joined us. These should be in Mr. Shin's
Mﬂhytba.mothm.
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Mr., William Diamond May 16, 1966
D, W, Jeffries

Reporting

Austria - IVKs No problem. We only receive anmual reports, however.
- m‘ No pmb]“o
Greece - NIBID: No regular reporting requirement.

Indis - ICICI3 Should be no problem with the newly agreed reporting
muim-

Malaysia - MIDFLt Submission has been irregular; will be discussed during
the mission.

Spain - BANDESCOs We receive information regularly.

Thailand - IFCTs We have received the ammual report but no reports on
projects. The quarterly resume has evidently been dis-
continued, We will discuss this with Eraisri during his
fortheoming visit,

Turkey - TSKBs Has been unsatisfactory until the past quarter; will

need to be followed closely.
07



Messrs. Jeffries, Sekse, Mejis, Powell May 16, 1966

williem Dismond g/

REPORTING

wlm,th,ubﬂ.t(nMMmm)
mwmmrormtmammlnfwmwm
have vesponsibility, ds up-to-date on its reporting. If not,
mmxmummymamummtmwam
about it?



May 16, 1964

Mr. David Wall
United Nations
Conference on Trade and Development
Hew '!ork, P

Deayr Mr, Wall:

Pursuant to our telephone conversation of last
week, and in order to supply you with more information
for the purpose of the work on development banks that
you are carrying out at the United Nations, I am
pleased to enclose a descriptive summary of the
following private development finance companies in
Latin Americas

C. A. Vengzolana de Desarrollo (CAVENDES)(Venesuela)
Corporacign Financiera de Caldas (Colombia)

Corporacign Financiera Colombiana (Colombia)
Corporacion Financiera Nacional (Colombia

With my best personal regards, I am
Sineerely yours,

A. Hernan Mejia
Development Finance Companies
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Mr. Willism Diamond mlégm
laWWh

Reperting

All of the three Colombian finaneleras in which we have
invested send us monthly information in a regular mamner. The reports
are different, however. They range from monthly financial statements
and a very detalled account of operations in the case of Caldas, %o a
summary of monthly loan operations in the case of Nacional. Colombiana,
which sends monthly financial statements and a list of investments in
securities is somewhat in the middle.

The Colomblan financieras, with the exception of Caldas and
Norte, have informed us that they accept the proposed reporting require-
ments under the Bank loan. We have already suggested to Mr. Wiese that
he write to Caldas asking for their comments on the subject. Norte
sent us some comments on our proposal, to which we have already replied.

We could ask the financieras to start sending us their reports
according to the proposed guldelines, should you agree. I believe that
the sooner we do this, the better, because undoubtedly some time will
elapse before they are all doing what we want.

I am writing today to remind Caldas, Colombiana and Nacional
that we have not received the audited financial statements as of
December 31, 1965, which should be ready by now.

CAVENDES sends us regularly their monthly financial statements,
and with less regularity a suamary of the most iLmportant business
transacted by the Board. However, since Mr. Arango is attending the
Board meetings approximately once every month, we fill the gaps with the
data that he brings back after the visits.

cesDi



May 12, 1966

Dear Mr. van Ravesteljn:

Meny thanks for your letter of May 3. I have passed it
on to the Treasurer's office who will proceed promptly to
settle your account.

I was also sorry to have missed you in Paris, and hope
to have better luck next time. The Chilean project, as we
understand, is undergoing some streeses and strains. We will

devel it o
to op.

With warm regards,

Mr. Willem van Ravesteijn
lagard Freres Cia.

5, Rue Pillet~Will

Paris 9°, France

Cleared with and cc: Mr. Reamy
cc: Mr. Mejia

RFSkillings svmv



Mr. Robert F. Skillings May 11, 1966
fﬂ’%) A JO; F’"
R L. Powell ~~R.&' 4.V

Projects Submitted Devel t Finance anies

With reference to your memorandum of April 28, 1966, attached
is a table giving the desired information.

RLPowell :1vy



Column 1 =
Column 2 =

Colwman 3 o

Column i
Columm S5 =

Colwm 6 =
Column 7 =
Colwm 8 =

mu shown are in U.S. dollars million,

w‘lsz-w“-ms—m-srw‘“m:sﬂm

1
China (CIC) - _—
1963 - 69 5.83
1964 kBl 8.69
1965 kh 6.39
Israel (IIBI)
1965 190 32.77
Philippines (PDCP)
1963 L 0.28
. 196k 16 9.30
1 11.50

1965

18
8
1L

0

13
13

DEVELOPHMENT FINANCE COMPANY PROJECTS

wmmw@cummm

3.97T 1
i3T5
743 6
19.56£¥ i
0 0
7.05 8
7.5 10

3.
1.06
5.88

k.77

0
6.7
7.22

& m e

i e O

0.62
0.30
k.73

Q
1.91
2.25

LR VR FE

Lol =

1.23
0.76
1.15

k.77

0

463
1.20

\a

1.1_ Gross total amount, i.e., does not take into account subsequent cancellations.
‘f.?.. One project withdrawn (mmwmwrm}mmmmmmmum.

Hay 11, 1966
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Dr. Pieter Lieftinck May 11,1966

William Diamond 9’

Teking of Deposits by Development Finance Companies

You raised a very interesting point at yesterday's
meeting of the Joint Boards, concerning the taking of
deposits by development finance companies. Mr. Rosen
described his philosophy on this subject. However, you
might be interested to see the views we expressed when
the same issue was raised by BANDESCO 16 months ago.

I enclose BANDESCO's letter of December 15, 1964

to us, our reply of Januery 7, 1965, and a relevant
extract from my letter of Mareh 17, 1965.

Attachments

ce Mr. Jeffries

Whiamond:us



May 5, 1966

Dear Miss Philpotts:

Referring to your telephone conversation
with Mr. Mathew on Mey 3, I enclose a copy of our
report, "Taxation Affecting Development Finance Com-
panies with which the World Bank Group is Associated".

Yours sincerely,

Tore Hedberg
Development Finance Companies

Miss Beverly Philpotts
Jamsican Embassy
1666 Connecticut Averme, N.W,

Washington, D.C.
Enclosure

© Bnelifrite

THedberg: spm
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Mr, Robert F, Skillings

Development Finance Companies Department
International Finance Corporation

1818 H Street

Washington DC 20, 433

Dear Skillings,

I have been so much travelling since I was
in Wasington in February, that I had completely forgotten
to send you my statement of expenses and had to be reminded
of it by my secretary, Please find my statement enclosed
with my apologies for this late submission, With my letter
of December 13, 1965 I have sent to Bill Diamond my account
~6f my trip to Chili in November, which showed a balance in
favour of IFC, Bill had indicated to me not to transfer any
amount, untill I was invited to do so, This might be a good
occasion to settle the whole account, the balance being booked
to the credit of my account with the Algemene Bank Nederland,
62 William Street, New York N,Y, 10,005,

I was very soory I missed you when you were
in Paris early March, As your Paris office probably told you
I was away to the Ivory Coast combined with a few other visits,
For quite some time I had no further news about our Chilean
project, Is still anything happening there ? It would be a
pity if we could not go ahead with what basically looked a
good project,

With best regards,

Yours faithfully,
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Messrs. Jeffries, Powell and Sekse April 28, 1966

The attached table summarizes the statistics on projects which
we have been collecting. I should be grateful if, in the next few
days, you would ask your fellows to collect some supplementary
information:

(1) statistics of the amounts of money involved, in
the same breskdown as the statistics for the
number of projects.

(2) A further breakdown of projects submitted to

(a) the mmber and money amount of
mjﬂtmﬂﬁn!ﬂwgd
mromumm
approval; and,

(b) mmmmma

projects on which we made comments
or asked queations
e at the time of

Attachment
RFSiilings sywmv



Mr. 8. R. Cope April 28, 1966
Robert F. Skﬂlingu\,MA

I am attaching a table showing the information you requested
about projects submitted by development finance companies to the
Bank and IDA, those which were rejected, and of the rejected ones
those which the development finance company went on to finance
anyway.

The bare figures do not, of course, indicate to what extent
the development finance companies were more rigorous in their
project appraisal than they would have otherwise have been, if
they had not been required to submit projects to the Bank.

On a substantial number of projects which the Bank or IDA
approved, we made comments or asked questions either at the time

we approved, or before we approved. I am collecting some additional
mumbers on this subject and will forward them to you.

Avtachment
ec: Me. Diamond

RFSkillings svmv



DEVELOPMENT FINANCE COMPANY PROJECTS

Of Which
Financed
Projects Of Which by DFC
Financed Submitted Requiring Of Which with Own
(Approved)  to Bank/IDA  _Approval Rejected Resources
China (CDC)
1963 69 18 11 0 0
1964 hi 8 5 0 0
1965 bk 1 [ 0 0
Ethiopia (DBE)
1963 n.a. 3 3 0 0
196l 136 1 1 0 0
1965 (6 months) 27 0 0 0 0
Finland (IFF)
1963 b 0 0 0 0
1964 105 L3 17 0 0
1965 103 83 7 0 0
India (ICICI)
1963 73 57 1 0 0
1964 88 61 0 0 0
1965 69 L6 0 0 0
Iran (IMDBI)
1963 25 1 1 0 0
1964 33 6 b 0 0
1965 (9 months) 2, 11 10 0 0
Israel (IDBI)
1965 190 52 N 0 0
Malaysia (MIDFL) - (Excludes small hire purchase loans)
1963 5 2 2 1Y 1y
1964 17 2 2 0 0
1965 23 10 7 0 0
Morocco (BNDE)
1963 29 10 8 0 0
196L 22 21 12 2 2
1965 21 25 11 0 0
Pakistan (PICIC)
1963 70 55 11 0
196l L9 18 9 0 0
1965 Sk 1 1 0 0
Philippines (PDCP)
1963 k 0 0 0 0
196l 16 13 8 0 0
1965 1k 13 10 02 0
Thailand (IFCT)
196k 9 0 0 0 0
1965 13 3 3 ) § 1
Turkey (TSKB)
1963 158 16 6 0 0
196l 122 36 12 0 0
1965 151 78 6 0 0

1/ This project had doubtful aspects which we asked MIDFL to reconsider. MIDFL withdrew
its request that the project be financed from the Bank loan and instead financed it
from its own resources.

2/ One project withdrawn (and not subsequently financed by PDCP) after Bank had requested
further information.

April 28, 1966
Development Finance Companies Dept.
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April 28, 1966

ﬁm of Development Finance Companies as shown below have
been received by the Treasurer's Department.

Finance Date Conversion #.,S8, Dollar Mumber
Companies ~ Received  Currency Rate fquivalent of Shares
Caldas L/11/66 - - - L, 900
TSKB h/22/66 9908‘» * 99’11809& -

TR L/26/66 3.2192 §  7,796,97 -
POCP L/27/66 3.90k3 $ 5,122,56 -

ce: Mr. Tl Ghlng
Mro Rutland
Mr, Gray
Mr, Matthews
Mrs, Manion

DWG/VManion/nwd
FILE: R-2 Miscellaneous Reports




Mr. Robert F. Skillings April 25, 1966
DWW, Jeffries

Projects financed by IFF (Finland), ICICI (India),
MIDFL (Malayeia), IFCT (Thailand), and TSKB (Turkey).

mnwmmrmmnmmuu
your memorandum of April 21; 1966,

Attachment
cer (Cire. 2)
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FINLAND - IFF

1.
2.

3.

k.

Total nmumber of projects the DFC has financed.
Total number of projects which have been submitted to
the Bank or IDA. (Free Limit: $ 100,000 frem 6/15/6k
to 6/15/6k; $ 250,000 since 6/30/65).

Number of projects which the Bank or IDA have rejected of
those submitted.

Number of rejected projects which the DFC has nevertheless,
proceeded to finance with other resources.

# October - December, 1963.

INDIA - ICICI

1.
2.

3.

k.

Total number of projects the DFC has financed.

Total mumber of projects which have been submitted to
the Bank of IDA. (Free Limit: $ 500,000 from l/2l/61
to 6/L/63; $ 2 million sinee 6/5/63.)

Humber of projects which the Bank or IDA have rejected of
those submitted.

Number of rejected projects which the DFC has nevertheless,
proceeded to finance with other resources.

O»

17

67

103



MALAYSIA - MIDFL

1. Total number of projects the DFC has financed
2. Total nuber of projects which have been submitted to
the Bank or IDA (Free Limit: $§ 30,000 from 7/15/63
to 9/1/653 $§ 200,000 since 9/2/65).

3. Number of projects which the Bank or IDA have rejected of
those submitted.

h. Humber of rejected projects which the DFC has nevertheless,
proceeded to finance with other resources.

THAILAND - IFCT

1. Total number of projects the DFC has finenced.

2. Total number of projects which have been submitted to
the Bank or IDA (Free Limit: $§ 50,000).

3. |lumber of projects which the Bank or IDA have rejected of
those submitted.

k. Number of rejected projects which the DFC has nevertheless,
proceeded to finance with other resources.

1263 16k

1965

TOTAL

29



TURKEY - TSKB

1.
2.

3.

k.

Total number of projects the DFC has financed.

Total nmumber of which have been submitted to
the Bank or IDA. (Free Limit: $§ 50,000 from L/8/55 to
3/16/6k;  $ 200,000 since 3/17/6k).

Number of projects which the Bank or IDA have rejected of
those submitted.

Humber of rejected projects which the DFC has nevertheless,
proceeded to finance with other resources.

ECHSusbda
April 25, 1966

-

16 1965

122 151
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Mesers. Jeffries, Mejia, Powell, Sekse April 21, 1966
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Mr. Y. L. M A’!’il 18, 1966
William MQ'
Develo t Finance C ; Pivi

Please mthutummm.v/lw it vill

result, among others, in your hearing more promptly about
dividend declarations.

In order to emsble our records to be complete, I'd
be grateful if you would let me know as soon as possible when
you receive a dividend payment.

Thanks.

ce Messrs. Skillings
Jeffries
Mejia
Powell
Sekse
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MEMORANDUM

FROM: William Diamond

SUBJECT: Operational Memorandum on Development Finance Companies

The attached draft of Operational Memorandum 5.10 on development
finance companies reflects current policy and practice. Since there has
been a fair amount of confusion on that subject lately, the memo is much
more detailed than, perhaps, it needs to be.

Some aspects of current policy and practice have been the subject
of considerable discussion in the past year or so. Following is a list of
the principal questions that have been raised.

L Link between the Bank and the ultimate beneficiaries of its funds

Should there be specific links between the Bank and those
clients of the company which get the use of the Bank's funds?
Several reflections of the link may be considered separately:

a. Committing and disbursing the Bank loan by specific
projects. (See para 25 - 27.)

b. Pre-approving only those large projects which are
financed by the Bank loan. (See para 28 - 30.)

c. Giving the Bank direct and independent rights vis-a-vis
those enterprises. (See para L3.)

d. Tying amortization of the Bank loan to repayments from
specific enterprises financed from the proceeds of the
loan. (See para 31 - 32.)

2. Domestic expenditure

Should general Bank policy be applicable to development finance
companies thus making it possible to use Bank loans to such
companies for domestic expenditures in certain circumstances?

(See para 3@;2\,,”7 %

3. Relationship to government

a. Should the Bank consider loans to a company in which the
government has a voting majority, if management and policy
are satisfactory? (See para 7.)

b. Should we insist on "quasi-equity"? (See para 11.)



Debt/Equity ratie

The ratio we use is related to the safety of the Bank's loan,
for it concerns the ratio of senior debt to all junior capital
(whether equity or debt). The law under which a development
finance company operates, its charter or its policy statement
usually applies a different ratio (a ratio of true equity to
all debt of no matter what rank). Should we make use of the
second ratio, which is a better test of the company's financial
prudence and which indicates its true leverage? (See para LL.)

Technical assistance

Should the Bank cover part of the cost of managers, senior
staff or advisors of development finance companies in certain
cases? (See para 21.)

Simplification of proceedure for administration of loans to
development finance companies (oee para 1L - 18.)

a. Messrs. Knapp and Rosen have agreed that working party
consideration of sub-projects is not needed unless, in
the opinion of the Development Finance Companies
Department, a policy issue is involved. Para 18, the
only new element in the draft memorandum, reflects that
decision, which has not yet gone into effect.

b.  Should routine correspondence with development finance
company borrowers (receipt, acknowledgement and questioning
of sub-projects, receipt of and correspondence on end-use
reports, crediting the loan account for sub-projects, etc.)
be dealt with by the Development Finance Companies
Department?

Adjustability of "free limits"

Should the Bank be free to raise or lower the free-limit
unilaterally, in the light of its continuing assessment
of the company? (See para 26.)



OPERATIONAL MEMCRANDUM 5,10

Development Finance Companies

1. The Bank is particularly interested in the promotion and
strengthening of development finance companies. Its principal objective
in this regard is to help build strong and effective domestic investment
institutions which can channel domestic savings, as well as external
capital, into productive enterprises in the private sector, thereby con-
tributing to the development of the capital market in its member countries.
Another objective is to use development finance companies as vehicles
through which it can finance private enterprises which, for whatever
reason, it cannot finance directly. The Bank's relations with a develop-
ment finance company reflect these two objectives; its focus is both on
the enterprises the company finances, and on the company itself, which it
seeks to build into a strong, viable, independent institution.l

2 There are a variety of institutions which may be called develop-
ment finance companies and which have in common the objective of formulat-
ing, promoting and providing medium- and long-term finance and technical
assistance for productive investments. However, the Bank'!s interest is in
companies which are private or predominantly private institutions designed
to promote private industrial and other investment on business principles
in the interest of the sound economic growth of the country. Such insti-
tutions can perform a valuable function by identifying promising fields
for investment and helping to bring together the factors of production.

By becoming active elements in a country's capital market, they can help
to mobilize domestic savings and, in combination with technical know-how,
channel them into productive activities, At the same time, they can
become channels through which foreign and international capital and skills
can flow into the country, reaching enterprises too small to be able alone
to attract foreign capital and technology. Because they are themselves
private, these finance companies can play a unique role in helping the
growth of the private sector.

}/ There are, however, occasional special cases when the Bank's primary,
if not sole, interest is the final user of its finance, and the inter-
mediary institution is simply a vehicle. This has been the case of
the Bank'!s loans to the Japan Development Bank, for the benefit of
particular coal, steel and power enterprises, or the Bank's loans to
CORFO and Nacional Financiera for various public projects. Here
circumstances peculiar to the member country require the use of an
intermediary, but the intermediary is only an incidental object of
the Bank's interest.
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Conditions for Assistance to Development Finance Companies

3e In looking at requests to help establish, finance or otherwise
assist a development finance company, the Bank is governed by the follow-
ing considerations:

(a) The development of a strong private sector must be
consistent with the member country's over-all aims,
and there must exist a climate conducive to the
growth of the private sector.

(b) There must be opportunities for a fairly large
volume of private industrial and other productive
investment, and hence good prospect for a continu-
ing demand for medium- and long-term loans and for
equity capital,

(¢) There must be a clearly defined institutional gap in
the capital market which a development finance com~
pany will be able to fill.

(d) The creation or expansion of a development finance
company must be a matter of relatively high economic
priority in the member country concerned.

L. Where these conditions do not exist, the Bank will not promote
or finance development finance companies, but will seek other means to
assist such countries in financing their productive sectors. On the

other hand, where these conditions do exist, the Bank is prepared to be
flexible in applying its policies regarding development finance companies.

Characteristics of Development Finance Companies to be Supported by the Bank

e In promoting and assisting development finance companies, the
Bank prefers a company owned by a broad range of investors, both foreign
and domestic, but with a clear domestic majority; having government support
in a form which does not give control to the government; providing finance
only to privately controlled enterprises, principally but not exclusively
in the manufacturing sector; empowered to make medium- and long-term loans,
invest in share capital and underwrite securities; committed to act in

such a way as to contribute to the growth of the capital market; acting
primarily as a financial institution rather than a holding or management
company; making its investment decisions after careful appraisal, on the
basis of a sound investment criteria and giving due weight to the economic
benefits to be obtained; combining financial prudence with a promotional
outlook and a willingness to take risks; having both the objective and the
prospect of paying a reasonable dividend to its shareholders, while setting
aside adequate reserves. It is the developmental orientation of a develop-
ment finance company, as well as its broadly based ownership, which justify
the company's being considered a national institution, and which justify

a government in assisting the company. They are also the basic justifica-
tion for Bank assistance,
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& The Bank prefers these characteristics. However, it is concerned
with establishing and supporting in a member country, not an institution
with pre-devised characteristics, but rather an institution which fits the
needs and suits the conditions of the country. Hence the capital structure,
the distribution of ownership, the scope of operations, the policy orienta-
tion and other characteristics of development finance companies may differ
widely, depending on the interests of their sponsors and the conditions

and needs of the member countries in which they are located, while still
qualifying for Bank assistance. But several characteristics are essential
for Bank assistance.

Te Private Control. Private control helps assure the continuity of
sound policy and experienced management and the conduct of operations on
economic and financial rather than political criteria. The existence of

a governmental interest (direct or indirect) in the company's voting share
capital does not preclude Bank assistance if the requisite private capital
is not available, if the government is prepared to dispose of its holdings
to private investors as and when they become interested, and if the govern-
ment's interest is not so large as to give it a controlling voice in the
company's policies and investment decisions. Normally, the Bank expects a
government participation not to exceed 25%, but it is prepared to accept a
larger participation. A government participation in excess of 50% is un~
acceptable, as are also any special rights or powers that give government
an overriding voice in the company's affairs (including the choice of
management ).

8. Domestic Control. The Bank seeks to encourage foreign as well
as domestic investors to participate in the ownership of a development
finance company, so as to facilitate the introduction of experience in
investment banking and contacts with foreign business, both technical and
financial. However, domestic investors must hold a majority of the voting
capital, in order to assure that the company is identified with the member
country and to facilitate the governmental support which it is likely to
need.

9e The Corporation has been regarded as national, rather than foreign,
in some member countries so that a majority made up of holdings by genuine-
ly domestic investors (including the government) and the Corporation can
give the company the requisite image of a national institution. The Cor-
poration is willing, when circumstances justify, to restrict its sales of
shares of a development finance company to private investors within the
country concerned. The participation by the Corporation can thus help,

not only to provide the capital needed to create a development finance
company, but also to assure private control and domestic control.

10, Profitability. The development finance company must be potential-
ly profitable. The company should have prospects of paying, in due course,
a dividend reasonable in terms of investor expectations in the country con-
cerned. Profitability is a measure of the company's effectiveness and
efficiency. And only if it pays appropriate dividends, can the company
look forward to increasing its share capital as needed, borrowing ulti-
mately from private sources at home and abroad, and encouraging (by demon-
stration) others to go into the field of private investment banking,




&

11, Adequate profitability is sometimes difficult to achieve, es-
pecially in the early years, because of the inability of the company to
obtain sufficient leverage and a wide enough spread between its borrowing
and lending rates. Accordingly, interest-free long-term and subordinated
loans, which serve to increase both leverage and spread, are desirable in
some circumstances. Such funds, which are called "quasi-equity", serve

in various ways to increase the interest of investors in the share capital
of the institution. There are, of course, other devices which may be used
to achieve the goal of adequate profitability. But, in general, quasi-
equity is sought; and, in its absence, there is a preference to wait for
concrete results of operation before participating in financing a develop-
ment finance company.

Statement of Operational Policies

12, On the occasion of a first loan to a development finance company
which has not had a long operational record, the Bank normally requires
that its sponsors and directors draw up and formally approve a statement
setting forth the company's policy orientation. The object of this state-
ment is to assure the Bank that the company's objectives are, and that its
behavior will be, consistent with the Bank's own objectives and with the
developmental objectives of the member country in which the company is
located. The statement is expected to spell out, more precisely and clear-
ly than its charter will, the scope of operations of the company, its in-
vestment policies, its general intentions regarding reserves and dividends,
and its plans concerning development of a staff.

13 The Bank attributes considerable importance to this statement of
policies. The behavior of the company will be continuously judged, in
part, for conformity with it. However, the statement is intended to pro-
vide, not inflexible regulations, but general guidelines, from which de-
partures may be made in exceptional circumstances, after due deliberation.
Additions to, or changes in, the statement may from time to time be re-
quired, in the light of the development of the company and the changing
%onditions of the country. Such amendments require the approval of the
ank .

Organization and Responsibility

. Responsibility for the formulation, study and promotion of
arrangements for the establishment of new, or the reorganization and ex-
pansion of existing development finance companies rests with the Develop-
ment Finance Companies Department of the Corporation,

15s That Department is also responsible for the appraisal of, and
negotiations with, development finance companies in connection with pro-
posed investments by the Corporation in them; for the appraisal of such
companies in connection with proposed Bank loans; for the recommendation
of operational policies, managerial services, technical assistance, and
terms and conditions of Corporation investments and Bank loans; for the
review of individual investment projects when required; and for the con=-
tinuing review and reappraisal of the companies in which investments, or
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to which loans, have been made. For the purpose of making and administer-
ing Bank loans, the Department acts as technical advisor to the Area
Departments of the Bank.

16. Development finance companies are dealt with by joint working
parties. The Corporation's Area and Development Finance Companies Depart-
ments are represented on Bank working parties dealing with development
finance companies, even if there is no existing or prospective investment
by the Corporation. (The appropriate Area Department of the Bank is rep-
resented on a Corporation working party involving a development finance
company, even if no loan is involved.) In cases involving only a loan

or a loan cum investment, the chairman of the working party is the repre-
sentative of the Bank Area Department concerned. (In the case of an in-
vestment alone, the chairman is the representative of the Development
Finance Companies Department.)

X7 s A loan for a development finance company will be arranged and
negotiated in accordance with the regular procedure. If a Corporation in-
vestment is being made jointly with a loan or credit, arrangements should
be made for simultaneous negotiations; and, subsequently, a joint meeting
of the Boards of the Bank and the Corporation will be held to consider the
loan and investment documents.

18. In approving projects requiring Bank approval before the Loan
Account may be credited, the Bank Area Department Director acts on the
advice of the Development Finance Companies Department. The Working Party
is not consulted unless, in the opinion of the latter Department, a policy
issue is involved.
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Types of Assistance Available from the Bank

19 Technical. The Corporation provides technical assistance
principally to development finance companies which are present or potential
financial clients of the Bank and Corporation. It is available to other
companies, including government-controlled companies only when there are
prospects that they are likely to become eligible for the Bank's finan-
cial assistance.

20, The Corporation advises on the organization or reorganization
of a development finance company in a form suitable for Bank assistance,
if the conditions referred to in Paragraph 3 prevail.

2l The Corporation is willing to assist a private development
finance company in finding management, advisors and senior staff. Neither
the Bank nor the Corporation will share the cost of managers, staff or
advisors of development finance companies.

2, The Bank and the Corporation arrange training for the senior
staff of development finance companies, in modest numbers, in the EDI,
the Corporation and other development finance institutions.

22 Financial. The Bank provides loans to help meet the capital
requirements of a development finance company. Normally the amount
provided at any one time is the sum which (together with other available
funds) the company needs, within the limits of prudent borrowing policy,

to meet the expected demand for capital over a period of about two years.
(The decision as to the amount may be modified in the light of the
country's creditworthiness and, in the case of countries eligible for
Association funds, by the amount of such funds that can be made available
to the country, not earmarked for higher priority projects within tlat
country.) However, the size of a particular loan is not usually a matter
of importance since the Bank stands ready, other conditions being favorable,
to provide successive loans when the need for fresh funds becomes apparent.

Special Terms of Loans to Development Finance Companies

2h. Project Description. The description of the project for which
the loan is made reflects the double focus of the Bank's interest: the
financing of private enterprises, and provision of capital to enable

the company to carry on its business.

85, Commitment of Funds. The commitment and disbursement of the
proceeds of the loan are related to the specific investment projects

for which they are to be used. A commitment fee is charged only when

a commitment is made for a specific investment project, and is applicable

only to the amount credited to the loan account for that investment project.—

2 In the case of an IDA -credit, the entire amount of the credit is credited
to the credit account on the effective date and no commitment fee is charged,
either by the Association to the govermment-borrower or by the government bor-
rower to the development finance company. In such a case, the Company does
not request a credit to the credit account; it asks for permission to
withdraw from the credit account.
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20 The Bank expects a development finance company to apply high
standards in the appraisal of its investment projects. Nevertheless,

the Bank takes the right to approve:all investment projects before por-
tions of the proceeds of the loan are committed for them. The degree

to which the Bank exercises this right depends on its experience with

the company; it normally allows a certain degree of freedom. In general,
the Bank starts with a new development finance company by allowing it

to request commitment of funds for an individual project up to a limit
of about $50,000, without prior approval by the Bank. As the company's
staff and experience develop, and as the Bank's confidence in the company
grows, the degree of freedom is increased until, in practice, no projects
need to be submitted for prior approval.

27 Upon request of the company, the Bank credits the loan account
with the amount required for the investment project._& In the case of
an investment project which does not require approval, the loan account
is credited automatically upon request of the company. In the case of
an investment project requiring prior approval, the credit is not made
until the Bank's approval has been given., Approval and crediting in
such cases, are normally simultaneous. However, in certain circum-
stances, where simultaneous action would create a hardship on a company,
the Bank is prepared to consider postponing crediting the account for

a reasonable time after approval has been given, pending a request for
a credit.

28. Approval of Investment Projects. The requirement of approval
is a device for introducing development finance companies to the methods
and practices of investment banking, raising their appraisal standards
and familiarizing the Bank and the company with each other. It is not
primarily designed to assure that particular projects and investment
decisions are sound and that the Bank's funds are being properly used in
particular projects, or to remove decision-making on particular invest-
ment projects from the company to the Bank. In a sense, therefore, the
Bank's review constitutes an appraisal of the appraisal rather than an
appraisal of the investment project, a check to see that the company has
considered all factors relevant to a sound decision. The responsibility
for the investment decision remains firmly with the company. Only in
unusual circumstances would the Bank substitute its own judgment for
that of the company.

l/In the case of an IDA credit, the entire amount of the credit is
credited to the credit account on the effective date and no commitment
fee is charged, either by the Association to the government-borrower or
by the government-borrower to the development finance company. In such
a case, the Company does not requestacredit to the credit account; it
asks for permission to withdraw from the credit account.
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29. The larger the investment project, the greater the care with
which the company should have appraised it, and the greater the care

with which the appraisal will be reviewed by the Bank, for prior approval
of the project. In the case of an unusually large and complex project,
the Bank might go more deeply into the substance of the project and might
even undertake a field appraisal. However, the Bank expects the company,
in most such cases, to seek partners, including the Corporation, to share
the risk.

30. To review an investment project, the Bank requires that an
adequate amount of information be submitted about it. 1In order to mini-
mize extra work required of the company, the Bank ordinarily asks for the
same documentation that is submitted to the company's Board of Directors,
if that is adequate. As regards investment projects which do not require
prior Bank approval, the Bank asks only for the basic data required to
permit the commitment of funds and their disbursement, and to keep itself
informed of the end-use of its funds.

L3 19 Amortization. A Bank loan to a development finance company

is repaid in approximate symmetry with the repayments received by the
company from its own borrowers. The amortization schedule of the Bank's
loan is the composite of the amortization schedules agreed with the
company for all the investment projects it has financed with the proceeds
of the loan. In order to simplify the administration of this policy,

a single amortization schedule is agreed during negotiations, which reflects
the estimated composite of repayment schedules of loans to be made with
the proceeds of the loan. This prepared schedule is modified from time
to time as needed, to bring it into approximate conformity with the
amortization schedule of the loans actually made by the company. If

the company receives a prepayment from one of the enterprises it has
financed from the proceeds of the Bank loan, it must repay the Bank
correspondingly.

32, The loan contract specifies a maximum period (usually 15 years)
within which repayment of the loan will be completed. The period relates
to the individual investment projects financed with its proceeds.

33. Interest Rate. A loan to a development finance company does
not fix an interest rate. When a part of the loan is committed with
respect to an investment project, the rate applicable to that part of
the loan is the Bank's lending rate when the commitment is made.

3k Scope of Operations. The fields of enterprise for which the
proceeds of the loan may be used are all those in which the development
finance company is allowed by its charter and its policy to operate.

If public law or the charter of the company allows operations considered
inappropriate for the use of a Bank loan, this fact will be dealt with

in the policy statement, which would require withdrawal from such activity.
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35, Use of Loan for Share Capital. The loan may be used to
finance the company's investments in share capital as well as its loans.,
However, this is permitted only within the framework of an agreed
prudent policy with respect to the aggregate of the company's exposure

in equity investments and every such project requires prior Bank approval
no matter what its size. TWhen the loan is used to finance an invest-
ment in share capital, an arbitrary amortization schedule is agreed with
the company for the part of the loan used in this fashion, spread over
the maximum number of years allowed in the loan contract.

36 Use of Loan for Working Capital. The loan may be used to
finance not only fixed assets, but also the initial stock of raw materials
and supplies needed for the commencement of operations, or the increase
in such stock needed for the expansion of operations, of an investment
project.

37. Use of Loan for Imports. As an exception to normal Bank
policy described in 2.03, the proceeds of a loan to a development finance
company may be used only for imported goods (whether paid for abroad

or purchased from the shelf at home, and including the import component
of domestic goods).

38. Use of Loan for Refinancing. Ordinarily the loan may not be
used to cover expenditures incurred more than 90 days before-the submission
of the investment project to the Bank for approval (or, where approval

is not required, before the request to credit the loan account) . This

is designed to encourage a company to enter into the plannirg of a project
at an early stage. However, in the circumstances in which many develop-
ment finance companies operate, this is very difficult to achieve.

Where there are good reasons, therefore, the Bank will consider providing
for a longer period in dealing with some companies or waiving it in

the case of certain specific investment projects.

i Although the Bank does not encourage a development finance
company to engage in refinancing operations, which may often be required
because of poor planning or poor management, the Bank does not object

to a development finance company's using some of the proceeds of the

Bank loan for refinancing if the investment projects have been carefully
appraised and merit finance. For example, the refinancing of permanent
working capital in order to achieve a properly balanced financial structure,
is often particularly important. Such cases, when considered meritorious,
are dealt with as an exception to the normal restriction on financing
expenditures already incurred.

Lo. Foreign Exchange Risk. The Bank will assure itself that the
development finance company can and will adequately protect itself
against exchange risk. There are various methods by which this can
be done.
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bl Period of Commitment and Disbursement of Loan. The Bank sets
a time limit for the submission of investment projects for crediting to
the Loan Account. Since the amount of the Bank's loan is normally
determined by the expected demand on the company over a period of about
two years, the time limit is usually set at two years, subject to ex-
tension by mutual agreement. An additional one to two years is allowed
for completion of disbursements.

L2. Supervision. The Bank obtains the rights to receive informa-
tion it requests concerning the operations and financial condition of

the development finance company, and to visit the company. The informa-
tion and regular visits are used to maintain a continuing reappraisal

of the performance, position and prospects of the company. All the
operations of the company are scrutinized, and not simply those financed
with the proceeds of the Bank loan.

13, The Bank also requires that the company obtain from its clients
who receive finance from the proceeds of a Bank loan, certain contractual
rights on behalf of the Bank, including the right of independent access

to the individual investment projects. In practice, the Bank carries

out its inspections of investment projects in the presence of the company's
representatives.

L., Debt/Equity Ratio. The loan contract carries a limit on the
debt which any company may incur. The limit used is an agreed multiple
of the equity of the company plus any other sums which, for purposes of
the calculation, the Bank is prepared to consider as equity. The
agreement reached reflects a compromise between the Bank, which seeks
security for its loan, -and the company, which seeks maximum leverage.
The Bank normally fixes the ratio at three, at the beginning of its
experience with a development finance company. It is prepared to
increase that ratio in the light of its assessment of the company's
loss record, of its portfolio and prospects, of the economic outlook

of the country, and of other relevant factors.

L5. Audit. The development finance company must retain a firm
of independent public accountants acceptable to the Bank, to audit the
company's accounts annually.

L6. Procurement. It is not practicable to require international
competitive bidding of the clients of a development finance company.

The Bank does expect, however, that the company, in appraising investment
projects, will satisfy itself that the goods and services to be purchased
are suitable to the projects and are reasonably priced. In the case of
unusually large investment projects, the company is expected to go further
and ensure that its clients have canvassed the main sources of supply

and are purchasing from the most advantageous source or, if the expense

is not prohibitive, are basing procurement on international bidding.
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L7. General. The Bank relies fundamentally on the Board and
management of a development finance company to act in accordance with
sound investment banking practices within the framework of a body of
policy agreed before the loan is made. The quality of management and
performance remain under continuing review. Arrangements must be made
for adequate and timely discussion of any intention to change the manage-
ment or to change substantially the policies agreed upon.

W. Diamond

April 11, 1966
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Messrs, N.J. Paterson and L. von Hoffmann April 7, 1966
Wi111am Diamond (C/
Joint Operations with Development Finance Companies

The attached draft purports to be a list of projects (a) pre-
sented to us by development finance companies and (b) in which we have
joined with development finance companies. Is it correct? I'd be

grateful if you would have your staff correct it.

Attachment

cc. Messrs, Richards
Skillings
Shin

WDslg



1. Compania Colombiana de ° o%iﬂu, Sehe (1962} =~ (CF Nacional)
2. Perjas de Colombia, G.ie (196L) - (CF Colowbiana)
3. Industria Oanadera Colombiana, .4, (1966) « (CF Colombiana)

e "Titan" Cement Company (196L) - (NIALDH)
5. Ceneral Cement e, (1966) - (HIWID)

indig

6. Precision earing; India, lad, (1962) - (T7ICI)
Jalayaia

7« Tasek Conent ltd., (1966) - {MM)

8. Ismeil Cement Industries, itd, (1961) - (PrOIC)
P. Packapes, idd, (1965) - (m‘am;
10, OCrescent Jute Products, itd., (1965) - (PIoIc)

W 28
11, Demingues y Cla., Caracas, 9.4, (1966) « (CAVENDIS)

Be : FCas

1. Forjes de Colombia, i, (1984) « (CF & dana, OF dseionsd)
2. Industria Omnadera Colombdana, “.A. {(1966) = (CV Colombians)
ithiopia

3. Bthiscpian Mulp and Paper, .C. = (085)

i

Y ipproved by the Beard and mob yet aigned.
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Einland
he Huhtamaki-yhtyma Oy (1968) ~ (1r¥)
Orsece

B¢ "Titan" Coment Company, 5.0, (1564) - (NIBID)
6., General Cement Co, m&a - (HIBID)

India

7+ Precision Bearings, India, Ltd., (1962, 1965) - (ICICI)
8, Mahindra Ugine Steel Co., Ltd. (1963) - (ICICI)

9. Lakshmi Machine Works, Ltd, (1963) - (ICICI)

10, Fort Gloster Industriss, Lid, (1963) - (icYOL)

Yalsysia
11, Tasek Cement, ltd, (1966) - (MIOFL)

13, Ismail Cement Industries, Ltd, (1961, 196k) - (PICIO)
ke Crescent Jute Preducts, Ltd, (1965) - (Prorc)
15. Packages, ltd. (1968) - (FI0IC)
Turkey
16, Gemtetik Iplik Fabrikalari, 5.2, (1966)Y « (73K3)
17. Domingues y @uc’ Uaracan, ‘Ji. (1966) = ("A%m)
Be ith m W&t

1, la Interaational, S.h. (1965) - (Cerperacion Fimancliera ¥acional)

Esxigo

2. Cis. Tundidora de Fierro y icero de ‘omterrey, S.A. (1962, 196L) -
(Credito Pursatil)

3. Tubos de Acerc de Mexles, J.i. (1962) « (Corporacion Financiera lNaecional)

e Industria del lilerre, 5.4, (196L, 1966) < (Corporacion Financiera Haclonsl)

s o

1/ Approved by the Foard and not yot signed.
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8, Arewa Textiles, ltd., (1963) « (Northern NHigerian Developmsnt
Yenewuela
6, Hiderurgiea Vensyolans "Sivensa®,
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Policies relating to Development Finance Companies

In November 1964 I submitted to Mr. Wilson a draft
Operational Memorandum on development finance companies,
based primarily but not entirely on then current practice.
In due course, it was decided not to consider this draft,
which had served to point up certain anomalies in practice
and certain unsettled questions of poliey. Instead, a
review of policy was requested.

Attached is a rough draft of a paper on my personal
views on many of these outstanding issues. There may be
other issues in the minds of others.

It will not be difficult to present a revised
Operational Memorandum, based entirely on current practice,
or based on a revision of that practice in the light of
decisions taken on such issues as those discussed in the
attachment.

Attachment
WDiamond:us



DRAFT
WDiamond:us
March 29, 1966

1. Various aspects of the policy and practice of the World Bank
family towards development finance companies need review. This
memorandum sums up my views and recommendations regarding some of

them.

Our Model

2. Although there are important differences among the development fi-

nance companies we have supported, we tend to think of them in terms of

a model, of which ICICI is the prototype. Almost every company we have

helped to promote has substantially adhered to the principal character-
isties of that model. The few companies we are associated with which
depart substantidly from it were promoted by others; we tend to involve

ourselves with these only reluctantly. Rather than looking at situa-

tions in terms of how they fit the model, we should give more attention

et

to_the circumstances of the country concerned, and to the condition of

its capital market. In particular:

e Characteristics to stick to

Among the characteristics of the model are (a) concentration on fi-
nancing the private sector; (b) mixed ownership (both foreign and domestic);
(c) domestic contrel (if necessary counting IFC's holdings as domestic);

(d) a business-like and non-political orientation; and (e) a potential
level of profitability adequate to make the company self-sustaining,
that is, capable of increasing its resources (both equity and loan) as

needed to provide for the demands upon it, from conventional sources,

in due course. We should continue to insist on these characteristics.

e A St A NP E———



4, Government Ownership

wé have sought to assure a non-political orientation by insisting that
private shareholders (foreign and domestic, and IFC) hold a majority of the
voting shares and by keeping government in a minority position, preferably
keeping it entirely out as a shareholder. This device, which has proven
of uncertain value, is discussed in paragraphs 16-22 below. 4
5e Functions

Our typical promotions are engaged primarily in lending for new fixed
industrial assets. While this may be suitable in some circumstances, it
may not be so in others. More careful examination of the needs of the
country concerned and the wishes of the sponsoring shareholders might lead
to a term-lending institutio%; or to a promotion, underwriting and issue
house; or to an equity-investing company; or to some other type of in-
stitution; or to a combination of these in the same institution; or to
two'or more separate institutions in the same country. Circumstances
might call for an institution which is primarily a financier of the enter-
prises of others; or they might call for a promoter and creator of
enterprises. Industry is not the only source of demand for funds for
productive private investment, and in many cases may not be the most
important. We tend to frown on refinancing and on financing working
capital; yet these may be needed in particular circumstances. In short,
we should cease to push a particular, limited type of development fi-

nance company. We should try to find out what kind of company, with

B

what functions, would be most useful to the pag?ipg;g;'gpgntry.' These

e T

could be of considerable diversity, and this could lead to important
differences in the structure of ownership, capitalization, management,

staff, etc.



6. Government Subsidy

Our model leans heavily for profitability and for the security

of its shareholders on government subsidy in the form of a long-term,

low-interest subordinated loan. Among the consequences are a close

relationship with government and a ground for government influence.

Such funds are not often available;they are not always desirable;

they are

ability,

not always needed. Without relaxing insistence on profit-

we ought not to require such funds as a sine qua non for a

development finance company; we should indeed avoid them, unless an

T. Where subsidy seems necessary and desirable, alternatives to the

usual device should be sought. For instance:

(a)
(b)
(e)

(a)

(e)

agency arrangements.
tax concessions.

90% IDA resources. These could be made available to develop-

ment finance companies on concessional terms. The amounts
involved are too small either to have an inflationary impact
or to lay a basis for large-scale pressure for broader
divergency from IDA policy, and yet large enough in a few
cases to be important.

IFC concessions. IFC might (i) accept a position subordinate

to other shareholders, or (ii) defer its dividends, or
(iii) limit its dividends (concessions which would lapse when
IFC sold its shares to others).

rediscounting privileges.

There are no doubt other devices which could be used to give a develop-

ment finance company a fillip without indebting it to the government.



8. The justification for IFC concessions (which must obviously be

limited to a reasonable and prudent part of its portfolio) is that
(a) the promotion of development finance companies is one of its
principal objectives (and of the objectives of the World Bank) ;

(v) such companies are a national extension of its international
objectives; and (c) IFC looks to them for new direct investment
business. 1In any event, I doubt that the subordination of IFC's
investment in the event of liquidation would often, if ever, be asked

or needed. The deferment of its dividends or their limitation could,

however, be a very usggglwdgy;ce.

9. Tt has not been subsidies alone which have created a tie between
most of our development finance companies and government, of a kind

which has effectively made government the dominant party in them. Most
of the institutions depend on government as a continuing source of domestic
currency resources and for guarantees of external loans. So long as such
dependence continues, very strong government influence is inevitable.

It is vital to seek an alternative to government as a source of domestic
resources. In pracbice, the only important alternative sources of
medium and long-term capital are foreign governments and international

s [ Tehrorea. -

banke+ Their reluctance to provide funds for domestic expenditure has
thrown development finance companies into the hands of government.

A _change in the policy of those external sources of finance could do

mich to_strengthen development finance companies.

10. Another aspect of our model is that no single shareholder or group
of affiliated shareholders must be allowed to get control of the com-
pany. Where this has been achieved, the dominating interest has

inevitably been, in effect, the government (1¢1cI, PICIC, IFF, CDC,
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IFCT, MIDFL, IMDBI, are examples), largely because government and the
Bank family are the only parties with a large financial interest. 1In
any event, I am not sure we ought to seek so wide a dispersal of in-
terest that no one private group is effectively responsible for the
success of the development finance company. It is possible to achieve
effective management with broad ownership, in cases where a first-class
board is agreed at the start, where that board has, or develops, a common
outlook, and where the tradition is to allow the board, in effect, to
perpetuate itself. (ICICI is such a case, although in that case much

depends on the fact that the Chief Executive is, above all, a public

servant of great prestige.) Where these circumstances do not exist, T

believe one shareholder or a group of them should have enough interest

to be responsible for, and capable of assuring, success.

S A

11. Who controls the show has considerable effect on what can be asked
of government or what IFC, IDA and the Bank can do. For instance, the
IDA arrangement mentioned in 7 (c¢) is inappropriate in the case of an
interest-dominated company. Certain types of government subsidies are
also inappropriate in such cases.

12. I believe we should (a) no longer prevent domination by a particular

intewst so long as that interest shares our outlook; (b) try to get a

board with diverse experience and outlook; (c) take particular care that
the first board shares our conception of the company and of its role;
and (d) try to avoid a company whose board is dominated by commercial
bankers.

13. Another aspect of our model is that we tend to think in terms of

a "chosen instrument'": one development finance company per country.
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I know of no sound basis for this view, if we consider such companies,
not as channels for World Bank assistance to the private sector, but
as a contribution to the strengthening of capital markets. In such
e B Tt Sk, Tn BLippes, S pEpeaLe

L i S0 O S

business are such as to justify more than one development finance

on one. Moreover, in these and in other countries, development
finance companies could concentrate on quite different and non-
competitive activities. 1In Colombia we have already invested in
(and are about to lend to) several institutions which are partly

competitive. We should be ready to do so elsewhere.

Profitability

14. As noted in paragraph 3, the prospect of profitability has been a
condition for our financing a development finance company. However:
(a) We have tended to want a satisfactory level of profitability,
and of dividends, too early. Many foreign investors seem
willing to wait longer than we for a return, no doubt because
they receive collateral benefits. We should take advantage

of this fact, and be prepared to accept a §a§igfactory r?tq;n

after a longer period of gestation (even to accept losses in
the first year or two), if by doing so we are filling an
important need in a member country.

(b) We have been placing too much emphasis, in our initial ex-
plorations of profit prospects, on statistical forecasts of
business which at best can be only very tenuous, and we thus
have been unnecessarily conservative in judging profit

prospects. We ought to rely more heavily on qualitative
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Jjudgments regarding the economic prospects of the country,
the existence of investment opportunities, the policy of
government towards private investment, the quality of
entrepreneurship, and on the knowledge that if these factors
are favorable a vigorous management can create business.

(¢) We should encourage the kind of fringe business which a
development finance company can do and which, without
diverting it from its main course, can be very profitable.

I have in mind conventional banking business for its own

clients. Such business, incidentally, enables a finance
company to keep its fingers on the pulse of its clients in
a fashion which is otherwise not possible.
15. 1In suggesting a more lberal approach to profitability :

(a) I do not propose any relaxation of the long-run objective
of designing the company to be able in due course to obtain
resources from conventional sources. I simply put greater
stress than usual on the long-run prospects of the country,
and hence of the company.
(b) Acceptability of a year or two of losses does not mean
the company would not be expected to service debt. To the
contrary. There can be no questioning that obligation, or
relaxing of insistence 91“1 wrfem&ag.«z'-":‘g bger t"z—

(e) It is the shareholder who will feel the effect of the propo-
sal. Most shareholders (and most creditors) are more willing
to wait than we are. We ought to be ready to do so, too.

Our Jjustification is the same as that suggested in paragraph 8,
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in support of IFC's giving concessions.

Relation to Government

16, We have so far refused (except in Ethiopia)to do business with
a development finance company in which government has a majority

of the voting shares. For IFC, this is a statutory requirement;

for the Bank, it is a matter of policy. We have sought to recon-
cile our position with the facts of life in some countries by
partially substituting IFC for government, keeping the holdings of
the latter to 25% or less and obtaining from government a commitment

to sell its shares to the private sector when it can,
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We have felt that, with not more than 25%, govermment would be unable to
run the show.

175 Our experience suggests that having the govermment in a minority
position secures the form but not the substance of our policy. In most of
our member countries, it makes little difference whether the Govermment has
LL% (Morocco) or 2L4% (Nigeria) or 20% (in Malaysia); in a showdown, the
Govermment will have its way. So also will the govermment have its way in
India and Pakistan, where govermment has no shares at all of ICICI and PICIC;
for in those cases, it has provided a substantial amount of subsidies,
conventional loans and guarantees. Private foreign investors have more
important interests to push or to protect and rarely if ever take a
position against the government and the World Bank family too has usually
behaved as though its interest in a development finance company was not

its most important in the country concerned. Both the private investors
and we have been right in so behaving.

18. The best assurance of a non-political orientation lies in relying

on non-goverrment fund§, and I beligggﬁya ghould segk ways qf substituting
Vg Bagle, T Ead 100 B ew geverenal %o 0w presiest suient ppmdils,
But this is not possible in many cases. And in such circumstances, what
counts is, not the percentage of govermment participation, but the policy of
government towards the private sector and towards the development finance
company itself. If government is determined to encourage private invest-
ment ; E£~it considers itself only a temporary investor in a company, pre-
pared to sell its shares to private investors when it can; if it believes
the company can make its greatest contribution by making its investment

decisions on sound financial and economic grounds; if it is abstemious in

its relations with the development finance company; then I would be prepared
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to accept govermment as an important minority or even in a position of

voting control. If none of these prevail, we ought not to accept
govermment as a minority shareholder.

19. Making a judgment on these matters is difficult, but not more

so than other judgments we are called on to make. We might make a wvalid
judgment today, only to have tomorrow's govermment upset the apple-cart;

we run the same risk with the govermment in a minority position. Oyr
present position allows us to make fewer mistakes, but only because we

are involved in fewer development finance companies.

20. I do not recommend abandomment of our policy of seeking privately
controlled development finance companies. I do recommend that the Bank be
prepared to finance one with a government majority if, in our judgment, a
development finance company can clearly make a contribution of importance
to the country, if a private majority cannot be obtained and if the
situation mentioned in paragraph 18 obtains.

21, A development finance company which has govermment funds, whether
as equity or loan, or govermment guarantees of external loans, must have a
management acceptable to govermment. (It must also be acceptable to us, if
we have invested in or loaned to it.) Other shareholders, whether in a
majority or a minority, must give heed to the goverrment's views on this
matter. But it appears to me that one fair test of the government's
willingness to behave abstemiously towards a development finance company

is its willingness to rely on the judgment of the private shareholders with

respect to the naming of a chief executive. We should not agree to the
government's naming or dismissing the chief executive. This is not in-
sistence on form, while yielding substance; it is a test of the govermment's

policy.
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22 The IFC cannot, for statutory reasons, invest in a development
finance company in which the government has a majority participation. This,
among others, should make us keep cases of Bank lending to a government
controlled company to a minimum.

Focus of our Interest

23. Our original interest in development finance companies was in
providing Bank finance to individual private enterprises in our member
countries. The companies were primarily channels for finance to enter-
prises too small for us to handle directly. This conception was reflected
in the Bank's contractual relations with them: in the project description,
in the methods of commitment and disbursement, in arrangements for super-
vision. Today the focus of the Bank's interest is the development finance
company itself, rather than the particular enterprises it finances. We
try to fill a gap in the capital market, to create a strong and viable
institution, able to provide medium- and long-term finance to private
enterprise at a profit. Although our interest has changed, many of the
policies, contractual arrangements and procedures based on the older view
persist. They should be modified to accord with the fact that, in lending

to a finance company, we are financing it, not a parkicqlgr groupvof

individual transactions into which it enters (and also with the fact

that there might be large differences among the companies we are financing).

2. Such a new focus of our interest would involve, among other things:
(a) Describing the project as the financing of a development
finance company so that it may carry out its corporate purposes.
(b) "Supervising" the loan by supervision of the company, rather
than of the particular transactions it finances.

(c) Linking commitment and disbursement of the loan to the
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requirements of the company, rather than to the needs of
particular enterprises it finances.

(d) Fixing the terms of the loan with regard, not to the
terms on which the ultimate beneficiary received its proceeds,
but in the light of the agreed general policies and financial

requirements of the company which is our borrower.
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25. No one objects, I believe, to defining the "project", as proposed
7
in (a) above. As foa supervision, our practice so far has been not to

exercise the independent rights to information from, access to, and in-
spection of, the individual clients of our borrowers which our present

loan contracts call for. I doubt that it would have been useful to exercise
them or that we could in any event effectively do so. Problems arise only
with respect to (c) and (d).

26, Commitment and disbursement of the proceeds of the loan have been tied

to specific projects approved in advance. As our borrower has gained experience
and as we have gained confidence in it, we have relaxed our requirement for
prior project approval until there may be no effective requirement at all

(as in the cases of PICIC and ICICI). Once, we allowed no company a "free
limit" at the beginning of our experience with it. Today, every company

gets a degree of freedom even at the start and we are more lenient in relaxing
it because we have learned that prior review is more important as a device for
education than for control, and education does not require us to look at many
projects and because the granting of approval implies a responsibility for

the individual project which we ought not to have and could not in fact
éﬁ?ﬁ?ﬁéﬁﬁél Moreover, while we approved of projects using the proceeds of

the Bank loan, our borrower was free to use other resources as it wished
(subject only to general policy understandings and to end-use review), and
could readily run itself into the ground no matter how careful it and we

were with the Bank loan.

27. Control over the Bank loan should be based, not on disbursement, but

on careful supervision of our borrower and on the establishment of a construc?ive
relstionship with it. Prior approval should be required for all large projects
only, not to guarantee proper use of the Bank's funds (which in the last analysis
can be guaranteed only by the general behaviour of the company) but to provide

us with the opportunity to review and comment on the company's appraisal
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methods and to give an extra check on commitments which are large enough to
have serious consequences if errors are made.

28, The amortization schedule of a Bank loan has been the composite of the

amortization schedules of the individual loans made by the development finance
company with the Bank's resources. This link between our funds and our client's
relending of those funds was originally established in order to help a develop-
ment finance company which could not protect itself against the exchange risk
except by repaying the Bank when it was repaid by its clients; but the link

has become a matter of general policy, applied even when exchange protection

is available. I think this is wrong. There should be a fixed amortization

schedule determined by the financial requirements of the company and taking

account of the average term of its own lendings. An exception should be made
only'whenwgwgqvelopmentbfinancevqqmpgny qannpt protect‘itself again;t‘risk,
efgggﬁwgyﬁrepaying the Bank when it is repaid.

29, Linking amortization of the Bank loan to the amortization schedules of
the individual enterprises financed with the proceeds of the Bank loan
supposedly has the effect of keeping the development finance company on a
short leash. That is, if the company repays as soon as it has received a
repayment, and in the same amount, it cannot use the proceeds of the loan a
second time and is forced to return to the Bank for funds more frequently
than would otherwise be the case. I do not think this effect is significant.
The term for which we would normally make a loan to a development finance
company should not be much longer than its average lending term and would
thus not be so great as to allow the company to use much of the loan again
before repayment to us. On the other side, the administrative inconvenience
of the linked amortization schedules is great; and it helps to perpetuate

the view that our primary interest is, not the company itself, but its clients.
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(Incidentally, one result of the linking system may be to encourage
our borrowers to give longer term loans than would otherwise be the
case, so as to help relieve, though marginally, the country's balance-

of-payments situation.)
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30. The Bank does not charge a commitment fee in the case of a loan

to a development finance company until a particular segment of the loan
has been credited to the loan account, and its interest rate is usually
fixed at that time, and for that segment of the loan. With the breaking
of the link between the Bank and the ultimate user of its funds, it
would be appropriate to charge for commitment when a commitment is

made, and simultaneously to fix an interest rate for the amount

committed.
31. The effect of those recommendations regarding the principal terms
of a loan to a development finance company would be as follows :

(a) The object of the loan would be to finance the company's
operations.

(b) The amount of the loan would be determined by the development
finance company's requirements of capital over a period of, say,
two years.

(¢) During negotiations, agreement would be reached on the timing
and amount of crediting of the loan account; the full loan
could be credited on the effective date, or tranches of the
loan could be credited on an agreed schedule.

(d) From the day of crediting and for the amount credited, the
Bank's current commitment fee and interest rate would apply.

(e) Disbursement from the loan account would be made on the basis
not of particular projects, but of a pre-agreed share of the

company's total outlays.
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(f) Prior Bank approval would be required of all loans and in-
vestments of the borrower over an agreed size. The size should
be set at a level to assure that (i) a reasonsble number of
projects are presented to us for criticism (education), and
(i1) large exposures are examined with special care (reduction
of risk).

(g) A repayment schedﬁle would be agreed, taking account of the
expected rate of commitment and disbursement of the loan and
of the average term of the borrower's lendings.

(h) Supervision of the loan, and the rights associated with it,
would be restricted to our borrower; the Bank would have no
independent rights vis-a-vis the company's clients.

These would be the normal provisions, from which we would depart for
good reason.

32. One good reason which is bound to arise in certain cases is that
the company will have no way of protecting itself against the exchange
risk except by passing it on to its borrowers; in which event, it will
revert to the company when its borrowers repay, unless the company can

repay the Bank simultaneously. It was to meet this gg&gatiog that the
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Bank began in 1959 to use a "flexible" amortization schedule; and we

should stick to that procedurew}gwgugympgggﬁ.

Use of Bank Funds for Domestic Expenditures

33. An IFC investment in a development finance company is generally
designed to provide it with capital with which to conduct its business.

A Bank loan has only that purpose. The IFC does not distinguish
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between the currencies in which the capital is used. In the case of
the Bank, domestic currency finaneing is permitted in certain cir-
cumstances, except for development finance companies. These have been
excluded from the general policy.

34. Every effort should be made by the company to mobilize resources
other than from the Bank, especially domestic resources. However, to
require that the proceeds of a Bank loan be used only for imports in
most cases forces the companies to rely on government for domestic
resources, thus enhancing government domination of the companies

or preventing their growth. Moreover, the present practice often

results in diverting the company from its objective, making it

et

sty

The business of some development finance companies involves projects
with a relatively low import content and hence involves a substantial

amount of domestic currency financing. In such cases, and espe01ally

IS BRI e s

where the country s needs for capltal and its efforts to meet them qustlfy

et A S -

financing local currency expendltures, the proceeds of a Bank loan should

N

be avallable for such expendltures to a reasonable extent. We would

B ——— S

determine the amount of the loan in relation to the demands on the
company and to the availability of other resources. This procedure
would be consistent with the Bank's normal practice.

35. Use of the 90% IDA funds for domestic expenditures is no solution,
for the amounts available are negligible. Another possible source

is the Bank's 9% funds. This, too, is limited. The availability
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for domestic expenditure of normal Bank and IDA funds would be
very important in meeting the needs of development finance com-
panies for capital.

Foreign Exchange Risk

36. We have insisted that the foreign exchange risk created by a
Bank loan be passed on to the company's clients. When this has

not been possible, we have agreed to the government's providing
protection. Our concern should be that the company protects itself
adequately against the éxchange risk by any meens at its disposal.

I see no reason for preferring one method to snother. For instance,
passing on an exchange risk to a client is not safe if the client
will suffer seriously in a devaluation. On the other hand, investing
foreign exchange in share capital is reasonable if the expectations

are that the real value of the particular shares will stay ahead of the

declining value of the currency in which the shares are denominated.



Debt-Equity Ratio

37. The three-to-one ratio of debt to equity, was not originally a
measure of restricting borrowing to prudent limits. It reflected a
Bank promise to match the sum of the funds subscribed by Turkish
investors in IDB and the Government's matching loan. Yet it has
become a principle, which is relaxed only under pressure, and it is

applied inconsistently. I see no objeg&j,ggmzqm__plgjzs‘_ggg_s_ggggtqi:ye

figure at the beginning of a company's career. But we ought willing-

ly to relax it when we judge that the equity cushion is sufficient to

enable the company to survive a reasonable period of distress. This

means a continuing, careful assessment of (a) the composition and
quality of the portfolio in the light of the state of the capital
markets; (b) the loss record of the company in normal circumstances;

(¢) the economic prospects of the country; (d) whether the company
needs more share capital because of its expansion into equity or

more shareholders in order to diversify participation.

38. We have included in equity, for purposes of calculating the

ratio, all subordinated debt. Such action has obscured the real
leverage of a development finance company and the fact that quasi-
equity is generally exhaustable and must be replaced by equity, with
the result that profitability may decline. There is justification

for a conventional lender to think of the aggregate cushion m
his loan, whether that cushion consists of share capital, reserves -sa—on-
inferior debt; for that aggregate offers him protection. 1}_&11» in judg-
Ap TN Jeyel ol Sagh ogh 2 develeymnnh Tinsuds sonpsy oan prudeni-

LS, 206 suiTeRve S0 duuon e aswiien, wibuewh meperd 32

ranking.



39. Accordingly, I suggest that in future we include all debt in

the numerator of a debt/equity covenant, and allow a level of leverage

SI—

to be achieved which reflects a reasonable balance between profitabil—;
ity and safety (the interests of the borrower and of the lender). I
see no reason for not starting with a limit of three or four. It
should be relaxed as necessary in the light of the factor cited in

para 37. I can visualize this ratio going to eight, ten or twelve,

RO SR I I, @uﬁ, L ,.s"fl.l)s;???s}- |

L4O. The Bank's own lending to a development finance company might well
be less than the total borrowing allowed to it. For the Bank will
wish, for prudence's sake, to take account not only of the equity base
of its borrower, but also all of debt subordinated to its own. We

need not specify a ratio for this; the Bank can take a decision each
time a new loan is under consideration and in the light both of the

company's aggregate debt and of the equity and junior debt.
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k1. - In dealing with debt, we have generally defined it in terms of

funds which have been drawn down and not yet repaid. In three cases we

have defined debt in terms of commitments: that is, we have included in
debt commitments which will have to be met from lines of credit, even
though they have not. yet been drawn down. The same ratio, with debt defined
in terms of disbursements, is somewhat tougher than with debt defined as
commitments.

k2, We ought to eliminate this inconsistency. I don't think there is

much to choose from. My preference, however, would be for the commitment

basis because it is safer from both operational and credit points of view

and becau§§“once a commitment pas been made the company must disburse when

called upon. The situation is not unlike that of a guarantee.
Procedure
L3. The rigidities and bureaucracy that have developed in our working
party system have been aggravated, in dealing with development finance
companies, by the fact that two separate institutions are involved. Time
is needlessly wasted and our clients are needlessly bothered because,
where a Bank loan is involved, the Bank Area Department Working Party
Chairman is the front of 1818 H Street vis-a-vis our borrower and is
the center of all action affecting the loan, no matter how routine, even
though no issues may be involved. Consideration should be given to the
following:
a. The joint working party need not be consulted in the

routine decisions of approving projects and committing

segments of loans. On all such matters, the decision

could be taken by the Division Chief of the Development

Finance Companies Department (who in any event does the

work underlying the decision) or by the Director of that

 Department. The Working Party need be consulted only



b.
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when a matter of policy is involved; otherwise the
Working Party should be simply informed of actions
taken.

Correspondence with the Bank borrower on the routine
matters of commitment, disbursement, reporting, end-use
supervision could be through the Division Chief of the
DFC Department. At present, the Working Party Chairman
is the channel, with the results both that time is lost
and that the development of an intimate relationship
between the borrower and the people here most directly
concerned with him is inhibited. For instance, in

discussing, announcing and arranging for an end-use

mission regarding a Bank loan or a mission for reappraisal,

the planning is done and the mission is mounted by DFC
Department staff. Yet every cémmunication goes through
the Bank Area Department.

Is it necessary to have a full-fledged presentation both
to SLC and to SIC in preparation for a new Bank loan?
Even when the SIC does not meet, there is a loss of time

and there is extra paper work. I should think the SIC's

review and views are needed only:

(a) to decide whether a new loan should be given to
the country concerned (this has almost always
been decided long before);

(b) to consider a new issue of lending policy (these
are few and far between).

I think the work would proceed more expeditiously if the

Working Party were chaired by the Division Chief of the

DFC Department.
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L. I think the underlying factor which has caused the situations

which the previous suggestions are designed to correct, is the feeling
that, in dealing with loans to development finance companies the IFC's
position is like that of the Projects Department in dealing with other
projects. I do not believe this is so. IFC has a different range of

responsibility. |

Secondment of Staff, etc.

L5. We are sometimes asked to find advisors and managers. Sometimes

we insist on naming them. With only two exceptions, we have refused

to cover any part of the salary or allowances of such persons, whether or
ng_EEgzﬂgfgmmgmbgyg of our staff. Imbelievg thishppliqyu§hould be
reconsidered.

Lé6. Advisors and managers are expensive. The imported product normally
requires gross sums which are in excess of domestic standards and a heavy
burden on the company. The case of a foreign advisor whose emoluments

are far greater than that of the manager (and greater than the governor

of the Central Bank) does not make for the best of relations between them.
Moreover, while the sending of a manager or an advisor is always done in
the best intents of the company concerned, it often is also in the best
intent of the Bank or IFC as well. This is certainly the case when a staff
member is asked to take the post and is given leave of absence.

L7. The arguments against our covering part of the cost are that (a) a
private company should pay what is necessary for the top staff it needs;
(b) we might be saddled with responsibility for decisions taken or adviee
given; (c) a conflict of intent might arise; (d) distrust of the import
might develop. These same agents are valid for personnel sent to advise
governments, yet we are prepared to share their costs. I would urg?Nsimilar

sharing in development finance companies which are recipients of Bank or IFC
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resources, and where we feel the foreign manager or advisor is vital to

an effective operation.
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Mr. Dajany L 900
Mr. Diamond v 950
Mr. Dodd 945
Mr. Paterson 902
Mr. Richards 976
Mr. Rosen 900
Mr. Sullivan 900
Mr. Von Hoffmann 910
Mr. Williams 965
IFC Files 236
Remarks
From: Communications Unit, Room 244, Ext. 2023




\
UNITED NATIONS { & NATIONS UNIES
NS
NEW YORK

CABLE ADDRESS * UNATIONS NEWYORK ° ADRESSE TELEGRAPHIQUE

REFERENCE:

30 March 1966

Dear Bob,

I have your letter of March 22, 1966.

Communications must really have broken down between us, because
otherwise I scarcely imagine you would have thought that I would bother
you or Bill Diamond about documents which I can get as quickly through
existing bureaucratic channels. By the way, if you remember we had all
three a talk with regard to these channels,

We are working against a deadline, and, contrary to what you
surmise, only those reports we know of and ask for, get here rapidly;
the sending of others follows the slow routine of a mailing list, it
would seem,

Salut, and have a good Easter.

Ona B. Forrest’
Economic Affairs Officer

- - ; & ;
/L”&”k Lﬁg\aw;) Special ‘Studies Section

Mr. Robert F. Skillings

Deputy Director

Development Finance Companies
International Finance Corporation
1818 H. Street, N.W,

Washington, D.C., 20433
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Mr. R.B.J. Richards March 30, 1966

B.H. Shi%&

Proportions of Government Holdings in the Share Capital of DFCs

In the subject table sent to you on March 28 an error was found
regarding BIDI. The following is a revised table to replace the old
one o

Government~-owned Shares as
% of Total Ordinary Share

Institution Capital

Colombia

CF - Caldas 13.3

CF - Colombiana L.3

CF - Nacional L.9
Finland

IFF 10.h
Ivory Coast

§§%T 21.1
Liberia
T LBIDL 25.0
Malaysia

MI%?L 20,0
Moroecco

L3.6

Nigeria

NIDB 2h.5
Thailand

IFCT 15.1
Venezuela

SAVENDES 16.4

BHS:1G



Mr. R,B.J. Richards

B.H. ShiAQg

Proportions of Government Holdings in the Share Capital of DFCs

March 28, 1966

companies in which IFC has a shareholding:

BHS:1g

The following are the proportions of Government holdings
(direct and indirect) in the share capital of the development finance

Institution
Colombia
CF - Caldas
CF -« Colombiana
CF - Nacional

Finland

Ivo;g Coast
Liberia
T LBIDI
Malaysia
I"l%; 5
Morocco
Nigeria
NiDB
Thailand
—yrer

Venezuela
A

Government-owned Shares as
% of Total Ordinary Share
Capital

L2.9

25,0

20,0

L3.6

2li.5

15.1

164
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Mr. R.B.J. Richards March 28, 1966

B.H, Shiﬂ}%ﬁ
W

Proportions of Government Holdings in the Share Capital of DFCs

The following are the proportions of Government holdings
(direet and indirect) in the share capital of the development finance
companies in which IFC has a shareholding:

Government-owned Shares as
% of Total Ordinary Share

Institution Capital
Colombia
CF - Caldas 13.3
CF - Colombiana L.3
CF = Nacional L.9
Finland
TFE 10.k

Ivo§% Coast
k2,9
Malaysia
ﬁ%%;i 20,0

Morocco
L3.6
Nigeria
gfﬁﬁ 25
Thailand
IFCT 15.1

BHS:1g
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March 28, 1966

My, H, 8, Hevern
530 Santander Avenue, Apt. #3
Coral Gables
Florida, 3313k
Dear Mr, Hevernt
Thanks for your letter of March 25. Enclosed are
three copies of the requested chart.

Yours sincerely,

D. W, Jeffries
Development Finance Companies
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Messrs. Jeffries, Sekse, Mejia, Powell Harch 25, 1966

Robert ¥, Skillings \/\S\
Voting of

With further reference to Mr. Diamond's memorandum of
March 3, which I circulated to you on March 7 with a request for
information, the replies I have received were not complete and
the information was not presented uniformly. Would you please
incorporate it in the attached forms (ome fomm for each company).

Attackment

RFSkillings:mm
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(NIPPON KOGYO GINKO)

CABLE ADDRESS
KOGIN TOKYO

ESTABLISHED
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March 23, 1966

v
Ve
Mr. William Diamond (@
Director / ¢

Department of Operations » e

Development Finance Companies
International Finance Corporation
1818 H Street, N.W.

Washington, D.C. 20433, U.S.A.

Dear Mr. Diamond:

I am very glad to learn that the materials of our
Industrial Finance Course are going to receive your attention.
I should like to have the opportunity of having your advice
and opinions on them in the near future.

I deeply appreciate your consideration in arranging to
send the valuable materials concerning the Project Evaluation
Course of Economic Development Institute. I received them
in early March, for which I have already thanked the Director
of Economic Development Institute.

I lost no time in studying them and found them to be
very useful and enlightening. T am sure that when we have
perused them, they will provide us with helpful and construc-
tive suggestions for planning the future sessions of our
Industrial Finance Course.

Last but not least, I should like to express my hearty
thanks for your keen interest in our course.

Yours sincerely,

Hideo Nakayama

Project Manager
Industrial Finance Course
Foreign Department
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Mareh 22, 1966

Mr, Artiur Karass
Assistant Director
Office
International Bank for Reconstruction
and Development
h.mmm
Paris (16e), France

Dear Artimr: /

Thank you for your letter of March 17, 1966 reporting
the loss of the Munmmwmmam
in the developed countries. Considering the circumstances,
do you suppose that we have finally stumbled on evidence of
the anti-matter principle operating in the field of bureaucracy?
I suppose it doesn't matter. At any rate, I gladly enclose two
copies of the paper to replace the lost one.

May I also take this opportunity to thank Mrs. Karass
and you for your gracious hospitality.

Sincerely yours,

A, J, Macone



mu’w

sorry to say that we have nothing up-to-date on any of
the onss you mentioned, and that Mr. Spitser will have
to, therefore, retwrn empty handed.

For the future, you may be interested to know
that the Bauk sends copies of its reports regularly to

the UM, This is undoubtedly the quickest way
to obtain them., They are mailed to Mr. Johmn Cuinness,

g
i

MM’

¥rs. Ona Forrest

United Nations Department of
Economie & Soecial Affairs

United Hations

New York 17, New York

¢cc:  Mr. Rasmussen
RFSkillings smm
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Mesars. Jeffries, @-, Hejin areh 21,1966

Pakistan - cenent, et al
Iran « gemerel studies, steel, glass, et al.

Turkey -~ general, including the fish plaat
in the Marmare.

Moroeceo -

Venezuela
Colombis

the work of the Development Departwment,

Ethiopis -

-

the coffee progran

the “promotional cospanies ', ete.



Pr. Antonin A. Basch
United Nations
leow Tork

Dear Antonins [ M
0.K. We shall do our best, with best
regards,
Sincerely yours,

1o

Willism Diemond
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March 18, 1966

¥, Hideo |

Project Manager
Industrial Finance Course

Foreign Department
Industrial Bank of Japan Limited
Harunouchl

Tokye, Japan

Doar Mr. Nakaysmas

Tour letter of December 13, which arrived in my absence, has
already been acknowledged. However, I want
for it and for the extensive materials used in your 7th Session of
the Industrial Finance Seminar, which you were good enough to send
me. On my retwrn to Washington I found them walting for me I
am now reviewing them. They appear to be a valusble cellection of
documents. You must be congratulated on umam-unm

.
B

MMam,Mmmi e
materials., When we have had an epportunity to review them, I shall
be writing to you again. -7

I hope that you received the documenta o o om

”' m‘ w :l‘_,r 71 (\_‘,/)7 O‘f /u(cwfz)
Shin

cire (2)



X’;zm e /fgg co
i

HEADQUARTERS:
WASHINGTON 25,D.C.

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

CaBLE ADDRESS-INTBAFRAD

INTERNATIONAL DEVELOPMENT ASSOCIATION

CaBLE ADDRESS-INDEVAS

EUROPEAN OFFICE:
4, AVENUE D'IENA
PARIS (I6f) - FRANCE
TeLerHONE: KLEBER 25-10

March 17, 1966

Dear Anthony,

An unfortunate thing happened to the draft paper you left
with me on the absorptive capacity of developed markets.

We needed some more copies of the paper to discuss it with
Yager and his people and, under circumstances we do not yet under-
stand, it got lost in our duplicating service. Someone must have
made a clerical error.

In any case, I am sorry and would like to ask you to let me
have another copy of the paper.

It was nice seeing you in Paris and I hope the rest of your
trip was smooth and interesting.

With best wishes.

Sincerely yours,

Wi\ R'Ct -

Arthur Karasz
Assistant Director, European Office

Mr. Antonio J. Macone

Economics Department

International Bank for Reconstruction
and Development

Washington, D.C. 20433

e
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University of East Aﬁéij‘%:
School of Social Studi égfl

Wilbetforce Road, Norwich, Nq&f 77H
England

15th March, 1966

Richard H. Demuth, Esq.,

World Bank,

International Development Association,
1818 H. Street N.W.,

Washington D.C. 20433, U.S.A.

Dear Mr. Demuth, v//

Many thanks for your letter of March 3rd. I shall let
you know how things develop.

Yours sincerely,

Rbtort. ol o

Athole S. MacKintosh
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University of East Anglia

Sender’s name and address:

Wilberforce “oad, Norwich, England

AN AIR LETTER SHOULD NOT CONTAIN ANY
ENCLOSURE; IF IT DOES IT WILL BE SURCHARGED
OR SENT BY ORDINARY MAIL.

The ‘APSLEY’ Air Letter

A John Dickinson Product
Form approved by Postmaster General No.—71995 / 1z

<«@——Second fold here—3

<——=First fold here———3»

Mr, R, H. Demuth,

World Bank,

1818 H. Street N.W.,

WASHINZTON D.C, 20433,

U.S.4,
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Mr. B, H. Bhin Mareh 15, ’.m

Mmumtﬁmmmdmwu,
their economic impaect, and their contribution to the development
finance company's profitability and underlying objectives.

2. A review of the experience of cur development finance
companies in dealing with small-scale enterprise. This will
mznsmmwmwn(mlmm
estates, hire-purchase for equipment and factories, ete.), and
its cost. I would like also some assessment of its value, and
its profitability (or lack of 1%) %o the development finance
company .

cc Messrs. Mathew, Jeffries, Sekse, Mejia

WPlamond :us
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UNITED NATIONS \1\"’ NATIONS UNIES

NEW"YORK

CABLE ADDRESS * UNATIONS NEWYORK * ADRESSE TELEGRAPHIQUE

REFERENCE 15 March 1966

Dear Bill,

lany thanks for your letter of March 9. The outline of your
paper on the role and effectiveness of development finance
companies and your approach suits very well our purpose. As the
paper will be based on the experience obtained in the field, it
will represent a real contribution to the Symposium. When dealing
with the results of the promotion activities, the paper might
perhaps touch indirectly upon the performance of some of the develop-

ment finance companies.

Knowing how busy you are, we appreciate the more your efforts
and your assistance. Dr. Hans Singer asked me to convey to you

KiS

his greetings and to tell you how pleased he is that you agreed to

o

prepare or to have prepared this report.
With best regards.

Sincerely yours,

C“;K\&/‘W‘u\

Antonin Basch

Mr, William Diamond, Director
Development Iinance Companies
International Finance Corporation N ;jf
Washington, D.C. 20433 M\ Y :

(o)



R IR E A

SROILYALNHEKWDY



Mr. J.E. Twining, Jr. March lh, 1966
W.D.8. Fraser ‘/\”&

I.F.C. Procedures - Development Finance Companies Department

The proposed new procedure for handling sub-projects of development
finance companies will affect three documentss

(a) Operational Memorandum No. 5.10

This 0.M., while not yet issued, has been under consideration
by a special committee under Mr. Cope's chairmanship for sev-
eral months. The committee has recently completed its work,
and if is now up to Mr. Diamond to prepare a revised draft for
consideration by SSM.

(b) IFC Orgarisation Bulletin No. 7

Issuance of a new draft has been held up for several months
because of IFC's unwillingness to revise all their organiza-
tion bulletins for the new Organizational Manual. The
attached version was originally prepared by Mr. Diamond. I
have changed the nomenclature and have added a new section (9)
to cover the subject point. I have sent a copy of the bulletin
to Mr. Diamond for approval. We could issue it in the old
format for the time being. '

(e¢) Signature of Written Instruments - Bank

Currently a new version of this is being prepared in Legal for
inclusion in the "Basic Documents" instead of the Administra-
tive Manmual. I have informed Mr. Clark of the proposed change
in procedure and he is making the necessary insertions. The
revised "Signature of Written Instruments" will shortly be sub-
mitted for Mr. Broches' consideration by Mr. Clark. I have
suggested to Mr. Clark that Mr. Lejeune ought to have a sight
of it. Obviously the fact of Mr. Crowley and Mr. Rasmussen
signing certain things should be incorporated. Something may
also need to be included about the powers of Chiefs of Resident
Missions.

If and when IFC makes loans to development finance companies,
2 parallel change will have to be made to IFC's "Signature of
Written Instruments”.

As they are now drafted there is no need to change the existing O.M.
on "Country Working Parties" No. 1.0L, or the proposed organization
bulletins for Bank area departments.

Attachment
WDSF:eg
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Mr. W.D.S. Frase March 11, 1966

1FC FPROCEDURES - DEVWELOPMENT FINANCE COMPANIES DEPARTMENT

As you will see from the two memos attached Messrs. Rosen and
Knapp have been discussing a_neyw procedure for the handling of sub-
projects of develepment finance companies and Mr. Rosen at least
thinks that agreement has been reached on part of the arrangements.

» Knapp called me about this sarly last month and Mr. Lejeunie and
I have been patiently waiting for a memorandum Mr. Knapp said he was
preparing which would apparently give his version of the kind and
amount of agreement reached. So far T have not been able to get my
hands on Mr. Knapp's memorandum - if he ever rroduced one - although
I have called his office about it on several occasions.

In any case, we now have Mr. Rosen's views and must consider the
implications of the proposed procedure. Will you please review this
memorandum and let me have your comments at least on the question of
an Administrative Circular (and what it should say) and on the question
of signing authority.

Mr. Lejeune has made a note or two on ny memorandum to him of
February l; one of which indicates that Mr. Broches may have contrary
views on the recommended procedure. This we will want to discuss with
Mr. Lejeune on his return unless Mr. Diamond presses for some action
in the meantime.

Attachmentss /
Mr. Twining's memo of February L to Mr. Lejeune;
Copy of Mr. Rosen's handwritten note of February 20 to Mr. Diamond.

JET 34 4P N P 3 )
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1. In answer to your note of March 1, I would like to
g{ﬂ'apﬂiﬂmﬁmin.hrﬂml&mmﬂmottbb&inm
viaion:

DR DATE PURFOSE PROXY 10
CF-Nacional 9/2/65 Goodwill Mr. Arengo
2/28/66 Goodwill Mr, Arango
CAVENDES 3/31/64 ' Making quorum My, hits
9/30/6L Meking quorum  Mr, Armendfriz
3/18/65 Electing
director . Mr, Watts
9/23/65 Electing director
end first
alternate Mr, Armendéris

2.  On the shareholders meetings of CAVENDES of 3/18/65 and 9/23/65
IFC's representatives elected the Director to which IFC is emtitled
by virtue of its present holdings of more than 15% of the outstanding
shares, This, according to the law the the Company's statutes, is
an election that takes place without actually voting the shares but
rather by expressing the desire of the shareholder who owns the
required percentage of the shares,

e .
Alide jig :gn

cc: Messrs. Navarrete
Franco-Holgufn
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FORM NO. 92
(10-61)

~“AHRRESPONDENCE RECORD FORM

FROM DATED
March 1k, 66
PDCP
Philippines
2 /3 - idanr,
SUBJECT

Would like to receive 6 copies of the precis
of the conference of Development Finance ompanies

REFERRED TO My 3 amond DATE RECHYbRn 18, 6¢
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Mr. Robert F, Skillings March 11, 1966

CAVENDES 3/31/64 Making guorum My, atts
9/30/6L Making quorum  Mr, Armendfriz
3/18/65 Flecting
dirvector Mr, Watts
9/23/65 Electing director
and first

2, On the shareholders meetings of CAVENDES of 3/18/65 and 9/23/65
IFG's representatives elected the Director to which IFC is embitled
by virtue of its present holdings of more than 153

1
:
I
:
;
:
:
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Alde jlagn
cet lessrs. Navarrete
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2.

Mr. R. Skillings March 11, 1966
Tore Hedberg
Cages in which IFC has voted its shares in development finance companies

PDCP
Occasion: Annual stockholders' meeting March 17, 196l

Reason: Mr. Ortigas (who was retiring as chairmsm for health ressons)
requested IFC's proxy to ensure the election of a group of directors
who would ugpport the objectives of PDCP 28 conceived by the Steering
Conmi ttee .2

Who voted: Mr. Ortiges

Instructions given: Instructions by Mr. Woods to "vote the shares in
your discretion for yourself or for other candidates thereof in such

manner as in your opinion will best ensure that PDCP will continue to 2/
operate on the basis that you and I had in mind when PDCP was established."=

Occasion: Annual stockholders' meeting March 16, 1965

Reason: Due to possible disagreement on slate of directors, Mr., Cargill
in Manila) recommended that we give our proxy to Mr. Montinols,
the Chairman

Who voted: Mr. Montinola.

Instructions given: Mr., Montinols was instructed to vote IFC's shares

y a slate of directors was not agreed upon before stock-
holders' meeting, If 2 single slate was agreed wpon and a proxy fight
avoided IFC did not want its shares voted. If IFC's shares were to be
voted, they should be voted in 2 mesnner to support the philosophy and
views of the sponsors of PDCP, A single slate of directors was put
forward at the meeting and no proxy fight took place., According to
the instructions Mr. Montinola should then not vote our shares. How-
ever the IFC proxy were registered with the Secretary on March 12, and
apparently were represented at the meeting. (79,136 shares were not
represented at the meeting.)

1/ Mr, Ortigas' request not in file
2/ Mr. Woods' cable to Mr. Ortigas March 16, 196l
/ Mr. Cargill's cable from Manile to Mr. Diamond, March L, 1965
Mr. Diamond's letter of Msrch L and cable of Mareh 11, 1965 to Mr. Montinola

cc. Mathew/File
THedberg: spm



March 9, 1966

Dr. Antonin Basch
United Nations

Bevw York, N.X.

Dear Antonin:

First of all, let me thank you for sending me, and
8o promptly, the UN peper on WPIDC. It is very interestipg.

I've given some move thought to our talk last veek,
during vhich you asked for a paper on the role and effective~
ness of development finance compenies in promotion. You saild
you vould need it by November.

1 think wve can do something for you on the following
lines. ve vould deseribe some typieal promotional activities,
of various kinds, of several of the development finance com-
panies associated vith us. I have particularly in mind
wm,nﬁimam.'?m and

In those cases vhere result the promotion
slready emerged, we would tell what it is, with reasons for
success or failure. Mimally, we would make some general ob~
servations on the subject.

As you see, this would not be drawn fros a large sample

of experience, only from several cases of private companies
MMﬁtau. Hor would ve try to drev general con-

If this approach suits your purposes, ve'll be glad to
help. FPlesse let me know.
It vas good to see you last week.

vith best regards. » AN

wWDiamond:us
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Form No. 57

TO:

FROM:

SUBJECT:

) 4 '
lks F02 = J"BDan

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE. MEMORANDUM o

Files DATE: March 8, 1966

7
William Diamond *gzj

The Executive Peace Corps and IFCT

ds I spoke Friday afternoon to Frank Pace, of the International
Executive Service Corps. I brought him up-to-date on our understanding
with respect to IFCT's approach to AID for a top level assistant general
manager. Mr. Pace was already aware of this and said that he did not
consider that an active IFCT application is before him; nor, he said,

is he engaged in searching for a person to recommend to AID for the

post in Bangkok.

2. I took occasion to tell Mr. Pace once again that I thought the
policy he was pursuing with respect to short-term assistan@€was not
suitable for development finance companies. He said that he had come
to the same conclusion. He said that he had been blinded by the success
of the short-term assistance given by one of his people to the IMDBI.
I said that the success of that venture had stemmed from the fact that
IMDBI was a relatively experienced institution and has a first-class
managing director. Mr. Pace agreed with this and said that he had
concluded that such situations were likely to be relatively rare;
certainly they would be rare in the early days of a development bank.
Consequently he would be prepared where circumstances warranted it,

to make available persons for a year or more. He said he would not
like to go as long as two years but would be prepared to think in
terms of about eighteen months. I told him I was glad about this
shift in the direction of his policy.

cc: Mr. Rosen
Mr. Jeffries
Circ. (2)

WDiamond smbc



UNITED NATIONS

I bc.

S@V/ NATIONS UNIES 4

NEW YORK

CABLE ADDRESS * UNATIONS NEWYORK * ADRESSE TELEGRAPHIQUE

REFERENCE: 4 Biarch 1966

Dear Bill, / I i\cc
wo 7

I am sending as promised a paper prepared by the Pakistan
Industrial Development Corporation for the meeting in Prague.
Will yod please return it at your convenience.

I greatly enjoyed our meeting with you yesterday and I hope
that you will find time to send me the brief outline we talked
about. I hope to see you on your next visit to MNew York.

With best regards.

Cordially yours,
&
Uy | -
\‘\\l\'\i\r\z\m

Antonin Basch

Mr. William Diamond, Director

Development Finance Corporation Department
I.F.C.

1818 H Street, N.W.

Washington, D.C. 20433

v/ﬁ;e.






March 3’ 1966

Mr. Athole S. Mackintosh

University of East Anglia
School of Social Studies

Wilberforce Road

Norwich NOR 77H, England

Dear Mr. Mackintosh: /

Thank you for your letter of February 18, enclosing
a copy of the proposals which you and Professor Ross have
worked out for the establishment of an "Overseas Develop-
ment Group" within the University of East Anglia.

I have discussed these proposals with two or three
of my colleagues on the economic side of the Bank and we
are all agreed that your idea is a good one and we hope
that you can bring it to fruition. If you do succeed, we
will certainly want to keep in touch with this Group.

If I understand your proposals correctly, they have
been framed with the experience of the Harvard Development
Advisory Service very much in mind. I may say that we in
the Bank have found that Service to be exceedingly useful
in the development task and have remained closely associ-
ated with its operation. I only wish that more universi-
ties would follow a similar course.

It was nice to hear from you and I wish you well in
your endeavors.

Sincerely yours,

[
|
\ )

Richard emuth

tor
Devel mer, Services Department
1"y
RHD :4.£ i / “
ce: Messrs, Wilson, Friedman and Kamarck 2



Mr. Skillings \j/ March 3, 1966
William Dismond
of

Yoting of foaves

1. Mmmmmmmrnlmf
all cases in which we have voted shares. This should
include :

a) occasion

b) reason

¢) who voted

d) instructions given

Also, a reference to the documents (letter, memo, ete.) which
give evidence of the foregoing.

2. Incidentally, my recollection is that we have had
%mmmm:muxwwlﬁsmmm
1960,

3. Please add slso a list of occasions on which our

shares have been represented for some purpose, though not voted
(such as BANDESCO in October 1963).

¢e Mr. Richards

Whiamond ;us



FormM No. 58 INTERNATIONAL DEVELOPMENT ’ INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

TO: Mr. Richard H. Demuth DATE: March 2, 1966
FROM: Irving S. Friedman

SUBJECT: "Overseas Development Group"

I would go along with your reaction and Kamarck's to this. How
about encouraging existing institutes like Marquez's C.E.M.L.A. togeEn 2 /3(,
their activities somewhat so that you could include subjects more directly
pertinent to economic development. In this way, perhaps with small amount of
additional financial expenditure we may make a considerable contribution to

our encowragement of teaching activities. What do you think?

LE

Attachment



February 28, 1966.

Yo Fo. Hualle bl

v
Many thanks for your letter of February 18th about your
new programme on development. T see that you have also sent a copy
to Mr. Demuth and I believe that he is talking about it with various
people in the Bank. The comments which follow are purely personal
to myself.

Let me say at once that your general scheme seems to me
to be quite excellent and should prove extremely useful provided of
course that you can get hold of the right people. This kind of
combined operation is long overdue and arrangements along these lines
will be needed increasingly for the long haul that is ahead of us.
The points that I have in mind are therefore suggestions, not criticisms,
and I have no doubt that most of them, if not all, have occurred to you
already. They are:-

1. There is always 2 risk in this kind of thing of spreading
oneself too thin and, given the numbers that you have in mind, you
might like to consider concentrating on a limited number of countries.
There is an increasing amcunt of specialization and expertise in this
general subject, more particularly perhape in the United States, and
it seems to me that you should think of your activities not only in
relation to what is happening in other British institutions but also
to what is happening over here. With your knowledge of the Harvard
programme, this of course will not come as anything new to you, but
you might alse like to take a look at what M.I.T. and no doubt others
are doing in this {ield. Another reason for concentration is that,
while there is much that is common to development in general, the
nearer you come to the heart of the matter the more you find that each
country is unique and has its own particular set of problems. This
too will be nothing new to you but I think it may affect the way in
which you set yourselves up.

2. Following a similar line of thought you might think of
entering into some kind of arrangement with some American institution,
to the mutual advantage of both.



A. 8. Mackintosh,Esq. 2. February 28, 1966.

If you do decide on a certain amount of concentration,
there would be a good deal to be said for baving some kind of
working arrangement with a university or research institute or
similar institution in two or three developing countries. These
would provide a base overseas for your staff, their pecple could
help you from time to time in Norwich, and you could help to build
them up and so leave something permanent to show on the ground,

L. I was particularly glad to note your emphasis on
sociological studies in connection with economic development.

There has been some tendency to neglect this aspect, not least in

the developing countries themselves, and I am sure that you are right
to make it an integral part of your programme.

If there is any further help I can give you do please
let me know. In the meantime, all good wishes to you and I hope
that you will in any cage let me know from time to time how you are
getting on.

\\1V5\»»9 - k\

\ 0 ?F\.W'\\SOK\.
(Clﬂ?@ﬁ} M
SRl

G. M. Wlson

Athole S. Mackintosh, Esq.
University of East Anglia
Sechool of Social Studies
Wilberforce Road

Norwich, NOR 77H

ENGLAND

-
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Hessrs. Sekse, Jeffries, Mathew February 25, 1966
Williem Diamond O/
Pakigten, Thailand, Malaysia

You are swvare of Mr. Sulliven's plans re
PICIC, IFCT and MIDFL. hat is your schedule for
briefs ¢

ee Mr. Sullivan

«Diemond:us
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Form No. 27
(7-61)
INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION
OUTGOING WIRE

TO: KUIPER DATE: FEBRUARY 2};,’ ]_966

WIERTDIJKJE 8 CLASS OF

SERVICE: LT
BERGEN, N.H. <o
LEP VO

COUNTRY: (THE NETHERLANDS)

TEXT:

Cable No.: /

REOURLET JANUARY TWENTYSIX HOPE WE WILL HAVE YOUR
COMMENTS ON DFC CONFERENCE PRECIS BY MARCH FIRST

REGARDS
DIAMOND
NOT TO BE TRANSMITTED
MESSAGE AUTHORIZED BY: CLEARANCES AND COPY DISTRIBUTION:
NAME William Diamond, Director ce Mr. Blondel

Development Finance Cos. IFC

DEPT. Wniﬁd:us
SIGNATURE , A

"
(SIGNATURE O‘ﬁrMIV‘iDUAL AUTHORIZED TO APPROVE)

For Use by Archives Division —

ORIGINAL (File Copy) . { /
g‘_\

(IMPORTANT: See Secretaries Guide for preparing form) . Checked for Dispatch:
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INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORAND UM

TO: A1l Professional DFC Staff DATE: February 2L, 1966
FROM: B: Hs Shin

SUBJECT: Profitability of Development
Finance Companies

1. Attached is a new table showing profitability of development
finance companies. Please file it as Item 11 of your Data Book II.
25 Attached also is the revised version of the Table of Contents

of Data Book II. Please destroy the older issue.

Attachments (2)



9.

10.

11.

DATA BOOK II

GENERAL ISSUES AND STUDIES INVOLVING DEVELOFMENT FINANCE COMPANIES

Table of Contents

Policy Statements

Summary of sections of development finance companies'
statements dealing with limitation on maximum size
of investments in any single enterprise.

Status of counterpart fund loans and U.S. AID local
currency loans to development finance companies.

Status of equity, quasi-equity, debt and debt-borrowing
base ratio of development finance companies.

Long-term subordinated loan capital of development
finance companies.

Most frequently used lending rates of development
finance companies.

Development finance companies! administrative expenses
(7 Tables)

Repayment schedules of long-term subordinated loan
capital and IBRD/IDA loans to DFCs.

Net profit after tax and dividend rate.

Taxation affecting development finance companies
with which the World Bank Group is associated.

Profitability of development finance companies

1/18/65

6/22/65

8/31/6L

9/3/6L

1/7/66

10/19/65

8/L/65

9/30/65
10/19/65

1/5/66
2/2L/66
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1963)  (196L)

(1957) (1958) (1959) (1960)

Institutions

18t ¥ Ond Tr. 3¢d Yr. Uth Tr. S5th ¥e. 6

Iran
IMDBIQ/

Israel

IDBI

Lroty gosat
BIDI

Iiberia
IBIDI

Mala%;%§9

Morocco
BNDE

Nigeria
N8 1/

Pakistan
FiCIC

Philippines
PDCP

Spain
BANDESCO

Thailand
IFCT

Turkez
TSKB

Venezuela

CAVENDES

(1961; (1962) (1963) (196L) (1965)
13.132/ 8.03 13.79 16.15 18.09
(1958) (1959) (1960) (1961) (1962) (
1.87L/ 10.26  8.92  7.94 10.32 1
(1965)
Established in February 1965.
(1965)
Established in November 1965.
(1965)
9.81
(1960) (1961) (1962) (1963) (196L)
3.01 9.7h 10.60 6.68 7.06
(196L)
6.8
(1958) . (1959) . (1960), (1961) (1962)  (
3.69&@'9.1417/ 12.987 16.821/ 15.7.7 2
(196L)
20.1L
(196L)
6-76
(1960 (1961) (1962) (1963) (196L)
11.12L/ 14.87 13.03 12.50 8.77
(1951) (1952) (1953) (195L) (1955) (
1.76 10.91 8.92 17.80 18.37 2
(196L)
1.59



= ¥
1/ By profitability is meant net profits before tax divided by average net worth, an average of paid-in
capital plus retained earnings at the end of two financial years.

2/ The first year indicates the first full or nearly full business year in which a DFC operated, except
IFF (see 5), MIDFL (see 10), and NIDB (seell).

2/ The net worth used includes provision for taxation. As a result the profitability is somewhat understated.
L/ The net worth used is at year-end.

5/ IFF was established in 195} and reorganized in the latter part of 1963. The year 196l is the first full
business year after the reorganization.

6/ The first year covers a period from December 10, 1963 to December 31, 196L.

7/ Including capital gains realized from sale of investments which do not appear on profit and loss statement.
8/ IMDBI's financial year ends on March 20 each year.

9/ The first year covers a 17 months period from October 1k, 1959 to March 20, 1961.

10/ MIDFL's financial year ends on March 31, each year. The year 1965 is the first full business Yyear since its
reorganization that took place in October 1963. '

11/ NIDB was reconstructed in January 196l from the Investment Company of Nigeria (ICON) which had been established
in 1959.

12/ The first year covers a 13 months period to December 31, 1958.

February 24, 1966



PRIVATE DEVELOPMENT GORPORATION
OF THE PHILIPPINES Bl
GBTC BUILDING VP e
AYALA AVENUE, MAKATI, RIZAL

VICENTE R. JAYME

E¥ECUTIVE /ICE PRESIDENT

February 21, 1966

Mr. Robert F. Skillings

Deputy Director

Development Finance Companies
International Finance Corporation
1818 H Street, N. W,

Washington, D. C. 20433
U. 5. A,

Dear Mr. Skillings:

Thank you for providing me with a draft of the precis
of the discussion which took place during the development
finance companies conference held in Washington in
October 1965. I have gone over the draft with respect to
the portions summarizing my statements and would want
to congratulate the staff on the excellent work done. I
am sure that the precis in final form will be of very
great value to all of us who participated in the conference.

I would only want to request a slight modification as
follows:

1) Page 15 Paragraph 64

The first sentence should read as follows:
Mr. Jayme said that at the risk of discussing the obvious
he believed that a development bank whether lending or
investing had very real responsibilities with respect to
the competence of the management of a firm for which
financial assistance was being considered.
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Mr. Robert F. Skillings Page 2. February 21, 1966

2) Page 19 Paragraph 83

The second sentence should read as follows:
PDCP's first underwriting experience was not too
successful in that PDCP ended up holding about 36% of
its underwriting commitment and was unable to market
this unless it were willing to sell at a price way below
par value.

Sincerely yours,

o
VICEN R. JAYME

VRIJI:mrl



Mr, P.M., Mathew February 21, 1966
William Diamond <;>/

Small-Scale Industrial Financing

Some time, at your convenienee, I should like to have a note
from you on the pros and cons of, as well as your thoughts on, the
proposal to allow our development finance companies to finance
governmental development banks which are devoted to the finaneing
of small-scale enterprise. You have no doubt discussed this idea
with James Raj and know his own thoughts on the subject.
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INTERNATIONAL FINANCE CORPORATION

Office Memorandum

To: DFC Professional Staff February 17, 1966
From: William Diamond

Subject: Bank Loans to Development Finance Companies

In order to "make the present situation crystal clear",
Mr. Woods has written a memorandum containing the following
three instructions : \gzﬁ-ﬁ/éﬁ

"(a) We will follow the ‘'variable' interest rate
procedure. With our interest rate now at 6%,
the probabilities favor that it can go further
on the lower side than cn the higher side and T
expect some development finance company members
will think this is a favorable development.

(b) Our loan contracts will be drawn on the theory
that repayments to the Bank will be approximately
in symmetry with repayments by the ultimate bor-
rowers to the development finance companies.

(¢) Proceeds of Bank loans are to be used by develop-

ment finance companies exclusively to defray for-
eign exchange expenditures”.

WDiamond:us



Mr. William Diamond Feb. 16, 1966
H. J. Williams
DFCs end Auditing

In instances in which IFC has only an equity investment (i.e.,
no loen) in a DFC and the Bank has no loan, auditing is usually provided
for by & declapation included in a policy statement formally adopted by
the Board of Directors of the DFC.

Heretofore such policy statement required the appointment of
independent public accountants satisfactory to IFC. Presently, the
phrase, "satisfactory to IFC," is being omitted.

T strongly urge that either the phrase be reinstated in the
policy statement or that the matter be covered in a side letter.
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Mr. J. Burke Knapp February 15, 1966
G. D. Woods
Bank Loans to the Development Finance Companies

For a combination of reasons I think it best to reduce to
writing what I understand to be the result of our recent conversation
on the subject of "Bank Loans to the Development Finance Companies':

(a) We will follow the "variable" interest rate procedure.
With our interest rate now at 6% the probabilities favor that
it can go further on the lower side than on the higher side
and I expect some development finance company members will
think this is a favorable development.

(b) Our loan contmacts will be drawn on the theory that
repayments to the Bank will be approximately in symmetry
with repayments by the ultimate borrowers to the develop-
ment finance companies.

(¢) Proceeds of Bank loans are to be used by development
finance companies exclusively to defray foreign exchange
expenditures.

I have understood that a committee of Messrs. Cope, Nurick
and Diamond has been working for some time on an Operational Memorandum
on development finance companies and I now understand that in advance
of the preparation of such a decument Mr. Diamond is engaged in writing
a memorandum setting forth his views on various aspects of development
finance company loans. When drafts of these documents are available
for consideration and discussion, you and I may be persuaded to modify
the practices set forth in (a), (b{oand (¢) above but in view of con-
tinuing delays and the fact that finance company loans are continuously
being processed I thought it best to make the present situation crystal
clear.

GDW:1lgn
cc: Mr. Cope
Mr. Rosen

Mr. Diamond
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Mr. William Diemond Peb. 15, 1966
H. J. Williams
DFC - Policy Statement on Auditing

The policy statements of development finance companies generally
state that the corporation will retadn Independent public accountante
to conduct an annual audit of its books and accounts.

This statement of policy raises the following gquestions:

(1) Will not the statement that "the corporation will" be inter-
preted in some instances to mean the menagement of the corporation--
to be more specific, the president or even the treasurer, and what in
this sense could be worse than having suditors, of whose independence
and integrity IFC may have no knowledge, responsible to the holder of
the purse strings of the corporation to be audited?

(2) should not the policy statement read, "The Corporation will,
through its Board of Directors, retain independent public accountants
to conduct an annual audit of its accounts. Such independent public
accountants shall render their report on their audit to the Board of
Directors."?

hjw:imln
v Y
ey
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Form No. 57

TO:

FROM:

SUBJECT:

A,

A A Y

INTERNATIONAL DEVELOPMENT ‘ INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM

Mr. Harry Williams DATE: January 27, 1966

CORPORAT | ON

Robert F. Skillings | 7
Illustrative Form of Audit Report
(Development Finance Companies):
BNDE Translation into French.

I am attaching a French translation made by BNDE
of your pamphlet, in case you would like to use it as a
basis for a French version of the pamphlet.

It should probably be looked over for accuracy
by someone who knows both French and English well.

Attachment

¢c Mr. Sekse

RobertFSkillings:us



TO:

FROM:

SUBJECT ¢
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OFFICE MEMORANDUM

Mr. Martin M. Rosen DATE: January 12, 1966

Robert F. Skillings

Taxation Affecting DFCs with which
the World Bank Group is Associated

We have recently compiled data on the taxation affecting

the development finance companies with which the World Bank Group is

associated, and on special tax advantages accorded to them. We have

distributed this document to all of the companies (at the request of

many of them).

Attachment

RFSkillings :phm

cc: Messrs. Alter

Arango
Beevor
Cargillwv
Cope
Demuth
El Emary
Kemarck
Kuiper
Nishihara
Paterson
Richards
Stevenson
Sullivan

Von Hoffman

Williams

All DFC Staff

Attached is a copy for your information.



INTERNATIONAL FINANCE CORPORATION

TAXATION AFFECTING
DEVELOPMENT FINANCE COMPANIES

WITH WHICH THE WORID BANK GROUP IS ASSOCIATED

Development Finance Companies Department
January 5, 1966



NOTE

This document contains descriptions of (a) the tax advantages
which have been accorded to the development finance companies with which
the World Bank Group is associated and (b) those parts of the tax systems
in the countries concerned which are important to the operations of the
companies. Only income tax, turnover tax, capital gains tax and other
taxes imposed on net profits or gross income are covered. They are
known to have, or likely to have, a relatively high incidence on the
development finance companies while other taxes such as real estate tax,
payroll tax, licence tax are insensitive to both the net profits and
business volume, and are insignificant in terms of their incidence.

The taxation dealt with here is effective for 1965 and in some

cases for fiscal year 1965-66.
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OESTERREICHISCHE INVESTITIONSKREDIT AKTIENGESELLSCHAFT (AUSTRIA)

I. Tax Advantages Accorded to IVK

(a) All physical or corporate persons may carry forward losses
incurred in previous years for a number of years. For
companies situated in Vienna this may be done for five
years. This is the reason why during the first three years
of operations of IVK no corporate (K8rperschaftssteuer) and trade
taxes (Gewerbesteuer) accrued because accumulated losses com-
pensated accumulated net profits during this period.

(b) IVK is permitted to accumulate tax-free reserves under the
Banking Reconstruction Act of 1955 in two ways:

(1) a reserve equivalent to 3% of the outstanding
credits at the end of a business year must be
maintained. The reserve has to be made even
when the allocations to this reserve results
in a loss to the Company;

(i1) in 1955 and in the following nine business
years 20% of gross income before taxes can be
placed in reserves until the equity equals
10% of the total debt.

II. Corporate Income Tax (K8rperschaftssteuer)

Net profits of IVK are subject to corporation tax. The tax rates are:

Tax Rate %

Net profits up to S 50,000 2),
On next S 50,000 30
On next SL0OO,000 L0
Over $500,000 Ll

These rates are increased by a surtax of 18% of the tax levied, thus
making 28.32% up to S 50,000 and graduating to 51.92% over S 500,000.

III. Trade Tax (Gewerbesteuer)

A1l business enterprises in Austria (including IVK) are liable to pay
a trade tax, which is a mixture of federal and municipal tax with rates
varying by municipalities. The tax is calculated on three elements, trade
proceeds (as defined by law, approximately equivalent to net profits), trade

Currency: Schilling
) | Us$ 0.038L6
Us$ 1 8 26

inou
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capital and wages. The trade tax in most urban areas amounts to 15% of the
trade proceeds plus 1 - 2% of the trade capital and at the most 2% of the
total amount of wages paid.

IV, Capital Tax (Verm8genssteuer)

A tax of %% has to be paid on the net worth of the company (excluding
the reserves, described I, b, i). In the case of IVK this means that the total
share capital plus general reserves are subject to this tax. This tax is
increased up to 1% for that portion of the share capital which is held by
corporations (inheritance tax equivalent). Furthermore the tax authorities
decided that the capital tax has to be paid also on 25% of the ERP Loans
accorded to IVK because they are regarded as of quasi equity nature. Ex-
penditure arising from this tax cannot be deducted from profits for
calculation of the taxes mentioned under II and III. The tax has to be
paid whether profits have been made or not.

V. Capital Returns Tax (Kapitalertragsteuer)

A capital returns tax which is a special form of income tax is levied
on dividends, interest and other receipts from participation in domestic
companies. This tax is deducted at the source. The tax rate is 157 plus sur-
tax of 18% of the tax, thus making a total of 17.7%.

January 5, 1966



CHINA DEVELCFMENT CORPCRATION

I. Tax Advantages Accorded to CDC

Like banking institutions CDC is permitted to set aside as reserve
for bad debts free of tax an amount equal to 2% of outstanding loans (not
outstanding investments) at the close of accounts.

IT. Business Income Tax

CDC, like other business enterprises, is subject to a business
income tax on net profits. Tax rates for 1965 are as follows:

Net Profits Tax Rate %
NT$10,000 or under exempt
NT$50,000 or under 8%
Between NT$50,001 and NT$100,000 L%
NT$100,001 and over 18%

Interest on short-term government bonds and dividends received
from domestic companies having paid business income tax are tax-free.

There is no capital gains tax. Capital gains resulting from
sale of securities, debentures or bonds held more than one year are
exempt from tax. Such gains resulting from sale of securities, debentures
or bonds held less than one year are subject to the regular income taxes.

IITI. Business Tax and Defense Surtax

The business tax, a turnover tax, is levied on monthly gross
business receipts. The tax rate varies from 0.6 to L% according to the
irdustrial classification of taxpayers. CDC is subject to the 3%
business tax which is applicable to banking and warehousing.

There is a surtax called Defense Tax which is payable on the
business tax levied. The surtax for 196l is 30% of the business tax due.
Thus CDC is subject to a total tax of 3.9% on its gross income.

In recent years the amount of the business tax plus defense
surtax paid by CDC has been greater than that of the business income tax.

Currency: New Taiwan Dollars
NT$ 1 = U.S5.$0.025
U.S.$1 = NT$LO
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COLOMBIA

CORPORACION FINANCIERA COLOIBIANA
CORPOPACION IFINANCIERA DE CAIDAS
CORPORACION FINANCIERA NACIONAL

I. Tax Advantages Accorded to All Corporations

All corporations in Colombia including financieras are exempt
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