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LC/H/68-33 

January 16, 1969 

Minutes of Loan Connnittee Heeting CHIVES 
Friday, December 20, 1968 at 2:30 p.m. in the Board Room 

A. Present: 

Nr. J. Burke Knapp, 
Hr. s. Alde'\vereld 
l·fr. G. Alter 
Hr. A. Broches 
Hr. B. Chadenet 
Hr. R. Chaufournier 

In Attendance: 

Hr. "t-J. c. Baum 
Hr. B.A. de Vries 
Hr. E.K. Hawkins 
Hr. R. Kenney 
~r. s. Kuriyama 
Hr. R.S. Nelson 

.Chairman Mr. R.H. Demuth 
Hr. A.G. El Emary 
M.r. R.J. Goodman 
Hr. N.J ... Lejeune 
Mr. A. Stevens on 
Mr. G.B. Vota~.v 

Mr. H .. G. Hilken, 

Mr. D. Pearce 
Mr. L.B. Rist 
Mr. H. Ross 

Secretary 

Mr. E.H. Rotberg 
,Mr. A.D. SpottsHood 
Hr. E.P. Hright 

B. Jamaica ~ Family Planning Program 

1. The Committee considered the memorandum dated December 17, 1968 from 
the \-Jestern Hemisphere Department entitled "Jamaica - Request for Assistance in 
a Family Planning ProgramH (LC/0/68-103) and noted the recommendation to send a 
Bank mission early in 1969, comprising three consultants and two Bank staff , to 
help the Gover nment prepare a comprehensive multi-year family planning prog~am 
and a specific project for its first phase suitable for consideration for Bank 
financing. The memorandum· raised two issues: (a) whether, ln view of the small 
capital content of population projects, the Bank should finance operating costs 

Committee: 

f.1 r. J . Bu rk e Kn ap p, Ch a i rm an 
Mr. S. R. Cope, Deputy Chairman 
Mr. ~ Aldewereld, Vice President 
Directors, Area Departments 
Director, Projects Department 
G€!neral Counsel 
Director, Economics Department 
Directo r, Development Services Department 
Treasurer 
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Sir Denis Rickett, Vice President 
Mr. M. Shoaib, Vice President 
D i recto.rs, other Departments 
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Executive Vice President (IFC) 
Vice President {IFC) 
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(mainly in local currency)~ and (b) whether the Bank shouJd be prepared to finance 
· facilities '"hose full costs "rere justified for family planning even though they 
might. be used for other purposes. 

2. The Chairman said that planning should proceed on the assumption that 
the Bank would confine its financing of population control projects to the costs 
of facilities and expatriate personnel and thus exclude local operating expend
itures. He sugGested hm,-Jever that, in these circumstancec;, a more flexible 
approach to Bank cost-sharing on facilities -- even to the exte~t of 100% of 
their cost -- t-1ould be appropriate.· 

3. The l.Jestern Hemisphere Department stated that on that basis Bank 
financing would probably constitute only a·minor fraction of the project cost. 
This might prevent the Bank from having adequate leverage regarding the project. 
On the basis of very preliminary figures, the total cost of the Jamaican pro£ram 
over the next three years Has roughly $2 million, of Hhich only about $300 9 000 
(for expatriate personnel costs, vehicles and clinic facilities) would be eligible 
for Bank financing even if the capital cost of facilities were covered 100%. A 
further consideration tvas that a restriction on the financing of local operating 
costs would tend to put a premium on other types of projects with a high capital 
content but with much lm·Jer economic returns. r·1r. Chadenet stated his vie'" that 
local operating costs should not be excluded completely from Bank financing 
since the initial years of a program's operating costs could, in certain 
circumstances, be considered as investment in view of their lasting contribution 
to an organization; moreover, such Bank financing could be phased out over a 
small number of years. 1~is had been done for highway maintenance. Mr . Aldewereld 
commented that the Bank should have adequate leverage for the project through its 
active lending in other sectors, although its leverage in this particular project 

' might be small. Others expressed concern about the possible adverse effect Bank 
financing of local operating costs might have on the Bank's image and its ability 
to raise funds in the international financial community. Hr. Demuth, 'vhile being 
skeptical of Bank financing of local operating cost£, felt that t~H:: cJ:it.e~..iun to 
he a~plied to the financing of facilities which were utilized concurrently for 
other health purposes could be more liberal than that proposed in the Western 
Hemisphere Department's memorandum. 

4. The Chairman stated that the absolutely small amount of an individual 
family planning project eligible for Bank financing should not necessarily deter · 
Bank assistance where it was needed. Horeover, there was a range of alternative 
financing devices (e.g. grants) available to finance current operating costs if 
it pr~ved undesirable to finance these on a loan basis. 

5. The Committee noted that current kno'{.Tledge and experience of family 
· planning projects, both within the Bank and outside, was extremely limited. ~lore
over, since this was the Bank's first direct involvement in the field, which 
raised controversial and as yet unresolved questions of both principle ~nd 
practice, a neutral and cautious posture was desirable at this point. Accordingly, 
the Committee agreed that, in the absence of further information, definitive 
policy recoomendations would be premature at this stage. The Committee concluded 
that the mission should not discuss the possible scope of Bank financing with the 
Jamaican authorities. It should instead indicate that, in view of the Bank's 
current extremely limited knowledge and experience of family planning projects, 
the mission would focus on the needs of the project irr~spective of sources of 
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financing . The n1ission's report would in turn help to provide a basis for 
consideration of the financing "t>Jhich might appropriately be provided by the Bank. 

6. Follot-.ring considera'ble discussion, it v;ra.s f urthermore agreed that the 
mission vlould be Bank-spor-sored and tvould invite the cOO!)eration of the 'VJorld 
Health Organization and the United Nations Population Division as well as the 
Population Council in the recruitment of consultants. Finally, the Chairman 
agreed that the Committee should be given an early opportuni ty to discuss the 
missionvs findings in~edtately upon its return and before the project was put in 
definitive form. 

C. Adjournment 

7. The meeting adjourned at 3:45 p.m. 

Secretary's Department 
January 16, 1969 

Henry G. Hilken 
Secretary 



/ 
/ 

i 

j 
I 

CONFIDENTIAL l "co 
INTERNATIONAL BANK FOR RECONSTRUCTI ON AND DEVELOPMENT 

INTERNAliO AL DEVE LOPMENT ASSOCIATION 

• ,.J 1-h c ·t . v~ 1 o........... & o. . , , 
---1~~-A-QJQn~~~ff-----:Ji-! ---- ---------

JUN 1 0 2014 \ 

!-.iinutes of Loan Comrni ttee Meeting held on 
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LC/M/68-32 

December 26, 1968 

Honday, December 16, 1968 at 3:30 p.m. in the Board Room 

A. Present: 

Jv1r. J. B. Knapp, Chairman Hr. A. G. El E:rnary 
Nlr. G. Alter Nr. R. J. Goodman 
l\fr. A. Broches Mr. H. L. Lejeune 
Mr. B. Chadenet Mr. F-. R. Poore 
Nr. B. M. Cheek Mr. A. Stevenson 
Mr. R. H. Demuth Hr. G. B. Vota-r,.r 

I-1r. c. F. 01-ren ~ Acting Secretary 

In Attendance: 

Mr. M. Shoaib Mr. J. c. Leeming 
Hr. D. s. Ballantine Hr. c. J. Martin 
Mr. li·T. c. Baum Mr . D. Pearce 
Mr. M. A. Burney £1r. v. J. Riley 
Mr. Vi. Diamond Mr. E. H. Rot berg 
I•lr. P. Geli Mr . R. Sadove 
Mr. M. L. Hoffman Mr. A. D. Spottswood 
Mr. J. A. King Mr. D. Stoops 
Hr. A. D. Knox Mr. w. A. Hapenhans 

B. Bank Assistance in Project !>1anagement 

1. The Committee considered the Memorandum oil Bank Assistance in Project 
Management ( LC /0/68- 102, dated December 12, 1968) from the Horking Par .__y vThich 
had been established in May 1968 to cor.sider the ·xtent to which the B~~nk '""hould 
help borro1-1ers and member governme ts in securing management for Bank-financed 
projects, and to make recommendations. 

Committee: 

~lr. J. Burke Knapp, Chai nnan 

~lr. S. R. Co pe, Ocpu ty nai rma;i 
Mr. ~ Aldewereld, Vic~ Pre ~i den t 
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Director, Projects Department 

Gene ral Counse l 
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Treasurer 
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2. The Committee noted that the Bank, while emphasizing the need for good 
management, had hitherto avoided taking direct responsibility for providing 
management; it had identified management needs, and on an ad hoc basis, had 
helped borrowers to locate and hire suitable managers. This policy vras based 
on the fact that the Bank was a financing institution and on the concern that 
an individual, employed by the Bank but with executive responsibil:i.ties in a 
Bank-financed project, would be subject to divided loyalty and possibly con
flicts of interest which might inhibit both his and the Bankfs effectiveness. 

3. The Working Party estimated (but only as an approximate order of 
magnitude) that about 25% of the needs for managers in Bank-financed projects 
over the ext five years could not be met from normal sources (eg. direct 
hiring of individual expatriates or firms by the borrow·er, bilateral and 
i nternational technical assistance programs). It therefore recommended that 
the Bank help provide management assistance to Bank-financed projects !I -vrhere 
appropriate, by 

(a) helping borrowers find and hire suitable managers; 

(b) under';·rri ting, in appropriate cases, the terms of the 
contract of a manager hired by the borrower; 

(c) helping borrowers make arrangements for the supply of 
managers by bilateral and international technical assistance 
programs; 

(d) helping borrowers make suitable arrangements with management 
or engineering consultants for the provision of a management team; 

(e) if managers were not available from these sources, hiring 
managers itself and seconding them to borrm.rers. 

4. The Chairman pointed out that reco1~endations (a), (b) and (c) 
were in line with vrhat the Bank \vas already doing in particular cas es and that 
recommendation (d) '\vas an innovation only insofar as paragraph 14 of 
Operational Memorandum 5.04 (which limits the role of consultants to advice 5 

extending . it to executive responsibility "only in exceptional circw'!lstancesil) 
had apparently unduly restricted the use of management services from con
sultant firms. The Chairman said that if the distinction between consultant 
and management ftmctions were kept clear, the Committee would have no diffi
culty in endorsing (d). To the extent that managers would be obtained by this 
method, it would reduce the need for the Bank to arrange for possible 
secondments. 

Hiring and Second.ment 

5. As recommendation (e) constituted a departure from existing Bank 
practice which would have budgetary implications, most of the discussion 
dealt vrith this proposal. :Main points raised were as follm·ls: 
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6. Objective: The proposal vras intended to i~prove the flow of 
managers to projects that the Bank Group wished to finance; management was often 
the most difficult input to help ensure the success of ·a project. In terms of 
the five-year development program many suitable projects, particularly agri
cultural and most likely in Africa, might not be feasible unless competent 
management could be ensured. 

7. Seconcblent should be used only in special circumstances, as a last 
resort for priority and urgent needs when all other reasonable alternatives 
had. not resulted in the recruitment of a suitable individual. 

8. Scale of Build--up: If the proposal were implemented, the demand for 
managers could grow rapidly and therefore the scheme should be kept within 
definite bounds. 

9. A "management service corpsn hired under term contracts should not 
be created in advance of the identification of specific needs. I'1anr:!.gers shou.!_d 
be hired o~ly to fill specific identified needs on such terms as were necessary 
to secure qualified individuals. How·ever , asslli-ning the approval of the 
Executive Directors and the success of the program , it vras likely that a manage
ment service corps vrould evolve. vlhile no prior commitments vrould be possible, 
the calibre of managers to be sought would probably require the inducement of 
an expected continuing association with the Bank Group. In the longer rlm, 
if the need for Banlc assistance in project managf!ment 'Were to diminish, it 
should prove possible to assimilate the type and quality of the individuals 
involved into the Bank's normal activities. 

10. Immunities and Privileges: General Counsel considered that with 
secondment the managers would not be able to receive all the immunities of 
ordinary Bank staff. The immunity from legal process for official acts \.rould 
not apply . to the managers in the exercise of their functions as such. 

11. It was agreed that the nature and extent of possible immunities and 
privileges (including sensitive issues such as possible tax exemptions ) 
would have to be negotiated in each individual case and would depend, inter 
alia, on the circumstances and the bargaining position of the prospective 
manager . 

12. Salary Levels; Coverage of Costs; Other Terms of Contract: In 
principle, the Bank should aim at being reimbursed by the borrover for the 
full costs of managers during their secondment , although these costs might well 
be financed in most cases out of a loan or credit. However, a flexible posi
tion should be kept and consideration should be given to grants for the 
purpose from the Bank . Generally speaking , the Bank might cover in selected 
cases the difference bet1-.reen the regular salary for the post (i.e. the salary 
that '\vould ·be paid by the borrower according to local levels) and the 
manager's actual salary. 

13. The specific terms for such "topping-up" arrangements \·rould have to 
be considered further. Genera l Counsel indicated that the operations of the 
staff pension plan raised technical issues that vrould have to be carefully 
examined. 
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14. Possible Conflict of Interest vlhile concern was expressed about 
possible conflicts of interest, it was thought that in practice these risks 
vTere small. 

Recommendation 

15. The Committee concluded that a prospective need had been demonstrated 
and that the Bank should adopt a flexible but more systematic policy in 
providing assistance in project management. Necessary administrative arrange
ments should be made so that assistance could be provided when it was clearly 
needed after exhausting other opportunities. 

16. The Chairman req_uested the 'Harking Party to redraft its report in the 
form of a memorandum to the Board seeking authorization for the new policy. The 
r edrafting process would also help to clarify further some of the practical 
difficulties raised at the meeting. As well, the Working Party should conside~, 
to the extent practicable, other possible means of arranging for the provision 
of management services, including the underwriting by the Bank of employment 
contracts. 

17. On the proposal to hire and second managers, the recommendation to 
the Executive Directors should be presented as an experimental and limited 
program with a proposed budgetary allocation for a specific number of . 
managers over a given time period. The program could be subsequently 
evaluated in the light of experience. 

C . Adjournment 

18. The Co~~ittee adjourned at 5:40p.m. 

Secretary's Department 
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January 13, 1969 

Tuesday, December 3, 1968 at 4:00 p.m. in the Board Room 

A. Present: 
I 

i 
Hr. S.R. Cope, Deputy Chairman 
Hr-. G. Alter 
Hr. W.C. Baum 
Mr. 11. P. Benj enk 
Mr. !.P.M. Cargill 
Mr. R. Chaufournier 

In Attendance: 

Mr. B.H. Cheek 
Hr. W. I. Cohn 
!-tr. J.C. de Wilde 
Hr. S.D. Eccles 
Hr. L.J.C. Evans 
~·!r. J. K=~~l~~ 

Mr. A.G. El Emary 
Mr. D.J. Fontein 
Mr. U.L. Hoffman 
Mr. L. Nurick 
Hr. F.R. Poore 
Mr. A. Stevenson 
Mr. M. Cherniavsky, Secretary 

Hr. A.J. Mac one 
Mr. M.J.W.M. Paijmans 
Mr. L.B. Rist 
Mr. R.E. Rowe 
Mr. D. Suratgar 
Mr. C.R. Wilkinson 

B. Bank/IDA Investment in Oil Pa~m Projects 

1. The Committee considered the memorandum on Bank/IDA Investment in Oil 
Palm Projects (LC/0/68-100 dated November 29, 1968) from ~Ir. L.J.C. Evans which 
concerned the future market conditions of palm oil and the policies which should 
be ~dopted with regard to future oil palm projects. 
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2. With regard to the general policy for agricultural surplus commodities 
the Committee noted that less developed countries cannot be held back from 
producing such products simply because more developed countries already are 
producing similar or competitive products. · The Committee also agreed that the 
Bank/IDA should be primarily concerned with the rate of ret~rn in relation to 
alternative possibilities in the particular country. If a project is economically 
viable and has a higher rate of return than alternative projects in a particular 
country, it may not be highly relevant that the production costs are high 
relative to those in other countries. 

3. The Economic's Department stated that present market forecasts were based 
on the department's evaluation of findings of a recent FAO _study and were 
normally made in terms of constant dollars. m1ile several members of the 
meeting expressed the view that projections should take into account future 
price tr.enda of products involved in international trade, the Committee generally 
agreed that the -present practice was sufficiently accurate for market forecasts. 
Further assessment of future marketing prospects for palm oil is presently being 
made by the Economics Department and by an international study group on fats and 
oils. Until this summer, the price of palm oil for the mid 1970s had been 
forecast at $180 per ton. Since that time the forecast has been lowered to $165 
and it is felt that even, this estimate may be somewhat optimistic. However, 
even if the price were to fall as low as $140 the rate of return for the oil 
palm component of the Ivory Coast project would still be in the range of 9 to 10 
percent. / 

4. The Committee also noted that in the appraisal of future oil palm 
projects, different rates of return should be presented based on a range of 
future prices with an assessment of the most probable future situation. It was 
also recommended that the next time a palm oil project is presented to the 
Executive Directors, a general presentation ~hould he mAde on th~ future ~arket 
prospects of palm oil. 

C. Adjournment 

The meeting adjourned at 5:15 p.m. 

Secretary's Department 
Jaruary 13, 1969 

Hichael A. Gould 
Acting Secretary 
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AGENDA 

Argentina 
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November 14, 1968 from the Western Hemisphere Department entitled 
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ARGENTINA - Proposed Loan of $82 Million to HIDRONOR 

Introduction 

1. On January 24, 1968, the economics of the El Chocon-Cerros 
Color ados scheme and its eligibility for Bank financing ~vere discussed 
in a Special Loan Meeting (Ll"I/N/68-4). It ·Has decided that while a less 
capital intensive thermal alternative might be preferable, the Bank iiOUld 
be justified in helping to finance El Chocon. Accordingly, the Government 
N'aS informed in I1'a.rch that the Bank was prepared to consider a loan of 
$70 million for the project. 

2. The Bank 1s five year program includes a lending forecast of 
$435 million for Argentina. In view of the Government's progress under 
its economic program, we are preparing for a major expansion of the Bank's 
operations. The Economic Committee agreed in June that this was warranted 
by the prospects for stabilization and accelerated growth (EC/M/68-28), 
subject, however, to the commitment of funds being dependent upon con
tinuing satisfactory economic and financial policies. The evidence we 
have r eceived since June gives no ground to change our position. However, 
the Government 'trill still need to make active efforts to maintain adequate 
incentives for agricultural grm.;th and to increase public savings. The 
latter ~vill call for new tax measures and a major attack on the railway 
deficit. The Government. agrees ':-lith the need for these and is moving in 
the right direction. 

The Borr~ner and the Project 

3. The attached appraisal report (PU-1 ) , · prepared by the mission 
which visited Argentina in August 1968, recommends the El Chocon project 
for a 25-year loan of $82 million. 

4. The loan would be made to Hidr oelectrica Norpatagonica, S.A. 
(HIDRONOR), a Gove1~ent·~wned stock corporation established in October 
1967 to build and operate the El Chocon-Cerros Colorados scheme. The 
El Chocon hydr oelectr ic project on Rio Limay and the Portezuelo Grande 
flood control wor ks on Rio Neuquen make up the first stage of this scheme. 
The El Chocon pr oject consists of a dam, a polverhouse with three 200 !-'E·l 
gener ating units ,. and ·~ o 7·00 miles l ong transmi ssion lines to Buenos 
Aires. Work on the dam will start in early 1969 and the project should 
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be in operation in 1973. The second stage of the scheme, to be executed 
between 1972 and 1978, t.rould consist of three more 200 M:l units at El 
Chocon, and an intake and a poHerhouse with three 1.50 N~·J units at Planicie 
Banderita on Rio Neuquen, although the Government may consider substituting 
a thermal plant for Planicie Banderita if the search for natural gas now 
going on in the area is successful. 

5. The cost of the project is estimated at $325 million, including 
interest during construction. Portezuelo Grande, to 1-1hich no Bank financing 
would be attached, is estimated to require about $31.5 million equivalent. 
The second stage of the scheme may cost about $187 million. 

Benefits of the Project 

6. The principal benefit to be de.riv.ed from tbe El Chocon-Cerros 
Color ados scheme 1,1ill be electric po1·1er .delivered .in .B enos Aires. The 
appraisal report concludes that the project would be more attractive than 
the thermal alternative at interest rates less than 7~ - 10 percent. we 
should regard a return in this range as acceptable. The flood control 
benefits of the scheme are modest. The irtigation benefits are very small, 
because ne1-r storage capacity for irrigation in the Rio Negro Valley iJill 
not be needed for another 25 years. In or•d·er to see whether the irrigation 
benefits might be increased, and realized sooner, the Bank suggested that 
FAO, in its capacity of Executing Agency for the ill~DP-financed feasibility 
study of the development of the Comahue region in Northern Patagonia, 
review the work in progress on that study. This was done by personnel 
seconded to the El Chocon appraisal mission by the FAO/IBRD Cooperative 
Program. Their report is now being prepared at FAO headquarters and ·will 
recommend that the Comahue regional study be .recast in order to identify 
specific projects for increasing agricultural production in the Rio Negro 
Valley. 

1. In several discussions with the Argentines, Bank staff put 
forward a case for concentrating the ent· e generating capacity of the 
scheme at El Chocon and eliminating Portezuelo Grande and Planicie 
Banderita. This would save about $90 million in capital costs and raise 
the rate f return slightly, even allor.dng for the fact that the project 
would produce substantially less energy. The flood control benefits of 
Portezuelo Grande appeared realizable simply by improving and enlarging, 
at the cost of some $12 million equivalent, the inlet to the existing 
reservoir of Lago Pellegrini. Hor.·,rever, the ll,r.gentines felt that the 
difference in the returns on the two alternatives was small and that the 
original scheme should be retained, despite i.ts considerable additionctl 
cost. 
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The Fi ncing Plan 

8. The $325 million needed to finance El Chocon would be obtained 
from the proposed $82 million loan, bilateral buyer 1s credits estimated 
at $60 million, and an Argentine contribution being raised through a five 
percent surtax on sales of electricity and refining of crude oil. The 
loan would cover the foreign exchange cost of the civil works at El Chacon, 
including penstocks and gates, consulting services, and interest during 
construction. HIDRONOR has been informed that the Bank is prepared to 
reimburse it for foreign exchange expenditure on civil works from October 
23, 1968, the date of the letter of intent issued to Impregilo, the success
ful contractor. 

9. Governments and banks in eight European and North .American 
countries - Belgium, Canada, France, Germany, Italy, S1itzerland, the 
United Kingdom and the United States - have offered to HIDRONOR buyer's 
credits to finance equipment vurchased after -competitive bidding restricted 
to suppliers from the ler.tding countries. The proposed terms - 20-years 
life, 5-years grace and interest comparable to the Bank's lending rate -
are more favorable than those usually granted for export transactions. 
Also, some medium term accommodation may be forthcondng from banks in 
sane of those countries that would enable HIDRONOR to finance interest 
during construction on the buyer 1 s credits. Firm arrangements are no1.r 
being discussed and ought to provide HIDRONOR with adequate funds to 
meet the cos t of foreign equipment not financed by the Bank. 

10. The electricity and oil taxes are expected to bring in the 
equivalent of $266 million during the construction of the El Chocon 
project. This is more than required to supplement the Bank's loan and 
the expected buyer's credits, and would enable the Government to make a 
substantial contribution to the second stage o£ the scheme. Any short-
fall in the financing plan for El CJ: ocon r,rculd have to be made up by the 
Government under the "provision of funds 11 clause in the Guarantee Agreement. 

11. Since the draft appraisal report was prepared, we have been 
informed that HIDRONOR cannot, under Argentine law, issue shares not 
entitled to a dividend {paragraph 7.07 of the draft appraisal report). 
D ring t e :negotiations, we shall therefore have to agree with HIDRONOR 
on the issuance of junior non-interest bearing debt representing funds 
received from the Government for flood control and irrigation works . 

Recommendation 

12. I recommend that the Bank pro~eed to negotiate the proposed loan 
on the terms and conditions indicated in the appraisal report • . I further 
recommend that 1.ve follo':.r the Comahue regional study in the hope ·that in due , 
course we may be able to assist an agri~dltural project in that legion. 

Gerald Alter 
Jirector 
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(a) the basis of the Bank's policies on international competitive bidding; 
(b) the margin of preference to be accorded to domestic suppliers and the basis 
on which bid comparisons should be made; (c) the circumstances in which the Bank 
should be prepared to finance a project in conjunction with tied aid ("external 
reservation") and (d) the extent to which the Bank should permit part of the 
procurement for a project to be reserved for domestic suppliers ("domestic 
reservation"). 1./ 

2. The meeting noted that the Bank's objective of getting the widest 
possible measure of international competitive bidding on projects which it 
financed 11 reflected its concern that they were ca~ried out in an economic and 
business-like way and that borrowers got "most for their moneyn as well as 
allowing suppliers uequal access" to Bank-financed projects. This philosophy had 
however been the subject of exchanges with the Indian Government (most recently 
in the Tarai Seeds case) 3/ and was likely to become a problem for other 
countries as their industrial base broadened. The Indians started from the 
position of giving almost absolute protection from foreign competition to most 
domestic industry. They therefore wished to submit to international competitive 
bidding on Bank projects only those items which could not be produced in India, 
"reserving" the remainder of project procurement for domestic suppliers, on the 
understanding that the Bank would be satisfied that such reserved procurement 
would be reasonably economic and efficient and would not adversely affect the 
project as a whole. The Indians were also hoping that the Bank would in certain 
circumstances finance a portion of such reserved procurement. 

3. In this connection, it was recalled that one of the important factors 
bearing on the amount of a project which a borrower might l>lish to reserve for 
local procurement was the margin of preference which the Bank was prepared to 
accord to domestic suppliers. This margin was at present 15%, a level which it 
c~uld be persuasively argued was too low in the case of India. In reviewing this 
general question the Bell working party had pointed out that it was impossible to 
justify one particular margin of preference rather than another (except in the 
broad sense that a very high level of protection would make a travesty of inter
national competition and might encourage blatantly uneconomic prorluction) and 
that the problem could not be considered in isolation from the Bank's policy on 
domestic reservation~/ (i.e. completely-protected procurement). The appropriate 

!/ References in this minute to the Bank apply equally to IDA unless otherwise 
specified. rote that the minute reflects the conclusions of a further 
discus~ion of the above issues at a meeting on Octcber 10, chaired by Mr. Knapp, 
and atten~ed by Messrs. Aldewereld, Alter, Baum, Chadcnet, Collier, Cope, 
.Nurick and Cherniavsky. 

11 With standard exceptions for procurement not suited to international 
competition. 

]/ See minutes of Special Loan Meeting LM/H/68-18 dated October 29, 1968. 

if See paragraph 7 below. 
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level of preference also had to be considered in conjunction with such questions 
as (a) should the margin of preference be based on value added or gross value; 
(b) should the margin vary between countries or should it be fixed and (c) should 
bid cvmparisons take account of duties which domestic suppliers paid on imported 
components? Overall, the Bank had to make a judgment as to what would represent 
a reasonable and, no less important, a workable bargain between the conflicting 
interests of supplying and borrowing countries. 

4. The meeting'~s reactions to questions (a), (b) and (c) above were first, 
that despite the obvious theoretical merits of basing preferences on value added, 
such a system would not be workable. For practical reasons, preferences had to 
be related to gross value. Second, that the impact of a given margin of preference 
was by no means uniform and the Bank should administer it more flexibly, not only 
making the usual downward adjustment to the applicable level of duties where this 
was lower than the Bank's standard margin of preference, but also making an upward 
adjustment where it was clear that because of e.g., an overvalued exchange rate, 
domestic suppliers' effective margin of preference was lower than the one nominally 
accorded by the Bank. Upward adjustments would however need careful justification 
so as to avoid the impression that the Baruc was being more generous to some 
countries than to others. Third, on the bid comparison question, the meeting 
noted that high duties on imported components could inflate domestic fabricating 
costs to such an extent as to put the local manufacturer at a disadvantage and to 
curtail or negate his nominal margin of preference unless the Bank was prepared to 
make special allowances. The meeting also felt that in comparing bids the Bank 
should not stand in the way of any tax or duties waivers which suppliers were 
granted by the Government in order to make them more competitive. 11 

5. Regarding Bank financing of a project in conjunction with tied external aid, 
the meeting recognized that countries had to accept the sources of aid which were 
available and it would be unrealistic for the Bank to take the position that there 
should be no tied external procurement unless it was at the same time prepared to 
meet all of a project 9 s external financing requirements rather than only part. 
Even if the Bank was in principle prepared to meet all of the external financing 
requirements, it should willingly associate itself with tied aid being provided on 
a grant or near-grant basis. 

6. Regarding the case where the Bank was not prepared, for whatever reason, 
to put up all of the external finance required for a project, themeeting noted 
that the working party's recommendation (that the Bank accept partners with tied 
funds) would represent a modest shift from the more restrictive posture which the 
Bank had normally taken hitherto. This shift could be justified on the grounds 
that there was often more to be gained by mobilizing resources for a project on 
second best ternts than by postponing its execution until across-the-board interna
tional competition could be obtained. The justification for such a joint operation 
was not that the project was so high-yielding that it could bear a "mix" of tied 
and untied funds, but rather that in the absence of joint-financing it would 
probably not proceed at all. In any case, the Bank must be satisfied with the 
"reasonableness" of the overall financing package, and specifically that there was 
a reasonable degree of competition in the utilization of the tied funds and that 

1/ Another new departure in the domesti.c preference area, which it was agreed 
should remain under consideration, would be to grant a margin of preference to 
suppliers in developing countries generally, as compared with those in 
developed countries. 
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the Bank was not being used merely to promote the consummation of a bilateral deal. 
Any restriction of the freedom with which funds can be used carried with it certain 
disadvantages and the Bank's aim should be to encourage the maximum freedom possible. 

7. Regarding reservation of domestic procurement, the working party had 
suggested a ban on such procurement in a Bank-financed project, although it pointed 
out that the Bank would often lack the leverage to obtain, or the capacity to 
police, such a ban (particularly vlith "time-slice" program loans) and that it would 
tend to encourage narrower project descriptions at the expense of the Bank's 
influence over a broader area. Moreover, the working party's recommendations had 
been made in conjunction with a recommended 40% margin of preference for domestic 
suppliers and if the Bank took a less lenient position on preferences it would 
have to take a more lenient position on domestic reservation, so as to preserve 
the bargain between the borrowing and supplying countries. A "more lenient" 
position should not, however, extend either to Bank financing of reserved procure
ment or to tolerating such procurement ~/ if it would impose undue additional 
costs on the project. Furthermore, in the interest of timely and efficient project 
execution, the Bank should make it clear that (a) goods to be reserved for 
domestic procurement must satisfy the Bank as to performance, delivery, etc., the 
burden of proof to lie with the borrower where the Bank was in doubt, and (b) 
decisions as to what procurement should be reserved and what procurement should be 
open to international competition should be agreed in advance (normally during loan 
negotiations) in order to avoid uncertainties and delays. It was agreed that if 
the Bank insisted that certain items to be procured for a project were not to be 
reserved for domestic suppliers, then it should at the same time be prepared to 
finance them. 

8. Summarizing, Mr. Knapp said that he interpreted the sense of the meeting 
as follows: 

(a) Although the Bank could not normally require international competitive 
bidding over the whole of a project unless it was prepared to meet all 
of the procurement resulting from such bidding, it should continue to 
press for as wide a measure of such competition as possible and always 
insist that its loans were so used; 

(b) There should be a standard margin of preference to be accorded to 
domestic suppliers, based on gross value, to be adjusted upward in 
specifically justified cases. The existing 15% level was too low, 
but a figure in the 40% range would be too high in conjunction with 
a more lenient policy on domestic reservation than the working party 
had suggested. He (Mr. Knapp) would therefore recommend that the 
Bank adopt as its standard rule "25% or the level of customs duties, 
whichever is lower." 

(c) He would also reco~~end that where an item contained major components 
which had borne high duties, the Bank would deduct from the ·domestic 
bid duties on components and materials imported by local manufacturers 
which were higher than the allo\'Jable margin of preference. 

~/ Including procurement which is tantamount to "reserved" by virtue of bans or 
administrative decrees more or less precluding foreign competition. 
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(d) The Bank should not object to tax or duty waivers which suppliers 
were granted by their Government ; 

(e) The Bank should be prepared to accept partners with tied funds in 
a project if the conditions suggested in paragraph 6 were satisfied 
and should always be prepared to accept partners providing tied aid 
on a grant or quasi-grant basis; 

(f) The Bank would permit reserved domestic procurement only if it was 
agreed in advance and judged not to place an undue burden on the 
project (as described in paragraph 7); 

{g) If the Bank insisted that certain items not be reserved for domestic 
(or external) suppliers, then it must be prepared to finance them. 

C. Adjournment 

The meeting adjourned at 12:00 noon. 

Secretary's Department 
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Secretary-

1. The Commi tt,ee considered the memorandum of August 21, 1968 from the 
Europe Depa:r 'rnent "Tu.:rkey- Keba.n TransmissionLine Project" (LC/0/68-?h) 
and noted that the Keban syndicate -v;as scheduled to meet on September 13 to 
consider the remaining foreign exchange requirements of the overall Keban 
project (plus an additional transmission line from Seyitorner to Scydisehir). 
The Chairman observed that at this advanced stage it uould not be productive 
to revimv the history and set up of the Syndicate - it was clearly an unusual 

. and not 1vho.ly satisfactory form of JOint financing, but per haps the best 

I • 

: 
I 
I 
I 
I 

that could be e.xpec ved in a situation 1vhere the Ba.nk 1 s leverage was l:i.Jnited 
because its proposed contril uti on OJ: $25 rnill..a.1 t-1as ama relative tO. those of it,s 
partners. He vlould sirnply offer the codment that. the importance of joint 
financing 't·ras no longer primarily as a de-vice for conser'iting nscarce 11 Bank 
resources since this was not now a major constraint, but rather as a method of l 
rationaliZD1g bilateral assistance and improving its terms and effectiveness i 

l y such means as broadening the area o.f jnternational competition. 1 
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2.. It 1.ras reca.lled that the "TEK bill" to establish an autonomous 
national electricity aut~hority, '\vhich had been dra-t·1n up (and later modified) 
as part of a general reo1~anizatiorr and unification of the electric power 
industry v.rhich the Bank and its partners requ:i.red as a condition of financing 
the project, had not yet been approved by the Turh.'"ish parliament-. The Barik 
had hm.;ever agreed, in the interests of not compounding delay, to appraise 
the project if the Government were in the meantime to reorganize the electric 
pow·er industry insofar as possible by executive action, pending enactment of 
the bi11. This ·had been done and the Government expected the TEK bill to be 
passed la.t~ in 1968 or early in 1969 and the Bank v.ras not now proposing to 
make parliamentary approval of the bill a condition of negot1.ation of the 
loan or of its submission to the Board. Hoviever., there were a number of 
important assurances which the Bank lvould seek during negotiations (see 
paragraph ~04 of the Appraisal Report} including .a rate of return covenant 
(to be calculated on a realistic rate base) of between 8% and 10%. 

3., It 1va.s noted that the Seyi tomer - Seyd1sehir subsidiary transmission 
line, ··tr1h..i.ch it was proposed the Bank should finance in addition to the main 
Keban~·Ankaraaa:.tstanbul line, vJould require a link ·vo the main line. Thls 
link, running from Gokcekaya through Seyitomer to Izmir, was expected to be 
financed by the European Investment Bank. The Chairman commented tha-t tn 
the absence of a firm commitment by the European Investment Bank, the Ba.nk 
should consider financing at least the first part of the link so as to · 
assure po-v1er for the Se:>-ritomer-..Seydisehir line. The Committee was told 
that this might increase the loan amount. by ·about $2 million41 · 

4. The Comnittee approved the recommendations of the European Depar~~ent 
contained in paragraphs 23 and 24 of their memorandum<;~ 

c. ~,iournment 

The Committee adjourned at 4:00 p.m. 

Secretary's Department 
September 9 9 1968 

Mark Cherniavsk.Y 
Secretary 
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A meeting of the Loan Committee will be held on Wednesday, 
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AGENDA 

Senegal 

The Committee \Jill consider the attached memorandum of 

August 16, 1968 from the Africa Dep eirtment entitled "Senegal -

Proposed Grou-1dnut-Eillet Project' 7 (LC/0/68-73). 
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WBG ARCI-11 VES 

SENEGAL: Prop~ed Groundnut-I1:illet Project 

I. INTRODUCTION 

lo In March 1966, an identification mission visited Senegal to 
look into a proposal to promote productivity of groundnuts. Follm-.ring 
a project preparation miss on and a short follow up ussion, th~ 
Government of Senegal applied in A ri 967 to IDA for a credit LO help 
f inance the continuation of the fivo-year g.rounrlnut-millet product~vity 
irnpro ement progra start .... d in 1964 1.rith finincial help from the European 
Econorrdc Community. The objective of this pro~raL:. is to compensate for 
t he loss of the French preferential market £or groundnuts, through 
··ncre sing both production and producti\."ity. In or er to continue sotre 
of the more effective parts of the program over the period 1968/69 
through 1970/71, IDA finance was sought for up to US $9 million, while 
the balance ~rould come from the European Development Fund (FED) , the 
Caisse Centrale de Cooper~tion Eco~omiq e (CCCE),the Banque Nationale 
de Developpement du Senegal (BNDS) , farmers in the project rea and the 
Go ver:nrnent of Senegal. 

2 e As the appraisal progressed it became 'lv"ident that the original 
proposal of th Government requiTed revision in ordir to be suitable for 
IDA financ · ng. The Associat on seriously questioned the prior·ty given in 

,~ the original projec~ to an int ns ive and r ther m1eco1omic extension 
~ service, while it felt that much mor mphasis had to b given to the 
organization and effici n t management of the agency responsible for 
p ·a:tng the coo · ra.ti .. v-es rlth implements and equipment and for collecting 
the groundnuts and dif'l tributing seeds o Lack of -timely ac tion on these 
~oblems caused considerable delay in the ~rogrcss of the apptaisal work. 
In :ri~y, 1968, an IDA mission was a le to ·:o ·k out, after consultation and 
in ag1 eement vn th the Gov .... rn..-nent of Senegal, a re1rised project suitable 
f'o ll)A financing, in 'tvhich emphasis was shifted from financing of 

xtens1.on work to an agricuJ tural credit prqgram co11plad tnth improvement 
in the functioning and efficiency of ~1-).e cooperatives' supply and marketing 
institution. 
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3. An appraisal report of the Senegal Groundnut-Mlllet Project 
(T0-685) i s attached. It recommends an IDA credit of US $9. 4 million. 
The proposed credit would be the second IDA operat ion in Senegal. Thus 
far the World Bank Group activities in Senegal include: 

(a ) An IDA credit (No. 96 SE) of US $9.0 million made in 
September 1966 for the rehabilitation of the Senegal railways. -Dis 
bursements on this credit amounted to about US $1.2 million on July 31, 1968. 
After initial difficulties there is now evidence of improvement in the 
progress of the project. 

• • • •• ''": - f. t ; .... ·~ 

(b) A Bank loan (No . 493 SE) of US $4.0 million to the Port 
of Dakar Authority in Hay 1967. Disbursements amounted to about US $620,000 
on July 31, 1968. A recent supervision mission reported that the progress 
on this project is satisfactory. 

(c) An IFC investment of about US $3.46 million (Inves t ment 
Agreement No. 114 SE, dated Augus t 19, 1966) in a Senegalese company, 
Societe I dustrielle d'Engrais du Senegal, established to build and operate 
a US $12.4 million fertilizer plant near Dakar 

II THE PROJECT 

4. The project consists of the provision of farm )nputs and some 
financing of technical services: 

(a) Farm I11puts: Provision of credit to the cooperatives 
through the Development Bank for the purchase of simple 
animal d:faHn implements., for some animnls, and· for· 
fertilizer • . Farmers would provide the funds needed to 
purcf1ase the balance of :the draft . anili1als. 

(b) Technical Services: 

(i) Provision of funds to enable an international 
firm of consultants to study the nnnagement 
problems of the cooperatives' supply and marketing 
institution and to assist 1n managing it during 
a three year period at the end of which it should 
be able to operate efficiently l1ith primarily 
Senegalese staff. 

(ii) . Provision of funds to enable Senegalese staff of 
the cooperatives ' supply.and rrarketing instituion 
to be train d through overseas fellov-1ships. 
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(iii ) Provision of funds to enable the extension 
service to continue to perform somv technical 
services on behalf of the cooperatives. 

5. The institutions directly concerned w~th the project are the 
cooperatives, the Office National de Cooperation et d'Assistance au 
Developpement (ONCAD), the Banque Nationale de Developp.ement·.:uu>Se.h.egal 
( B~IDS) and the extension service presently provided by the French 
Societe d'Aide Technique et de Cooperation (SA TEC ). Under the project 
ONCAD ttiould as in the past be responsible for distributing farm inputs 
to the cooperatives, and for collecting their. groundnut crops for bulk 
sale to a government marketing institution, the Office de Commerciali
sation Agricole du Senegal(OCAS); ONCAD would also manage the groundnut 
seed stock pile. BNDS "L-rould continue to finance short term credit for 
fertilizer and medium term credit for farm implements and draft animals 
through the cooperatives. It would also pay the cooperatives for the 
crops after havli1g made deductions for farm input advances. The 
extension service would, for the time being, continue to devote part 
of its time to providing services to the farmers on behalf of the 
cooperatives. In order to ensure gradual take over of· the extension 
services y Senegalese, as provided for in the Agreement betv.reen S.A TEC 
and the Government, most of the present staff of SATEC would be trans
ferred to a ne1v-ly established Senegalese institution, SODEVA (Societe 
de Developpement et de Vulgarisation Agricole) SATEC would manage it 
for a certain period, and later would provide technical assi?tance to 
SODEVA 1 s ovm Jr.anagement. The Association felt that management of SODEVA 
by SA 'IEC should last at least two years but since the appraisal report 
appeared, the Government informed IDA about its intention to limit it 
to one year followed by two years of technical assistance. Agreement 
on this subject will have to be reached during negotiations. 

6e Project cost is estimated at about US $23 million equivalent 
with an IDA contribution of about US $9.4 million. The cos t of the 
main components of the project is as follows (in million US$): 

... ·.· Total project cost IDA credit 

Farm inputs 17.6 6.9 

Technical services 5.1 2.5 

Total 22.7 9.4 

The IDA credit l-Iould cover 75 per cent of the cost of farm implements 
and the foreign exchange component of the cost of ONCAD managerr~nt services, 
counterpart raining and SODEVA cooperative services. 1ne project has 
a foreign exchange component of about US $6.5 million. Of this, the IDA 
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credit will cover about US $5 million ( implements and technical services). 
Thus, about 53 per cent of the credit will cover fo reign exchange costs 
and about 47 per cent will cover local costs. The portion of the IDA 
credit related to farm i mplements (US $6.9 million) vould be on- l ent by 
Govern.rnent to BNDS at 3.5 per cent for 4 years, including a grace 
period of four years; BNDS credit to cooperatives for farm implements 
and draft oxen ould be for five years without any grace period at an 
interest rate of 5.5 per cent. 

So rces of Finance are (in per cent of total project cost): 

Farmers ' contribution 18 
BNDS resources 29 
Government funds 11 
IDA credit 42 

Other parts of the program, not included in the project, will be financed 
by CCCE and the Govern~ent. 

7. Procurement of the implements would be through lo~al competitive 
bidding extended to local agents of ove1sea~ firms ru1d to SISCOMA, a local 
government controlled manufactur ero Disbursement would be on t ...... e basis of 
sums advanced by BNDS to the cooperatives as credits for implementse Since 
the program was due to start July 1, 1968, the mission vJhich visited Senegal 
in I·By 1968, discussed the possibility of retroactive financing of certain 
expenditures, against the background of the delays experienced in the con
sideration f the project. The mission recommended, and I concur, that 
retroactive financing from July 1, 1968, should be accepted, especially 
since the program is plam1ed on a harvest year basis, \-lhich the As so cia tion 
regards as an important factor~ 

8 One of the main problems encountered during appraisal of the 
project ras the inexperienced management of ONCAD. The Senegalese authorities 
are ell aware of this and are currently trying to obtain skilled management. 
A letter of invitation to selected management, consu tants and terms of 
refer nee for a study of the management and operating problems of ONCAD 
have been· prepared in consultation with the Bank. In order to overcome 
ll1stitutional difficulties and to provide the necessary coordination, the 
Gover~~ent aBreed to the creation of a Project Coordinating Committee, 
consisting of a se ior official of the Ministry of Rural Development as 
Chairman and representatives of the ~rl.nist:ries of Finance and Planning, 
the Directors General of ONCAD, BtiDG and SODEVA, as members. 

9. The project is technically sound and economically justified. As 
in many agricultural p ejects -v:hich rely for a large part of their success 
upon credit to and participation by small :farmers, a quantitative assess
ment of the overall benefits cannot be 1rnde with accuracy. Since the 
project is concerned r:i.th the co :1tinuation of some of the more effective 
part~ of the productivity program started in 1964, an economic rate of 
return calculation should take into account the impact of this program. 
On this basis , and calcula tlng o rer a life of 10 years, the economic rate 
of re urn v.rould be about 25 per cent 
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III THE ECONOMY 

10. A Special Leeting of the Economic Corruni ttee has considered 
the report ncurrent Economic Position an Prospects of Senegal" AF-73a, 
dated February 29, 1968, and concluded that Senegal should be considered 
eligible for IDA assistance up to $10 million (EC/rV68-13, dated 
Na.rch 8, 1968). It! also concluded that IDA lending could, from the 
economic point of view, appropriately provide local currency financing, 
if justified on project grounds. 

1 o Since the economic mission visited Senegal, more reliable figures 
on the groundnut crop 1967/68 have become available. It appears that the 
crop is about 20 per cent lower than expected at the end of last year. 
This 1.vill have repercussions in the field of public finance an:i the budget 
(1968/69) is expected to sho1-r a small deficit which 1-rlll be covered by 
Treasury reserves. The Government had to face social un est and was 
recently compelled to grant a substantial increase ·· n minimum wages. This 
will increa.~e costs in the industrial vector of the economy, .tib.ich has 

lready shown signs of stagnation in the recent past. 

IV RECOM1.jENDATIONS 
~·- lra:od.o It 

12. I recommend that: 

Attachment 

(a.) representatives of the Republic of Senegal be invited 
to negotiate a credit of US $9.4 million equivalent to 
assist in the financing of the .Groundnut-Hillet Project, 
substantially in accordance with the conclusions and 
recomrr2ndations of the attached appraisal reportJ and . . 

(b) .that the Association be prepared to disburse against 
expenditures made for the project since July 1$ 1968. 

\ .. 

s. Noel Hcivor 
Deputy Director 

1 
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Y.dnutes of Loan Committee Meet· ng he· d on Friday 1 
~ugust 16, 1968 _::t 11:00 a.~ in the Board Room 

A. Present: 

Mr. J. Burke Knapp, Chainnan i'-1r. R. J. Goodman 
Mrt> G. Alter Ivlr, s. N, l'1civor 
Hr. Benjenk Mr. L. Nurick 
Mr. B. Chadenet Mr. F. R. Poore 
1-1r. SoR. Cope 11ro A. Stevenson 
:Hr. R. H. Demuth Mr. N. Cherniavsh'Y, Secretary 

In Attendance: 

¥11'. H. P. Gassner Vll". B. B. King 
Hr. A. F. Geolot Hr. A. Kruithof" 

. Hl,e c • Ha.rcrJ l1r. L. Y. Pouliquen 
Hr. M. L. Hoffman Mr. H, l'J. Scott 
J:1r. v. i:I. Hogg Mr. F. c. Soges 

B. Zambia "'!' Socon ro.iect 

• The Committee considered the memorandum from the Africa Deparbnent 
dated A gust l2,p 1968 "Zambia Second H1.ght..ray Projectn (LC/0/68'"*67 ). It 
agreed that while he projectts economic benefits (savings in ·transport costs, 
mainly for Zambia's international traffic ) would yield an acceptable rate of 
re·curn, the project, had to be see 1 in the 1dder perspectives of Southern 
Rhodesia's UDI; of Zambia ' s need to find altiernati ve outlets to the sea to 
counterac·t the prices chare"ed by the tradi·t,ional rail routes t o the Indian 
Ocean, and of the likely consequences and timing of the proposed Tanz.:ml 
rail·Hay rqn Zambia to Dar es Salaam. 

2, The Comii.l .t·'Gee 1-vas told that evaluaijion of the economic rate of return 
had been made on t.he basis of a probability analy"sis. Probability eetima··es 
had been made for, int~r alia, construe ~ion costs of the hig w~, traffic 
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volumes, traffic growth rates, the elasticity of demand for transport, vehicle 
operating costs and the opening date of the Ta~zam railroad (nnnex 2 of 
appraisal report). So far as the Tanzarn railroad Has concerned, the analysis 
had been based on an 80% probability that it would be constructed and in 
operation before 1980, with the best estimate being 1975. Despite the likeli
hood that the rail';·ray 'tvould thereafter carry the bulk of Zambia r s ttdry cargo 11 

t raffic (1..rith oil moving in the Dar es Sal&..-un pipeline, nm-; coming on stream), 
leaving only local traffic on the road, the pr ject produced an acceptable 
rate of return when the best estimates of the other variables (traffic volume, 
etc.) were met. Benefits accruing to local traffic in Zambia would be lm1 
since the area served by the road Has sparsely pop ated and of lit le fore
seeable agricultural potential The road's quick-yielding justification Has .,. 
mail ly attributable to the very l arge tonnages of copper and general imports 
expected to move over the proposed road project before 1975, and to the extent 
that construction of the Tanzam railway was delayed beyond that date, the 
expected economic return of the road project would be enhanced. 

3 On a more general level, it Has suggested that even without UDI, the 
Zambians would be j ustj_fied in building an alternative link to the Indian 
Ocean as Rhodesian railvJay rates, in particular · for copper, w·ere high in 
relation to cost. The effect of UDI Has essentially to expedite the search 
for alternative outlets to the sea as an insurance against undue dependence on 
the traditional trancoport system ·t,hrough Rhodesia and ~'Iozambique. Because of 
urn, however, and pursuant to the tJ}j sanctions, Zambia Hanted to divert traffic 
from Southern Rhodesia as soon as possible. In this connectio3, he Projects 
Department agreed that it would circulate a paper to the Loan Committee explain
ing the manner in which possible economic losses suffered outside Zambia 
because of the diversion of traffic to the road were reflected in the rate of 
return calculations. 

4. The Projects Department said that it · had so far had little experience 
of presenting probability analysis in appraisal reports and it 1vas feeling its 
way towards express:ing ·vhe concepts and results of analysis in language which 
everyone could readily understand. The Chainnan commented that it was impor
tant that the justification for the project be presented to the Executive 
Directors both from the economic angle and in the more general tenns which had 
just been revievJed. Nany of the :implicit assumptions in the report (which had 
emerged during the Committee's discussion} should be made clea1"'er, particularly 
paragraphs .5.09 and 5.10 dealing lJith the economic evaluation. Hean.Hhile, the 
Chairman concluded, negotiations could begin in accordance with the rec orr~en
dation of the Africa Department. 

c. Adjournment 

The Committee adjourned at 12 o'clock noon • 

Secretary' s Department 
August 28, 1968 

j 
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August 291 1968 

ltlnutes of Loan Commit tee NeetiLJ.g held on 
!'1ondaz1 August]-9, 1968.at 3:00p.m. in th~ Board Room 

A. Present: 

l-1r. J. Bur1ce Knapp, . Chairman Mr. K.s. Krishnasvramy 
Mr. s. Alde1~ereld Mr. S.N. Hcivor 
11r. G. .Alter l>ir L. Nurick 
Mr. B Chadenet Mr. F('IBe Poore 
Mr. s.R~ Cope Hr. A,. Stevenson 
Mr. R.J. Goodman rtr C()H. Thompson 
Hr. 11.1. Hoffman Mr. r.i. Cherniavsky, Secretary 

In Attendance: 

Hr. 1rJ.J. Armstrong l1r. P. Loh 
Mr. A. E. Bailey Hr. M.S. Ram 
Mr J.P. Grenfell 11r. J.P. Uhrig 

B. Niseria - Prqeosed Loan to Niger Dams Authori~ 

1. The Committee considered the memorandv'lrl from the .At~lca Department 
dated August 7, 1968 "Nigeria - Proposed Loan to the Nlger Dams A.ut,hori ty" 
(NDA) (LC/0/68-68), '-Ihich recommended that the Bank made a loan of $16 million 
to cover the addi-tional foreign exchange costs of the Kainj. Project supple
mental to the loan or $82 million (383-TJNI) of July 1964~ The Committee 

oted that the cost of the projact had or5.ginally been est.ima-ted at $2o8 
million (including $135 million in foreign exchange) and had now risen to a 
reasonably fil~ $246 million (including $151 million in foreign exchange). 
In general th:is increase had been bey nd the control of ·'4 he borrmver and 
could not, have been foreseen by the Ba.nk or by he consult,ants at the time of 
the original loan. 

2. The Cornmi ttee vJas told hat, nearly all of the balance of the originally
estimated foreign exchange costs had been financed by a. group of equipment
supplying count~ies, the 1 rges·c c tribution b.aing tram Italy, H'hich had made 

- DISTR IBUTiO'-
Comru i ttee: Copies for Info nnat ion: 

Hr. J. Burke Knapp, Chai rm<..n President 
Mr. S. R. Cope, Deputy Chai rm~, 
Mr. • Aldewereld, Vice Prcsid nt 
Di rectors, Area Departmt.'!l ts 

Director, Projects Department 
GE;'rH~ral Counsel 

Di r ect r, Econorn i cs De oar tmen t 
Dir ect r , Develo~~cnt Services Departm t 
Treasu rcr 

The Economic Adviser to the Presiden t 
Sir Denis Rickett, V1ce Pr sident 
Mr. M. Shoaib, Vice President 
Dir0ctors, other Departnents 
Snecial Adviser to the Pres iden t 
Executive Vice Presi~cnt (IFC) 
Vice Pres ident (IFC) 

-- -----------------



- 2-

a $26 million loan. A considerable proportion of the foreign exchange cost 
overrun on the project Has on Italian civil ~,rorks contracts but it did not 
seem likely that the Italians would meet part of the overrun and thus enable 
the Bt4"1k to reduce its loan. The Chairman coaunented that he understood 
Italian l egislation t o preclude supplier-fi ancing if a country was in a 
state of civil war, but an alternative which might be explored would be for 
the Italians to buy a participation in the Bank loan. Hore specific informa- · 
tion would meanwhile be required on the lira component of the cost overrun. 

3. The Committee noted that the justification for proceeding with tlrls 
loan in the absence of a Biafran settlement or any detailed assessment of 
Nigeria's public finance and creditworthiness situation was that NDA was a 
suitable borrower, was efficiently managed and ~ delay in completing the 
project 1-rould retard the development of the power sector with consequential 
damaging effects on the economy. Information available to the Bank (which 
had been rev·~ded by the Economic Committee ) suggested that Government finances 
had een greatly strained for the short-term and ..l here was little possibility 
of the Nigerians meeting any addi""Giona· foreign exchange cost themselves. 

L.. 'The Com.rni.ttee Has told that the equalizing discount rate between the 
c ost streams of the project and the best thermal alternative was about 6.5 
percent under the original cost estimates and v;ould n01..; be about 5 perc nt 
(t..;ithout, het·Jeve r, allowing for esca ation in the cost of the thermal alter
native). The final stage of the project to be financed by the supplementary 
loan would show a very high rate of return, but the return on the total project 
(which the Nigerians were under nn obligation to complete) was considered to 
be the more objective yardstick. Regarding the return vrhich NDA should earn 
on its net fL"'Ced assets, it 1vas nmv proposed that :i:li not be required to earn 
a return of at least 8 percent until its four h y ar of commercial operation 
and ·that NDA' s rate base and debt service should be reduced by asldng the 
government to assume the responsibility for certain expenditures mcurred by 
~IDA which were unrelated to the supply f power (mainly for navigation and 
other public Horks). If the governm nt 't·ras also Hilling to assume respon:3i
bility for resettlement costs, so much tlie better, but (the Chairman suggested) 
there l·Ias no reason for the Bank to press f or this. 

5. The Committee accepted the recommendation of the Afr"ca Department 
that the !IDA and he. Federal Government of Nigeria e invited o send reresen
t atives ·to ~vashington to negotiate a loan of about $16 million equivalent 
substantially on "bhe terms and conditions set forth in the appraisal report. 

c. Adjournment 

The Commit ee adjourned at 4:10 p.m. 

Secretax~'s Deparnnent 
August 29, 1968 
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Minutes of Lom1 Committee Meeting held on 
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Thursday2 A 
3
ust 8, 968 at 3:00 p.m. :in the Board Roqm 

A. Present: 

Nr. J. Burke Knapp, Chairman Mr. 11. L. Hoffman 
Hr. s. Aldewereld Mr. S.No Hcivor 
Mr. G. Alter Mr. L .. Nurick 
Hr. B. Chadenet Mr. F.R. Poore 
Hr. S.R. Cope r1rc A. Stevenson 
Mr. R.J. Goodman Mr. M. Chemiavsky, Secretary 

In Attendance: 

Mr. V.To C. Baum Mr. R. Sadove 
l1r. H" Davis Mr. A. Shourie 
l1r s. Kuriyama. Mr. C. It. Thornp~on 
r1r. R. Nelson Mr. P. Hright 

B. Trinidad and Tobago - Tourism Development 

1. The Committee considered the memorandur.1 of July 19, 1968 from the 
'~estern Hemisphere Department "Trinidad and Tobago ..... 'Iourism Development n 

and noted that there vJas at present little knowledge, either in the Ba..Tlk or 
outside it, Hhich l.rotU.d permit sophistica-ted cost- benefit an:: .. lyses of 
investments in tourism, either of one tourism project against another or of 
the economic priority in a given country of tourism development versus 
evel o ment in other sectors. With respect to the mobilization of' private 

resour ces ·for hotel cons truction, it could be a surned t hat entrepreneurs 
would be guided by considerati ons of profi t and financial return. But in 
cases (as in Trinidad and Tobago) wher e further tourism de elopmcnt also 
hinged on additional investments in infrastructure (extension of airport 
and of public services, road improvements, etc.), it t-tas difficult to 
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compare alternative possibilities. Some such questions might be anm-rered 
~r "'·he consultants r feasibility study on the proposed airport extension. 
But the Bank t.rould need to develop a clear methodology of its own. It 
't-Tas agreed, hmrever, that this much Has clear: tourism development was a 
"natural n for Trinidad and Tobago, as had already been shmm in the report 
entitled "Potentials for Tourism Development in Trinidad and Tobago" (T0-665 ). 

2. The Connnittee also noted that tourism development in Tobago required 
a series of concom:i tant investments involving a mix of private and public 
money and many small or scattered projects, although such projects should 
be related to each other within the context of an integrated program for 
tourism development. It Has suggested that, in the case of Tobago, the 
Bank should perhaps cons· der providing finance for the largest single invest
ment ldthin a tourism de elopment program (for example, for the airport) 
while seeldng to ensure that the related facilities 1-;ere f:inanced out of 
Govern11ent resources or by private L11terests and w·ere completed in due time. 
The Comm:i ttee noted that B~"1k Group financing of hotels (either by a direct 
IFC investment or indirectly through local development finance companies 
with which the Group 1v-as concerned) was another mode of participation in 
toUl~s.m development. 

3. The possibility that the Bank might finance an airport extension 
for Tobago provoked an enquiry as to the Bank's posture on airport financing. 
The Chairman commented that proposals for airpor'c financing should be con
sidered on their merits and the fact that no loans had so far been made for 
airports should not be regarded as excluding them from future consideration. 
Hov.rever, it must be recognized -r,hat there 1-;ere competing demands for Bank 
financing and airports might often rank low because other projects of at 
least equal priori vY Here more institution-building. Airports Hhich were 
prestige-oriented obviously should be avoided. On the other hand, airport 
financing in COU11'tries vThere tourism Has of prime importance or where the 
development of inte al com."!lunications was handicapped by physical character
istics cou;td be sui ted to Bank financing. 

4. The Committee no·ted that it -v1as not at present proposed to enter into 
negotiations ·rri th Trinidad and Tobago and approved the "next steps n 1-1hich 
the area memorandum recommended the Bank Group should take. 

C. Adj ourmnen. · 

The Cmmnittee adjourned at 4:00 p.m. 

Secretar.y 's Department 
Scp~r 6, 1968 

_.._:..., 
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NOTI CE OF M1~ETING 

LC/A/68-23 

July 17, 1968. 

A l'1eeting of the Loan Commit tee 'Cvill be held on Honday, 

July 22, 1968 at 3:00 p.m. in the Board Room. 

AGENDA 

Guinea 

The Committee will consider the attached memorandum of 

July 17, 1968 f rom the Africa Department entitled "Guinea-

Proposed Bake Project" (LC/0/68-62). 

!1ark Cherniavsky 
Secretary 

Loan Committee 
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July 17, 1968 

Memorandum from Africa Department 

GUINEA.: Proposed Boke Pro,ject 

I. INTRODUCTION 

1. In June 1964, the Government of the Republic of Guinea asked 
the Bank to consider financing the foreign exchange cost of a railway, 
port and totmsite necessary for the exploitation of the Bake bauxite 
project. The Government had in October 1963 entered into an agreement 
with a company now called Halco (Mining ) Inc., a :Pela-vm.re corporation, 
relating to the mining of bauxite in the Boke area. After preliminary 
stuqy of the proposed project, the Bank felt that a much more detailed 
engineering study of the proposed rail~~y and port was required before 
the Bank could determine whether to proceed with the financing of the 
construction itself. Consequently, on Ha.rch 30, 1966, the Bank nade a 
loan of $1.7 rrdllion to Guinea (Loan No. S-1 GliT) to finance the engineer
ing study That study was completed in late 1967, and all but $13,555 
of the loan has been disbursed. 

2. The project as origimlly proposed called for the shipment of 
approximt ely 1 to 1-1/2 million tons of bawd. te armually from the ·mining 
operation. In late 1966 and early 1967 j part · --lly at the instance of the 
Bank, the Government of Guinea induced Halco, then vmolly controlled by 
Harvey Aluminum Company, to expand the size of the operation in order to 
enhance the conomic return. During this period agreements ere concluded 
with other ·major alwninwn companies providing for an increase in the annual 
sales of bauxite to approximately 5 million tons. At t e time the ddi
tional purchases were arranged, the other altuninum companies 1-1ere given 
minority interest. in Halco, but Harvey retained voting control. During 
the course of 1967, it became apparent that Harvey "tvas not in a position 
to meet the guarantee and other financ~al requirements for the larger 
operation in proportion to its majority posJ.tion. Subsequently, in early 
968, Harvey and the other shareholders agreed to a sweeping reorganiza

t on of Halco so that the share o-vmershi.p "t·J'Ould conform to the proportion 
of pur hases of bauxite v1hich each shareholder \·las to make. (See para-

. graph 6, belo-v;.) This reorganization has been agreed in principle and 
a draft Participation Agreement has been dravm up and sho1m to the Bank. 
This Agreement will be signed and made effective prior to or at the time 

·. 
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of the effectiveness of the proposed Bank loan. Since the reorganization 
has not been formally effected and the management for Halco has not been 
set up, discussions have proceeded at a rather slot-<7 and ctimbersorne pace, 
and preble~ remain which will have to be settled during negot:ations as 
indicated in the appraisal report and in this memorandtun. 

3. On r1a.rch 29, 1968, the Republic of Guinea, the Bank, Halco and 
each of the shareholders signed a Hemorandum of Under standing V.Jhich, in 
essence, expressed the Bank's agreem&~t in principle to finance the pro
posed railway and port provided certain condit ions uere met and appropriate 
agreements reflecting those conditions were reached betHeen the Bank, the 
Halco group and the Government of Guinea. Many of these conditioP~ have 
been me~ but many points still have to be settled during the proposed 
forthcoming negotiations • 

4. The proposed loan (US$64 million equivalent ) would be raade to 
tr£ Republic of Guinea. The Office d 1Amenagement de Boke (OFAB), referred 
to in paragraph 8, will carry out and supervise the operation of a large 
part of the project, and it is propos ed that the Bank enter into a project 
agreement with this agency. Local c rrency for the project 1dll be pro
vided by a loan from the U. s. Agency for International Development. 

II. THE PROJECT 

5. Attached is a report entitled u Appraisal of the Boke Bauxite 
Project11 (no. TO- 672 ), Hhich w-ras prepa~ed by th::: Projects Department in 
coordination with other members of the 1r1orking party in the Bank and I.F.C. 
The report recanmends a loan of $64 million for a term of 24 years inclu
ding a grace period of 4-1/2 years. This loan would finance the foreign 
exchange cost of a railway, port and related facilities needed for the 
Boke bauxite project. These facilities cannot. be justified j_ndependently 
of t e rrdning operation, and for purposes of the appraisal the Bank has 
considered both aspects as one project. 

6 The bauxite mine l-rlJ.l be located at S~"1garedi near Boke in 
northYestern Guinea and 'trill be constructed and operated by Comp\.1-gnie de 
Bauxite de Guinee (CBG), o~\med jointly by the Guinea Govern..ment (49%) and 
Halco (Vrlning) In • (51%). Halco is in turn ovmed jointly by Alcan (27%), 
Alcoa (27%), Harvey Altuninum Company (20Jb), Pechiney-Ugine (10%), 
Vereinigte AlUl'lrl.rlum-vlerke (10%) and i·iontecatini-Edison (6%) . The mining 
part of the project consists of the mine ru1d townsite at Sru1garedi, cer
tain handling, processing and storage facilities and part of the townsite 
at the port of Kamsar and the provision and operation of ore-carrying 
trains. The total cost of the CBG investment is estimated at $99 million. 
The six shareholder almnin~~ companies have entered into contracts ~rith 
CBG in which they promise to purchase specified arnom1ts of bauxite, 
initially 4. 7 million tons per year and from the sixth year of operation 
to the twentieth year, 5.1 mi ion tons per year. CBG expects to sell 
about an additional 1 • .5 million tons ·to other consumers. 
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7. The rail·Hay, port and to-vmsite, ~vhich will be owned by the Guinea 
Government and for lvhich Bank funds will be used, includes a 136 km ra:i.l
l'lay bettveen Sangaredi and Kamsar and the port and to:msite of Ka:11Sar. The 
total cost of tl1is project, including engineermg and interest and other 
charges dUl~ng construction, as well as the principal of Loan No. S-1 GUI, 
is estimated at $83 million, of which the foreign exchange component is 
about $64 million . The railt.vay and port could handle up to about. 8 million 
tons of bauxite annually. 

8. The rro.lway, port and tot~site project will be constructed and 
ultimately operated (other than bauxite ··trains ) by the Office d'Amenagement 
de Boke ( OFAB) 1 .. 1. th technical assistance from Halco. OFAB is a semiautono
mous government agency which was set up in 1965. Its draft statutes and 
technical assistance arrangements vrith Halco are satisfactor,y to the Bank. 

9. The Ba.nk1 s normal international bidding procedures will apply to 
all procurement which is financed in whole or in part out of the proceeds 
of the Bank's loan. Prequalification procedures for prospective contractors 
have already been initiated. 

10. In order to ensure proper coordination of the construction of 
the whole proj ect, the Government and Hal co have agreed to set up a Cbn
s-truct ·on Coordinating Connni ttee, with an independent Chairman having 
experience in the construction and admizustration of major works~ This 
Commit tee vri.ll recommend the approval of contracts, certify applications 
for withdravTal of loan funds, coordinate the Hork of the consulting engi-
eers, ensure progress of the 1vorks, and maintain direct liaison with the 

Bank.. The Chr'lirrna.n of the Colnmittee will be selected with the approval of 
the Bank and vriJ..l be on the job prior to t..~e issue of tender documents. 

11. The Government• s income from ·the mining project will be derived 
essentially from its share (65%) of net taxable profits of CBG. OFAB will 
collect harbor dues from port users and charge CBG for operating costs 
a...nd depreciation of certain facilities in Kamsar. The net increase in in
come to tl e Government after debt service is eA.'J)ected to be about $4 
million in _the first year of operation and to increase thereafter reaching 
about $18 million in the fifteenth year. The discounted financial rate of 
return to the Government on its investment of $83 million 1v.ill be close to 
15% over the 20-year period of the bauxite contract~s. 

12. The economic rate of return to Guinea is estimated at 18%. The 
net annual increment to national income is expGcted to be $7.4 million in 
the first year of operation and to increase thereafter, reaching $21.2 
million in the fifteenth year The net foreign exchange accruing to Guinea 
as a result of the project would be approximately $8.2 million in the first 
year, and $18.2 million in the fifteenth year of operation. 

·, 
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III. SFnURITY ARRANGENENTS 

13. In viel·T of Guinea 's lack of creditworthiness, -the Bank at 
an early stage of discussions made it clear that the service of the Bank 
loan would have to be assured by the shareholders of Halco either in their 
role of purchasers of bauxite or by same other ·satisfactor.y form of 
assurance. Little progress was made on this matter un·cil after the reor
ganization of Halco in Januar,y 1968, when the shareholders made certain 
proposals •~hich were ultimate~ accepted in principle by the Balli{ in the 
Hemorandum of Understanding of Harch 29, 1968. These proposals, 't..rhich are 
now incorporated in a draft Financial Assurances Agreement to be entered 
into among Guinea, CBG, Halco, eaCh of the shareholders and the Trustee 
and a draft Trust Agreement to be entered into between Guinea, the Bank, 
CBG, Halco, each of the shareholders and the Trustee are summarized as 
follo't-rs: 

(a ) CBG tvill make pa;yments in amounts and currencies required 
to cover the entire debt service of the Bank. (CBG will 
in turn receive tax deposit certificates for the _ounts 
so paid against taxes to be 01 ed by CBG to Guinea,) CBG 
ldll zr.ake the payments for the benefit of the Bank to a 
trustee acceptable to the Bank (probably the Bank of 
America) at the times required by the runortization 
schedule to the Bank's loan agreement. 

(b) If CBG does not make the payments 20 days prior to the 
date payments are due, Hal co 1dll advance for CBG' s account 
the required funds • 

( c) If the Trustee has not received the appropriate funds 10 
days prior to the required payment date, each shareholder 
is required to rrake a pay-ment to the Trustee as an advance 
to Halco in proportion to its sha:ceholdings :in Halco. If 
the Trustee has not received payment by the day payment is· 
due, it is authorized and dir~cted ·to collect from each 
shareholder the amount .such shareholder was required to 
provide. 

(d) These obligations, and other obligations of CBG, Halco 
and the shareholders with respect to ove1~un loans, con
struction of' the mining project, etc., are subject to 
suspension only upon conditions maldng it impossible for 
180 days to construct or operate the project uhen such 
conditions arise from·political causes lrithin, or acts of 
war directly relating to, Guinea or its territories. 
These obligations would be subject to termination only in 
the event that suspension for the reasons stated above 
continues for 600 days, upon acceleration of the Bank loan 
solely for such reason and for compulsory deprivation by 
Guinea of the shareholders ' fundamental rights of o'tmer
ship or their effective control of CBG. 
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14. The financial Assurances Agreement 'tdll also provide that CBG, 
Halco and the shareholders 1vill make through the Truntee overage loans to 
cover any overrun of foreign exchange needed to complete the project. 
These overage loans t-;ould be made . pon appropriate certifications by the 
Bank, the consulting engineer and the Chairman of the Construction Co or ... 
dinating Committee. The Financial Assurances Agt,eement vJill also contain 
assurances relating to the construction and financing of tl1e mining pro
ject. 

15. The Bank has held preliminar.y discussions on various drafts of 
the Financial Assurances Agreement and Trust Agreement and is generally 
satisfied tha the main lines of agreement. have been reached. Hov ever, 
there still are some fairly complex legal matters to be agreed, and the 
Bank will have to be satisfied that the time lag contemplated between the 
completion of the railway-port project and the mining project is reasonable. 
The Bank rrlll also have to be satisfied that the purchasers of bauxite will 
be obligated to take delivery of bauxite from CBG within a reasonable time 
after final completion of the ra:il1vay. These 111..atters are still under dis
cussion, and we expect them to be settled in a satisfactor.y manner prior to 
submission of the loan for consideration by ·t he Executive Directors. 

IV. OTHER SOURCES OF FTIIArJCE 

16. As mentioned earlier, o£ the $83 million required for the railway-
port project, it is expected that the Bank loan would supply $64 million. 
The local currency requirements are expected to come from a loan by the 
U.S. Agency for International Development. Preliminary negotiations are 
going on vlith AID for a loan of $19 million for a term of 30 years inclu
ding a 4-year grace period vr.ith interest at 2-1/2%. The source of this 
local currency finance is based on earlier P.L. 480 programs in Guinea. 
'l"he Bank has raised the question -vti.th both the Guinea Government and AID 
of the advisability of setting aside an additional 10% of the estimated 
local co t (about $2 million) from present and future P~L. 480 programs 

s a reserve against possible local ~~enditure overruns. There are indi
cations that AID would be vti.lling to tiork this out, but, in any event, the 
Bank will hav e to seek assurances for any local currency overruns from 
Guinea and the Halco group. 

17. Halco' s search for finance for the mining project has not ye-t 
advanced very far. In April, 1968 Kuhn, Loeb & Co. were brought into the 
pictm·e by the Halco group to assist them in obtaining this finance. To 
date, Kuhn, Loeb has succeeded in getting short-term standby financ:ing in 
an amount of $75 million from a group of banks headed by the Bank of 
America; this v1ould cover cash needs during construction. They are still 
searching for the long-term finance needed and, as of the date of this 
memorandum, 't·Jere approac ing the follovrl.ng sources: 
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{a} The crt-Import Bank of vlashington. The Halco group has 
requested a loan of up to . 30 nnl.;ion. Preliminary talks 
have indicated that the term of the loan t-xould be 15 years 
as far as CBG itself lvas concerned. Hol·Iever, 90% of the 
loan would be subject to acceleration out of payments by 
CBG to Halco, the parent company. Acceleration would take 
place to the extent of 50% of the un o.nmitted cash flow of 
CBG. We expect to receive further information on the 
details of the transaction as talks proceed. 

(b) Suppliers ' Credits. German suppliers have indicated an 
interest in supplier financing for a term of about 13 years 
i ncluding grace period. Some preliminary talks have also 
taken place in France and the United Kingdom. 

(c) Until recently the Halco group had hoped to borrow from the 
Hetropolitan Life Insurance Company, but prospe.cts for this 
look dim because of current U.S. balance of payments problems 
and guidelines relating to foreign investment 1-1hich affect 
certain of the shareholders. This matter is being studied. 
Kreditanstalt ftir 1.-Jiederaui' au has recently ind · c -ted an 
interest in lending up to about $15 million equivalent in 
Dl1 for an 18-year term but would expect to tie its lending 
to German procurement . 

18. The Ba k has informed Ku..hn, Loeb and the Halco group that lve 
would not be prepared to present the proposed loan to the Executive Direc
tors until we receive a reliable statement in respect of the financing plan 
for the mining project. 1~e have also stated that we would expect all the 
mining project financial arrangements ~o be made effective at the time our 
loan is made effective. In viev1 of the fact that completion of these 
arrangements is likely to require considerable time, it may be advisable 
f or ~he Bank at a later point to accept an agreement between Halco and CBG 
for the provision of long-term finance on terms and conditions satisfactory 
to the Bank in lieu of final arrangements with the ultimate lenders. This 
agr ement by Halco, ppropr · ately gua.ranteed by each of the six aluminum 
companies; would assure that CBG receives the funds on terms substantially 
similar to those envisaged in the financ:Lal analysis in the appraisal report. 

V. THE EXJO NO I·1Y 

19. A report entitled "Econonric Trends and Prospects in the Republic 
of Guinean (No • . AF-63b), 1~hich \·las prepared follo-vrlng a mission to Guinea 
in november-December 1966, was distributed to the Executive Directors on 
Januar,y 22, 1968. The Economic Committee considered this report on 
August 10, 1967, and the conclusions and recommendations of that meeting 
(Economic Cormnit ·ee Memorandum F£./IvJ/67-22) r1ere that Guinea -v1as not credit-
worthy for Bank lending on economic grounds because of its debt burden 
and unsatisfactory economic perforw~nce. The Co1nmittee requested that 
the Africa Department discuss 1dth Guinea its external debt problems and 
economic olicies. 
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20. Thereafter, a mission visited Guinea in November 1967 to discuss 
the report's conclusions with the Government . The mission reported, and 
an official response fl"om the Govermnent confirmed, that there '"as a 
greater awareness of economic policy problems on t he part of the Government 

· and t hat there uas reason to hope that the groundt·tork had been established 
for a continuing exchange of views bet•..reen the Bank and Guinea on general 
economic policy Hhich might in time produce improvements in performance. 

21. He have proceeded in the belief that the Bank could justify making 
a loan for the Boke project if satisfactor.y arrsgements were made for secur
ing the servicing of the proposed Ban}~ loan through assurances by the mining 
interests. Since satisfactory assurances have now in principle been agreed, 
the pr oject should be considered despite Guinea's lack of credi t1-:orthiness 
on general economic grounds. The direct benefits to the economy, mentioned 
in paragraph 12 above, particularly the contribution to the alleviation of 
the foreign exchange stringency, should facilitate the Govermnent•s attempt 
to effect overall economic policy improvements. 

22. I recommend that : 

Representatives of the Republic of Guinea and OFAB 
be invited to negotiate a loan of $64 million for a 
term of 24 years including a 4-1/2 year grace period 
in accordance 1~th the conditions set forth in the 
attached appraisal report and this memorandmn. 

A. G. El Emary 
Director 
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Minutes of Loan Committee Heeting held on 
Wednesday, July 3, 1968 at 10:30 a.m. in Room 1038 

A. Present: 

Hr. J. Burke Knapp, Chairman 
Nr. G. Alter 
Hr. B.R. Bell 
Nr. R.W. Cavanaugh 
~·1r. S.R. Cope 

In Attendance: 

t-1r. tv. C. Baum 
Hr. R.A. Chaufournier 
Hr. S.C. Hardy 
l1r. W., Hughes 
J.vlr. S. S • Husain 
Hr. E. Lerdau 

Mr. A.G. El Emary 
Nr. R.J. Goodman 
Hr. A.l1. Kamarck 
Hr. H. L. Lej,eune 
Mr. P. SeJ.la 
Mr. H. Cherniavsky, Secretary 

Mr. R.A.D. Loven 
Hr. D. Pearce 
Mr. L.B. Rist 
Mr. D.H. Sassoon 
r-1r. E. Schaefer 
.l~r. M. F. Verheyen 
1-lr. G. K. t.Jiese 

B. Brazil - First Highway Construction Project 

1. The Committee considered t e memo andum f om the ~Te.stern Hemisphe -e Depart
ment da ed June 28~ 1968, nBrazil: Proposed Loan for First Highway Construction 
Project" (LC/0/68-Sl~c) and noted that the proposed $26 million loar.. was the first 
operation ready for negotiation in a $90 - $100 million lending program to Brazil 
which was authorized by the Loan Committee in Septenber l967. (See LC/H/67 ·9). 

2. It was recalled that Brazil's general economic performance in 1967 ha<i not 
been entirely satisfactory. The preliminary findings of an economic mission in 
April of this year indicateJ some weakening of stabilization policies despite a 
considerable improvement in controlling inflation. The fiscal deficit had risen. 
in real terms and foreign exchange reserves had declined , partly as a result of 

Co.11m i tt ee: 
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the import liberalization plan and partly due to depressed coffee prices. Following 
a year-end devaluation, the Government had reaffirmed its commitment to a realistic 
exchange rate policy and had undertaken a nurr.ber of measures designed to bring the 
deficit under better control. However, the establishment of a new exchange system, 
originally scheduled for April or May, had been delayed, possibly on account of 
internal policy differences. The Government was aware of the high importance the 
Bank attached to exchange rate policy as a prior lending condition. 

3. Noa·Jithstanding these reservations concerning the country's general economic 
position, the Western Hemisphere Department recommended approval of the project. 
The Bank had been closely associated for several years with the comprehensive 
planning and reform of the Brazilian transport sector and regarded it as a high 
priority area. It had supervised and partly financed a major study and had assisted 
the authorities in formulating an integrated approach to transport policy and in 
recomm~nding specific measures for improvement. The proposed project was the 
outcon.e of a continuing dialogue in this area. Following the completion of the 
first phase of the survey, a three-year program of sectoral reforms and project 
investments had been prepared and, bas~d on this plan, discussions were proceeding 
on a draft letter from the Government to .the Bank tvhich would outline policy 
bjectives and a proposed schedule for .their inlplementation. It was i . tended that 

the Government's commitment to the terms of this letter should precede the 
signature of this loan. 

4. The Committee was also told that substantial future lending was proposed in 
tl;;e transportation sector and that attempts tvould be made to relate future 
transport sector lending to the Government's performance in implementing the 
measures outlined in the letter. The emphasis on the reform of the sector arose, 
among other things, from the very heavy burden which the deficits of transportation 
entities placed on the Government's finances . The program of reform proposed in 
the draft letter would make an important contribution to the reduction of these 
deficits and the financial viability of transportation entities such as the rail
\\7ays. Thus, through .sector policies related to transportation projects .it was 

p'ed to mat'-e a contribution to the more important areas of ge eral con-omic policy. 

5. A. number of particular recommendations by the Area Department were noted and 
agreed. Specifically, the use of part of the proposed loan for local currency 
expenditures was justified by Brazil's exceptional circumstances. In addition, the 
lega l effectivene~s of an existing decree permitting duty free import of construc
tion equipment o·r arrangements permitting the levy of duty on equipment imported 
by foreign contractors only on the portion depreciated during the execution of the 
project "10uld be one of the conditions for effectiveness of the loan. Finally, the 
loan would be disbursed, as the Area Department proposed, on the basis of fixed 
unit costs expressed in dollar equivalent. This new procedure would alleviate the 
problem caused by a possible lag of exchange rate adjustments behind price increases 
du ing the dis- ur.s ement ·period. 

6. The Committee agreed "tJith the recommendation of the l.Jestern Hemisphere 
Department tha t the Government's representatives be invited to negotiate a Bank 
loan in a total amount of $26 million for the project on the terms and conditions 
indicated in the appraisal report. 

7. The meeting adjourned at 11:10 a.m. 

Secretary's Department 
July 29~ 1968 
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Hinutes of Loan Committee Neeting held on 
Wednesday, July ~68 at 3:00 p.m .. in the Board Room 

A. Present: 

Url J. Burke Knapp , Chairman Hr. R.J. Goodman 
Mr. G. Alter Hr. H.N. Graves 
l1r • B.R. Bell Nr. A.M. Kamarck 
Hr. R. to\'. Cavanaugh :Hr. M.L. Lejeune 
l1r. A. G. El Emary Hr .• P .. Sella 

-r~r .. H. Cherniavsky, Secretary 

In Attendance: 

Hr. G. C. Billington Hr. A.J. J1acone 
Mr. W. I. Cohn Hr. J.H. Pay en 
Hr. G. F. Darnell Hr. It. E. Rmve 
ar . X. de la Renaudiere Hr. H.O. Schulte 
lir. L.J .C . Evans Hr. D .. Suratgar 
Hr. T.P. Lankester Hr . R. Wadswor th 

B. Cameroon - Oil Palm Pro~ 

1. The Committee considered the ~emorand m from the Africa Department dated 
J une 21, 1968, n ameroon - Proposed IDA Credit for an Oil Palm Project" 
(LC/0/68-53). 

2. The Committ ee noted that it w~s proposed that IDA n1ake a credit of $6 million 
jointly with a French contribution of $3 . 6 million , of which $1.8 million \·Iould be 
a FAC grant and 1.8 mi lli on a Cai s s e Cent rale loan . The French ~~ere expected to 
make half their contributi on available for international procurement, th~ other half 
being t1.ed to he franc area to finance one of the 'b..J"o oil mills . It was pointed 
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out that while the Bank would not normally enter into joint financing which 
involved tied procurement, in this case the amount of such procurement would be 
equivalent to the amount of grant money and in practice there was no logic to the 
Bank declining to jointly finance a project ~vhich included a "tied gift ." There 
was some discussion as to what the Bank's posture should be on joint financing 

hich included grant-like or "soft" contributions which t-Jere not strictly grants 
( c . f . the lADB's Fund for Special Operations,tied to U.S. procurement) ; the 
Chairman commented that while this matter had no t been recently explored, it ~-1ould 
probably be difficult to lay down hard and fast rulQs. 

3. On the question of whether the tied French contribution would f inance the 
first or the second oil mill , it was sugges ed that the Camerooneans would do best 
to use the grant first and not draw on the IDA credit until construction of the 
second mill began. From the Banlc's vie~~oint, the fact that the first oil mill 
would be French would probably not seriously prejudice the bidding for the second 
mill, while the French had already indicated that for administrative reasons they 
vould like to fi&ance the first mill .and begin disbursements as soon as possible. 

4. The Committee noted that the proposed fi anc ng pla cal e for a government 
:. " ty contribution to SOPAHE, the Development Corporation, of $5.6 million, of 
which $2.6 million would be government share capital and $3 millie would be out 
of the proceeds of the IDA credit. The Government 't o ld also make a loan to SOPAME 
of $4.8 million, of which $1.8 million ~~uld be from the French loan and the 
r mainder from the balance of the IDA credit . While it might be thought preferable 
to avoid the "counterpart fund" problem by r utti g all of the IDA credit into 
SOP~ffi as equity, it was felt that a substantial loan element would . impose a needed 
measure of financial discipline on SOPANE. .,..t was agreed that while IDA could not 
r alistically impose a rate of return cove ant on an ent-ity ~·Those revenue would be 
a function of the market price for palm oil, DA should at least have an undertaking 
in he credit agreement that SOPAHE would be managed as a commercial enterprise and 
would attempt ·o achieve a rate of retur11 s atis actory to the Ass cia on.. 

5. The Committee approved the recorumen ation of the P frica Department that IDA 
in due course invite the Government of Canaroon for the negotiat on of the $6 
million credit substantially on the terms and conditions set out in the apprai al 
report. 

C. Adjournment 

6. The meeting adjourned at 4:00 p.m. 

S cretar ' a Department 
July 29~ 1968 
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Minutes of Loan Committee Meeting held on 
Tuesday, June 4, 1968 at 3:00 p.m. in the Board Room 

A. Present: 

Mr. J. Burke Knapp, 
Mr. G. Alter 
Mr. A. Broches 
t1r. I. P.M. Cargill 
Mr. B. Chadenet 
Mr. D.J. Fontein 

In Attendance: 

Mr. L.W. Bartsch 
Mr. w.c. Baum 
Mr. M.P. Benjenk 
Mr. D. H. F. Bickers 
Mr. J.H. Collier 
Mr. K.D. Hartwich 

Chairman Mr. M.L. Hoffman 
Mr. M.L. Lejeune 
}fr. S. N. Mcivor 
!1r. F. R. Poore 
Mr. A. Stevenson 
~tr. M. Cherniavsky, Secretary. 

Mr. A. Karaosmanoglu 
Mr. M. Karcher 
Mr. K.S. Krishnaswamy 
Miss A.L. Maher 
Mr. J.L. Upper 
Hr. P. Sella 
Mr. W.A. Wapenhans 

B. United Arab Republic 

1. The Committee considered the memorandum from the Middle East 
and North Africa Department '* United Arab Republic" (LC/0/68-44 dated 
l-1ay 31, 1968) and noted that the "exceptional circumstances" which might 
be held to justify a small amount of IDA financing in the UAR in spite of 
its serious deficiencies in economic performance were that : (i) the Bank 
had done no recent business with the UAR, which 'tvas an important member 
country; (ii) the sole Bank operation in the UAR (the Suez Canal Loan of 
1959) was an enclave loan of a special character; (iii) economic missions 
had visited the UAR in 1962, 1966 and most recently in March 1968 and the 
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Egyptians had come to expect some action, particularly as they had now 
arranged for some drawings on the IMF and in other respects felt they 
had met some of the Bank's prior conditions ; (iv) a small amount of 
lending would be taken by the UAR as an earnest of the Bank Group's 
intention to be helpful, which was important for establishing a dialogue 
with the Government on the means for improving economic performance and 
(v) since the UAR was the most important Arab country, the Bank's 
relations with it were inevitably bound up with the Arab world as a whole. 

2. The Area Department recalled that the Economic Committee had 
agreed that these exceptional circumstances qualified the finding of poor 
economic performance . The Department was therefore recommending a two
phase approach, the first designed to win the confidence of the Egyptian 
Government and to open a dialogue with it and the second to be a substantial 
contribution to the UAR's economic development, to be entered upon only 
after its economic performance was judged more satisfactory. To implement 
the first phase the Department was recommending a small initial amount of 
lending with some needed technical assistance, and to this end proposed 
that the Bank inform the UAR that it was prepared to proceed with the 
appraisal of a railway project for a credit of up to $25 million and to 
make "engineering credits" (totaling some $2 to $3 million) for specified 
preinvestment studies, subject in both cases to continued progress being 
made in improving the short term balance of payments position and in 
settling compensation issues. The Department explained that ~he railway 
project had been selected because it was ready for appraisal, was of 
economic priority and was unlikely to produce controversial issues beoqeen 
the Association and the Egyptian Government in the course of appraisal and 
negotiation. The Egyptian Railway Administration was financially sound, 
well organized and well managed. The project (principally track renewal) 
could be quickly appraised and was undoubtedly of high priority whatever 
the subsequent findings of a transport survey. The Department added the 
following points 

(i) that given the history of the Aswan Dam, it would be 
disastrous for the Bank's relations with the UAR to 
embark on appraising a project for financing and then 
to draw back from consummating the credit; 

(ii) that because of the UAR's acute balance of payments 
problem and their hopes of help from the Bank and IDA, 
any initial lending program of less than, say, 
$15 million ran the risk of being thought derisory; and 

(iii) that to move ahead with the engineering studies but not 
a significant loan for an investment project would 
probably be insufficient to win the UAR's confidence that 
the Bank Group meant business. 

Moreover, from the information at hand it seemed unlikely that 
significant projects in other sectors (such as agriculture) could be so 
easily and quickly worked out . It was stated that a grain storage project 
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initially involving an IDA credit of $15-$20 million might take about 
12 months to work out, as would a Delta drainage project requiring a 
credit of $10-$12 million. There was some danger that a complicated 
initial program would compromise the objective of trying to establish 
a constructive relationship with the UAR. 

3. The Chairman commented that even if a decision was made 
after consultation with the Part I countries that IDA should commence 
lending operations in the UAR, he had difficulty with the recommendation 
that there should be an immediate commitment of IDA funds of the order of 
$20 to $25 million. This amount would represent a sizable slice of 
second replenishment resources when they became available. He also felt 
that the Bank's first, pace-setting credit should be in a sector 
(probably agriculture) where the Bank could have a greater impact on 
economic development problems and policies than it would have by simply 
being the purveyor of foreign exchange for a routine track renewal credit. 

4. Some Committee members felt that the proposal put forward by 
the Area Department might well be the "price" that the Bank would have to 
pay for establishing a relationship with the UAR after so many years of 
inactivity and lack of agreement, while others were of the opinion that 
the Bank should not put itself in the position of proffering a credit to 
the UAR in order to "buy" a dialogue with the Government or to get them 
to swallow some preinvestment studies. On the economic performance issue 
it was, on the one hand, argued that the Bank should not water down its 
normal criteria by introducing "special circumstances" and, on the other, 
that performance criteria could not after all be very precise and the Bank 
should consider the UAR case on its over-all merits. In this connection, 
it was suggested that the unsatisfactory economic performance of the UAR 
really consisted of its large defense expenditures, which it would be 
difficult for the Bank to criticize in the light of the tense situation 
in the Middle East. 

5. Other comments which were offered on the Area Department's 
recommendation were that the caveat that the initial lending program would 
be subject to progress with the short term balance of payments and with 
compensation {Paragraph 2 above) would not be enforceable if failure by t~e 
Bank to follow through would in fact give serious offense; that in the 
absence of a massive aid effort and debt rescheduling it would be foolhardy 
for the Bank to go it alone in the UAR, since only a coordinated assault 
by a group of countries would have any lasting effect; finally, that a 
start should not be made with preinvestment studies unless they had the 
keen support of the Government and until country economic performance had 
improved sufficiently to justify the follow-up lending program. 

6. In conclusion, the Chairman observed that no problems had been 
raised about a possible Bank loan to the Suez Canal Authority for canal 
investment or pipelines; this would be a service to the international 
community and such a loan would be an enclave operation, presu~ably secured 
by a firm pledge of foreign exchange revenues. On the choices the Committee 
faced on the IDA side, preinvestment studies along the lines recommended by 
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the Area Department were obviously needed and would represent an appropriate 
initial contribution from IDA funds; however he felt that one of the 
drainage or grain storage projects mentioned in the attachment to the Area 
memorandum would provide a much better vehicle for a first substantive 
lending operation. The fact that such a project would take longer to 
prepare and appraise and would probably call for a somewhat smaller credit 
than the railway project should in the circumstances be considered an 
advantage. He (the Chairman) would meanwhile report the Committee's views 
to the President in anticipation of the President's visit to Cairo in July, 
and no further steps should be taken until the President had decided on 
the best course of action. 

C. Adjournment 

The Committee adjourned at 5:00 p.m. 

Secretary ' s Department 
June 17~ 1968. 



I 

FoRM No . 60 
(4 -68) 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

I CONFIDENTIAL I INTERNATIONAL DEVELOPMENT ASSOCIATION 

LOAN COMMITTEE ECLASSIFIED 
II Ill -

.,"', ' u . ~u''· .~CLM/68-18 
WBu ARCHIVE .. 

June 26, 1968 

Minutes of Loan Committee Meeting held on 
T!Jednesday, May 29, 1968 at 4: 30 p.m. in the Board Room 

A. Present: 

B. 

Mr. J. Burke Knapp, Chairman 
Mr. G. Alter 
Nr. A. Broches 
Mr. I.P.M. Cargill 
~1r. B. Chadene t 
Hr. S.R. Cope 

In Attendance: 

Mr. M.P. Benjenk 
Mr. T.M. Clyde 
Mr. A.S. El Darwish 
Hr. R.J. Goodman 
Mr. A. F. Kirk 
Miss A.L. l1aher 

India - Industrial ImEorts 

Mr. R.H. Demuth 
Mr. A.G. El Emary 
Mr. M.L. Lejeune 
Mr. F.R. Poore 
Mr. A. Stevenson 
Mr. L. von Hoffmann 
Mr. H.G. Hilken, Secretary 

Mr. C.S. Monsod 
Mr. C.L. NaLamli~ng 
Mr. D. Pearce 
Mr. G.M. Street 
Mr. G.B. Votaw 
Mr. M.H. Wiehen 

1. The Committee considered the memorandum from the Asia Department dated 
Hay 24, 1968, uindia - Fifth Industrial Imports Project" (LC/0/68-39) and noted 
that the proposed $125 million credit, if approved,would account for about 45% 
of the IDA's lending program (including credits subject to replenishment) during 
the fiscal year 1967/68. 

2. It was recalled that the four previous IDA credits to India for industrial 
imports, totalling $405 million, had contributed significantly to meeting the 
country's foreign exchange requirements for imports of raw materials, components 
and spare parts from 1964/65 to 1967/68. These credits helped maintain or 
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increase industrial production and the most recent two helped support the import 
liberalization program introduced in 1966. Furthermore, the availability of 
foreign exchange for production imports, together with some relaxation of other 
controls, was beginning to produce the desired result of encouraging the growth 
of the more efficient firms. Nevertheless, the Committee noted that in 1967/68 
the grown rate generally was disappointing, due to a cutback in Government 
purchases and the slower rate of private investment, and that export performance 
was poor. 

3. The Chairman inquired about the status of the mission's recommendation that 
licenses for production imports give manufacturers more freedom to import 
restricted or even "banned" items (paragraph 38 of the draft appraisal report) ; 
this recommendation was made on the grounds that this would expose domestic 
producers to more competition and, incidentally, do away with the more time
consuming aspects of the present "banned" list. The Asia Department stated that 
the "banned" list (i.e., items produced locally) was growing steadily and that an 
increase in the free limit on licenses to, say 5 or 10%, would have the desired 
effect without unduly affecting India's balance of payments. This recommendation 
would be discussed with the Government. 

4. The Committee recognized that the scope for full import liberalization was 
severely circumscribed by India's balance of payments situation. Although the 
Woods-Mehta understanding had foreseen a gradual movement away from direct 
administrative controls towards fiscal measures, such as a more effective tariff 
system, it was noted that few such steps had in fact been taken. Under the 
present circumstances, the proposed credit was an effective and useful form of 
assistance for India, simply as a means of maintaining production of essential 
capital goods and agricultural chemicals. Some further financing of this kind 
might prove necessary and desirable, but the Association should also resume 
lending in India for projects of the more conventional type. 

5. With regard to the specific techniques of this credit, it was pointed out 
that in order to avoid any substantial interruption in the support for India's 
import liberalization program it was intended to reimburse eligible foreign 
exchange expenditures made since January 1, 1968. Moreover, in view of possible 
limitations on IDA's cash position, the draft Credit Agreement should contain a 
covenant permitting the Association to limit disbursements as required by the 
availability of IDA's cash resources. 

6. The Committee agreed with the recommendation of the Asia Department that 
the Association negotiate with the Government of India a credit of $125 million 
equivalent for industrial imports. The credit would be subject to ratification 
of the second replenishment of IDA's resources and subject to a limitation on 
the rate of cash disbursements. 

7. The meeting adjourned at 5:40 p.m. 

Secretary's Department 
June 26, 1968 
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Minutes of Loan Committee Meeting held on 
Friday, May 24, 1968 at 3: 30 p.m. in Room 1038 

A. Present : 

Mr. J. Burke Knapp, Chairman 
Mr. G. Alter 
Mr. M.P. Benjenk 
:t-1r. A. Broches 
Mr. R.W. Cavanaugh 
Mr. B. Chadenet 

In Attendance: 

:Hr. D.S. Ballantine 
Mr. P • Engelmann 
Mr. M.L. Hoffman 

:Hr. S.R. Cope 
Mr. R.H. Demuth 
Mr. A.G. El Emary 
Mr. A. Stevenson 
Mr. G.M. Street 
Mr. H.G. Hilken, Secretary 

Mr. J .A. King 
Mr. V. J. Riley 
Mr. H.B. Ripman 

B. Bank's Use and Management of Fellowships for Training Abroad. 

1. The Committee considered the memorandum from the Development Services 
Department dated May 17, 1968, "Tentative conclusions with Respect to the Bank's 
use and Management of Fellowships for Training Abroad" {LC/0/68-17). Two issues 
dominated the discussion, whether the Bank was making sufficient use of fellowships 
or overseas training programs in the projects and sector and feasibility studies 
it financed, and how such programs should be administered or supervised by the 
Bank. 

2. The meeting recognized that the Bank had already accepted the principle 
of including "overseas training programs" in appropriate projects as a part of 
its "institution building" activity. The most frequent use appeared to be in 
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education and transport projects, but it was not clear that such programs had been 
used enough in other sectors or that they received conscious consideration 
continually in the Bank's operations generally. 

3. With regard to the administration of "overseas training programs", the 
Committee thought that the memorandum before it underestimated the problems 
involved and was skeptical about the feasibility and desirability of the Bank's 
being directly involved in their administration. It was argued that the Bank 
would find it difficult to concern itself directly with individual trainees and 
their training programs; indeed, the heterogeneous nature of individual require
ments, both geographically and functionally, would probably render this approach 
impracticable and costly. The Chairman underlined the desirability of delegating 
the tasks of candidate selection, placement, supervision, etc. to external agencies 
qualified for this purpose. The experiences of various bilateral and multilateral 
organizations with both methods of approach - direct involvement and delegation to 
specialized agencies - were noted as instructive in this respect. In the latter 
case, a substantially higher level of activity could be obtained and the work of 
the sponsoring or financing organization was limited to the task of selecting the 
appropriate agencies (rather than the individual programs) and of broadly over
seeing their work. It was suggested that even this responsibility was probably 
not receiving sufficient attention at the Bank at present. 

4. In conclusion, it was agreed that further information was required 
concerning the scope and adequacy of the use of overseas training programs in 
Bank operations, the alternative methods of administration of such programs and 
the role and nature of the Bank 9s supervision. Accordingly, it was agreed that a 
working party be established under the leadership of a representative of the 
Development Services Department and including representatives of all the Divisions 
of the Projects Department and a representative of the Administration Department 
to study and report on these subjects. 

C. Adjournment: 

5. The meeting adjourned at 4:30 p.m. 

Secretary's Department 
June 19, 1968 
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Monday, May 13, 1968 at 3:00 p.m. in Room 1038 

A. Present: 

Mr. J. Burke Knapp, Chairman 
Mr. S. Aldewereld 
Hr. G. Alter 
Hr. B.R. Bell 
Mr. B.P. Benjenk 
:r-1r. S .R. Cope 

In Attendance: 

Mr. W.J. Armstrong 
Mr. G.C. Billington 
Mr. L. Cancio 
Mr. C. de Beaufort 

B. ~texico - Second Power Sec tor Project. 

Hr. R.H. Demuth 
Mr. A.G. El Emary 
Mr. L. Nurick 
Mr. F.R. Poore 
Mr. A. Stevenson 
Nr. G.M. Street 
Mr. M. Cherniavsky, 

Miss A.L. Maher 
Hr. D. I. Miller 
Mr. R.S. Nelson 
Hr. R.H. Sheehan 

Secretary 

1. The Committee considered the memorandum from the Western Hemisphere 
Department dated May 8, 1968, "Mexico - Proposed Loan for Second Power Sector 
Project" (LC/0/68-34) and noted that the Bank loan would form part of a joint
financing operation with other co-lenders on the basis also agreed for the 
Colombian projects (see LC/M/68-7 dated April 11, 1968). Because of delays and 
uncertainties over the timing, amount and scope of the joint-financing, the 
Hexicans had been negotiating "fallbackn financing from individual suppliers in 
case the joint-financing did not materialize in the amount and on the conditions 
expected. As a result, there had been growing confusion and irritation among 
prospective joint lenders. In addition it was important to minimize the problem 
of retroactive financing, for both the Bank and joint lenders. The Area Department 
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commented that it was for these reasons that it was exceptionally requesting the 
Committee's authority to invite negotiators before the completion of the appraisal 
report. 

2. The $75 million recommended for the Bank loan was based on estimated payment 
needs of the power sector over a 12-month period - April 1, 1968 to March 31, 1969. 
CFE had been concerned that during the period it would need to make commitments for 
major equipment which would be only partially financed. The Committee discussed 
the possibility of easing this concern and facilitating joint-financing either by 
increasing the loan to cover estimated payment needs for the entire project beyond 
the year ending April 1, 1969, (say, to December 31, 1969, as had been requested by 
the Mexicans) or alternatively by fully covering the Bank's share of financing of 
equipment with a relatively long production period rather than limiting the Bank's 
coverage to one year's payment needs for such equipment. The first alternative 
would restrict the Bank's opportunities to negotiate with joint lenders to raise 
thepercentage above one-third during 1969. The second alternative would help to 
dispel CFE's concern regarding the placement of orders without financing being 
available, which centered particularly around items with a long lead time. 

3. The Committee also noted that while frequency unification in ~1exico had not 
proceeded at the pace which the Bank had foreseen at the time of earlier power 
loans, the ~1exican Government was basically in agreement with the objective and 
could be expected to move toward it as quickly as the jurisdictional problems 
involved (which embrace both management and the labor unions) could be handled 
without provoking serious political difficulties. It was pointed out that as part 
of its "consolidated" approach to the two power companies (CFE and Centro) the Bank 
had for some time been basing its rate of return calculations on the power sector's 
overall performance and not on the performance of the two companies separately. 

4. In conclusion, the Chairman suggested that the Mexicans be invited to 
negotiate a loan on the basis set forth in the Area Memorandum, but that: 

(a) Since CFE was a long-established company, it would not be appropriate 
to earmark $2 million of the proposed loan for interest during 
construction. 

(b) Further consideration be given to increasing the amount of the loan 
to fully finance equipment with a long production period and a 
decision be taken as soon as information could be obtained on the 
amounts involved. 

C. Adjournment 

5. The meeting adjourned at 4:00 p.m. 

Secretary's Department 
t.fay 29, 1968 
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Minutes of Loan Committee l-1eeting held on 
Wednesday, May __ 1., 1968 at 11:00 a?-mo in the Board Room 

Ao Presc3nt: 

Mr* J. Bu:-ke Knapp, Chairman Mr. R :)J. Goodman 
Mr. s. Alderrereld 
Mr. G. Altar 
MrtO BeP~ Benjank 
Mro R0W. Cavanaugh 
l'Iro S oR • Cope 

In Attend~nce: 

Mr. 0 aH., Calika 
Mr. K oS ~ Krislmaswamy 
Mr. Sa Lipkowi tz 
Mr. So Please 

Mr. Mc:.L. Hoffman 
Mr. SoNc Mcivor 
Mro L~ Nurick 
Mr. A a Stevenson 
Mr$ Mo Cherniavsky, 

Mr. P~ Sella 
Mro M. van der Mel 
r-tr o M;)F. Verheyen 

Secretary 

B. Review of Working Party on Customs Duties. 

1. The Committee considered the Report of the Working Party 
established to review the treatment of customs duties on goods 
procured for Bank-financed projects, distributed to the Committee 
on February 20, 1968. 

2. The Committee endorsed the conclusions and recommendations 
of the Report (paragraph 66) and agreed that the Report should form 
the basis for a new Operational Memorandlli~ on the subject. 

c. The Committee adjourned at 12:00 noon~ 

Secretary's Department 
May 6, 1968. 

Committee: 

Mr. J. Bu rk e Kn ap p, Ch a i rm an 
Mr. S.R. Cope, Deputy Chairman 
Mr. S. Aldewereld, Vice President 
Directors, Area Departments 
Director, Projects Department 
General Counsel 
D~ rector, Economics Department 
Director, Development Services Department 
Treasurer 

- DISTRIBUTION-

Copies for Information: 

President 
The Economic Adviser to the President 
Sir Denis Rickett, Vice President 
Mr. M. Shoaib, Vice President 
Directors, other Departments 
Special Adviser to the President 
Executive Vice President (IFC) 
Vice President (IFC) 



FOR'vl No. 60 
(4 68) 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

INTERNATIONAL DEVELOPMENT ASSOCIATION I CONFIDENTIAL I 
,,r-----------------------------------------------------------~ 

LOAN tOHHITTEE DECLASSIFIED 
llltJ 1 n ?n1.1.~ 
--·" I V ._..,, • 

LC/M/68- GARCHIVES 

May 6, 1968. 

Minutes of Loan Committee Meeting held on 
Friday, April 26, 1968 at 10:30 a.m. in the Board Room 

A. Present: 

Mr. J. Burke Knapp, Chairman 
Mr. S. Aldewereld 
Mr. G. Alter 
Mr. M.P. Benjenk 
Mr. B. Chadenet 
Mr. E. Clark 
l'1r. S.R. Cope 

In Attendance: 

Mr. B.R. Bell 
Mr. D.C. Elliott 
Hr. W.R. Ewing 
Mr. H. Fuchs 
Mr. M.L. Hoffman 
Mr. N. Hori 

Mr. R.H. Demuth 
Mr. R.J. Goodman 
Mr. S.N. Mcivor 
Mr. F.R. Poore 
Mr. A. Stevenson 
Mr. L. von Hoffmann (IFC) 
Mr. M. Cherniavsky, Secretary. 

Mr. W. Kaupisch 
Miss A.L. Maher 
Mr. C.G. Melmoth 
l1r. R.B. Steckhan 
Mr. S.M.L. van der Meer 
Mr. R.H. Williamson 
l1r. H.C. Winterton 

B. Pakistan - Dawood-Hercules (DR) Fertilizer Project 

1. The Committee considered the memorandum from the· Asia Department 
dated April 19, 1968 "Pakistan - Dawood-Hercules (DH) Fertilizer Project" 
(LC/0/68-31). 

2. The Committee noted that the DH project and (if it materialized) 
the American-Cyanamid (AC) project would both draw their feedstock for 
fertilizer production from the Sui gas fields. Negotiations between the 
Government of Pakistan and the Sui Gas Transmission Company (the gas 
purifying company) on a rate increase for the feedstock (which would help 
it finance the expansion of its purification capacity) were. expected to 
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conclude satisfactorily within a montho Sui Northern Gas Pipelines 
Limited, the feedstock distributing company, would also have to expand 
its transmission facilities but work would not have to begin until 1969 
and the amount of additional capacity needed would depend on whether 
the AC project was proceeding. In any case the Bank loan to DH would 
not become effective until an adequate gas supply contract was assured. 

3. It was noted that the appraisal report estimated that the 
discounted dividend return on the equity investment of US $29.2 million 
and on the total investment of US $77.7 million equivalent were 12% and 
13% respectively. The principal sponsors, Dawood and Hercules, were 
satisfied with the expected profitability since the return on capital 
employed before tax would be more like 15% and they assumed that the plant 
would come on stream more rapidly, and hence the pay-out would begin 
earlier, than the Bank did (whose projections were purposely conservative). 
Hercules was currently seeking u.s. Government permission for the export 
of capital; in the unlikely event of an unsatisfactory outcome to these 
talks, Hercules should be able to raise money in Europe, if they decided 
to do so. 

4. The Chairman recalled that at the time of the Alcominas loan 
to Brazil, reservations had been expressed in the Board about making 
loans to private industrial companies at the Bankvs standard interest 
rate, since this rate was well below what competing companies would have 
to pay elsewhere. lvithout pre-judging the conclusions of the review of 
the Bank's industrial loan policy, he (the Chairman) considered that 
charging DH the standard rate could be justified in this case; since 
Pakistan's fertilizer program was of national importance, being a key 
element in the drive for self-sufficiency in food production. Moreover, 
farmers rather than "rich" producers and middlemen would be the main 
beneficiaries of this subsidy. 

5. The Chairman pointed out that the effective rate which DH would 
pay would be 6-3/4%, since the Government was charging DH ~% for its 
guarantee of the Bank loan. He commented that this was an interesting 
device tvhich took the heat out of the "subsidy" issue to a considerable 
extent, although even 6-3/4% was well below what, e.g., PICIC would 
charge a borrower. On the other hand, a Bank loan involved DH in a 
government guarantee, which it might regard as a mixed blessing. In 
answer to a question why the loan was not being made by IFC, which would 
avoid the "subsidy" issue altogether, the Chairman said that the 
$20 million ceiling on each IFC operation would entail in this case a 
joint Bank/IFC loan (assuming a $32 million loan), in which he saw no 
clear advantage. However, the "division of labor" between the Bank and 
IFC in industrial lending was an area which needed clarification and which 
was under review. 

6. The Chairman noted that with this loan, and the possibility of 
loans to AC and to Sui Northern Gas Pipelines Limited, plus the 
conditional commitment on Tarbela~ the blend of Bank/IDA lending to 
Pakistan would have significantly hardened. The Asia Department 
commented that over the longer run the blend would again become softer; 
in the five-year forecast of operations the ratio came out at 76:24. 
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Apart from PICIC, other lending operations in Pakistan would be on the 
IDA side once replenishment became effective. The Chairman suggested 
that the Board be assured on this point in the President's Report. 

7. The Asia Department said that it specifically sought the 
Committee's endorsement of the proposed term of the loan-- i.e., 
15 years including four of grace. The Pakistanis were pressing for a 
longer term on °country" grounds, but the Department considered 15 years 
to be generous since DH' s projected cash flo\-.T could even permit it to 
amortize the loan in a shorter period. Moreover, lengthening the term 
of the loan would be difficult to justify if combined with the 
"subsidized" interest rate. The Committee endorsed the Asia Department's 
recommendation. 

8. It was agreed that certain minor changes would be made to the 
appraisal report, including a reference in the marketing section to the 
absence of duties on imported fertilizer and an explanation in Annex 7 
of the basis on which depreciation on plant and equipment had been 
calculated. 

9. The Committee approved the recommendation of the Asia Depart
ment that the Bank inform the sponsors and the Government of Pakistan of 
its willingness to negotiate a loan rounded to US $32 million equivalent. 

C. Adjournment 

The Committee adjourned at 12:00 noon. 

Secretary's Department 
May 6, 1968. 
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A. Present 

Mr. J. Burke Knapp, Chairman Mr. w. Diamond (IFC) 
Mr. s. Aldewereld Mr. M. L. Lejeune 
Mr. B. Chadenet Mr. s. N. Mcivor 
Mr . s. R. Cope Hr. F. R. Poore 
Mr. R. H. Demuth r.1r. A. Stevenson 

Mr. M. Cherniavsky, Secretary 

In Attendance: * 
~1r. D. s. Ballantine Mr. W. Kod.deritzsch 
Mr. M. P. Bart Miss A. L. Maher 
Hr. M. P. Benjenk Sir Denis Rickett . 
Mr. J. G. Boyd Mr. E. Sekse 
Mr. s. s. El Fishawy Mr. J. J. Stewart 
Mr. K. D. Hartwich Mr. c. H. Thompson 
Mr. R. Helling Mr. G. A. Torelli 
Mr. T. Jones Mr. J. L. Upper 
Mr. s. Kadleigh Hr. R. M. Westebbe 

B. Morocco - BNDE. 

1. The Committee considered the memorandum from the Middle East and North 
Africa Department dated April 19, 1968, "Morocco - Proposed Third Loan to the 
Banque Nationale de Developpement Economique (B~'1>E)". 

* for all or part of meeting. 

Committee: 

Mr. J. Bu rk e Kn ap p, Ch a i nn an 
Mr. S. R. Cope, Deputy Chairman 
Mr. S. Aldewereld, Vice President 
Directors, Area Departments 
Director, Projects Department 
General Counsel 
Dj rector, Economics Department 
Director, Development Services Department 
Treasurer 

- DISTRIBUTION-
Copies for lnfonnation: 

President 
The Economic Adviser to the President 
Sir Denis Rickett, Vice President 
Mr. M. Shoaib, Vice President 
Directors, other Departments 
Special Adviser to the President 
Executive Vice President (IFC) 
Vice President (IFC) 



- 2 -

2. The Committee was told that while an increase of 1% or 1.5% in BNDE's 
lending rate would vitally improve the Institution's capacity to earn a reasonable 
return, the Moroccan Government had set its face firmly against any increase, 
arguing that a rise in long-term interest rates would raise all rates throughout 
the country, which was to be avoided when the new Five-Year Plan was being launched 
Some members questioned whether a general incr ease in rates was necessary or 
desirable, although they agreed it was difficult to see why this should prevent 
the Government from acting in the case of BNDE so that it could earn a reasonable 
return on capital employed. 

3. The Committee noted that fundamental to the Government's posture was its 
belief that BNDE was an instrument of Government policy in the industrial sector, 
which ran directly counter to the Bank's posture, which was that BNDE should 
operate on a sound business basis. !/While the Bank had run into problems before 
in other countries on this specific issue, it was particularly disturbing in the 
Moroccan case that no resolution of the disagreement was in sight. 

4. The Committee noted that among the conditions on which the Bank would insist 
during negotiations would be a reorganization of the procedures and practices of 
the Board of Directors and engagement of a foreign adviser. With regard to the 
first condition, the changes would make BNDE's management more responsive to 
shareholders, although Government domination of the Board would of course continue. 
With regard to the second condition, the Bank had recently suggested a name but 
the BNDE would probably postpone engaging an adviser unti l the loan was ready for 
Board presentation. The Moroccans would be reminded that the cost of the foreign 
adviser could be met out of the Bank loan. 

5. It was noted that the Government was proposing to change BNDE's capital 
structure in order to improve the net return on BNDE's shareholders' equity. The 
return, after making provision for bad debt reserves, was expected to be of the 
order of 6-7% after tax. These changes would not be sufficient to make BNDE more 
attractive to shareholders, but they represented progress towards this goal. 

6. The Chairman concluded that in the difficult circumstances of the Bank's 
relations with Morocco, the Bank would probably have to accept some lowering of its 
standards on this particular loan. The Government had agreed in principle to meet 
the Bank's requirements as regards BNDE's investment policy and management practiceE 
which represented a step forward in strengthening the institution. However, it 
should be made clear to the Moroccans that the changes in BNDE's capital structure 
were not regarded by the Bank as a substitute for a h~gher interest rate and that 
the Bank would attach special importance to finding a mutually acceptable solution 
to this question in its continuing review of BNDE's operational and financial 
performance, and in considering future loan applications. 

7. The Committee accepted the recommendation of the Area Department that 
representatives of the Government and BNDE be invited to negotiate a loan of $10 
million on the conditions set forth in paragraph 16 of the Area memorandum. 

!/ cf. the recent discussion on government-owned Agricultural Credit Institutions 
- see Loan Committee Minutes LC/M68-ll dated April 26, 1968. 
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C. §udan - Education Project 

8. The Committee considered the memorandum from the Middle East and North 
Africa Department, "Sudan - Education Project" and particularly the history of 
Bank/UNESCO cooperation in the preparation of the project. 

9. Mr. Ballantine said that the UNESCO preparation mission which had visited 
the Sudan in April 1966 had been weakly staffed and had also encountered difficul
ties with the Government, which had insisted on making ill-conceived proposals to 
the Bank regardless of the mission's advice. The Bank appraisal mission of 
August 1966 had therefore had to revise the project substantially. All this had 
happened at a relatively early stage of the Bank/UNESCO Cooperative Program. 

10. Mr. Ballantine added that this sort of difficulty arised from time to time 
especially where the content of the project had not been precisely defined and the 
government was not inclined to follow UNESCO advice. However, technically the 
Bank had been very pleased with the quality of the last four or five project 
requests on which UNESCO had assisted. In line with Professor Mason's recent 
recommendations, and within the severe limitations of its own manpower, the 
Education Division had been attaching a staff member for part of each UN~SCO 
identification and preparation mission. This would continue. 

11. The Committee noted that the amount of the proposed credit ($7 million) 
represented 50% of the project cost and had evolved not so much on project or 
country ground but for reasons connected with the allocation of remaining first 
replenishment IDA funds. It was suggested that a 50% cost sharing basis was on 
the low side for a country like the Sudan. The Chairman agreed that a more 
appropriate basis would be about 60% and recommended that the amount of the credit 
be increased to $8.5 million. The Committee was told that it would be highly 
desirable to earmark $0.4 million of this additional amount for technical assist
ance for an intermediate teacher training institute. This would ensure that the 
technical assistance aspect of the project progressed hand in hand with the 
physical aspect. The Chairman agreed to this proposal and the Committee accepted 
the recommendation of the Area Department that the Association invite 
representatives of the Government of the Sudan for negotiations. 

D. Adjournment. 

12. The meeting adjourned at 4:45 p.m. 

Secretary's Departm~nt 

May 2, 1968 
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A. Present: 

Hr. J. Burke Knapp, Chairman Mr. S.R. Cope 
Nr. s. Aldewere1d Kr. R. H. Demuth 
Hr. G. Alter t~r. A.G. El Emary 
Hr. A. Broches Mr. ~1 .1. Lejeune 
J:fr. !.P.M. Cargill Hr. F. R. Poore 
Mr. B. Chadenet Mr. A. Stevenson 

Mr. H. Cherniavsky, Secretary 

In Attendance: 

Hr. D.S. Ballantine :Hiss A.L. Maher 
Hr. w.c. Baum Mr. A.E. !':tatter 
Mr. B. R. Bell r.."r. O.J. HcDiarmid 
Hr. w. Brake! Hr. H.N. Nendels 
Mr. w. Clark Sir Denis Rickett 
Mr. L.J.C. Evans Hr. M. Shoaib 
Hr. P. Geli tvir. R. B. Steckhan 
Hr. R.J. Goodman Hr. H. van Helden 
Nr. R.E. Grosvenor Mr. L. von Hoffmann 
! r. M.L. Hoffman t-!r. tv. Tims 
~:r. S.P. Johnson 11r. J.H. Williams 
Mr. A.D. Knox Mr. H. Ziegler 

B. Indonesia - Technical Assistance and Lending 0Eerations . 

1. The Committee considered the memorandum and attachments from the Asia 
Department {' Indonesia - Future Techni cal Assistance and Lendi ng Operations" 
(LC/0/68-27 dated April 15, 1968). 
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2. Mr. Cargill said that in the light of his recent talks in Indonesia, he 
was recommending that the Bar:k establish a resident mission in Djakarta under 
Mr. Matter, who would be initially assisted by two or three experienced (but not 
highly specialized) staff members. This mission would identify areas in which 
the Indonesians required technical assistance and would call on specialists from the 
th~ Bank (or from outside) to advise (where appropriate) on the retention of 
consultants and to "work up" a project (whether a physical or a pre-investment 
project) suitable for external financing. The mission should be seconded to the 
Indonesian Government and while under instructions from and reporting to Bank head
quarters, would be autonomous in the sense that the prime operational responsibility 
for executing the Bank's technical assistance program would lie with the mission 
and not with Washington. 

3. Mr. Cargill added that the Indonesians were already getting planning and 
policy advice from other groups and that the Government's immediate interest was 
in obtaining from the Bank strictly practical assistance in preparing and 
implementing specific proposals which could be presented to interested parties for 
financing. The Committee noted that while the Government's organization and mode of 
operation was in many areas chaotic, there were leaders who had a grasp of what 
needed to be done and who were responsive to outside advice. Once the Government 
framevJork had been refurbished, tEchnical assistance could 'ft7ork smoothly and produce 
results. 

4. Some Committee members felt that a small resident mission aided by 
"commuting~s specialists would be inadequate for the task and that the Bank should 
station a large mission in Djakarta (eight to ten people perhaps), partly 
recruited from the staff and partly recruited from outside. Mr. Cargill commented 

fuat he regarded a small mission as the first step in building up a larger mission; 
while it was clear in what sectors Indonesians needed assistance, the timing and 
precise scope of such assistance could not now be decided l-lith certainty. In any 
case, the Bank was not facing a cut and dried choice between a large mission or a 
small mission plus commuters; these elements could be varied according to the 
circumstances prevailing at the time. Either way, the continuity of personnel 
would be very important. 

5. Mr. Cargill said that in view of Indonesia's extremely difficult budgetary 
situation, it might be difficult to get a contribution from them towardsthe local 
currency costs of the Bank's technical assistance program, but other members 
pointed out that this would create an unfortunate precedent. Mr. Cargill proposed 
that the costs of the resident mission and of the conunuting service be covered out 
of the Bank budget, and that a "lump sumn I'CA credit be extended to cover a variety 
of studies and technical surveys, to be allocated at the discretion. of the 
President. 

6. The Chairman indicated that he favored this approach. A paper should be 
prepared for Board consideration recommending budgetary appropriations for the 
resident mission and the commuters on the basis described by Mr. Cargill and an 
IDA line of credit of ~2 million to be used for a defined category of studies and 
specialist services in Indonesia. This paper should cover such questions as cost 
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sharing, the precise function and size of the resident mis sion, its relation to 
headquarters and the "mix" of management assistance and technical assistance. 

7. Regarding the Area Department's recommendation on a lending program to 
Indonesia, the Chairman concluded that Section III of the Area memorandum 
p1:ovided an acceptable basis for uworking towards" an IDA lending program. 

C. Adjournment. 

8. The meeting adjourned at 5:20 p.m. 

Secretary's Department 

May 6, 1968 
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Minutes of Loan Committee Meeting held on 
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A. Present: 

Mr. J. Burke Knapp, Chairman 
Mr. S. Aldewereld 
Mr. G. Alter 
Mr. B. Chadenet 
Mr. R JI. Demuth 

Mr. D.J. Fontein 
Mr. R .J. Goodman 
Mr. M.L. Lejeune 
Hr. L. Nurick 
Mr. F.R. Poore 

RIVEs . 
Jo/6 

Mr. A .G. El Emary Mr. M. Cherniavsky, Secretary 

In Attendance: 

Mr. B.R. Bell Hr. F.H. Knobel 
Mr. R .A. Chaufournier Mr. C .G. Melmoth 
Mr. A .F .H • Dockx Mr. P.G. Nelson 
Mr. C .E. Eugenio Mr. s. Please 
Mr. L .J .c • Evans Mr, A.T. Schumacher 
Mr. S .L. Feldman Mr. A .H. Stoneham · 
Mr. J .M. Fransen Mr. D. Stoops 
Mr. J .c • Gerring Mr. S • Takahashi 
Mr. M. Hassid Mr. W .A • Wapenhans 
Mr. M.L. Hoffman 

B. Govert)IIlent-owned Agricultural Credit Institutions - A Review of 
Bank ~/ Policies. 

1. The Chairman had convened a meeting to consider the general 
issues set forth in the attached agenda and the particular case of the 
proposed US$10 million credit to Pakistan for the second Agricultural 
Development Bank (ADB) project. This proposed credit had provoked the 

1/ References in this minute to the Bank apply equally to IDA 
unless otherwise specified. 
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the discussion because the Pakistanis were unwilling to concede the 
principle, on Which the Bank was insisting, that the ADB be permitted 
to accumulate general reserves in addition to those against bad debts, 
which would, inter alia, contribute to the building up of lendable 
resources. 

2. The Area Department described the Pakistani position as follows: 
The Government regarded the ADB as an instrument of its agricultural 
credit policy, and while agreeing that the ADB must adopt a financial 
policy which would permit it to cover its operating costs and to 
accumulate reserves against possible losses, was against allowing the 
ADB to accumulate lendable reserves Which would give the Bank a measure 
of independence of the Government. ADB would always be provided with 
the funds it needed for its operations, but having an independent source 
of funds might tempt it to make unsound loans or incur unnecessary 
adininistrati ve ex.pendi tures. 

3. The Projects Department stated that time and time again it had 
found that an agricultural credit institution could not operate 
effectively if it was Wholy dependent on the Government for its lendable · 
resources. There was no necessar.y conflict between requiring such an 
institution to operate within the general framework of Government 
policies and permitting it to accumulate some resources of its own for 
lending. If it was entirely beholden to the Government in financial 
matters, then it would have no built-in strength to withstand the 
vagaries of politics and budgeting and the whims of influencial out
siders, and its efforts to ensure that its resources were employed 
soundly and productively could be frustrated. In answer to a question 
by the Chairman, the Department agreed that so far the ADB in Pakistan 
had operated with reasonable efficiency. 

4. It was agreed that the overriding consideration in setting an 
agricultural credit institution's relending rate was to adopt an "economic" 
interest rate which in some measure reflected the scarcity of capital 
and the return it could earn if invested elsewhere. An economic rate 
would induce farmers to employ their loans for priority purposes with a 
high economic return. The Connnittee noted that a Govermnent might 
legitimately wish to lend to farmers at concessional interest rates, 
particularly "in the poorest countries or in depressed regions, but the 
Bank would not wish to become associated with agricultural credit programs 
which were primarily a vehicle for social subsidies. 

5. The Projects Department conunented that "economic" interest rates 
by no means meant extortionate rates which would squeeze the farmer; 
a Bank-financed agricultural credit institution's typical borrower was a 
creditworthy farmer. The only alternative source of finance was 
probably the short-term credit available from money lenders, often 
bearing interest in the region of 100%. Money lenders still met by far 
the greater part of (especially) the less well-to-do farmers' credit 
requirements and it was obviously to the community's advantage to add to 
the lendable resources of an agricultural credit institution through an 
appropriate interest rate policy affecting the wealthier part of the 
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rural community than to unwittingly contribute to the growth of a money 
lender's surplus, which typically went into urban investments of a 
speculative nature. 

6. Regarding subsidies to the operating costs of agricultural credit 
institutions, it was noted that these could take several forms (see 
paragraph 7 below). The Bank had no objection in principle to such 
subsidies, recognizing that the nature of an agricultural credit 
institution's lending operations could impose heavy administrative costs 
and that, particularly in its early years, it might need outside support 
to establish itself as a viable concern. The Committee noted that the 
Bank's policy in this area had been spelled out in the President's 
report to the Executive Directors on Agriculture (FPC/64-1 dated 
January 17, 1964) which stated that " ••• we should regard such a sub
vention (to agricultural credit institutions) in appropriate cases as an 
advantage rather than disadvantage so far as Bank/IDA financing is 
concerned. On the other hand, I believe that we should usually insist 
that agricultural credit institutions financed by the Bank or IDA should 
not relend to their ultimate borrowers at concessional interest rates". 

7. It was noted that such subsidies might take the fom of equity 
contributions by the Government, annual operating subsidies, guaranteed 
access to the central bank or rediscount facilities, or (the best method) 
concessional interest rate on funds provided to ·~he institution by the 
Government. As for the specific question before the Committee, that is 
Whether an agricultural credit institution should accumulate lendable 
reserves (in addition to reserves against bad debts), it was · further 
noted that an adequate spread between the institution1s borrowing and 
lending rates was one way of achieving this. 

8. With respect to the specific case or Pakistan, the Chairman said 
that _in his view the ADB's proposed lending rate of 7 per cent was 
certainly on the low side of an tteconomic rate" and that he thought 
every effort should be made to persuade the Pakia.tanis to raise it 
somewhat. In the meanwhile, IDA should seek to assure that the rate at 
·which the Government provided funds to ADB (and specifically, the rate 
at which they relent IDA funds to the ADB), should be low enough to 
provide the· institution with a spread which would cover its administrative 
costs and its bad debt reserve and provide same margin for the accumulation 
ot general reserves for relending. The Area Department commented that 
the Pakistanis had agreed to raise the ADB 1 s relending rate in due course; 
they only parted ways with the Bank on the matter of lendable reserves. 
They agreed that the proceeds of the upcoming $10 million IDA credit 
-would be relent to ADB at 4 per cent, but only on the Bank 1 s assurance 
that in doing so they were not conceding the principle. The Chainnan 
observed that this disagreement would have to be resolved before 
consideration could be given to any further IDA operations with the ADB. 

c. The Committee adjourned at 4:30 p.m. 

Attachment. 

Secretary's Department 
April 26, 1968. 
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A meeting of the Loan Committee will be held on Thursday, April 11, 

1968 at 2: 30 p.m. in Room ___ l038. 

AGENDA 

1. The Committee will review the factors which should determine the 
appropriate financial policy of a government-owned agricultural credit 
institution~ and in particular the extent to which such an institution 
should accumulate reserves, not only against possible losses, but also 
for the specific purpose of building up its lendable resources. 

2. The Committee will also consider what distinction, if any, should 
be made in these respects between a government-owned agricultural credit 
institution and (a) a privately-owned bank or agricultural credit in
stitution and (b) other autonomous entities such as pO'i.\7er companies, 
port authorities or private development banks. 

3. No paper will be distributed for this discussion, but Committee 
members are requested to come prepared to review their recent experience 
in this area. 
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Mr. J. Burke Knapp, Chairman Mr. A.M. Kamarck 
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Professor E. Mason 
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B. Ecuador - Proposed Credit for Education: A Review of the Bank's 
Education Policies. 

1/ 

1. The memorandum from the Western Hemisphere Department "Ecuador -
Proposed Credit for Education" (LC/0/68-24) was the occasion for a 
general review of the Bank's approach to appraising education projects 
and of its experience and policies in financing them. 

1/ Reference in this minute to the Bank applies equally to IDA unless 
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2. Professor Edward Mason, 11ho had bean invited to the meeting to 
report the main conclusions of his revi~w of Bank policies and 
practices in this area, said that he believed that the Bank could make 
more extensive use of cost-benefit techluques in appraising education 
projects. The Bank's appraisals at present relied considerably on 
traditional methods of projecting a countr,y's manpower requirements on 
the basis of an overall development strategy and finding the least-cost 
way of satisfying these requirements by expanding certain outputs of the 
educational system. Such an exercise, while useful, tended to be rigid 
and to make little allowance for such factors as capital/labor 
substitution possibilities, labor versatility and on-the-job training. 
While an education project's economic return could not be calculated 
with remotely the same precision as a power project's {education was, so 
to speak, a multipurpose project and the relation between a given input 
and economic benefits could not be readily compared and predicted), 
there was, in his submission, room for more exhaustive analyses of, 
e.g., labor markets, labor supply elasticities and the effects of 
technical· innovation and capital/labor per.mutations on manpower require
ments. \vithin the constraints imposed by shortages of time and the 
availability of the relevant statistical data, the Bank should be able 
to build up a more sophisticated model of a country's changing manpower 
structure and from there proceed to a meaningful cost-benefit analysis. 

3. Regarding the Bank/UNESCO Cooperative Agreement, Professor Mason 
said that he had been well impressed by UNESCO's Educational Financing 
Unit and had found that collaboration between the two organizations was 
working smoothly. However, he felt that in certain respects this 
collaboration could be closer; as a matter of routine, Bank staff 
should participate in UNESCO's project identification and preparation 
missions and procedures should be streamlined so that less time was lost 
before such a mission's report reach the Bank and the Government. 

4. Professor Mason expressed the hope that the Bank would give 
consideration to broadening its educational financing policies in 
respect of the type of projects it would finance. In concluding, he 
said that he had sensed w~de disparities in the Area Departments' 
attitudes towards financing education. He thought that these 
disparities should be corrected if education projects were to be 
accorded the same priority as other projects financed by the Bank. 

5. The Economics Department, commenting on cost-benefit analyses, 
stated that it had followed up the suggestion in a consultant's report 
("A Cost-Benefit Approach to Educational Planning in Developing 
Countries" - EC-157, dated December 20, 1967) and embarked on the 
collection and analysis of the type of data, to which Professor Mason 
had referred, in Kenya. As in most developing countries, such data 
were not readily available and the Bank had had to organize a local 
team to interview a cross-section of the Kenya labor force. The 
Committee agreed that such an exercise could not form part of a regular 
Bank appraisal but might well in future be organized and undertaken by 
local officials as a prelude to any sustained Bank lending for education 
in that country. However, it was stressed that this should not be made 
a formal condition for a Bank appraisal of an education project. 

• •• 3 
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6. The Committee was told by the Economics Department that cost
benefit analysis could be applied to educational planning problems 
at three general levels, namely: (a) to compare the profitability of 
investments in education with that of investments in other sectors of 
the economy; (b) to identify those levels and branches of the 
educational system where investments would be most rewarding and 
(c) to assess the costs and benefits of certain well-defined education 
projects within a particular branch. However, given the acute scarcity 
of data and the still experimental state of techniques of analysis, one 
could only expect tentative answers, but such exercises might improve 
through experience. 

1. It was furthermore noted that the Bank's existing policies for 
financing education projects (see, e.g., Operational Memorandum 5.02) 
gave explicit priori ties to certain segments of the education system 
~ich might not necessarily be confirmed by cost-benefit analysis. On 
the other hand the most evident gaps in the educational system might be 
spontaneously closed by the Government because of political pressures 
and the Bank had an interest in concentrated, rather than diffuse, 
assistance so that it could exert greater influence on the level of 
education which it was financing. 

8. Regarding the number of education projects in the Bank pipeline, 
the Committee was told that there had been a slow but steady increase 
and that this trend was continuing, more or less in step with the 
increase in the total pipeline. Mr. Chadenet said that following 
Professor Mason's recommendation, he had given instructions that 
whenever feasible appraisal reports on education projects include a 
cost-benefit analysis. At first the methodology would be rather 
crude, but it would be refined through experience and improved by 
judicious use of the type of data to which Professor Mason had referred. 

9. Regarding the proposed $5 million credit for education in Ecuador, 
the Committee was told that a lot of data (particularly manpower and 
labor statistics) had in fact been collated and analyzed but had only 
been presented in summary form in the appraisal report, viz. in the 
table on page 12. Two amendments to the appraisal report were 
suggested and agreed: (i) that the appraisal report specify (paragraph 
6.08) that the appointment of a project director and a project architect/ 
engineer be subject to IDA 1 s agreement during the period of disbursement 
only. After that, IDA would rely on the leverage of additional lending 
for education to ensure sat~sfactory execution of the project; and 
(ii) that the last sentence of paragraph 5.21 relating to technical 
assistance be deleted from the appraisal report. 

10. The Committee approved the recommendation of the Western Hemisphere 
Department that IDA proceed to negotiate a credit of $5 million to the 
Government of Ecuador for the proposed education pr~.~·Jct. , on the terms 
and conditions set forth in the appraisal report (subject to the 
qualifications in paragraph 9 above). 

C. The Committee adjourned at 4:45 p.m. 

Secretary's Department 
April 24, 1968. 
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A. Present: 

Mr. J. Burke Knapp, Chairman Mr. 
Mr. s. Aldewereld Hr. 
Mr. G. Alter Mr. 
Mr. R.W. Cavanaugh Mr. 
Mr. B. Chadenet Mr. 
Mr. A.G. El Emary Hr. 

In Attendance: 
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April 11, 1968 

D.J. Fontein 
R.J. Goodman 
M.L. Hoffman 
M.L. Lejeune 
A. Stevenson 
M. Cherniavsky, Secretary 

Mr. G. Apcar Mr. A.D. Knox 
Mr. S. Asanuma Miss A.L. Maher 
Mr. B.R. Bell Mr. V. Rajagopalan 
Mr. w. Brake! Mr. L.B. Rist 
Mr. w. Clark Mr. G.N. Street 
Mr. J. Foster Mr. E.B. Waide 

B. Malaysia - Kuala Lumpur Water Supply Project 

1. The Committee considered the memorandum from the Asia Department dated 
March 28, 1968 "l~alaysia - Kuala Lumpur Water Supply Project," which sought 
a recommendation from the Committee (a) on an appropriate term for the loan 
and (b) on the margin of preference to be accorded to domestic suppliers. 

2. With regard to (a), the Asia Department recognized the project grounds 
(adduced in the appraisal report) for setting the term of the loan at 15 

years, including three and a half years of grace, but recommended that on 
country economic grounds, Malaysia be granted a loan on a 20-year term 
including three and a half years of grace. }1alaysia could fall into debt 
servicing problems if other lenders followed the precedent of a shorter term. 
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The Chairman agreed that during negotiations the Bank should offer to make 
the loan on a 20-year term (or less if the Y~laysians preferred). 

3. With regard to (b), the appraisal report recommended that in comparing 
domestic and foreign bids, the domestic suppliers be accorded a margin of 
preference of 15% or the level of custom duties "whichever was lower," while 
the Asia Department recommended that they be accorded a margin of preference 
up to the full level of customs duties. Most of the items which would be 
imported for domestic fabrication were in fact understood to be either not 
subject to duty or dutiable at less than 15%, although this would be 
clarified during negotiations. The Chairman voiced a preference for allowing 
a margin of preference up to the full level of customs duties, since the 
average level of duties would be clearly less than 15% and on grounds of 
administrative convenience, any minor exceptions to the 15% ceiling should 
be tolerated. The Chairman added that in any case the "15% rule" applied 
more to instances where the Bank was comparing foreign and local bids and 
would finance the local bid in toto (i.e., including the local component) if 
it fell within the 15% margin; the criterion for financing the foreign 
exchange component of domestic fabrication was more that such fabrication 
should be "reasonably economic and efficient" and that there should be 
domestic procurement by competitive tender or, as in this case, international 
competition for imported supplies (See LC/M/67-·11 dated December 14, 1967). 

4. The Committee noted that it was the State Government's policy to 
enforce uniform water charges throughout the State and that th~ appraisal 
mission had estimated that while such charges would yield a return on the 
average net fixed assets in the Kuala Lumpur area of about 8%, the return 
in the State as a whole, when all water supply systems were considered, 
would be only about 3.5%, because the rural systems were small, widely 
scattered and under-utilized. As the rural excess capacity decreased, so 
the overall rate of return on the state systems would improve; meanwhile, 
the Bank would require an 8% return to be earned in the Kuala Lumpur area 
and would periodically review the investment program for future expansion 
of water supply systems in the state. The Committee accepted that while a 
higher overall return would be desirable now, it would not be appropriate 
for the Bank to get into the details of cross-subsidization between the 
urban and rural systems or to require differential rates. The reason for 
the low overall rate of return was not so much the level of the water 
charges as the rural excess capacity, and since the marginal cost of 
installing the new Kuala Lumpur system was close to the average costs of 
the existing systems, there was not even a theoretical case (as, for 
example, in Caracas, where the marginal cost of installing new water 
supplies was very high) for requiring the users of the new system to pay 
higher charges. 

5. The Committee approved the Asia Department's recommendation that the 
Bank invite the government of Malaysia and the State Government of Selangor 
to send representatives to Washington to negotiate a Bank loan of US $3.5 
million on the terms and conditions set forth in the appraisal report 
(subject to the qualifications in paragraph 2 and 3 above). 

6. The meeting adjourned at 3:50 p.m. 

Secretary's Department 
April 11, 1968 
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Minutes of Loan Committee Meeting held on 
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A. Present: 

Mr. J. Burke Knapp, Chainnan 
Mr. s. Aldewereld 
Mr. R.W. Cavanaugh 
Mr. B. Chadenet 
H~. E.E. Clark 
Mr. R. H. Demuth 

In Attendance: 

1-ir. L. W. Bartsch 
Mi1 c K.D. Hartwich 
Mr. M. L. Hoffman 
Mr. J.M. Malone 

B. Sudan - Rahad Irrigation Project 

WBG ARCHIVES 
LC/M/68/8 

April 9, 1968 

Mr. D.J. Fontein 
Mr. A.M. Kama.rck 
Mr. M.L. Lejeune 
Mr. S.N~ Mcivor 
Mr. G.M. Street 
Mr. M. Cherniavsky, Secretary 

Mr. L.B. Rist 
Mr. P. Sella 
Mr. J. L. Upper 
Mr. 1'11". A. Wapenhans 

1. The Committee considered the memorandum dated March 22, 1968 from 
the Middle East and North Africa Department entitled "Sudan - Rahad Irrigation 
Project" (LC/0/68-18) and discussed certain major aspects of the proposal, 
namely: 

(i) The project's economic rate of return.., The Connnittee 
noted that the estimated economic rate of return on 
phase 1 ot. the project (costing about US$150 million) 
was 8%, with a return of 10% on the total project if 
Phase 2 (costing approximately an additional $82 million) 
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was subsequently executed. The Projects Department 
stated that the return on.i.most Bank surface irrigation 
projects fell in the 9% to lL% range; in this case the 
return was low, partly because the Rahad Project was a 
"first stage" project, bearing some costs which might 
ultimately benefit the second stage project, and partly 
because crop yields and intensities had been projected 
to remain relatively low, and cropping patterns relatively 
elementar.y, because of unresolved production problems 
related to difficult soil and climatic conditj_ons. Some 
Committee members commented that an 8% to 10% return on 
a large project of this type should be considered sat
isfactory in the Sudan and, more generally, in most African 
countries; it was also suggested that the appraisal mission..~: s 
marketing forecasts were ver.r conservative and that the 
value of the incremental crop output might well be greater. 

(ii) Alternative projects in the Sudan. The Committee was informed 
that the Rahad Project was the best scheme inwediately 
available for using some of the uncommitted storage capacity 
of the Roseires Reservoir and clearly held the balance of 
advantage over other potential schemes, such as intensif,ying 
cropping in Gezira, iiTigating the Roseires Right Bank or 
installing pumps on the Blue Nile. Possibilities in other 
sectors were limited and often presented serious adminis
trative problems; it was highly doubtful that the Economic 
Mission now in the Sudan (whose report could be eJCpected in 
mid-summer) would identify a:ny comparable, viable a1 temati ve. 

(iii) Co-lenders for the project. It was noted that the Bank planned 
to associate other sources of lending with the financing of 
Rahad in order to reduce the share which might be provided 
by the Bank and IDA. A US contribution (assuming restnnption 
of diplomatic relations with the Sudan) might be affected 
by the fact that the project would involve increasing Sudanese 
output of medium-staple cotton; other prospects were Germany 
(again, if diplomatic relations were resumed), ItalY, the 
U.K. and the Kuwait Fund. The Commit tee was told that it 
would be difficult to find discrete portions of the project 
for a co-lender to finance unless his contribution was 
exceptionally large; moreover, fragmentation of the project 
would complicate its integrated execution. 

(iv) The project's financial return. The Committee noted that 
the cost of irrigation and maintenance would be recovered 
through a land and water charge of Y>d2 • .50 per acre which, 
after meeting the Rahad Board Organization's expenses, 
would contribute about ~Sd 0.6 million annuallY to Government 
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revenue. The proposed ~Sd2.50 charge was related to the 
Government income target for the Rahad settlers, which 
was to be sufficiently above that prevailing among settlers 
in comparable areas of the Sudan (such as Gezira) so as to 
attract settlers to Rahad. The Chairman commented that 
this income target was a flimsy basis on which to set the 
charge on the project's beneficiaries; moreover, he questioned 
the inclusion of some:o£ the other revenues described in 
Paragraph 5.20 of the appraisal report in computing the 
financial return on the ~reject of 4% (which might in itself 
be considered inadequate). The Projects Department agreed 
to reexamine this section of the report and to revise it as 
appropriate. 

(v) The Bank/IDA blend. The Conunittee noted that the foreign 
exchange component of the project (Phase 1) was estimated 
to be $88 million, which might be financed by a Bank/IDA 
blend and by co-lenders 1 resources. Whatever "hardness 11 

of blend was ultimately deemed appropriate in the light 
of the economic mission's findings on Sudan's creditworthi
ness and the amount and terms of the co-lenders' contribu
tions, the IDA Credit would be for a substantial amount 
and would represent a significant claim on second replen
ishment resources. The Chairman commented that a heavy 
commitment of scarce funds to a project with a frankly 
marginal economic return would be difficult to . justify, 
particularly in the case of IDA. The Committee was told 
that a harder blend than S0/50 might well be found appro
priate; Sudan had a reasonable debt service ratio and 
the direct forejgn exchange earnings attributable to the 
project would several times exceed the cost of servicing 
a Bank loan forming part of a S0/50 blend. 

2. The Committee noted that prior to ~ negotiations, the Bank would 
require more information and some action Qy the Sudanese on a number of 
project matters and on other basic organizational and management refor.ms, 
some of which were of a sensitive political nature. It was agreed that the 
Ba11..1t could not reasonably expect the more fundamental and sensitive refonns 
to be implemented until the Government had good reason to believe that the 
Bank would participate in the Project. The Chairman stated that substantive 
discussions about such refor.ms would have to be deferred until the Bank had 
decided to move closer to negotiations but that meanwhile, on the clear 
understanding that it was on a no-commitment-basis, the Bank could keep the 
dialogue open wlth the Sudanese by exchcn~ging views on technical and less 
sensitive issues, thereby preparing the ground for ti1e ma~or issues which 
would have to be resolved if the Bank/IDA should undertake to finance the 
project. 
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3. The Chainnan concluded that in the absence of an economic report, 
the Bank could not at this time "cross arry bridges" on financing the Rahad 
Project, nor (presumably) would any cO• lenders Wish to d6 so. He ( t~. 
Chairman) was troubled by the project • s vtea.k economic justification, not 
only because large amounts of scarce Bank and even scarcer IDA resources 
would be involved, but also because the Bank would be soliciting contri
butions from co-lenders. Therefore while technical discussion with the 
Sudanese could be pursued, the decision "in principle" whether to lend for 
the Rahad Project would have to be deferred until the Economic Committee 
reviewed the mission report and recommended, inter alia, on the priority of 
the Rahad Project within Sudan's total development effort and the appropriate 
blend of assistance. Only at that time -vrould the Loan Committee ·hg:ve a 
basis on which to recommend for or against further processing and ultimate 
negotiation of a loan and credit• 

C ~ A,dj om;nment 

The Committee adjourned at 4:30 p.m. 

Secretar.y1 s Department 
April 9, 1968 
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Minutes of Loan Comreittee Meeting held on 
Friday, March 22, at 4 p.m. in the Board Room 

A. Present: 

Mr. J. Burke Knapp, Chairman 
Mr. G. Alter 
Mr. R.W. Cavanaugh 
Mr. B. Chadenet 
Mr. A.G. El Emary 
Mr. D.J. Fontein 

In Attendance: 

Mr. E.B. Arnold 
Mr. R.A. Chaufournier 
Mr. W.M. Keltie 
Mr. J. Krombach 
Miss A.L. Maher 
Mr. G.B. H. Renger 

Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 

Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 

WBG ARCHIVE. 
LC/M/68~7 

April 11, 1968 

M.L. Hoffman 
M.L. Lejeune 
L. Nurick 
A. Stevenson 
G.M. Street 
M. Cherniavsky, Secretary 

L.B. Rist 
H.R. Shipman 
D. Suratgar . 
J.D. Teigeiro 
J.P. Vigie 
M.C. Zenick 

Mr. B. Zinman 
B. Colombia - Proposed Loan to Empresa de Energia Electrica de Bogota 

1. The Committee considered the memorandum from the Western 
Hemisphere Department of March 20, 1968 "Colombia - Proposed Loan to 
Empresa de Energia Electric a de Bogota1

' (LC/0 /68-17). 

2. The Area Department recalled that agreement had been reached 
between the Bank and the participating countries on joint financing of 
projects in Colombia and Mexico (see JF 68-2 dated January 24, 1968). 
Although the negotiation of this agreement and its implementation for the 
specific projects had been complex and time-consuming it was likely to 
mobilize $20-25 million for Colombian projects (an amount comparable to 
a recent Bank bond issuance in Germany), as well as establish a precedent 
for the 50/50 joint financing formula. 
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3. Among the general advantages of joint financing, it was noted 
that it enabled the Bank to participate in the financing of a greater 
number of projects than would be the case if Barut resources were used 
on their own and hence to exact more influence upon institutions and 
sector policy in the borrowing country. It also enabled the Bank to 
get international competitive bidding over a wider range of projects. 
Finally, joint financing improved the quality of export credit financing, 
to the extent that it mobilized eA~ort credits for high priority 
projects on sound conditions. 

4. So far as the specific features of this joint-financing was 
concerned, the Commdttee was told that the agreement was· important in 
that the Bank had succeeded in attracting financing (including official 
money in some countries on terms which were normally only accorded to 
large contracts) for individual contract amounts as small as $200,000, 
provided the aggregate amount of orders placed in any single country was 
at least $1 million. 

5. It was reliably estimated that the amount of joint financing 
mobilized for the Bogota Power project in the participating countries 
would amount to some $7 million, and quite possibly more. If more were 
provided, the proposed amount of the Bank loan could be correspondingly 
reduced. The role of the Bank in joint financing would be as described 
in JF 68-2, which also provided that the amortization schedule of the 
Bank loan would be adjusted, within limits, to the schedules of joint 
loans, so that total annual amortization payments required of the 
borrower would be close to those which would have been required if the 
entire amount had been provided by the Bank. 

6. There was some discussion of the system of joint financing applied 
in Colombia and what might be called the system of parallel financing 
which was being applied to the El Chocon project in Argentina. The point 
was made that many of the advantages the Bank was achieving in joint 
financing in Colombia could probably be obtained without full inter
national competitive bidding if a project were large and individual 
contracts very attractive, as was the case with El Chocon. In such 
circumstances, dividing the project into segments or even into individual 
contracts, some of which would be finru1ced fully by the Bank under 
complete competitive bidding and some of which would be financed fully 
by the countries winning orders under restricted competitive bidding, 
would be convenient. It was suggested that it was much simpler to 
mobilize credit from other sources in the present international environ
ment if the provision of credit was a pre-condition of participating 
in the bidding. On the other hand, such a pre-condition virtually 
eliminated the possibility of procurement in developing countries, some 
of which could win international competitive bids but could not provide 
long-term financing. 



-- 3 --

7. It was noted that the Bank had told the borrower that it would 
be prepared to make reimbursements for past expenditures for up to 
$2.5 million for down payments on long delivery items made not more than 
four months before the loan was approved. The Chairman commented that 
normally reimbursement was only permitted for expenditures of the 
"preinvestmentu type, but in this case the exception was justified both 
because the project had been prepared in the expectation that the power 
interconnection project would proceed more rapidly than it in fact had 
and because of the time it had taken to arrange the joint financing. 
After further discussion of the Bank's reimbursement policies, the 
Chairman asked ~~. Chadenet to review the relevant paragraphs of 
Operational Memorandum 6.05 which dealt with this subject. 

8. The Committee approved the recommendation of the Western 
Hemisphere Department that the Bank commence negotiations for a loan 
of $18 million to Empresa de Energia Electrica de Bogota on the terms 
and conditions set forth in the appraisal report. 

C. Adjournment 

The Committee adjourned at 5:15 p.m. 

Secretary's Department 
April 10, 1968 
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Minutes of Loan Committee Meeting held on 
Monday, March 11, at 3 p.m. in the Board Room 

A. Present: 

}Ir. J. Burke Knapp, Chairman Mr. S.R. Cope 
Mr. s. Aldewereld Mr. R.H. Demuth 
Mr. G. Alter Mr. A.G. El Ernary 
}1!'. I. P .. M. Cargill Mr. M.L. Lejeune 
Mr. B. Chadenet Mr. F.R. Poore 
Mr. E. Clark Mr. A. Stevenson 

Mr. M. Cherniavsk:y, Secretary 

In Attendance: 

Mr. M.G. Blobel Mr. S. Park 
Mr. N.A. Gibbs Mr. J.F. Rigby 
Mr. s.c. Hardy Mr. P. Sella 
Mr. G.H. Homsi Mr. G.M. Street 
Mr. J. King Mr. R.B. Steckhan 
Mr. P.R. Morris Mr. D. Suratgar 

B. Thailand - Third Hi~hway Project 

1. The Committee considered the memorandum dated March 6, 1968 from the 
Director o£ the Asia Department "Thailand - Third Highway Project" (LC/0/68-14). 
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2. It was noted that the project would include the carr.ying out of a 
Transportation Coordination Study, which USAID would finance, with the Bank 
participating in the selection of consultants and in the supervision of the 
work. The Committee was told that this study and first been given serious 
consideration at the time of the second highway loan in 1966. The terms of 
reference for the study had been agreed with U3AID and now awaited the for.mal 
approval of the Thai Government. Transport coordination was of special 
concern to the Bank in view of the past and proposed loans to Thail&id for 
transport projects. The Chairman commented that the Bank's relations with 
USAID and the consultants in this matter should be limited to informal con
sultations, since it would not be appropria4~e for the Bank to be jointly 
responsible for the administration and supervision of a project which it was 
not financingo 

3. The amount of the proposed loan was discussed and it was decided 
that the loan should be fer up to $3 5 million, rather than for up to $37 
million. The Cornrnittee approved the Area Department 1 s recommendation that 
the Government of Thaila.."ld be invited to nego·t;iate a loan in this amount, 
on the terms and conditions set forth in the Appraisal Report, and on con
dition that the Bank of Thailand took $30 million in a full s.tr-ip of matur
ities. 

C. Adj ou.vn:ment 

The Committee adjourned at 4:10 p.m. 

Secretar.y's Department 
r1arch 19' 1968 
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A·. Present: 

Mr. J. Burke Knapp, Chairman 
Mr. s. Aldewereld 
Mr. G. Alter 
Mr. R. W. Cavanaugh 
Mr. B. Chadenet 
Mr. S.R. Cope 

In <Attendance:* 

Hr. ~v.c. Baum 
Mr. B.R. Bell 
Mr. O.H. Calika 
Mr. 1111 . Clark 
Mr. l.J. Hammel 
Mr. H. Hansen 
Mr. N. Horsley 
Mr. s. Johnson 
Mr. J. King 

11arch 19, 

Mr. R. H. Demuth 
Mr. A .. M. !Uunarck 
Mr. M.L. Leje1.me 
Mr. S.N. Mcivor 
l-1r. L. Nuri ck 
I"ir. G.M. Street 
Hr. M. Cherniavsk:y, Secretacy~ 

Nr .. A.D. Y~ox 
Miss 11aher 
Mr. E.A. Ninnig 
Mr. £1. Piccagli 
Mr. A. Raizen 
Mr. MoS. Ram 
Mr. L~B. Rist 
Mr. n.~v. Vollmer 
JYir. H. A. Happenhans 

B. Ghana - .... Pr_oposed Credit~o the Electrici~y Co:rporation o~ Ghana 

1. The Committee considered the memorandum from the Africa Department 
dated February 29, 1968 "Ghana - Proposed Credit to the Electricity Corpor
ation of Ghana (ECG)" (LC/0/68-13), which recommended that IDA make a credit 
of US$10 million for EGG's 1968-1970 expansion program. 
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2. The Committee noted that this credit would be IDA's first operation in 
Ghana and would permit fuller use to be made of power from the Volta Dam which 
the Bank had financed with a US$47 million loan (310-GH) in 1962. ~~ith the 
prospect of increased sales to EGG, the Volta River Authority's (VRA) finan
cial position, which had failed to develop along the lines foreseen in 1962, 
would improve. The Chai nnan suggested that the appraisal report should bring 
out more clearly the significance of the expansion program as a logical 
sequence to the Volta project and its impact on Volta system utilization and 
the financial position of VRA. He also suggested that for staff purp~ses it 
might be useful to compare VRA 1 s present position with what had been expected 
at the time of the loan. 

3. In answer to a question whether what IDA wo1lid finance was a time-slice 
of a program representing a clearly identifiable project rather than a list of 
goods which was part of the program, the Projects Department stated that, while 
from the technical and financial point of view a project to expand electricity 
distribution had to be considered in the context of the larger program of which 
it formed a part, the IDA-financed portion of the program was largely a self
contained project. The other developments planned under the 1966-1972 expan
sion program (a portion of which was being financed by a long term German loan 
and by supplier credits) were parallel to, rather than an inseparable -part 
of, the IDA project. It was pointed. out, v hO't~eYer, that to a small extent the 
IDA project would be dependent on work already under construction and on 
materials procured through supplier credits. It was also not ed that the pro
ject justification in the appraisal report related to the total e~sion 
program. It was agreed that: 

(i) The appraisal report should be revised to make it 
clearer that the IDA-financed portion of the program 
consisted of work which would be completed and :l.n 
operation by 1970; 

(ii) The appraisal report should note how the e~ted 
benefits would be affected if the 1970-1972 part of 
the program was not accomplished or its realization 
1ias postponed~ and 

(iii) '~Jhile IDA should require a co:murl:bnent from the Ghanaians 
that the portion of the program already under way as 
well as the IDA-financed portion would be con~leted, it 
would not be appropriate for IDA to require a -ca.mm..i.tment-
to complete the 1970-1972 part of the program. 

4. The Co~~ttee approved the Africa Department's ~commendatian · that the 
Electricity Corporation of Ghana and the Govennnent of the Republic of Ghana be- 
invited to send representatives to 1~Tashington to negotiate on I.DA credit- of 
US$10 million on terms and conditions set forth in paragraph 8. 04 of the 
appraisal report. 
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c. Review of Completed Sector and Feasibility Studies 

5. The Committee considered the memorandum and attachments from the 
Development Services Department, dated Januacy- 31, 1968 "Review of Completed 
Sector and Feasibility Studies" (LC/0/68-3) and, recognizing a natural ten
dency within the Bank to treat lending operations as primar,y and sector and 
feasibility studies as secondar,r, noted that these studies were in fact usually 
a necessar.y preliminar.y to lending and that a number of steps had been taken 
to make sure that they were treated accordingly. 

6. The Committee noted also that the studies had been considerablY more 
successful in developing sound investment programs and projects than in 
institution-building and transfer of skills. It was suggested, however, that 
the Bank's contributions to institution-building and skill transfer should be 
looked at from the point of view of its total operation because this work 
could usually be performed more effectively in the course of carcying out an 
investment project than in making a study. 

7. The Committee accepted the report's recommendations (summarised in 
paragraphs 63 to 68, plus a recommendation in the last sentence of paragraph 14) 
with the following reservations: 

a) Paragraph 63: Where it could be done without causing 
costly delays, it was sometimes desirable for the 
Government to take part in the final selection of con
sultants, because this provided training benefits and 
increased the likelihood of close cooperation between 
the government and the consultants. 

b) Paragraph 64: The level of supervision recol1UTlended would 
require additional staff and this would require recognition 
in the budget. The use of part-time outside experts for 
supervision was likely to be feasible only in exceptional 
circumstances (e.g., Prof. Mason in the Indian Coal Trans
port Study). 

c) Paragraph 66: The use and management of fellowenp programs 
required further study. In this connection, fellowships 
could be for academic work in universities or for on-the-job 
training programs in highway departments, power enterprises 
and the like. 

d) Paragraph 67: The concept of designating a single individual 
in .the fro~t office of the Projects Department to oversee 

' ... 
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these studies was rejected and it was agreed that 
that office would retain its normal supervisor,r 
function and delegate responsibility for technical 
assistance work to di~~sion chiefs. 

8. The Chairman concluded that the Development Services Department's 
memorandtun provided useful guidelines for Bank policy on feasibility studies 
and agreed that, with some changes in the text, it could be made available 
to the staff of outside agencies which were working in this area. 

D. Adjournment 

9. The meeting adjourned at 4:50 p.m. 

Secretar.y 1s Department 
March 19, 1968 



FORM No . 60 
(8- 6 7) 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

I CONFIDENTIAL I INTERNATIONAL DEVELOPMENT ASSOCIATION 

LOAN COMMITTEE DE CLASS I 
JUN 1 0 2014 

March 21, 1968 

Minutes of Loan Committee Meeting held on 
Monday, Februar,y 5, 1968 at 11 a.m. in the Board Room 

A. Present: 

1-ir. J. Burke Knapp, Chairman Mr. A.G. ElEmary 
Mr. s. Aldewereld Mr. R.J. Goodman 
Mr. G. Alter 1-1r. H. L. Hoffman 
Mr. A. Broches Mr. 11. L. Lejeune 
Mr. B. Chadenet Mr. F.R. Poore 
Mr. S.R. Cope Mr. A. Stevenson 

Mr. D.I. Miller, Acting Secretary 

In Attendance: -
Mr. A. H. Casson Mr. K.B. Norris 
Mr. N.G. Jones Mr. L.B. Rist 
Mr. A.D. Knox Mr. J. Roulet 
Mr. K. S. Krislmaswamy Hr. P. Sella 
Miss Maher Nr. A.D. Spottswood 
Mr .. C.G. Melmoth Mr. Go~1. Street 

Mr. c. White 

B. Pakistan - Tarbela Project 

1. The Connnittee considered the memorandum from the Ar ea Department 
"Pakistan - Tarbela Project" (LC/0/68-5) and was told that the Executive 
Directors had already been informed that it was proposed to make a Bank 
loan of up to $25 million for the Tarbela Project. This loan together ~th 
an Eximbank loan of up to $50 million would be consi dered residual finan
cing and both would be subject to cancellation or prepayment on a Ero rata 
basis if aid from other sources or lower costs reduced the gap to be 
financed. 
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2. It was noted that Pakistan had undertaken to meet the rupee costs 
of the project in full. The original estimate of the foreign exchange 
financing gap ($75 million) had been obtained by subtracting the Indus 
Basin Development Fund {IBDF) carr.yover ($310 million), plus a conserva
tive estimate ($105 million) of the usable amount of the tied bilateral 
aid likely to be available, from the Lieftinck study estimate of the 
project foreign exchange cost ($490 million). Since then actual bids 
for the main civil works contract have been received and on the basis of 
the foreign exchange cost of the two lowest bids* and a revised IBDF 
carr.vover of $324 million, it was possible that part of the "&Torld Bank 
loan might not be needed. It was noted, howGver, that uncertainties as to 
which of these bids might be ac0epted9 combined with the uncertainties of 
forecasting costs for a project, to be constructed over an eight year period, 
made it ver,y difficult to know how much of the residual financing to be 
provided by Eximbank and the Bank would be required. 

3. It vJas noted that in. accordance with the provisions of the IBDF 
Supplemental Agreement of 196h!f any non-rupee surplus remaining in the IBDF 
(i.e., the $324 million mentioned above) could be carried over to help 
finance the Tarbela project. The countries which were providing the 
additional bilateral aid for the project had jndicated (~dth the exception 
of France) that their contributions to the Fund would "count" as Consor
tium assistance. The sev.-~ral ~ountries which had offered to· contribute to 
the Tarbela Fund and oth~r IBDF members had been invited to a meeting in 
Paris on March 5 to discuss the draft agreement which would cover the 
financing plan for Tarbela. 

4. It was pointed out that the carr.yover from the IBDF was untied 
and, as well as meeting part of the costs, would be used as working capital 
to be reimbursed on a periodic basis by the bilateral lenders against pro
curement which had taken place in their countr,y. Thus the tied bilateral 
loans could be disbursed before the IBDF surplus was finally spent. Any 
surplus remaining in the Tarbela Fund after completion of the project would 
first be used to prepay the Eximbank and Bank loans and any further surplus 
would be distributed Ero rata to the countries which had made specific loans 
for the Tarbela project. 

5. The Committee was informed that the report of the Project Engineer 
(TlU~S) was expected shortly on the evaluation of bids and the Water and 
Power Development Authority (1r.JAPDA) should be in a position to issue a 
letter ot intent to award a contract qy late March. The bidders had been 
asked to state which currencies they would expect to receive as payment 

* Ger.man/Swiss bid = $327 million 
Italian/French bid = $361 million 
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and in what countries they expected procurement to take place. This data 
would .form part of the final contract. The Committee noted that tdth a 
main civil works contract of this size, it was quite possible that individ
ual items might not be procured by contractors ~- irely on the basis of 
international competition. 

6. The Committee reviewed the difference between the original Bank 
loan of $90 million (PAK-266) made to the IBDF in 1960 and the present pro
posal for Tarbela. The original loan had a flexible interest rate on each 
drawing and no commitment charge until sums were credited to the loan account~ 
However, only about $30 million of this had been disbursed so far, since 
the IDA credit o.f $58.5 million (PAK-6o) made in 1964 as part of the IBDF 
Supplemental Agreement had been drawn down before the remainder of the loan. 

7. The Committee noted that the Area Department's proposal was that 
the Bank should make a commitmunt to lend $25 million for the Tarbela project 
now, but that the loan agreement should not be signed until much later when 
the funds were actually needed, so that Pakistan would avoid paying a 
commitment charge long befora disbursement began. The Area Department felt 
that this arrangement was reasonable since the Bank loan would be residual 
financing and there was a possibility that some part o.f the Bank loan might 
never be disbursed. 

B. Some Committee members suggested that a loan agreement should be 
signed now but that, in ti . .~.e light of the fact that the Tarbela loan might 
hever be needed, tha Bank should either (a) not charge a commitment fee 
until the .funds were required, or (b) levy the standard commitment fee but 
agree to a refund if the lo~~ was never used, or (c) sof ten its ter.ms by 
charging a fee which was less than the regular conmutment fee. Another 
suggestion was that a "condition of disbursement" clause should be intro
duced into the loan agreement which would preclude drawing down the loan 
(and thus the levying of a commitment charge) until the $90 million loan 
had been fully disbursed. 

9. The Chair.man said that he did not consider the IBDF loan, which 
was a ver.y special case, to have set a precedent for foregoing a commitment 
fee on the proposed Tarbela loan. The terms of the new loan should be 
considered on its merits as a development loan. However, it was clear 
that there were also ver,y special circumstances in this case because of the 
ver.y long period during which no disbursements would be made and indeed the 
uncertainty whether any disbursements would ever be required. 

10. It was agreed that further thought should be given to the question 
of a) whether the Bank should rest for now on the general commitment in the 
Tarbela Development Fund Agreement to make a future loan, or whether a full 
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Loan Agreement should be negotiated in the near future, and b) in either 
case, what should be done about a commitment fee. 

11. (It was subsequently decided that a full Loan Agreement should be 
negotiated in the near future and presented to the Executive Directors, with 
two special provisions - namely, that the interest rate on the loan should 
be fixed at the time thc;~.t disbursements commence, and that no commitment fee 
would be charged 1mtil disbursements commence.) 

c. ~?jo~~nt. 

The Committee adjourned at 12:30 p.m. 

Secretar.y's Department 
March 21, 1968 
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l-!r. s. Aldewereld 
Mr. G. Alter 
Mr. A. Bxches 
Mr. B. Chadenet 
Mr. S.R. Cope 

In Attendance: 
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Miss Maher 
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B. Yugoslavia - Proposed loan for the Belgrade Bar Railway 

1. The Committee considered the memorandum from the Europe Department 
''Yugoslavia - Belgrade - Bar Railway Project," (LC/0/68-2) and discussed 
the proposed conditions for the-~oan as well as the basis on which the 
Bank should lend to Yugoslavia. 
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2. The Committee noted that the Bank would request assurances from 
the Yugoslav Authorities that the Port of Bar 't~ould be expanded so thCA.t it 
could handle the additional traffic arising from the completioll elf the 
proposed Belgrad~-Bar railw~ p~ojcct. The Area Department explained 
that the Yugos:av authorities rcig1lt not agree to the proposed 6% rate of 
r~turn covenant. They accepted the concept of a rat.e of return on i!lvest
ment but in light of the poor present perfolnance they might not consent 
to a covenant above 5%. 

3. The Contnittee CO!lcurred in the use of an expression of intenJG 
rather than a specific commitment regarding a) staff reductions and b) the 
availability of road construction funds for forestry enterprises since the 
fonner was already under way and the latter was only one of many develop
ments planned along the line. The General Counsel explained that to 
accept a statement of intent instead of a specific commitment, the Bank 
must be satisfied that the circumst~~ces in which the borrower might depart 
from that statement and the circumstances in which the Bank would accept 
such a departure would be the same$ He pointed out that a mere change in 
policy by the present Government, or by a new Government, would not exonerate 
them from any obligations made in a sta-tmnent of intent. 

4. The Co~~ttee noted that the rolling stock and locomotives would 
be included in the projecti although Bank financing 't.ras not requi1'ed for 
these items. They would be financed by the railways. Th.e rolling stock 
would ncrmally be procured locally while the locomotives would either be 
imported or produced locaD.y under license agreements. The foreign 
exchange element, involved was not being financed by the Bank loan since 
a) the funds were not needed until after the main construction was complete 
and b} the loan was bei.l'lg made through the Yugoslav Investment Bank in
effect to supplement the Gover.nment's contribution, which only financed 
the construction of permanent ways. 

5. The Committee noted tha·t the proposed amount of the loan ($50 million) 
was considered by the Bank to be appropriate contribution to the development 
of Yugoslavia, reflecting the co1.llltl-y 1 s debt bearing capacity and the rate 
at which the Bank wanted to lend to Yugosla~r.ia. The Area Department pointed 
out that $50 million should not be taken to be the co1.n1tcy1 s credit worthiness 
limit nor an amount designed to fill a resources "gap". The Committee ob
served that the foreign exchange component of the project could vacy from a 
minimum of 47% of the Bank loan to a maximum of lLl%. The Projects Department 
pointed out that the percentage of contracts expected to be won by foreign 
and local bidders after international competitive bidding generally depend~d 
on the "mix" of large and small contracts. 
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6. The Committee noted that under the bidding arrangements the average 
rate of protection would be about 15% depending on the pal~icular imported 
item. The Committee noted that it was not possible to verify exactly the 
source of all foreign exchange purchases and would ha'~ to accept in good 
faith that purchases were made o:u.ly L"'l member countries. It was noted 
that the borrower also made routine quarterly reports of currencies used 
for payments against which the Bank made disbursements. The bidding and 
disbursement procad.ur'eSwere the same as under the two previous , rail"t-~ray 
loans to Yugoslavia. 

7. The Comnittse ag1~ed with the recommendations of paragraph 14 of 
the memorandum, i.e., that the Yugoslav Government and the Yugoslav Invest
ment Bank be informed that the Bank is prepared to negotiate a loan for the 
project along the lines proposed in the appraisal report and the memorandum, 
r~ely, US$50 million to the Yugoslav Investment Bank for a ter.m of 25 years, 
including 6 years grace. 

8. The meeting adjourned at 4:15 p.m. 
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A. Present: 

Mr. J.B. Knapp, Chairman 
Mr. A. Broches 
Mr. I.P.M. Cargill 
Mr. R.W. Cavanaugh 
Mr. B. Chadenet 
Mr. R.A. Chaufournier 
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A. Stevenson 
M. Cherniavsky, Secretary 

L.B. Rist 
R.E. Rowe 
G.M. Street 
E.B. Waide 
M.J. Walden 
C.E. Webb 
W.A. Wappenhans 

B. Malaysia - Proposed Loan for the Jengka Triangle Project 

1. The Committee considered the memorandum from the Asia Department 
nMalaysia - Jengka Triangle Project," (LC/0/68-1) and discussed some of the 
administrative and financial aspects of the project presented in the Appraisal 
Report "Malaysia- Jengka Triangle Project," (T0-617). 
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2. Some members raised the question of whether the palm oil processing 
facilities should not be entrusted to private ownership or at least manage
ment. However, the Committee was assured that FLDA had already taken sound 
steps to prepare for the establishment and operation of these facilities. 
This industry was already established in Malaysia and experienced people 
were available locally to assist FLDA. The Committee noted that experts 
were to be hired to study possible marketing channels and it supported the 
Projects Department's proposal that the Bank be consulted on the recommend
ations of the experts since the maximization of the benefits to the settlers 
and the whole economy was directly dependent on a judicious selection of 
marketing channels. 

3. The Committee discussed the Bank's role in the appointment of key 
staff for the Jengka Division of FLDA. Committee members who felt that the 
Bank should insist on a special covenant requiring the Bank's approval of several 
key appointments referred to the need for competent staff to carry out 
successfully all the objectives of the project. They stressed the importance 
of ensuring that the new Division's staff was of sufficient quality to work 
on its own while resisting the tendency toward centralization in FLDA. Other 
Committee members who felt that consultation with the Bank was sufficient 
noted that FLDA was an experienced and dedicated organization and that the 
Bank could influence the borrower both with its general covenants and the 
possibility of a second loan. The Chairman concluded that the Bank should 
seek to have as many positions as possible filled in satisfactory fashion 
before the loan signing; thereafter the Bank should retain the . right of 
agreement to the remaining initial appointments coupled with a right of 
consultation for subsequent important appointments. 

4. The Committee noted that the loan was being made to the Government 
and not to FLDA; the need for an amendment of Malaysia's enabling legislation 
for FLDA to be the borrower was mentioned; furthermore, FLDA was in a 
precarious financial position since neither its present obligations to the 
Government nor the settler's obligations to the FLDA had been finally settled. 
If these difficulties were removed, the next Jengka Triangle loan could be 
made directly to the FLDA. The Committee also requested that more up-to
date figures be obtained for the Balance sheet, with an indication whether 
or not these figures took into account the agreement between the FLDA and 
the Government regarding previous loans made by the Government to FLDA. 

5. The Chairman agreed to a suggestion that the amount of the loan be 
raised from $12.5 to $13.0 million to cover the larger interest payments 
and commitment charges during construction resulting from the recent increase 
in the Bank's charges. 

6. The Committee agreed with the recommendations of paragraph 10 of the 
memorandum, i.e. ·that an invitation be sent to the Government of Malaysia 
and FLDA to send representatives to Washington to negotiate a Bank loan of 
$13.0 million (revised amount). 

C. Adjournment 

7. The meeting adjourned at 12:20 a.m. 
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Wednesday, January 3 at 3:00 p.m. in the Board Room 

A. Present 

Mr. J.B. Knapp, Chairman 
Mr. S. Aldewereld 
Mr. A. Broches 
Mr. R.W. Cavanaugh 
Mr. B. Chadenet 
Mr. R.A. Chaufournier 

In Attendance: 

Mr. S.K.B. Asante 
~1r • B • R. Bell 
Mr.C.M.F. Bruce 
Ur. J.C. de Wilde 
Mr. J.C. Elliott 
Mr. L.J.C. Evans 
Mr. J.M. Fransen 

B. Kenya - Livestock Development Project 

Mr. 
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S.R. Cope 
A.G. El Emary 
M.L. Lejeune 
A. Stevenson 
G.M. Street 
M. Cherniavsky, Secretary 

E.A. Mawussi 
S.N. Mcivor 
L.B. Rist 
H.N. Scott 
H.B. Thomas 
H.E. Tolley 
H. von Oppenfeld 
W.A. Wapenhans 

1. The Committee considered the memorandum from the Africa Department 
dated December 14, 1967 entitled "Kenya - Livestock Development Project" 
(LC/0/67-61) and examined in particular the main issues arising out of the 
Appraisal Report (T0-616). 

2. The Committee was told that the Agricultural Finance .Corporation. would · 
act as an intermediate lender. It would borrow the proceeds of the credit 
from the goverrunent for a period of eighteen years, (with five years of grace 
at 3~%), and would then channel the IDA funds into the development of livestock 
on the four categories of ranches described in the Appraisal Report. It was 
noted that the loans made to "group0 ranches carried a higher ri.sk -and would . 
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be guaranteed by the government while the loans to ranches in the three 
other categories would be made at AFC's risk. This relending to partici
pating ranches would be at 8% for a term of o~elve years, including a four
year period of grace. The interest spread of 4~% received by AFC was not 
considered unduly high and the Committee accepted as reasonable the four 
year contingency period between the date that AFC could expect to receive 
repayment of its loans and the repayment date to government. This contin
gency period allowed for possible slippages and the fact that all the money 
would not be lent by AFC at one time. 

3. The Committee noted that there would be some small rollover of the 
annual cash surplus remaining with AFC after provision for amortization and 
interest payments to the Government. After discussing the merits of 
reserving AFC's cash surpluses for loans for livestock development the 
Committee decided in favor of simply allocating the funds to the agricultural 
sector; the final lending decisions to be made by AFC. In the area of live
stock pricing the Committee agreed that the price and marketing study should 
be started as soon as possible and should be completed within a specified 
period from the date of signing and not from the date of effectiveness. 

4. The Committee endorsed the percentage of local cost to be financed by 
the credit as presented in the memorandum. The Committee also endorsed the 
use of funds from the credit for improvements in technical services. Members 
of the Committee suggested that in future for projects where technical 
assistance would be necessary over an extended period of time (as was the 
case in Africa) the Association should consider participating for a limited 
period; to perform an initiating function. The work could then be continued 
with finance provided by other sources. 

5. The Chairman felt that there should be a statement in the Appraisal 
Report indicating that the duties charged were reasonable and that there were 
no discriminatory import quotas or controls. He also asked that the report 
state that there were no racial discrimination regulations concerning the 
acquisition of Kenyan citizenship since the government wished to limit the 
provision of credit to Kenya citizens. 

6. The Chairman raised a question concerning the part of the financing 
for which IDA could "take credit" so far as procurement was concerned. He 
asked why it would not be possible for IDA to "take credit", at least 
notionally for financing the whole foreign exchange component and not half 
of this amount as implied by the 50:50 sharing basis with SIDA. The Africa 
Department indicated that it would take this matter up with the Swedes ; 
in all probability, they would be amenable to such an arrangement since it 
was for them entirely a matter of presentation rather than substance. 
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7. The Committee agreed with the recommendations of paragraph 7 of the 
memorandum, i.e. that the Government of Kenya be invited to send represent
atives to Washington to negotiate a credit of about US $3.6 million 
equivalent substantially on the terms and conditions set forth in paragraphs 
6.03 and 6.04 of the Appraisal Report; and that representatives of SIDA would 
join the Association in conducting simultaneous negotiations with the Govern
ment on the proposed credits. 

C. Adjournment 

8. The meeting adjourned at 5:00 p.m. 
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