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. February 27, 1981

For your information.

TNy

Moeen A, Qureshi

cc: Mr, Paijmans
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

TO: Mr. MQ en A. Qureshi DATE: February 27, 1981

FROM: C. lan

CONFIDENTIAL

SUBJECT: Mr. Clausen — Meeting with Mr. Watanabe

I had a call from Mr. Nozaki of the Tokyo Office last night.
Mr. Clausen met with Japan's Minister of Finance, Mr. Watanabe, on
February 13. Apparently, during his discussions, Mr. Watanabe raised
two specific issues relating to the World Bank. First, Mr. Watanabe
indicated that he was keen that Japan should increase its share in
the Bank's capital. He felt this was necessary in recognition of
Japan's past and hopefully future support of the Bank. There was
no specific mention of the size of the increase that Japan was seeking.
Second, Mr. Watanabe indicated that there was a need to increase the
representation of Japanese staff in the World Bank, particularly at
more senior levels.

DECLASSIFIED
JUN 21 2013
WBG ARCHIVES
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Mr. McNamara has seen this and, as I
understand it, is of the view that
you should proceed to prepare the
core budget and the two associated
supplements on this basis.

Attachment

FROM

Ernest Stern
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FROM:

SUBJECT:
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WORLD BANKK / INTERNATIONAL FitlANCE CORPORATION

OFFICE MEMORANDUM

D, R
Mr. Robert S. McNamara ‘a\k -3
(Through Messrs. M. A. Qureshi and E. Stern)

K. Georg GabrielEﬁx

FY82 Work Progréms and Budgets——Overprogramming

for China Lending and Expanded Energy Lending

1. In the Finance Committee discussions on the FY82 planning
assumptions, work program and budgets, you asked PAB to proceed with
the formulation of two supplementary work programs and budgets which,
pending resolution of the financing issues relating to the proposed
expanded lending program, would provide for overprogramming in the
Bank”s FY82 work program in order to launch the China lending program
and a "satisfactory” energy lending program. It was agreed that both
of these work programs and budgets would be additional to the 5% real
budget growth which would be required to implement the currently
progranmed IBRD/IDA lending.

2. This memorandum presents these supplemental work programs and
budgets.
3. In summary, the China program requires the addition of 26

professional positions. Its incremental cost of $5.4 million would add
an additional 1.3 percentapye points to real budget growth in FY82.
Implementation of the “satisfactory”™ energy program which exceeds the
currently programmed energy lending by $0.9 billion (35%) and $1.2
billion (42%) in FY82 and FY83, respectively, requires the addition of
105 professional positions. The incremental cost of $11.6 million would
add an additional 2.9 percentage points to real budget growth. Overall
the addition of these two programs will raise total budget growth from
5% required for implementation of the currently progranmed IBRD/IDA
lending to about 9.2X%.

4, Given the downside risk which attaches to the financing plan
that supports currently programmed IBRD/IDA lending, we are concerned
that several influential shareholders will not support this proposed
overprogramming. Pending detailed consultation with the Board in the
course of June, we consider it therefore Important that Board approval
for these additional FY82 budget resources not be taken for granted.
Accordingly, we do not think that it would be prudent to authorize any
advance recruitment against the positions which would be funded by these

budget supplements.

& DATE: February 24, 1981
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SUBJECT:

WORLD BANK / INTLRHNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Mr. Robert S. McNamara DATE: February 24, 1981

(Through Messrs. M. A. Qureshi and E. Stern)
K. Georg Gabrielhﬁx

FY82 Work Progr;ms and Budgets-—Overprogramming

for China Lending and Expanded Energy Lending

1. In the Finance Commjttee discussions on the FY82 planning
assumptions, work program and budgets, you asked PAB to proceed with
the formulation of two supplementary work programs and budgets which,
pending resolution of the financing i1ssues relating to the proposed
expanded lending program, would provide for overprogramming in the
Bank”™s FY82 work program in order to launch the China lending program
and a "satisfactory” energy lending program. It was agreed that both
of these work programs and budgets would be additional to the 5% real
budget growth which would be required to implement the currently
programmed IBRD/IDA lending.

2. This memorandum presents these supplemental work programs and
budgets.
3. In summary, the China program requires the addition of 26

professional positions. Its incremental cost of $5.4 million would add
an additional 1.3 percentage points to real budget growth in FYB82.
Implementation of the "satisfactory”™ energy program which exceeds the
currently programmed energy lending by $0.9 billion (35%) and $1.2
billion (42%) in FY82 and FY83, respectively, requires the addition of
105 professional positions. The incremental cost of $11.6 million would
add an additional 2.9 percentage points to real budget growth. Overall
the addition of these two programs will raise total budget growth from
5% required for implementation of the currently prograumed IBRD/IDA
lending to about 9.2%.

4. Given the downside risk which attaches to the financing plan
that supports currently programmed IBRD/IDA lending, we are concerned
that several influential shareholders will not support thils proposed
overprogramming. Pending detailed consultation with the Board in the
course of June, we consider it therefore important that Board approval
for these additional FYB82 budget resources not be taken for granted.
Accordingly, we do not think that it would be prudent to authorize any
advance recrultment against the positions which would be funded by these

budget supplements.



China Work Program and Budget

5. The following table summarizes the Increases over the FY81 China
budget that will be required in FY82 to launch the China lending program
set out In the paper on the Expanded Lending Program of December 18, 1980.

FY82 Recommended Increase Over FY81 Base

FY81 ! Consul-
Base Positions tant
FY815000 (FY81$000) Prof. Sec. SYs Remarks

2990 Operations 3,360 21 b/ 10 5 -Key work program
assumptions are
in para 6.

- DPS 100 s = =  —Chinese edition of

WDR 1IV.

480 ED"s Office 120 - = ~Full-year cost of
FY81 allocation.

180 Ext. Relations 400 2 1 ~Mainly for EDI &

publication of Annual

Report in Chinese.
190 Legal 150 1 1 ~Additional to the two

lawyers/1l secretary

provided in the

FY81 allocation.

25 AOP 250 2 1 -ADM translation and
interpreter services,
and travel budget for
PMD recruitment.

AOP Overhead 780 = = ~Increased cost of space
and other overhead.
155 Secretary”s 100 = 1 —Full-year cost of the

FY81 allocation and
1 additional secretary.
80 a/ Other Depts. 95 - - ~Contingency at 1% con—-
- sistent with contin-—
gency provision in
total IBRD/IDA budget.

vl

4,100 5,355 26 14

=== Tm==E === == ==

a/ Unallocated as of Jan. 30, 198l: requests are in process for
EDI ($30,000) and ADM ($50,000).

b/ Preliminary distribution: Region - 13 prof., 6 sec., 4 consultants.
CoPDs - 8 prof., 4 sec., 1 consultants.



6. The key operating assumptions underlyiny the FYB2 work programs are:
- Lendi!&'
Resource
Investment
Commit~ No. of Average Coefficients in Pipeline
ments a/ Projects b/ _ Size SW/Projects c/ at end FY82
(5000) (5000)
FY82 600 3 200 196 100%
FY83 1000 4 250 170 60%
FY84 1800 8 225 150 30%
FYy85 2500 10 250 135 11Z

b. Economic and Sector Work

East Asia & Pacific =~ 13.5 SY

CPS: TWT - 0.6 SY
EGY = W35 S5Y
IPD = 1.9 5Y
PHN - 1.0 sY
Total CPS - 4.0 8Y

c. Supervision

Two projects for a total of 55 SW in FY82.

a/ Preliminary estimate of IBRD/IDA commitments to China as per paper
on Possible Expansion of IBRD/IDA Lending, FY82-86 dated 12/18/80.

b/ The number of operations for FY83 to FY85 are

c/ Projects are priced as follows: For FY82, at
Indonesia experience plus a 40% allowance for
with project lending in China (as in the FY81
China - September 1980); in subsequent years,

notional.

the level of the
linited experience
budget supplement for
cost 1is assumed to

decline on a graduated basis to the level of the FY78-80 India

experience with large projects, l.e. projects

$100 million or more.

The $5.4 million incremental cost of this program would result in an

additional 1.3% increase in the FY82 Administrative Expense Budget

bringing the total budget to 6.3% above the FY81 Budget.
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"Satisfactory” Energy Work Prograu and Budget

7. As requested by you, a "satisfactory"” energy program equivalent
to 93% and 82% of the desirable program in FY82 and FY83 respectively 1/
has been formulated by the Energy Department in consultation with IPD,
AGR and the Regional Uffices and costed by PAB on the basis of historical
coefficients. Attachment 1 compares the current program to the
satisfactory program and the desirable program presented in the Report
on Energy in the Developing Countries (Report No. 3076, dated July 11,
1980). Table 1 below compares the number of operations scheduled for
FY82 and FY83 with FY82 staffing required for all operational work in
connection with the current and the satisfactory programs. Attachment 3
shows how the total staff required for FY82 energy lending work would be
deployed to work on the projects in the alternative FY82-85 energy
lending programs.

Table 1
FY82 WOURK PROGRAM
No. of FY82-83 No. of Staff for Lending,
Organizational Unit Lending Operations Supervision & Sector Work
Current Satisfactory  Current Satisfactory
Program Prograw Program Progranm
Energy Department
0il & Gas
Pre-development 20 30 - -
Develcopment 21 28 = o
Sub~total : 41 58 71 108
Industrial Projects
Coal 4 13 = -~
Coal Promotion = 8 = =
Refining & Retrofitting 5 8 = -
Alcohol 2 4 e .
Sub-total 1l 33 26 53
Regional{Offices
Fuelwood
Free-standing 6 10 12 21
Component ' 20 24 8 9
Power 43 47 52 60
Support to COPDs = = 11 _20
Sub-total 69 81 &3 110
TOTAL J25 172 (+42%) 180 2/ 271 3/(+51%)

1/ The FYB2 program translates into 75% of the difference betwecen currently
programmed and the desirable prograum. The FY83 program translates into 57%

of the difference between currently programmed and the desirable program.

2/ Includes 16.6 staffycars for supervision, and 30.8 staffyears for sector work.
3/ lucludes 20.9 staffyears for supervision and 42.3 staffycars for sector work.



8. The lending program 1s based on coefficients also used in
budgeting the current program, with allowance for differences between
pre—development and development projects. Attachment 2 shows the
detail.

9. PAB estimates FY82 costs of implementing this additional program
at about $15.6 million, representing funds for 105 professional
positions, 65 non-professional positions and 17 consultant staffyears.
In view of the recruitment delays, we expect that only about 75% of this
increment, or $11.6 million, will need to be authorized in FY&82.

Table 2 below shows a tentative allocation of the increment among
various organization units.

Table 2
FY82 ADMINISTRATIVE BUDGET

Administrative Dudgets in $m

No. of Consul- Recommended
Positions tant Full Year Authorization
Organization Unit Prof. Nonprof. SYs Costs at 75% of Prog.
Operating Staff
Regional Offices 27 16 2 -
Energy Department 37 22 . T -
Industrial Proj. 20 15 8 -
Sub-total 91 53 17 12.7 8.5
Non-operating Staff
Legal 2 o
Financial 3 3
Administrative 3 6
Other Areas B 2
Sub—-total 14 12 = 2.7 2.0
Contingency at 1% of
required expenditures
consistent with total
IBRD/IDA budget. 0.2 0.1
IERD/IDA TOTAL 105 65 17 15.6 11.6

The recommended increase of $11.6 million amounts to an addition of 2.97%
to the FY82 Budget. Combined with 5% volume growth for implementation
of currently programmed FY82-86 IBRD/IDA lending and an additional 1.3%
for putting in place the China program this will result in a4 volume
growth of about 9.2% over the FY81 Budget.



10. The main work program and budget issue raised by the Energy
Department relates to the timing of staff recruitment. If advance
recrultment cannot be authorized, it is unlikely that the recruitment of
the requisite staff will proceed with the pace which will generate a
fill ratio of about 97% in line with the Bankwide average. Allowing for
an even larger number of positions to compensate for the lower fill
ratio clearly cannot be the answer. Accordingly, the incremental dollar
budget has been determined on the basis of a 75% fill ratio and on the
assumption that a shortfall in staffyears will have to be accepted.
Given the experience of FY80 and FY81 a shortfall in EGY and IPD
staffyears need not necessarily translate into a shortfall in the
Bankwide multi-sectoral energy lending program.



Attachnent 1

DESIRABLE AND SATISFACTORY WORLD BANK ENERGY LENDING PROGRAMS, FY82-83
(Amounts in $ Million)

FY82 Fya3 FY82-83
Current Satisfactory Desirable Current Satisfactory Desirable Current Satisfactory Lesirable
Program Program Program Program Program Program Program Prograu Program
011 & Gas 822 1,127 1,055 621 1,350 1,600 1,443 2,477 2,655
Coal 20 385 140 273 353 550 293 738 690
Alcohol o 25 35 15 50 60 15 75 95
Refineries - 70 150 250 225 200 250 295 350
Retrofitting 50 110 200 115 175 300 165 285 500
Fuelwood 42 156 200 123 224 200 165 380 400
Power 1636 1,597 1,970 1443 1,663 2,040 3079 3,260 4,010
Total 2,570 a/ 3,470 3,750 2,840 a/ 4,040 4,951 a/ 5,410 7,510 8,700
Increase over
Current Program 900 1,200 2,100

Ef As shown in the Report on Energy in Developing Countrles (Report Ne. 3076, dated July 11, 1980)



Attachzent 2

ENERGY SECTOR: MANPOWER APPLICATIONS AND SCURCES

Repional
EGY 1rp Power Fuelwood Suppore Total
FYEOD FY&l FYE2 FYB2 FYs2 Fye2 Fyg2 Fis2 EYED FXEY FYE2 Fied FYB2 Fisl lrcre=

Actual Proz. Curr., Satis. Curr. Satts, Curr. Satis. Curr. Sazis. Curr. Sazis. Curr. Satle. LEQRL
Prog. Prog. Prog. _Prog. Prog. Prog. Prog. FPres. Prog. Prog;. Prog. PFProg;.

Manpawer Applicd to:

Leuding 31.4 36.0 40.8 GB.4 21.7 49.0 7.0 43.5 14.0 22.4 - - 114.1 183.3 65,2
Supervision 5.1 ¢.8 13.9 16.1 0.5 1.4 2.2 2.6 - 0.5 - - 16.6 20.9 4.3
Leon. & Sector Work 1.8 2.0 4.5 1.7 1.2 3.1 3.7 4.4 1.2 147 - - 10,6 16,9 6.3
Other Uutput 0.6 18.3 183 223 0.9 _2.0 - - 1.0 1.0 ~ 5. a3 abA . 54

Subtotal 48.9 63.1 77.5 114.5 4. 55.5 43.5 50.5 16.2 259 = = 16l.5 Zé4u.4 £4.9
Support to:

cPs/corps - - - - - - - - - - 8.3 14.7 8.3 14.7 6.4

Reglous 1.9 1.4 1.8 1.8 - - - 4 - - - - 1.8 1.8 -
HAA 4.3 4.5 5.8 9.0 2.7 5.1 6.5 7.7 2.2 2,2 0.8 1.5 18,0 25.5 745
Overhead 7.9 12.2 14.4 2.2 5.2 10.8 10.4 12.2 3.9 L | 2.4 4.3 36.3 55.6 19.3
Total Staffycars 63.0 Bi.2 99.5 147.5 32.2 714 6U.4 70.4 223 3.2 11.5 20.5 225.9 J4L.0 113.1

Manpower Sources:

kecorded Prof. SY 40.7 57.9 68.1 104.2 24.9 51.9 50.1 58.2 18.9 29.3 10.8 19.2 17z2.8 2582.7 £89.9
Unpaid Overtice 5.4 3.5 4.8 7.2 1.3 2.6 3.4 4.1 1.1 1.7 0.7 1.3 11,3 16.9 5.6
Consultants 10.3 13.6 18.5 24,7 3.0 10.8 6.9 8.1 2.3 3.3 - = 30.7 46.9 16.2
IFAD (incl. Cons.) - - - - - - - - T - - - -
Support from:

CPS/COFPDs 0.7 L = i - = e = * s e - = i =

kegions +4.9 4.3 6.2 9.5 2.1 5.2 - - = = = - 8.3 14.7 €.4

Coop. Propraos " 0.4 0.4 0.4 B — - = - - - - 0.4 0.4 =

Others (YP, etc) 1.0 1.5 1.5 1.5 0.9 0.9 - - - - - - 2.4 2.4 W
Total Staffycars 63.0 81.2 99.5 147.5 32.2 1.4 59.4 0.4 22.3 35.2 1L.5 20.5 224.9  344.0 118.1
Prof. Positions 48 62 71 108 26 53 52 60 20 k] 11 20 179 2n 51
Asst. Level Posicions 3 5 5 ] 1 2 [ 5 1 1 o 1 11 17 5
Secretarial Positions 25 34 39 58 13 27 27 31 10 LS 5 10 54 141 48

Ko. of Opecrations:
Regular - 12 17 26 2 14 22 23 1 3 - - 42 69 27
Component - - - * - - - - 10 13 e - 10 13 3

Suppleucntary - - [ & - - = . o = - L] 13 & =




Attachment 3

DEPLOYMENT OF FY82 LENDING WORK

Staffyears required to work on projects scheduled for Board approval in:

FY85 and
FY82 FY83 FY84 beyond Total
Current Program
Energy 35.2 5.6 = = 40.8
Industry 3.3 12.2 3.8 2.4 2147
Power 15.2 10.8 9.9 La? 37.6
Fuelwood 145 2.9 3.6 - 14.0
Total 61.2 31.5 173 4.1 114.1
Satisfactory Program
Energy 48.4 17 .4 2.6 - 68.4
- Industry - 19.5 17.2 7.5 4.8 49.0
Power 15.9 12.4 13.0 2.2 43.5
Fuelwood 1100 6.0 5.4 nd 22 54
Total ~ 9408 53.0 2805 700 183-3
Increase Over the
Current Prograu 33.6 21.5 1)s 2.9 69.2




5 ' WORLD BANK / INTERNATIONAL FINANCE CORPORATION

February 24, 1981

Mr. Qureshi:

Attached 1s the memorandum on the FY82
budgetary requirements for China lending and
the satisfactory energy lending program. Mr.
Stern has been consulted in the preparation of
this memorandum and has cleared this final
version.

Heing Vergin

. Attachment



February 26, 1981

Mr. Qureshi:

Re: Budget Required for China Lending Work and
Work on Expanded Energy Lending Program

To clarify the relationship between the number of energy lending

operations in the current and in the satisfactory program and the staff
required for energy lending work in FY82, we would propose:

1)

2)

to amend'page 4, Table 1 of our memoranduw so that it shows the sum of
energy lending operations for FY82 as well as FY83. Work on energy
projects scheduled for Board approval in FY82 and FY83 accounts for
80% of the total FY82 energy lending work. Our earlier version of
Table 1 was not very convincing because it related the number of FY82
lending operations to staff required for FY82 work on the entire
FY82-85 program including lending work, supervision work and sector
work. Footnotes have now been added to clarify the requirements of
supervision and sector work under both eneryy programs.

To add Attachment 3 which shows year by year hew the staffyecars
required for FY82 energy lending work would be deployed to work on the

‘projects in the alternative FYS82-85 energy lending programs.

The amended Table 1 and the new Attachment 3 are attached.

Hein ergin

i

Attachments



Fep 27 19

Dear Governor,

I wish to express my warm appreciation for your Government’s
approval of an advance contribution to the Sixth Replenishment of IDA
in the amount of 89,446,666 Finnish markkas.

As you are aware, the conditions required for effectiveness of
the advance contribution scheme (as set out in Resolution No. IDA 80-
8) have been satisfied and, as a result of the action taken by your
Government and that of 16 other donors, the Association is currently
making credit commitments to the poorest developing countries against
resources of more than $1.7 billion provided under this resolution.

Sincerely,
(Signee, - - Yiclgmara

Robert S. McNamara

Her Excellency

Mrs. Pirkko Tyolajarvi

Minister in the Ministry
of Finance

Snellmaninkatu 1-A

SF-00170 Helsinki 17,

Finland

cc. Mr. Hans Lundstrom
Executive Director
bce. Messrs. Qureshi, Wood, Applegarth, Ardalan
o S U M TR
PDeSantis:es QDS

February 25, 1981



SUBJECT:

VWORLD EANK L INTERATIONAL FiVANCE COR=2E2TION

OFFICE MEMORANDUM

I.Ir.

Moeen A. Qureshi ﬁT\LEK\\\

Energv Affilizte: Draft Board Paper

Attached is a draft Board paper on the Energy Affilizte.
Vnile it needs considerable further work and polishing, I would
like to get your comnents znd guidance on it before your departure
so that 2 revised version can be ready by the tize of your return.
I ar 2ls0 circulating it to the other members of the Finance
Cozmittee.

cc: MMessrs. Stern
Colsong
Rotberg
Thahane
Wood
Rovani/Bourcier
Zpplegerth/Lonaeus
Vibert

¥AQureshi:gcd

Robert S. McNamara DATE: February 25, 1981



MEMORANDUM TO THE EXECUTIVE DIRECTORS

SUBJECT: ENERGY AFFILIATE - BASIS FOR NEGOTTATION

SECTION I. NTRCDUCTION

g In August 1980 the Executive Directors discussed the paper entitled,
'Energy in the Developing Countries’.i/ They endorsed the recommendation
that the Bank should explore the establishment of an Energy Affiliate of the
Bank to provide additional financing to promote energy self-sufficiency in
the ceveloping countries. Since then, informal consultztions have been held
with interested governments on various approaches to the formation of zn
Affilizte. This report has been prepared for consideration by the Executive

Directors in the light of these consultations.

.0 The Proposzl for an Affiliate., Developing countries face an acute

probler in adjusting to high cost energy. Their current levels of energy

use are low, but have to rise rapidly if momentum in their development process
is to be maintained. Their current consumption of energy amounts to 16.7
million barrels per day of oil equivalent (mbdoe) and is expected to rise to
30.6 mbdoe by 1990, even to achieve modest growth objectives. In the short
run, the strains of the adjustment process show particularly in the balance of
payments of oil importing developing countries. The impoert bills for oil
amounted.to $50 billion in 1980 and accounted for about 40% of the export
earnings of countries such zs Brazil and India. Tor the longer run, the
adjustcent process is not simply a balance of pazyments problem but a much

broacer process of reorienting development strategies.

1/ report No. 3076, dated July 11, 1980



3. The kev elements in thie longer run adjustment prceess include:

- a strategy for energy development and energy use integrated
into 2 country's overall planning framework and cevelopment
objectives;

- a vigorous program of import substitution by developing all
pcssible indigenous sources cof energy including tvdropower,
coal znc fuelwood, as well as the exploitation of any domestic
0l and gas potential;

- & massive investment and savings effort to finznce this
increase in domestic energy prcduction (average znnual invest-
zents of around $40 billion will be needed between now and
1585 end more than $50 billion & year between 2986 to 1990);

- mneajor conservation efforts including appropriate pricing
pclicies and measures to increzse energy efficiency.

4, The international community has an important role te play in
helping developing countries to carry out this adjustment crocess. Even
with the incentives provided by pricing policies adjusted to reflect
market scarcities and even with a maxiounm effort to mobilize addigional
domestic rescurces, self-help will need to be supplemented by external
assistance. All forms of capital will be needed. 1In soze areas, private
capital, including private direct investrent, will play a central role.
Official bilateral and official multilateral assistance will also be

needed. The major sources of such capitzl are the industrialized courtries



en.éd the capital surplus developing countries. Beth heve z wvitzl i-zeress
ir rmeasures to stimulate the flow of czpitzl irte enerz investzenis sc
as to:
~ 1improve the balance of supply zad dezand in inzernational
energy markets, which is in the interests of cZ1 procucers
zs well as oil importers;
- support the efforts of oil irperting ccuntrizs €z undertzske
the structurzl adjustments neec=d to resolve their bzlance

iz znd eveic

(15}

of payments difficulties on & sustairzble bz
dislocation in international ceditzl movemernzs:
- achieve early restorztion of growth in develssin: countries

and provide an important stiruius to more buovzn: worlé-trading

conditions.
5t The World Bank has increased its emphasis on lencin:z for energy.
It cannot carry this process further without significantly wezkening
its support in other key areas of the cdevelopment process, such zs in
agriculture. An additional program of irvestments in er=rgy that has
been identified cannot be carried out within the present cepitel éon—
straints of the World Bank.
6. The creation of an Energy Affiliate of the Bank k=s been prceposed

2s 2 means of mobilizing additional resources for mourti=ng the expanded



program of energy investments. It czn help the adjustment process
described above
- by serving as a vehicle for an integrzted approach to the
reorcering of development priorities;
~ by carrying out a broad-basec program of investments to
prozete the switch to indigencus sources of energy;
- by helping mobilize finance from all sources to assist
sector investment needs as well as meeting part of them
itself,
7a This pregram can be achieved at a minimum cost in terms of budget
outlays and without creating an extensive new bureaucracy. The following
sections of this paper describe the program to be financed, a financial
structure for the Affiliate and a form of organization. The need to start
negotiations on the formation of such en Affiliate is urgent.
8. The purpose of this report is to establish a basis for the start
of negotiations on establishing the Affiliate. To this end, this report
outlines, in & very preliminary fashion, the main features of an Affiliate
around which negotiations might center and a draft charter be prepared.
These suggested features of the Affilizte are likely to change somewhat
in the course of further examination and detailed negotiations. Approval
of thé opening of negotiations would in no way commit individual govern-

ments either to the formation of an Affiliate or to participate eventually



in it if one were fcrmed. HNegotiations zuld hovwever, enagble a considered

additional resources for energy investre=nt In develcping ccuntries. If
Executive Directors approve the start cf nezotiaticas, Governors will be

invited to designate representatives for cerrying them out.



SECTION II. TEE PROGRAM TJ BE FIWANCED

g The Scale cf the Program. Against the background of the urgent need

to expand energy iInvestrmente in develesinz countries, the Bank has
identified an adcditioenel program of investcents to be undertaken in energy
if the additional finzncial resources can be found to support it. The
program was cutlined in the earlier pazer, "Energv in the Developing
Countries," and rore recently the expanded progrz= wzs extended forward

by cne year.if Tzking zccount of the extension of the additionzl program
in energy by ore wezr, the desirable progrzm in energy totals $30 billion

over FY82—86.2f

Cpereaticonzl Progrem for zn EZnergv Affiliate

Y82 FY83 FY8L FYE> FYB6  FY82-E6
No. of Operaticns 75 80 ~00 100 100 460
Comnitments (8 million) 3,700 4,800 46,600 7,200 8,000 30,300

10. A Catalvtic Role. It is roughlr estimated that a program of this

size will provide (on average) the finzncing for only about 10% of total
investment needs of developing countries in the energy sector. A major
objective of the orogram is to serve as 2 catalyst to mobilize other

financial resources.

1/ '"Possible Expansion of IBRD/IDA Leading over Presently Planned Levels,"
dated Novercber 14, 1980.

2/ About $5 billion of this program is Zor projects in the poorest countries
"~ not able to accept external assistance on the market related terms on
which the Affiliate will be able to lend. The cuestion of how to find
zdditional resources for the poorest countries is addressed in
Section IIT below.



11, It is mot only the project content of the preogran that is important
frcz this perspective. The program of sector studiss being carried cu:

in some 60 developing countries will help provide a tasis for an energy
irvestment pregram in them and z framewcrk for zll potential lenders
inclucding foreign private capital.

12 The sccpe for —obilizing additional external ceapitel is clearly
stbetantial, zlthough the relative emphasis to be placed cn private or
official sources will depend con the particular subsector involved. Cec-
finencing with officizl export credit zagencies is particularly important
in the case of power projects. By contrast, in the czse cf oil and ges,
the participation by private capital will have a much more important rcle
both zs a scurce of needed risk capitel and of technological know-how.

13 The precise role of the Affiliate and the most appropriate techziques
to be emploved in encouraging the maximum participation of private capital
in cil and gas projects will vary. In some projects, the mere "presence"
of the Affilizte might prove to be sufficient, as for exarple in a recent
case involving the IBRD in Pakistan. But in other cases, lending might

be needed to crganize the financial package for the infrastructure
cooponents of a project, or for the "start-up" phase which, in turn, can
lead to private participation in other areas of the project or at a later
stage in sector develeopment,

14, There are many situations, even in o0il and gas development, where

private capital will not flow to a project automatically and the



varticipaticn ¢ the Affiliate could be critical fcr encouraging that
flew., This =zv be because potentially Zigh project returns are offset

by the investcrs' perception of adverse country eccnczmie or political
risks, or beceuse project prospects ares relatively mocdest and potentially
of impertznce only the domestic market. XNor can private capital address
directly such critical issues as overall sector policies, the legislative
fraveverk, Institutionzl weaknesses, pclicies towsrds pricing and

efficiency,

15 The zrcpesed FY82-86 energy program involves a broad-based apprcach

to the sectecr; while its precise distribution will be subject to change,

the tzble belcw summarizes its broad features as presently envisaged.

Sector Distribution of Lending (S%

FY82-86

Y82 TFY83 TFY84 FY85 FYB6 Sbillion Percent No. of Ops. Zercent
Electric Power 2.0 2.0 2.5 3.0 343 12.9 43% 135 2¢%
0il and Gas ] 5
?I’E‘.—DEVEle:‘;Eﬁt Oo‘:" 046 006 006 Ot? 2»9 10/1; 120 26;:
Development 0.7 120 Tub LB 2.0 7.2 247 75 12
Coal & Coal Gessi- . -
fication 0.1 0.5 0.6 0.5 0.6 2.3 8% 50 l_:
Fuelwood & Biomass Qs 0.3 0.6 0.4 0.5 i) 6% 50 11%
Refineries & Retro- ) »
fitting 0.3 0.5 0.7 0.8 0.9 dal 11% 30 TR
Total 347 4.9 6.5 i 8.0 30.3 100% 460 10C%




15, The cczcrehensive azpproach of thes propecszed enerzy zrogram reflects
the diverse energy situztions that ewist in developing ccuntries. Scre
countries have 2 significeant potential in oil znd gas development
(particularly to meet their domestic neecs), while others have 2 matural
rescurce bzse in coal or hydropower. In many developing countries, the
depencence on scarce Zuelwood is a majcr energr problez=. TFurthermore,
there are important intra-sector "trade-cffs" within & ccuntry which have
to be tzken into acccunt in taking investment decisions ZIn the energy
sector. A broad apprecach is necessary net cnly for settling investment
pricrities within a sector, but also in crder to draw up a coherent set
of peclicies zffecting energy end use, such as zricing, scbeidies and
congervation measures. The major objectives oI the kev cocponents of the
progrz= are cutlined telow.

17 About 407 of the program is in electric power, although investment

on this scale will onlv meet about 5-6% of investment needs in this area.
Involverent in the power sector is crucizl for the energy program, since
significant cpportunities exist for substitution to irndizenous sources

of energy. 4&bout 437 of the power program will be for hydro generation
and a further 20% for cocal-fired thermzl plants. Investment in the power
sector is zlso crucial Zor addressing pricing and efficiency issues.

18. tbout one-third cf the program is in oil and ges. In the case of
predevelopment activities, the volume of lending envisaged 1s less

significant than the nu-ber of operaticns because the program envisages
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2 melor financial contribution frem the private secteor, often in partner-
ship with the host government. An importznt part of the predevelopment
werk in the oil and gas sector will be concerned with exploration premoticn
designed to increase the availability of new exploration acreage tc private

incustry on rezsonable terms. New entrants to international exploration

such es medium—-sized independents will be important participants in this

-t

arez of the preogram. There will also be scope for new modes of involvement

" which seeks to provide

suck a2s the technique of the "Letter of Cooperation,'
z "rresence' at the exploration stage and gives private investors a certain
mezsure of political risk protection. The financing of exploration and

eporeisal drilling is envisaged in the program only in specific situationms

share private capital is not attracted.l/ 1In the case of o0il and gas

-t

development, willingness to finance the infrastructure component makes it
much more attractive for private oil companies to participate in the

exploration/development stages.

1/ The concept is to finance predevelopment activities with loan funds
rather than risk/equity capital. This has the drawback that, in the
event the predevelopment work does not lead to a precduction project,
the country would not be creating a revenue stream out of which it
could repzy the loan. Instead, it would be faced with repaying the
loan out of its overall resources. It would, therefore, seem prudent
to keep open the possibility of equity financing by the Affiliate by
naking zppropriate provision in its Charter. Were this option to be
exercised, it would be necessary to examine several operational and
financial aspects, including the impact of equity operations on the
financial structure of the Affiliate aznd the appropriate mechanism
for ensuring adequate diversification in the risks assumed by the
Affiliate and adequate return on these investments taken as a whole.



15, About 10X of the program is cozl. The cczl program 1s designed

to assist in rcughly doubling ccal outzut by 199C. rAssistance is planned
in coal explorztion and preinvestment work; abeut 5307 of the proposed
prograz will finance coal mining end heandling iavestzents and a further
30% the zssocisated transport infrastructure. All nrojects are expected

te include a trezining/technical assistence component.

28, The provision in the progrem for fuelwoed znd biomass is modest

ccmpared to recuirements. The fuelwood cdevelopment program is aimed at
tre lower incoce countries of Africa end isiz vwhere wood is still the
primary source of energy for the majority of the corulation. While
individuzl usage is small (the equivalent of less than 0.2 tons of oil
ecuivalent per year) in aggregate terms, the use cf fuelwood far outstrirs
supply zrnd hes led to serious deforestztion problems. If fuelwood produc-
tion cznnot be expanded rapidly--at an estimated rate of planting of 50
million hectares in the next two decades--projected demand for kerosene
and other petroleum products will rise by 10-15% znnually, providing
zdditional balence of payments strain on the poorest countries.

2%, The program alsc has provision for involvezent in the adaptation

I

of refinery capacity and in industrial retrofitting as an important part

of the overall feocus on measures to improve energy efficienty and conserve
fuel use. Investments in refinery operations will be aimed at improving
the configurztion of existing refineries, particulerly their conversicn
czpacity from fuel oil to light distillates anc z: ensuring the correct

cenfiguration cf new investments.



22. Finally, an icportant dimensicn of the rrcpesed approach to energy
lending will be non-financial. The program of investments is intenced to
be fully integrated within each borrowing country's development strategy
and in line with the Bank Group's overzll support for that strategy.

This integrated approach will encompass both lending activities and advice
on relevent policies. The latter has come tc assume a critical importance

because energyv policies have a major impact on many kev aspects of the

formulation of a country's development strategy.



Section IIT. Sources of Finznce gz¢ Capitzl Structure

23. The kew financial issue in the design of an Energy Affiliate is

how to mobilize en additioral $30 billion in an envircnment where many govern-
ments that have traditionallr been scurces o deve_otzment finance are under
intense pressure to minimize increases in Sudgetar: evpenditures over the next
few vears, The nost feasible approach, under these circumstances, is for the
bulk of the resources mobilized bv an Affiliate to tzke the form of borrowings

on market terms. Budgetary expenditures would be zinimized by asking govern-
ments to support the Affiliate mainlv through guarzntees (i.e., callable capital)
as well as through direct lending on market terms. Cash ocutlays in the form of
paid-in capital would be kept to the absolute minizur.

24, 1f this basic design concept is accepted, three questions Immediately
arise: (a) how much capital in total (including both paid-in and callable) is
needed in order to assure the Affiliste's capacity to borrow the sums it re-
gquires on reasonzble terms; (b) what is the ainimu= volume of paid-in capital-
needed to achieve zn acceptable financial positicn for the Affiliate in the

early years while it is building up» its own earnings base; and (¢) what arrange-
ments can be made to finance operations in countriss which are not creditworthy
for berrowings on wmarket terms? Each of these questions may be considered in turn.

Total Capital Reguirements

25, The question of total caoital re-uiremenzs has been addressed through

consultations with the investment bankers who act zs underwriters for IBRD >ond



issues. As is well krown, the srticles of Agrez-msnt for the IBRD lipit its
loan outstandirg to the total of its subscribed :acital and retained ezrnings
--a ratio of 1 tc 1. There was general agreemen: zmong the underwriters that
a newly established iffiliate could operate with a substantially higher lever-
age. The maxicuz- leverage likelw to be acceptable to the markets wcull depend
upon the composizion oI the capital, that is, or the provortion subscribed by
countries whose gzuarantees are highlv regarded. 1Ii, for example, the great
majority of the capital--sav 80X or more--were s:bscribed by the advanced in-
dustrial cowmtries, a leverage of 2-1/2 to 1 or zven higher could well be accept-
able to the markzts., The limits of acceptabilits will, of course, ciffer from
market to market. The long-term fixed rate marke: In the United States, for
instance, woulc e mcrz conservative on this isste than many other toné markets,
and much more cautious than medium-term variable rzte lenders such zs commercial
banks.

26, Approximatelw 525 billion out of the $30 billion program for FY82-86
would be in cowntries that are currently regardeZ as creditworthy for some amount
of IBRD lending. (Arrangements for the $5 billion of lending in the "IDA oniy"
countries are cczsidered below.) A total capitel of $15 billion wowzlé represent
a maximum leverage of 1-2/3 to 1, counting the subscriptions of all countries, and
a maxinum leverage of 2-1/2 to 1, if it is assiu=2d that onlv two-thirds of total
subscriptions (i.e., $i0 billion) come from cour:zries whose guarantees are cur-
rently regarded as prize security by long-term izvestors. This is the figure
which is proposed as the basis for negotiations. 2t is admittedly czomservative,

since the ratios are based on loan commitments rzther than on amounts actually



disbursed and outstanding, as is the case for the IBRD. This conservatism
mav be justified by the fact that the Affiliate would be a new institution,

1

unfamiliar to the markets. Moreover, it seems desirable to seek a capital

base that would be clearly adequate to support the lending envisaged for the
first five vears. A shorter interval would mean that subscribing governments
would have to begia considering whether and how to replenish the Affiliate’s
capital before it had a chance to establish a reasonable operating record.

I1f a $15 billion capital base were to prove to be more than adecuate to support
a $25 billion lending program, the interval prior to a replenishment decision

would simplv be longer.

Paid-In Capital Recuirements

oy Because the loans committed by the Affiliate will only be disbursed
gradually over a period of vears, it will take some time for it to build up its
own sources of revenue. Paid-in capital is required essentiallyv to provide a
source of income in this start-up phase. The figures in the table below show
various indicators of the Affiliate's financial position in the initial years

on the basis of three alternative assumptions about the volume of paid-in

capital: $1.0 billion, $1.5 billion and $2.0 billion. In each case, the
capital is assumed to be paid-in over three years. The decision as to which
of these scenarios represents the prudent minimum objectives for the Affiliate
in the early vears is of course a matter of judgment. The recommendation that
a figure of $1.5 billion be used as the basis for negotiations reflects the
jucdgment that actuzal income losses can readily be explained to investors for
the first two years, but that thereafter there should be a positive net income

which reaches significant proporticns neo later than the fourth year.
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Fy82 TY83 FY&S FYB5 FY86

Let Income

$1.0 billion zaid-in (53) (36) (18) 25 73

$1.5 billion zaid-in (49) (13) 23 79 132

$2,0 billion -aid-in (39) 18 69 136 2C1
Interest Coverzcs Zatic

$1.0 billior zaid-in 0.47 .89 0.87 1.03 107

$1.5 billion tafd-in 0.54 0.96 1.04 1.10 1.3

$2.0 billion zaid-im 0.63 1.06 Ty 1.19 Li1
Debt Service Ccvs=rzze Ratio

$1.0 billion zaid-in 0.47 2,89 0.97 158 1.2

$1.5 billion said-in 0.534 .96 1.04 1.0 1,27

$2.0 billion zaid-in G.63 1.06 113 1149 1:38
28, These crciecticns—--and the recomrendation that a figure of $1.5 til-

lion be used as :the basis for negotiations--are based upcn a number of assumc--
tions wnich are iisted in detail in Annex 1 (Pro-Forma Financial Projecticns).
First, it is assumed that the Affiliate will have to pay a modest premium--
between 25 and 3C basis points, depending on maturitv--over the IBRD's own
borrowing costs ZIa the initial years. This conforms to the advice given tvw tie
IBRD's underwriters, although thev were at pains to emphasize that the prexinw
might be higher or lower than this in particular markets and under particular

market conditions. The basic reason for expecting a premium is that the AZfi’izte

would not be asseasoned borrower. As the Affiliate establishes itself with
investors, the prazmium would be expected to decline and could disappear alzo-
gether.,

29, The hiz:zr cost of the Affilizte's borrowings is assumed to bes gpase=l

I
o

on in the form ¢ higher commitmeant fe2 (i.e., 1.0% c¢n undisbursed balan:es

rather than 0.73. =2s in the case of the IBED). The fact that the higher c:os:



is passed on through thz cormitment fee rather thzn through the lencing rate
itself minimizes the acverse impact of the higher borrowing costs on the
Affiliate's income posizi:in in the early years oI operations.

30. A third importent assumption is that pre-zppraisal expenses would
be financed through a pro’ect preparation facility, In the event loans are
subsequently approved b the Affiliate the pre-acprzisal expenses would be
eligible for refinancinz out of the loan. Pre-acsraisal expenses would add

considerably to the Affillate's total costs in thz zarly vears 1f they were
part of the Affiliate’s aiministration budget, =ence, the assumstion that such
costs are borne bv the Serrovers has an importan: znd positive impact on the

net income in the earlwy wzars.

1l The assumptions regarding the level of commitment fee ané the handling
of pre-appraisal expenses have the effect of minimizing the need for paid-in
capital from subseribing countries. It would be possible to economize on such

payments still further if a part of the paid-in capital were supplied by the

IBRD out of its annuzl profits. The possibility of IBRD purchases of fully paid

shares is taken up (in Section V below) as one pcssible element in the

voting arrangements., This raises two questions of & purely financizl nature.
One 1s the question of whether the prospective net income position of the
IBRD is such as to provide scope for both appropriate additions to reserves
and significant profit <rznsfers. This topic Iz considered briefly

in the memorzndum on Pessible Means of Fineneing zn Eupanded
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122D/IDA Lending Program (R80-226, dated Lecember 18, 1980, paras. 1%-23).

A second question is whether transfers 2o IDA should be reduced or eliminated
in order to perrit the Bank to provide taid-in capital to the Affilizce on a
larger scale.

32, All thess questions are potentizlly controversial. Rather than seek
a resolution at this stage, it is oropesec that ths negotiations commence on
the basis that 19% of the subscribed casital would be paid in, that is, S1.5
billion out of a total of $15 billion. Since payments would be made over three

vears——say $500 million per year--the budgetary implications for subscribing

me=bers would, in any event, be mcdest.

Lad

23, Lending to the Poorest Countries., It wzs mentioned earlier that in

the FY82~86 period, some $5.0 billion of energy projects had been identified
in countries not creditworthy for IBRD lending (countries receiving assistance
only from IDA).

3k Concessionel resources set zside for energy lending in IDA current
pleans are around $0.7 billion for the period FY82-83 (the last two years of
the IDA6 replenish—ent period). In this szme period, there are additioneal
unfunded but desirzble investments of S$C.8 billion. In order to achieve

the '"desirable" program for FY84-86 (which is the IDA7 replenishment period),
there is a need Zor concessional resources of about $3,4 billion. The central
issue in considering expanded energy lerding in the poorest countries is how
this $4.2 billion is to be financed.

35, An Affiliate could not adept Zower standerds of creditwerthiness
thzn the IBRD without jecpardizing its cwm zbility to borrow at reszscnable

ccst., It should be emphasized thzt the treblem is only to a minor degree cne



of inceme risk. Zwven if it were peossible to subsidize interest rates on
loene to the psezsst; the gertic do rish would stil” csuse difficultys
36, “he possibilizy of inmsulating fessible prolzzzs ia non-creditverthy
countries using &2 enclave troject technigque has teen considered. It is

quite clear that while encliave financing mey well tz vtilized Zor some cf
the oil and ges zvciucticn projects, such projects zre likely to be a

very srzll shs

"

e of the grcposed lending for enerzy.

7 As menticnel earlier, the lending program ¢f the Affilizce puts a

strong emphasis ca ce-fizzccing. Since the need fc- ziditionzl funds for
concessionary _eniing is zgpparent, consideration shzuld z2lso te given to

implezeating tTe axpanced energy prograc through cc~financing with other

officizl sources oI concessionary Zunds. This ceculi te especizlly criticel

during the IDAZ zeriod, when it Zces net eppear liksly that additional

concessional rescurces will be zvsilable.

38, In the finzl analysis, the question of energy lending to the poorest tums

on whether adcitiornal ccacessiocnel rescurces can be provided. The amount of zidition-
al rescurces required Is s=all iz relation to the totszl prograzm; however,

it is cruciel Zer the posrest cecuntries. They caarot attract capital from

private lencders; ttey have no alternative sources c? zssistance. Within

IDA's resources :there mzy be soce modest scope focr the redirection of

assistznce to the pocrest, A szzll amount of adciticnal resources for

energy lending iz "IDA calwv" countries z—ight beccme zvailable by substituting

energy projects Zor other types of projects in IDA's current lending plans fer

these countries. It mig:t also prove feasible tc rzlezase some IDA resources
currently progre=—ed for so-called

to the extent in these ccuntries., The scope for

such chznges Is _izited., The crnly possibility therzizre for zdditionsl

coencessionary Tezgurces woaeld be if the industrizii-gf ecountriss and the
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cepizel surplus ceveloping countries were to make funds available
specifically for this part of the energy pregram. This could involve
the aAffilizte in having a seperate facility for the purpose. The
prs»ects for such additional assistance are not prezising. They should

however be further explored in the course of negotiations.



SECTION IV. ORGANIZATION

39, Stzffing and Yenagement. Preliminary consultetions have indicated

divergent views on hcw the Affiliate should be organized. The need for =z
link with the Bank 1s generslly accepted but views vary on the precise

extent of the link. Tuo epproaches have been discussed informelly; urnder

the first approach the Affiliate would be integreted with the Bank, and

under the second zpprozch the Affiliate would have & greater degree of
autononmy. Under the integrated approach the Affilizte would share the sace
staff as IBRD, (in the wey that IDA shares the same staff as IBRD) and
utilize the same stzZf organizztion for energy projects work and for

lending and support cperations, thus ensuring that energy lending would
continue to be integrated into the Bank Group's lencding program as & whole,
a2s well as with the 2ark's general economic and sector work,

40, This integrated approach to staffing coulé be combined with new
management arrangements. These could involve the creation of a senior manage-
ment position to head the Affilizte, and the creation of several other senior
positions (at the level of Department Director) to exercise functional control
over different subsecters of energy projects work, over sector policy and
lending work and possitly for some support activities.

41, There are important reasons for this integrated approach beth for the
Affilizte and for the Eank. First, it would facilitate a quick start up of
expanded lending operations. Tor example, 1t is tentatively estimated that
the expansion of the energy lending program could require increases in full-
time equivalent staff ¢f 200 in the start up period. Such increases in a
single sector of activity are large to recruit znd zbsorb even for an

ergaznization of the Zznk's size and would be more difficult for an autonomous



42, Not enly would &n integrated orgenize<icn facilitate 2 cuick start on
expanced lencding operetions but it would elso esssist the Affilieste to

establich its borrowing capacity repidly. Inmvestecrs will look to the Affilizte
to apply sound financizl and econcrmic criteriz te its projects; they will

also look to the creditworthiness criteris it zspplies to borrowing countries.
An integrated epproach applying the same stancards end relying cn the same

ffiliate in leunching its own

steff zesessments could significently assist the
substantiel borrowing program.

43, Secondly, it would reconcile the need tc previde a centrel focus for
energy lending with the need to maintzin the Zaznk a2s zn integrated development
institution.

&4, The World Bank's role as = developmen: instituticn is to help develop-
ing couztries, on a country-by-country bzsis, azrnd in the light of their
particular development objectives, to formulate optimel developrment strategies.
The approach to energy issues has a centrel place in this develcpment dialogue
between the Bank and its borrowers. Subjects which have traditionally formed
the core of the Bank's dialogue with borrowers-—-dcamestic and external resource
mobilization, investment priorities, etc.--zre 21! zffected by the energy
outlook, as are the size and the sector distribution cf the Bank's lending
progranm to particular countries. Removing energy fror the Bank's dialogue with
member countries would seriously weaken the Benk. The Bank needs to be
mainteined as an integrated development imstituticn in order to carry out its
role effectively.

45 Thirdly, it would ensure that the progrem for energy lending woulc be
framed 12 the context of a country's generel development prierities. The new

maznagesment arrangements would enmsure consiscency cn overall lending issues.
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The integrated staffing errangements would mezn that existing mechanisms
weuld also continue to ensure that in further developing the lending progrenm
for the energy sector, full account would te tsken of the Bank's general
progran of suppert for a country &s well as brcad eccnomic questions and

the considerations affecting other key sectors of develcpment.

46, The Board of Governors and Executive Directors. Although it is proposed

that the Affilizte should be integrated with the Bank, nevertheless it would
have its own Board of Governors, in which 211 powers of the Affiliate would be
vested, end its own Boerd of Executive Directors respensible for the generzl
cperetions of the Affilizte, as well as exercising such powers as are
delegated to them by the Board of Governors,

47, The most efficient system would be fcr the Governors of IBRD, who are
ex officio Governors of IDA, and the IFC, to act also, ex officio, as
Governors of the Affiliszte. Similarly, the Executive Directors of IBRD, who
act, ex officio, as Executive Directors of IDA and the IFC, would also act,

ex officio, as Executive Directors of the Affiliate.

48, The Governors, and to the extent of the powers delegated to them, the
Executive Directors will decide the overall operationzl, financial and other
pelicies of the Energy Affiliate. An ex officio system of representation
would help assure that the policies of the Energy Affilizte would be fully
consistent with the policies of the Bank Group, and the Bank's general approach
to development issues.

49, A further consideration is that the composition of shareholdings, the
relative importance of sources of direct financizl support, and the pattern

of voting in the Energy Affiliate way differ substantially from that in IBRD.
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These differences (following the precedents in IFC and IDA) can also be
accozmodated by Governors and Executive Directors of IBRD acting ex cfficio
in the Energy Affiliate. Only if the differences which might arise between
voting strength in IBRD and voting strength in the Affiliate would be of
such a different order of magnitude would it appear desirable to move from

this precedent.



SECTION V. VOTING

50. The Relztionship with Capitel Subscriptiozs. The voting structure of

the AZfil’ate should be fully sqpportive of its marxst-orientation. It must

be ceonsistent with the objective of attracting the support of investors and
rapicly estzblishing a2 sizable borrowing cepacity Zer the Affiliate in
finercizl markets.

514 Wnile there will be many factors entering into investors' judgment on
the cuelizy of the obligations of the Affiliate, zz Ioportant elecent zffecting

investeor confiderce will be the question of operaticzel 'control." This
concern relates not cnly to the identity of sharehzlcers having the major
voting ccwer, but zlso more generally te whether the structure is likely to be

LEa

concduzive to sound financizl management. The ccniicence of investors on this
point is Zikely to 2ffect both the access of the AZfZliate to the market zand
the ter=s on which finaqce can be cbtained. Inves:zcrs in capital surplus
countries, who mey be approached for direct borrowings, will be equally concern-
ed witk the security of their investments and the Zinancizl soundness of the
Affilizte. In this regard, they share identical cocncerns with the market,

52. Because investors tend to be reassured if the holders of voting control
also have a major financial stzke in the Affiliste, they zre likely to take

a keen interest in the nature of the link between the voting system and
subscristions. Subscriptions to capital provide the strongest evidence of
commitrent to the financial viability of the Affilizte,

53 ne connection between subscriptions to thz capital of the Affilizte

-
L

and votes need not and should not be a rigid one. irst, it may be fully

sten: with the concept of a market-based institution if forms of

b

cons

finensizl support other than subsecriptions to its cztital, such as for exezple,
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direct lending to the Affiliate, were recognized in the voting system.
Secondly, there are non-financial considerations such as the need to ensure
epprorriate respresentaticn for developing countries which can also be
introcuced into the voting strucfure while maintaining the market-oriented
character of the Affiliate.

: ; ; *
Alternstive Capital and Veoting Structures

54. Tazking into acccunt these and other considerations, individuazl country
subscriztions to the capital of the Affilizte will have to be negotiated. It
is heped that in due course countries will wish to subscribe in line with

their current economic a2nc finzncizl strength. To give some indication of the
considerations and issues inveolved,two alternative and purely hypothetical
apprcachnes to the capitzl and voting structure of the Affiliate, involving
distinctions between broad groups cf countries, are set out below. In

practice it would not be cesirzble to formally embody such distinctions in the
voting structure and théy are mentioned purely for illustrative purposes.

55 ¢ In the first alternative, it is assumed that in recognition of the
special weight which bondholders may place on the guarantees of the industrialized
countries, the industriazlized countries would prcﬁide the major part of capital
subscriptions and have z zmzjority position in the voting structure. This case
would zlso be comsistent with capital surplus developing countries taking up

a much larger share in the capitzl and votes of the Affilizte than they
currently have in IBRD. Other developing countries would also be expected to
subscribe to the capitezl of the Affiliate but to a lesser extent and the
position of the relatively small and poor developing countries weculd need to

be protected by membership votes.

* An zlternative to this part of the discussion is attached.
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Czse I: Evpetheticel Subscripticns and Vetizz Power

Incustrial Capital-Surplus 2/ Other

Ceountiries Developing Leveloping
{OECT} Countries C-untries Total
Capital Subscriptions (Sv) .0 4.2 1.8 1%.0
Subscription Votesd/ €00 280 120 1,000
yastiseslits Pyoas S 20 5 100 15
Total Votes €20 285 g%g 1125
% of Total 55% E_E 20% 100%
Memeo Iteas:
Voting Power
-~ IERD Present Pattern 51l - 54 1% 100%
- IMF Calculated Cuotas £9% 10% 1% _ 100%
2/ As definecd in Wcrid Develcopment Repert 1980 to Incluce: Kuwait, Qatar,
~  Sauéi Arabiz, United Arszb Exirates, Libya, Iren azi Iraq.

b/ The tctzl nucber of subscription votes is set arhi-rzrily at 1,000 for
T 211 the illustrzticns tc facilitate comparisons. Actual subscription
votes weuld depend upon the subscription price per share.

g/ The totzl number of membership votes has been set for illustrati?a
purposes at zbout 107 of the total, divided betweez the different groups
in rough proporticn to the number of countries in each group.

56. In the second zlternative, the group of industrialized countries and the
group of developing countries (including capital surplus developing countries)
would have approximately the sarce position in the voting structure and the
actual determination of majorities would be left in the 5azlance through the
presence of acdditional elements in the voting structure. These additional
elements might comprise the pecssible participation of IEZD in the capital and
voting structure., Account couléd zlso be taken of supror: given to the
Affiliate in the form of direct lending by according vetss to creditors. The
table belew illustrates a part of the votes in the Affilizte being provided

for this purpcse.



Zese II:
Incustrial
Ccuntries Developing
(OECD) Countries L/ Othergf Total
Capital Su=scriptizns ($b) 8.2 6.6 Qad 15.0
Subscriptizn Votes 480 395 - 875
Merberskip Votes 20 105 = 125
other2/ ey e 125 125
Total V:ctes égl= 22& 125 1125
% of Tezel 45% 457 10% 1007
1/ Incluéing capi:zal surplus cdeveloping countries.
2/ Votes lssuec Iz comnecticn with Ir=D subscription to paid-in cepital &ad
fox gr=aditors.
57 Tr.z table zbove modifies the previous table by cczbining the subscriptions

and votes of both zzpital surplus and cther developing ccuntries and by introduc-
ing the diZferent balance and additionzl elements in the structure descrited
above. t should e emphasized that the numbers are purely illustrative and it
should te -ecognizec, as explained btelow, that variations in each of the elements
shown, (czzital subscriptions, subscription votes, membership votes and the

other ele—=nts) erz zossible depending on the way in which each of these elements
is treatec. For exac-ple, subscription votes might be —ocified to reflect the
possibilits of difZerent classes of shares,or the proportion of membership votes
in the structure =ight be different or, for example, might be limited to the
poorest developinz ccuntries.

38, This discussion of two alternetive capital and veting structures =zs

been cesignmed to Zighlight several izpeortant issues that will need to be

discussed “a detzil In the course of regotiztions. The issues cover subscription
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votes (both the weight they would have in the total voting system and the
basis on which they would be accorded) membership votes, and the questions
relating to the possitle participation of IBRD in the Affiliate and the
provision of votes to creditors. Key aspects of these various issues are
discussed further below.

Votes for Creditors

59. Under an zprroach according votes to creditors either a certain propor-
tion of vectes (say, 5-10%) could be set aside to be distributed

to mejor creditors, or, the proportion of floating votes a country might
be eligible to receive could be set in relation to the country's normal share
of votes. Such a2 svstem would involve a determination from time to time c¢f
major creditor status as zeasured by borrowings outstanding or credit agree-
ments arranged. There are further questions about such & system which would
also have to be consicdered in detail at a later point, such as what type of
action would confer flozting votes (access to market, permission to use a
currency, direct official lending, ete.) and whether voting power conferred
in this way should be exercisable over the full range of decision-taking in
the Affiliate or on limited issues.

60, IBRD Participation. It has been suggested that the Bank itself should

participate in the capital and voting structure of the Affiliate. If the Bank
were to do so, it would onrly be able to subscribe to fully paid-in shares and
for this purpose z separate class of shares might need to be created. However,
Bank participation in the shareholding of the Affiliate would raise a number

of difficult issues which would need to be carefully examined. These include,
for example, a forrulation of the Bank's role and representation in the
Affiliate and the mznner in which the Bank's voting rights would be ewercised,

especially in deterzining majorities on important issues. The issue of Bank
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participation could be further explored in the course of detziled negotiations.

61, Different Classes ¢ Shares, It might be desirable to have the

voting system azdjustztle to reflect possible differences in the proportion of
paid-in capitel which different countries may wish to make zveilable. For
this purpose 2z larger number of votes might be accorded to subtscriptions with
a larger paid-in portion. This could be done inter alia by establishing two
classes of subscripticn votes, one cerresponding to the peid-in portion of
subscriptions and the other ccrrespornding to the guarantee cr 'callable' part.
Alternatively, diZferent clesses of shares zllowing for difZerent proportions
of paid-in capitel could be esteblished with different votes accorded to each.

6%, Qualified Yzjorities. The approach of requiring a significant

majority for decisicns on zzjcr issues has alsc been suggested as a possible
device for protecting mineority rights and ensuring a sound cecision-making
process in the AfZilieste. The question of the types of isst:es that would require
higher majorities would need further examination. The iﬁterpretation of, or
changes to, the Articles of Agreement of the Affiliate, or cuestions involving
increases in cepital zre clearly issues of fundamental significance and the
requirement of a significant cajority for decisions on such issues does not
appear unreasconable. At the same time, there would be a riskx to the sound
running of the Affilizte if quzlified majorities were extencded to cover

issues related to meore routine financial or lending operaticns of the Affiliate.
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VI SUMMARY AND RECOMMENDATIONS

63, This paper hes outlined an AZfiliate which could fulfill three
mejor functions:
: mount a comprehensive program of support for energy investments
fully integratec into the reoriented development strategies

made necessary ty high cost energy;

-

serve as a catalyst to =mobilize additionzl finance for this purpose

from all sources and irn particular, private capitel;

zct as a lender of last resort to finance about 10% of sector
investment neads, particularly those investments which cannct

be undertaken by private capital.

64, The financial structure outlined holds out the promise of mobilizing
the additional resources required st z minimum cost in terc—s of government
outlays. The benefits to the internationzl community in terzs of improved
balance in international energy markets, and a smoother zppreoach to the long
run structural adjustments needed in developing country economies will be large.
Negotiations should be stzrted to examine in detail whether this promise could
be fulfilled,

65. The starting cof cetailed ciscussions would not cocmit participants
in the discussions to support the eventual formation of an Affiliate,

That decision can only be taken by the Governnors of the Bank in the light

of an in-depth examination by their Deputies of the approaches described in
this paper. Nor would the start of negotiations commit participants to join
as founding members of zn Affilizte if one were set up. Of course, it would
be hoped that an Affilizte would zt:tract, in due course, the widest possible
membership, but for bucdzezary or other reasons not all countries could

necessarily be expectec tc join zt the outset. Provision could be mzde to
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facilitzse later zccessicn and to permit the start of operztions on the basis

It is therefore recommended that Executive

m

Directers zpprove the start of negotiations on an Affilizte zlong the lines

descritzsd in this pacer.
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Alternative Text fcr Discussion of Voting Rights (in lieu of
section begizning 'alternative cepital and voting structures’l

These general cornsiderations cannot yet be expressed Iin percentages
for particular countries or for particular groups. It is hoped that in due
course countries will wish to subscribe in line with their economic and
financiel strength. It wculd not appear advisable to relate the voting
structure to particular economic or political groups in the Affiliate's
possible cembership. Groupings involve rather arbitrary distinctions between
countries, their wvalidity changes over time and it would be undesirable to
introduce a categorized svstem of voting into the Affilizte.

However, the broacd consideraticns outlined above suggest that the

approach to the capital and voting structure in the Affilizte should

incorporate the following elements:

the major subscribers to its czpital should have the major share
in its votes;

: special messures should be taken to protect anc enhance the
position of developing countries through the allocation of

membership votes;

considerztion should be given to recogrnizing in the voting structure

the role of major creditors.



Dear Mr. Minister:

Thank you for your letter of Nowember 11, 1980 and for
drswing my attention to the large disecrepsncy between the figures of UAE's
offieial development sssistance fer 1979 shosm im the World Develspment
Raport and the figures cited in your lettsr. Your Covernment has, for mamy
years, beea im the forefront of providing development assistance, and I
wonld like to ensure that publications of the Bank accurstely refleck that
excellent record.

In the past, the Bank has obtained the date om official
development assistance frem OECD, vhich eolleets such data from all domer
cowntries and presents them on a couparable and howogeneous basis. lHowever,
to do justies to the major iocrease in the aid efforts of OPEC countriaes
in vecent yesrs and to iwprowve the smount of ianformetion svailable to us,
the Bank staff weuld also find it useful to collact relevemt data on

asgistance diveetly from your Governmest, It would ba wery
helpful for thie purpose 4{f yeu could designate an imstitutiom im your
Government that might act as a point of contact with our staff amd take
ths respousibilicy for providing the information om an accurate sand timely
basis. In this commection, I have asked My, Qureshi, Senior Viea Presideat,
Pinance, to arrange for one of his asseciates to travel to the UAE within
tha next few wveske te discuss these issuss in detail with your offieials
and set up the necessary srrangements.

1 hope these arrengements will be agresable to you and will
avoid sny future wisveporting of UAE dewelopment assistance.

Siacerely,

@mmﬁ pbea © M-Mamara

| Bobert S. Melamara
His Exeellenecy

fhaikh Hamdam bin Rashid Al-Makgoum

Minister of Pinanecs and Industry

P.0. Box 1365

Dubail
Inited Arab Enmirvates

Copy to Mr. El Naggar

cc: Messrs. Qureshi, Chenery, Wood/Applegarth

HArdalan/MAQureshi/PApplegarth :gmb
February 2%, 1981




L2}

FROM:

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Mr. Robert S. McNamara DATE: February 23, 1981
Mr. Moeen A. Qureshi

Eugene H. Rntbergfzh/,/’

Two-Year Bonds — March 1981

Cables to the central banks of the Bank's member countries offer-
ing for subscription $300 million of the Bank's 14.00% Two-Year Bonds
maturing March 15, 1983 were dispatched on Tuesday, February 10 following
the Board meeting which set the interest rate for the Issue and its
principal amount. The cables stated the subscription period would close
on February 17.

We have received subscriptions of $293.35 million or $6.65 million
below the maturing amount.

The Arab Republic of Yemen with maturing holdings of $28.6 million
did not subscribe. Because of increased subscriptions we were able to
cover some_of this shortfall but not completely. The major contxributors
to this Issue are the Bank of Libya ($50 million), Saudi Arabia ($26
million), Belgium and Nigeria with $20 million each.

There is attached a schedule (Attachment I) showing those countries
which responded to our offering = including those who declined -, the
amounts of their subscriptions and a comparison to the maturing issue.

There 1is also attached a second schedule (Attachment II) listing

those countries who held the maturing issue but who did not respond one
way or another to our offering cable.

Attachments



ATTACHMENT I

Page 1 of 5

Responses
to the Bank's Offering of
14% Two-Year Bonds of 1981,
due March 15, 1983
(in millions)

+ or (-) Over

Responses Maturing Issue

Afghanistan 3.0 (1.9)
Algeria 3.0 1.4
Argentina 9.5 o
Australia 2.3 -
Austria 10 0.4
Bahrain (Monetary Agency) 5.0 2.4
Bahrain Ministry of Finance No R =
Bangladesh s =
Barbados 0.5 =
Belgium 20.0 7.0
Bolivia - . No , C
Botswana 1.0 _ 1.0
Brazil 5.0 (1.2)
Burma - - 0.5 - - 44 s & £
Canada - - No (5.4) -
Chile 4.6 - -
China:.- -

People's Republic of China 3.0 . 3.0

Bank of China 1.0 1.0
Cyprus 1.0 - -

Denmark 1.3 -



Ecuador
Egypt

El Salvador
Equatorial Guinea
Ethiopia
Fiji
Finland
France
Ghana
Greece
Guatemala
Guyana
Honduras -

Iceland

India (Central Bank & Supply

Wing)
Indonesia

Ireland

Italy (Ufficio dei Cambi)

Japan
Jordan
Kenya

Korea

Kuwait (Central Bank)

Kuwait (Fund)

Responses

3.0
No
No
No

1.3

0.5
No

2.0

0.5
No

0.25
No

1.25 -

1.3

10.4

10.0

13.0
10.0
1.3
=4
2.0
0.6

No

ATTACHMENT I
Page 2 of 5

+ or (-) Over
Maturing Issue

(2,2}

(1.9)
0.1

0.5

0.1

(0.6)



Responses

Lesotho ' . 0.2
Libya 5010
Malawi No
Malaysia 2.0
Morocco 0.2
Nepal 1.3
Netherlands 10.0
New Zealand (Central Bank &

Treasury) 1.9
Nigeria 20.0
Norway 10.0
Pakistan No
Panama 0.5
Peru | 0.6
Philippines 5.0
Portugal No
Qatar. - 0.1
Rwanda __. No .
Saudi Arabia (Arab Petroleum- .

Investment Corp.) No -

Saudi Arabia (Islamic Develop-

ment Bank) No
Saudi Arabia (SAMA) 26.0
Seychelles 0.25
Sierra Leone - No
Singapore No
South Africa 1.0

ATTACHMENT I
Page 3 of 5

+ or (-) Over
Maturing Issue

0.2

8.75

(1.3)

35

16.7

6.7

0.5 3

1.7

Q.25

(1.9)
0.4



ATTACHMENT I
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+ or (-) Over

Responses Maturing Issue

Spain 6.5 -
Sudan 0.1 -
Swaziland No (1.9)
Sweden 1.0 (0.3)
Switzerland (BNS) No -
Thailand 1.3 -
Trinidad & Tobago 1.3 “
Tunisia 3.0 Lad
Turkey No -
United Arab Emirates:

Abu Dhabi Investment Authority No (0.5)

Central Bank No (6.5)
United Kingdom No (3.3)
Venezuela 5.4 =
Vietnam 2:9 =
Western Samoa No -
Yemen Arab Republic No (28.6)
Yemen People's Democratic

Republic 2.0 0.7
Yugoslavia 33 -
Zimbawe ' No -
Arab Bank for Ecomomic

Development - Khartoum No -
Crown Agents No -

OPEC Fund - Viemna 0.6 -
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+ or (=) Over

Responses Maturing Issue
United Nations Capital
Development Fund 5.0 5.0
United Nations Development
Programme 10.0 3:5
Vatican 0.2 =

293.35 10.65



ATTACHMENT II

Holders of Maturing Issue
Which Did Not Respond to Offering
(in millions)

Amount Held

Colombia ) 2.3
Ivory Coast 2.7
Mexico 6.5
Solomon Islands .6
Uganda .6
Uruguay .6
Banque Centrale des Etats de 1'Afrique

de 1'Ouest 1.4
BIS 1.3

16.0



TO:

FROM:

SUBJECT

WORLD BANK  INTERNATIONAL FINANCE CORFPORATION

OFFICE MEMORANDUM

Mr. Robert S. McNamara 1?n£6k\ DATE: February 18, 1981
(Through Mr. Moeen A. Qureshi) - _

Eugene H. Rotberg Q F =

Proposed Borrowing Operation

There is attached for your approval a Board Paper for a proposed
public offering in The Netherlands. The paper has been cleared with the
Legal Department. We would plan to distribute it tomorrow for considera-
tion by the Board on Tuesday, February 24, 1981,

The proposed public offering of bonds would be in a principal amount
of up to Dutch Guilder 200 million, equivalent to $84.4 million. It would
be underwritten by a syndicate managed by the Algemene Bank Nederland N.V.
The final maturity would be 10 years. The bonds would be repayable in 5
equal installments in each of the years 1987 through 1991. This results
in an average life of 8 years. In today's market, the interest rate would
be 11-1/47%, payable annually, and the issue price would be par. This would
result in a yield of 10.95%. After taking into account underwriting com-
missions of 1-3/8% and a brokerage commission of 5/8%, fiscal agency fees,
and all other expenses, the cost to the Bank would be 11.387%. On this basis,
the breakeven point with the cost of a dollar borrowing (14.20%) of the same
maturity would be 22%. These terms are subject to further negotiations in
light of market developments between now and Tuesday, February 24.

On February 24 the Board would be asked to approve the definitive terms
of the issue, except for the issue price. For the issue price, in accordance
with previous practice for borrowings in The Netherlands, we would ask the
Board on February 24 to approve a price of not less than about 0.50% (10
basis points) below the issue price the market would require on February 24.
Thus the Board would be asked to give management authority for accepting a
cost not in excess of 10 basis points above the cost of the issue presented
to the Board on February 24. The definitive pricing of this issue would be
on February 27 and the public offering would be on March 3. ,

%:’:

F
(‘Ij‘;,—--r- Ea

Attachment ;ﬁg F'JN_
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FROM: The President

For consideration on
February 24, 1981

R81-

February 19, 1981

PROPOSED PUBLIC ISSUE IN THE NETHERLANDS

p [ The attached Draft Resolution (Attachment I) authorizing the is-
suance and sale by the Bank of not exceeding f. 200,000,000 principal

amount of Dutch Guilder Bonds of 1981, due 1987/1991 (the Bonds) will be
considered by the Executive Directors at their meeting on February 24, 1981.

24 The principal terms of the proposed issue would be as follows:

(a) Principal Amount:

(b) Term:

(c) Interest Rate, Issue
Price, Cost and Re-
valuation Breakeven
Point:

Distribution:

Executive Directors and Alternates
Senior Vice President, Finance
Senior Vice President, Operatioms
Vice President and General Counsel
Vice President and Treasurer

Vice President and Controller

Not to exceed f. 200,000,000

(US$ 84,889,643 million equivalent?)

to be determined in the light of market
conditions.

The Bonds would be repayable in 5 equal
annual installments on April 1 of each
of the years 1987 through 1991. This
regults in an average life of 8 years.

To be discussed at the meeting of the
Executive Directors. Shortly before the
meeting, Algemene Bank Nederland N.V., the
manager of the underwriting syndicate,

will propose the interest rate for the
Bonds and a minimum price at which the
Bonds could be offered to the public;

such interest rate and minimum price to

be included in the purchase agreement
scheduled to be signed on February 24, 1981.

*Based on market rate as of
February 18, 1981 of US$1 = £.2.3560



This minimum price would include a
margin for the event that less favor-
able market conditions prevailed on
February 27, 1981, the time fixed for
the definitive pricing. The Offering
and Subscription of the Bonds would be
on March 3, 1981.

8. The proposed purchase agreement for the public issue to be concluded
with the Algemene Bank Nederland N.V., as manager of the underwriting syndi-
cate, would be substantially similar to the purchase agreements concluded
for previous public issues of Bank Bonds in The Netherlands. The agreement
would provide for the payment by the Bank of an underwriting commission and
management fee of 1-3/8% and the customary brokerage commission of 5/8% on
the principal amount of the Bonds.

4, The issue would be represented by ordinary bearer bonds with interest
coupons attached (K-Bonds) and so-called "CF-Bonds" which are bearer bonds
with an interest coupon sheet attached. 'CF-Bonds" may at any time be ex-
changed for ordinary bonds, and vice versa. In addition, CF-type bonds would
also be made available in the form of certificates, each representing 50 bonds
of f. 1,000 each. The Bank would pay an encashment commission of f. 0.30 per
coupon due for payment (no such commission is payable on the interest on CF-
type bonds), as well as a redemption commission of f. 1.50 per K-and CF-~type
bonds submitted for redemption. For the administration of the '"CF Bonds" a
small fee would be charged to the Bank.

L The proposed borrowing would be charged against the FY81 Borrowing
Program, The amount borrowed to date applicable to FY81, including the amount
of the proposed issue in The Netherlands would be $4,354.4 million (see At-

tachment II).

Recent market yilelds on selected World Bank bond issue are given in
Attachment III,

Robert S. McNamara



ATTACHMENT I
Page 1

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

(DRAFT)

RESOLUTION NO. 81 -

Authorizing the Issuance and Sale of pct.
Dutch Guilder Bonds of 1981, due 1987/1991

WHEREAS International Bank for Reconstruction and Development (herein-
after called the Bank) has determined to borrow in the markets of the Nether-
lands, and for that purpose to issue and sell an issue of Bonds of the Bank
in an aggregate principal amount not exceeding f.200,000,000 (two hundred
million Dutch Guilders) to be known as its " pct. Nederlandse Guldens-
lening 1981 per 1987/1991" ( pct. Dutch Guilder Bonds of 1981, due 1987/

1991);

NOW THEREFORE BE IT RESOLVED AS FOLLOWS:

1. The Bank hereby creates an issue of its Bonds to be known as its
B pct. Nederlandse Guldenslening 1981 per 1987/1991" ( pct. Dutch
Guilder Bonds of 1981, due 1987/1991), hereinafter called the Bonds; to be
limited to such aggregate principal amount, not exceeding Dutch Guilders
200,000,000 (except for Bonds issued in lieu of or in exchange for lost,
destroyed or mutilated Bonds) as shall be determined by the President or
the Senior Vice President, Finance of the Bank; to be dated April 1, 1981,
and to mature April 1, 1991; to bear interest at the rate of
per cent ( pct.) per annum, payable annually; and to be repaid at par
in five equal or approximately equal annual installments on April 1 of each

of the years 1987 through 1991.
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2. The definitive Bonds shall be bearer Bonds dated April 1, 1981,
with annual interest coupons or an interest coupon sheet attached, and
shall be otherwise in such form and in such denominations and shall be
issued on such terms and conditions as shall be approved by any of the

persons specified in paragraph 4 of this Resolution.

3. Bonds shall be signed in the name and on behalf of the Bank with
the signature of its President or its Senior Vice President, Finance, and
shall be countersigned by its Vice President and Treasurer or its Director,
Treasury Operations and Deputy Treasurer, and a facsimile of the Bank's
official seal shall be printed, lithographed or engraved thereon. The
respective coupons or coupon sheets to be attached to the Bonds shall bear
the signature of the Vice President and Treasurer or the Director, Treasury
Operations and Deputy Treasurer of the Bank. Any signature or countersig-

nature provided for in this paragraph may be manual or facsimile.

4. Subject to any approval required from the Government of the Nether-
lands, the President, the Senior Vice President, Finance, the Vice President
and Treasurer, the Director, Treasury Operations and Deputy Treasurer, the
Vice President and General Counsel, the Associate General Counsel, the
Chief, Financial Operations Division and the Director, European Office, of
the Bank, are fully authorized, jointly and severally in the name and on
behalf of the Bank, to sell for Dutch Guilders at any time all or any of
the Bonds at a price not less than % of the principal amount thereof and
upon such other terms and conditions as shall be approved by any such person
or persons, to deliver the Bonds, and to receive or arrange for the payment

therefor.
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5. Pending the preparation and delivery of the definitive Bonds, a
Temporary Certificate in the aggregate principal amount of the Bonds to be
issued may be executed and delivered to the purchasers. Such Temporary
Certificate shall be in such form as shall be approved by, and shall be
signed manually in the name and on behalf of the Bank by, any of the persons

specified in paragraph 4 of this Resolution.

6. Any of the persons specified in paragraph 4 of this Resolution are
hereby authorized, jointly and severally, in the name and on behalf of the
Bank, to execute and deliver any and all such other documents, to enter
into such other agreements and execute, publish and deliver such notices,
reports and documents, and to do any and all such other acts and things as
such person or persons shall deem necessary or advisable in order fully to

carry into effect the purposes of this Resolution.
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Page 1 of 2
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPHMENT
ACTIONS TO BE CHARGED AGAINST BORROWING PROGRAM FOR FISCAL YEAR 1981
Average Yield to Recent
Terms Life Amount (million) Initial Cost to Harket
Country/Institution Approved (Yrs.) (Yrs.) Currency $ Equiv. Purchaser-% IBRD=-% Yield-%
Kuwait /Germany (Private) 6/3/80 8.0 8.0 DM 150 84.8 8.41 8.69 N.A.
Euro-Bonds/US$ 6/9/80 7.0 7.0 - 300.0 10.00 10.42 13.89
Euro-Bonds/USS 6/10/80 5.0 5.0 - 200.0 9,52 9.99 13.62
Switzerland 6/24/80 15.0 13.0 SwF 100 61.3 5.79 6.23 6.76
Germany 7/3/80 10.0 10.0 DM 500 284.4 7.94 8.26 9.42
Saudi Arabia 7/3/80 10.0 10.0 DM 200 113.7 8.19 8.22 N.A.
Switzerland (Private) 7/15/80 7.0 7.0 SwF 150 94.5 5.79 6.11 N.A.
Germany (Private) 7/15/80 5.0 5.0 ni 152 87.4 8.30 8.30 N.A.
Germany (Private) 7/22/80 10.0 10.0 DM 140 80.1 8.08 8.08 N.A.
Germany (Private) 7/22/80 15.0 10.5 DM 10 L 8.06 8.06 N.A.
Saudi Arabia (Private) 7/29/80 7.0 6.5 SwrF 175 109.8 6.03 6.04 N.A.
Saudi Arabia (Private) 7/29/80 8.0 7.5 AS 1,080 87.6 9.20 9.21 N.A.
Saudi Arabia (Private) 7/29/80 8.0 7.0 £ 200 105.2 9.87 9.88 N.A.
Saudi Arabia (Private) 7/29/80 10.0 8.5 SRls 330 99.5 9.50 9.51 N.A.
Germany (Private) 7/31/80 8.0 8.0 DM 200 114.2 7.65 7.91 N.A.
Germany (Loan) 8/5/80 12.0 12.0 DM 200 113.5 7.94 7.94 H.A.
Germany (Loan) 8/5/80 12.0 12.0 DM 200 113.5 7.94 7.97 N.A.
‘a (Private) 8/5/80 7.0 7.0 DM 100 56.8 7.79 7.80 N.A.
:ral Banks (Private) 8/8/80 2.0 2.0 - 299.0 10.17 10.17 N.A.
Germany (Private) 8/8/80 10.0 10.0 DM 150 B4.5 7.77 7.96 N.A.
Switzerland (Loan) 8/26/80 6.0 6.0 SwF 200 120.7 6.06 6.12 N.A.
Japan 9/9/80 15.0 12.3 ¥ 30,000 138.6 8.61 8.91 8.63
Germany (Loan) 9/9/80 10.0 8.0 DM 100 56.3 8.26 8.26 N.A.
Central Banks (Private) 9/16/80 4.0 4.0 SwF 200 122.9 5.875 5.83 N.A.
Switzerland 10/21/80 10.0 9.5 SwF 100 61.0 5.91 6. 39 6.12
Japan (Private) 10/27/80 6.5 6.5 ¥ 34,000 163.9 8.50 8.50 N.A.
Switzerland (Private) 11/25/80 5.0 5.0 SwF 200 115.6 5.91 6.27 N.A.
Japan (Loan) 12/9/80 20.0 175 ¥ 40,000 183.6 8.90 8.94 N.A.
Japan (Loan) 12/9/80 20.0 17.5 ¥ 20,000 91.8 8.90 8.94 N.A.
Germany 12/9/80 10.0 10.0 DM 250 128.7 9.16 9.49 9.20
Third Window 3/22/76 13.0 3.0 8.5 8.50 8.50 N.A.
Germany (Private) 1/12/81 5.0 5.0 DM 250 129.5 9.80 9.80 N.A.
Switzerland 1/27/81 10.0 9.5 . SwF 100 54.9 5.98 6.45 6.35
Central Banks (Private) 2/10/81 2.0 2.0 300.0 14.00 14.00 N.A.
Euro-Bonds/yen 2/17/81 10.0 10.0 ¥ 20,000 98.0 8.57 8.88 N.A.
7.8 4,269.5 8.55
Netherlands (Proposed 10.0 8. £. 200 - 84.9
Public Issue) . -
7.9 4,354.4
N.A. - Not Applicable

ATTACHMENT 11




ATTACHMENT II
Page 2 of 2

Projected Averapge Returns/Costs on IBRD Assets and Liabilities for FY81

Balances as of

June 30, 1981 Returns/Costs 1/
(in $§ billions) (in %)
Cash and Investments 10.0 9.0
Receivable from disbursed loans 27.9 8.1 2/
Other Assets T -
Total Assets 39.6 8.0
Borrowings 30.6 7.5
Other Liabilities La2 =
Capital and Reserves _7.8 -
Total Liabilities,
Capital and Reserves 39.6 3.8
1/ Current Yields/Costs are: Investments 11.11
Borrowings Outstanding 7.46
Borrowings to date - FY8l .8.55

2/ 1Interest on loans and commitment charges as a percent of
average disbursed loans outstanding.
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Recent Market Yield on Selected World Bank Bond Issues

Canadian dollar Bonds of 1968, due 2/15/93
Belgian Franc Bonds of 1972, due 3/1/84
Deutsche Mark Bonds of 1979, due 7/1/91

Japanese Yen Bonds of 1980, due 9/19/95
(Eleventh Series)

Yen Bonds of 1977, due 8/15/84

Netherlands Guilder Bonds of 1976, due 5/16/86
Swiss Franc Bonds of 1980, due 7/17/95

United States dollar Bonds of 1976, due 12/15/85
United States dollar Bonds of 1977, due 8/1/87

United States dollar Bonds of 1977, due 8/1/2002

Recent
Market Yield
%

13.86
13.33
9.98

8.63

9.15
9.93
6.76
13.71
13.82

13.95



TO:

FROM:

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCE CORFPORATION

OFFICE MEMORANDUM

Mr. Robert S. McNamara DATE: February 13, 1981

Moeen A. Qureshi T

BRAZIL - Carajas Iron Ore Project

IFC's proposal for an investment in Carajas Iron Ore project
in Brazil presents several problems that, in my view, need more careful
consideration.

First, of course, there is the issue, which you have noted, as
to whether, and to what extent, IFC is needed in this project. CVRD is
a very large government-owned enterprise which in the past has received
large injections of government funds. It is difficult to see what
difference the mobilization of $50 million by IFC will make to the
proposed iron ore project which is estimated to require $1.5 billion
of equity funds. For IFC to have a role in this project, it must be in
a position to attract a more significant proportion (say, at least 10-15%)
of the equity or equity-type funds needed from private sources. Incidentally,
the sale of participations in a subordinated convertible loan is not likely
to prove a very effective way of approaching this task. Perhaps an
underwriting, in collaboration with local institutions to support an
equity or equity-type issue (or private placement) with IFC participating
for a small amount in order to provide its "seal of good housekeeping",
may hold more promise. My own feeling is that it is going to be
extremely difficult for IFC to mobilize even the assumed $25 million of
funds from genuinely private sources in the form of participations in
a subordinated convertible loan to a CVRD subsidiary.

Second, I am even more concerned about the capacity of IFC to
assume the risks associated with this loan. Given the currently
depressed state of the iron ore market, the fairly poor financial
performance of CVRD during the last several years, the fact that it is
a government-controlled enterprise —— all of these factors suggest that
the convertible feature will not add much to the attractiveness of the
loan whereas the subordinated feature (assuming that it is true
subordination) will detract a great deal from it. The financial market
will therefore demand a significant margin over prevailing long-term
market rates to cover the additional risk of this instrument.

I have also reservations - in terms of both financial risk and
economic priority - about putting so much of IFC's own funds ($25 million)
into equity or quasi-equity of an iron ore project in Brazil. From a
financial point of view, this amount is equivalent to about 5% of IFC's
equity base and while I am all too conscious of the downside risks of this
investment, I do not see much upside potential. IFC has already
substantial funds in subordinated loans in Brazil (e.g. FIAT) which are

not doing too well. I would therefore be quite wary of such a large

equity-type exposure on financial grounds. As regards non-financial and
developmental objectives, I do not put much weight on the expected



w

"privatization'" of CVRD: the proposed total investment (including
participations) would be only 3% of the subsidiary's equity, not to
mention that of CVRD. As now structured, there is little contribution
that IFC would be making to the project that could not be better made
by other institutiomns.

The proposal is still at a very early stage —— before either the
project or its financing possibilities have been carefully looked at.
IFC should therefore examine more closely whether it has a contribution
to make, and whether financing from private sources can be attracted, and,
if so, in what form and on what terms. If a role for IFC in this project
can be more clearly defined, I would then suggest IFC should still limit
its own exposure well below the proposed $25 million.

cc: Mr. Wuttke

MAQureshi:gmb
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WORLD BANK , INTERMATIONAL FINANCE CORPORATICN

OFFICE MEI\/IORANDUI\/I

TO: Mr. RobeZt S. McNamara DATE: January 30, 1981

FROM: Hans A. tke

L]

SUBJECT: BRAZIL - Carajas Iron Ore Project

1 I would like to obtain your concurrence to IFC's providing equity-

type financing for the Carajas project. Carajas constitutes one of the major
undertakings in Brazil for the 1980's, and should generate substantial foreign
exchange earnings and stimulate the development of the Amazon region. Given
its priority, the government and CVRD have asked for IBRD and IFC participa-
tion in its financing. While the Bank would provide substantial loan financing,
it is envisaged that IFC would provide quasi-equity in the form of a long-term
(12/15 years) subordinated convertible loan of at least US$50 million, of which
not more than US$25 million would be for IFC's own account. The concept of

a subordinated convertible loan is viewed as an important supplement to the
Bank financing and has found strong interest among CVRD's top management. We
would now like to convey to them that IFC would in principle be in the position
to assist subject to the Bank's appraisal, and to the structuring by IFC of a
satisfactory convertible security.

2. The Carajas iron ore project will be implemented by a subsidiary of
CVRD, Amazonia Mineracao S.A. (AMSA). It will form the core of several

rd potential mining projects (including bauxite, manganese and copper) in the
Serra dos Carajas in the State of Para, in the Amazon Basin. In addition to
the mine and the beneficiation plant the project includes the comstruction of
a railroad of about 900 km in length and a port in Sao Luis, the capital of
the State of Maranhao. Start-up of the project is planned for 1985 with full
capacity of 35 million tpy of iron ore, which is intended for export, to be
reached by 1987. CVRD presently estimates total project cost at $4.2 billion.
The current financial plan includes equity ($1.5 billion), cash generation
($0.7 billion) and long-term debt ($2.0 billion). The equity would be
entirely provided by CVRD from its cashflow from existing operations. The
long~term debt is expected to be provided by the National Development Bank
($800 million), by bilateral sources in the ore consuming countries, and by
the international financial institutions.

3. In assisting CVRD in structuring the financial plan, several forms
of quasi-equity have been discussed. Given the limited amount of equity funds
at IFC's disposal, it has been found that a subordinated convertible loan
would best match IFC's possibilities and CVRD's needs. Through this type of
financing IFC would be able to make a substantizl contribution, since it
would not only permit increasing the amount of funds IFC can provide for its
own account, but also help to raise additional quasi-equity financing from
other sources. This will strengthen the financial structure and beyond that
give the project additionmal credibility with international lenders as the
IFC loan would be provided on a project financing basis without governmental
or traditional commercial loan guaranties. The conversion feature of the
IFC loan is important for the support of the development of the domestic
capital markets by establishing private Brazilian ownership in AMSA. Should



Mr. Robert S. McNamara . wr January 30, 1981

AMSA be integrated into the 777 state-owned parent company before conversion,

IFC would convert its subordinated loan into CVRD shares and thereby eventually
increase private Brazilian ownership in CVRD itself.

4. Given the size of the proposed IFC involvement and its importance
for CVRD's strategy in structuring the financial package, I would appreciate
receiving your concurrence to proceed along the lines outlined above.

HPaul/JMRuisanchez:cww
IFC-CL2ERB
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TO:

FROM:

SUBJECT:

WORLD BANK / INTERNATIONAL FINANCE CORPORATION

- OFFICE MEMORANDUM

Mr. Roberf S. McNamara DATE: February 13, 1981

Moeen A. Qureshi @‘\H

PMC Meeting

I am disturbed that Mr., Paijmans has put the question relating
to the appointment of Larry Rapley's deputy - an N level position -
before the Personnel Management Committee. This is wrong both in
terms of procedure and with respect to my management functions.

To begin with, I have the impression that the Personnel Management
Committee generally considers only P and Q level positions.
Normally, even I do not intervene in the appointment of N level
positions, leaving that matter to the directors concerned. If the
Personnel Department saw a problem emerging in terms of the
suggestions made by Rapley, they should have taken up this matter
with me, and if they still felt strongly about it, they could always
appeal to the President. But to take matters relating to N level
positions directly to the Personnel Management Committee, without
even discussing this matter with me, is an approach that is
completely unacceptable to me.

The first that I knew about this matter was a conversation in
which Rapley reported to me two days ago that Personnel had different
ideas from him as to who should be appointed as his deputy, that
they intended to take this matter up at PMC, and would I please
support his point of view.

The PMC members are unlikely to know the candidates involved,
To put candidates at that level before the PMC is not only a waste
of everyone's time, but is also an unnecessary interference in my
normal management responsibilities. As I indicated, if Mr. Paijmans
had felt that my judgment in this matter, and for that matter in any
other personnel issues, was deficient, he always has the recourse to
take up this matter with you.

At this stage, I would request that this matter be taken off
the agenda of the PMC meeting on Tuesday.

cc: Mr. Paijmans

MAQureshi:mr



WORLD BANK / INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

TO: Mr. Robert S. McNamara DATE: February 12, 1981
FROM: Moeen A. Qureshi

SUBJECT: Questions Raised in Discussion of
Possible Expansion in IBRD/IDA Lending

Please find attached the note which was promised to the Board at the
conclusion of the discussion on Possible Expansion in IBRD/IDA Lending
(January 27-28). The note avoids promising any papers other than those al-
ready scheduled.

Is it agreeable to you that this be circulated to the Board for in-
formation?

Attachment
JWood:es



THE WORLD BANK
Washington, D.C. 20433
US.A.

Office of the President

MEMORANDUM TO THE EXECUTIVE DIRECTORS

SUBJECT: Questions Raised in Discussion of
Possible Expansion in IBRD/IDA Lending

In the course of the January 27 and 28 Board discussion of
the paper on the Possible Expansion of IBRD/IDA Lending for FY82-86
and the Means of Financing such an Expansion, Directors requested a
summary of {ssues and questions raised during the discussion. These
topics are summarized below along with the Management’s proposals for
further action:

#1. Energy Affiliate. Several Directors asked about the shape
of an affiliate’s lending program; its operation, structure and link
to the Bank; and about its potential impact on world energy supply. A
Director asked about the 1impact on the IBRD portfolio of an energy
affiliate.

Proposed Action: The staff is now preparing a paper on the
affiliate which will address these questions. It is expected that
this paper will be circulated to the Executive Directors within the
next few weeks.

#2. Structural Adjustment Lending. Several Directors spoke of
the need for a review of the achievements of SAL lending and of

Bank/Fund collaboration in this area.

Proposed Action: A staff review is currently underway; it is
scheduled for <circulation to the Executive Directors sometime in

March.

#3. FY82 Lending Program. Several Directors asked Management to
develop in more detail possible transitional arrangements for FY82
which would cnable Bank lending to expand toward the 1level discussed
in the memorandum on expanded lending. A Direcctor asked about the




potential for adjustments in the composition of 1IDA6 lending, and
another asked about the change in sectoral composition of lending if
additional resources were either unavailable or limited. One Director
suggested that members be asked to state the intended timing of their
GCI subscriptions, so that a better idea could be obtained of the
availability of capital in FY82 and beyond.

Proposed Action: It is proposed that the Review of the
Operating Program and Budget for FY82 contain an alternative scenario,
which would constitute a first step toward expansion of the lending
program.

f#4. Financial Policies. Several Directors requested further
analysis of several aspects of the Bank’s finances, such as: interest
rate and other risks faced by the Bank; the reaction of underwriters
and lenders to borrowing beyond callable capital plus cash; a
comparison with other institutions’ reserve policies; future net
income requirements; and uses of Bank income. Several Directors
expressed interest in a review of the policy on graduating blend
countries to IBRD lending, and on hardening the IBRD/IDA blend. A
Director asked about the possibility of an interest subsidy scheme for
these countries. Many Directors expressed interest in lending rates
fixed at time of disbursement or adjustable during the 1life of the
loan; credit 1lines of wvarious kinds; and changing the statutory
lending limit. Some of these might mean that borrowers would bear
increased costs or risks, and one Director asked that borrowing
countries be asked to indicate their willingness to accept a higher
cost of resources as the price of expanded availability. A Director
asked about the impact on credit markets of expanded borrowing.

Proposed Action: Review of future net 1income requirements
might best be deferred until some of the issues concerning a possible
energy affiliate, the GCI and 1IDA6 have been resolved. It 1is
therefore not proposed to circulate a paper on this subject at this
time. Staff work will be initiated, however, on alternative borrowing
instruments and techniques for passing on interest rate risk to
borrowing countries.

#5. Organization and Staffing. Several Directors mentioned the
ramifications for the organization and staffing of the Bank of an
expanded lending program and the subject of decentralization.

Proposed Actlion: The staffing aspects of expanded 1lending
will be considered 1in the memorandum which examines the operational
program and budget for FY82 and subsequent years.




i

#6. Miscellaneous. A number of other topics were mentioned in
the Board discussion by individual Executive Directors such as, for
example, the role of the IFC in the energy sector, the reason for the
change in the estimate of the "steady state" level of lending, the
need to educate the public about the costs and benefits to developed
and developing countries of the Bank Group’s activities, and the need
for more direct flows from capital surplus oil exporters to developing

countries.

Proposed Action: These topics will be discussed with the
individual Directors who raised the questions, with copies of all
material supplied for information to all Board members.
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TO:
FROM:

SUBJECT:

WORLD BANK  INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

Mr. Robert S. McNamara Gh&;k DATE: February 11, 1981
(Through: Mr. Moeen A. Qureshi)
Masaya Hattori<g-

Table lc -<ngi Projection

At the end of January, the Bank's projected net income from operations
remained unchanged at $595 million. The net exchange loss on retained
earnings in non-dollar currencies, however, increased by $100 million to
$217 million as a result of the continuing appreciation of the US dollar.

ICMazzitti/na
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1 £ 373 million for grants for agricultural resesrch and for
Urdisbursed Lommitrents 489.]  483.8 4713 a45.2  458.5 4397 4369  428.2 e, — SELE L O TR i Ll #
Loans from I8RO0 and Others LT THLT L1 S ) e . g LYY “6‘5 163.6
Less: Undrasn Loans 62.1 62.1 62.1 62.1 52.1 52.1 3.1 32.1 - — — 131'5 TET
 Withdrawn Loans TIE.U . LELRY Tyl TEnTY ory THEEE oET 557.5 553.5 o/ Includes §26,298 millioa and 51,731 millfon callsble from OECD and OPEC (excluding
Copital and General Reserve 446.4 476.3 495.4 S07.1 522.5 §26.1 527.5 538.9 — — 2 = Nigeria and indonesia) countries.
TOTAL LIABILITIES ANO CAPITAL 1373.5 13951  1402.7  1381.5 14113 13961  1412.9  1412.6 PSR
= p/ The FYB0 gross borrowing excludes 3341 million borrowed in F\'?9s~"-l"ir9!-!ﬂ1.;‘w thcm
92.4 97,6 FYB0 borrowing program and fncludes 5585 »iilion borrowed in FYBO Chargeable to
Operating Income BE.8 5.0 14.9 24.5 1.7 404 47.3 5.1 : 1 ti luded from the revised FYEl gross
cess: Aceiristrative Expenses 26.5 2.3 a5 7.0 6.4 11.5 14.5 16 g 0 el i MES L SRR S0 ?
{narges on Borrowings 33.0 2.7 5.4 8.1 10.8 13.5 16.3 18.1 e -7 T
Income from Operations & 7 o 7 =T T 15 LW 165 9.1 1 61
Realized Gains on Sales 3.4 & C.) 0.1 0.1 0.1 0.2 0.2 4 3 write-gff.
Provisior for Lpsses (10.6)  40.9)  {L.B) (27 (3.6)  (4.5) (5.4 (1.3) Bad) AL )Mt T e O PR ST RS
Fecovery of weite-off 0.6 - 0.5 7.0 7.0 1. 7 1.0 bt rame o gEmoTh ol
NET INCOME 20.7 2.1 3.8 13.8 15.0 18.0 16.3 18.0 2.5 Bl
- . . . . - - o | S— _ —— —_——
MIM. Cperations approved - 1BRD to Countries 148 10 14 17 2 2 50 58 v e
S - 10A 103 4 ? 13 16 18 31 37 e — —zgé —3%
- Total 3/ i -IF it T 3 0 Bl g5 a—— FRA o PRt
g 58 58
) 55 5 5 & 1 15 18 20 ] B e e M
Amt, approved - IBRD to Countries 7644 785 514 1145 1399 1921 3250 1898 8600 W’?
- 104 Credits 3838 7 90 236 343 296 871 934 3600 366
- IFC Commitments 661 T 134 153 206 218 234 296 . o 1 n;'}i' “5.[53
~ Total e II% ™E N = == pri2s W 1)1
Dsbursements - IBRD ta Countries 1/ 4363 3l 803 1297 1674 2064 2480 2854 5260 5200
- Ik = 1411 107 22;1, EYE] 470 617 742 BES 1;‘53 IEE
- IFC 12 43 1z7? 171 196 281 302 .
T -7 —_— e —_— —_— —_— i TR Controller's
- Tew! E g E = -EI:! == —_— g E — — — = _ = 2/11s81
Gross Borrowing Approved - [8RD p/ 5568 1243 2011 2226 2574 251 102 3290 6600 6015 p/ §
Less: Debt Retfrement a9 s o a3 e e pw 2095 — - — AoE 2
L hrn""" r— =t E—— —_— —_— _—— H —_— s o —_— — —— =



INTERNATIONAL BANK FOR RECOMSTRUCTION AND DEVELOFPMENT

(US§ million equivalent

Investment Holdings ss of January il, 1981

_&Hﬂ';[ "
United States Euro Pounds Deutsche Eure Japargse ~ Canadian  Italian Euro Balgian Fraoch Euro
Maturicy Dollars Dollars Sterling Mark Mark Yeft Dollars Lira Lira Fraacs Francs  Francs Other Total
—_—
Up to 6 mos 956.6 815.1 65.6 9.5 41,6 92.5 3.2 75.2 15.3 1.3 20.5 39.0 2,21e.4
6 mos to 1 yr 22.4 3.9 16.0 56.5 5.3 32.8 136.9
1 to 2 yrs 1,045.8 174.6 4,7 76.9 2.5 22.6 14.1 1.6 7.8 55.6 i,406.2
2 to 3 yrs 526.2 399.1 73.5 17.2 545 30.0 17.0 59.7 1,128.2
3 to 4 yrs 653.1 123.2 200.0 169.9 58.0 72.3 2.2 16.1 28.9 1,323.7
4 to 5 yrs 1,049.0 34,6 114.2 76.0 42.6 Tal 0 o et Aahied
Over 5 yrs 207.4 258.8 -4 496.5
Total 4,438.1 1,569.0 638.6 333.6 41.6 173.5 170.5 B&.6 73.2 139.3 54,3 72,4 297.4 8,087.9
! .
Up to 6 wos 15.23 12.98 16.37 7.13 9.00 6.67 13.18 18.32 10.60 7.74 12.29 1151 3672
6 mos to 1 yr 8.30 8.9% 11.52 12.91 10.21 10.56 11.21
1 to 2 yrs 8.58 9.01 5,38 8.96 12,16 12,45 8.86 10.16 11.05 9.386 8.76
2 to 3 yrs 9.52 10,49 6.49 9.98 14,15 10.03 11.72 12.16 9.88
3 to 4 yrs 9.98 10.52 12.99 7.80 10.47 11.68 11.53 11,99 12,46 10,40
Over 5 yrs 12.49 11.98 _ 13.38 ddefd
10.90 11.64 12.77 7.46 9.00 7.64 11.15 12,86 18.32 10,90 11.94 12.34 11,40 11.11
NOTE: Amounts are amortized book values at date of the Table,
Yields are average annual weighted yields.
Other currencies are Austrian schillings, Brazilian cruzeiros, Danish kroner, Finnish markkeA: Kuwaiti dinars, Libyan dinars, Netherlands guilders,
Saudi Arabian riyals, Swedish kronor, Swiss francs, United Arab Emirates dirhams, Venezuelsn bolivares each one being less than one percent of holdings.
Controller's
2/:1/81
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WORLD BANK  INTERNATIONAL FINANCE CORFORATION

OFFICE MEMORANDUM

TO: Mr. Robert S. McNamara ”“}8l- pATE:  February 11, 1981
(Through Mr. Moeen A, Qureshi) -

FROM: Eugene H. Rotberg CC}((_,.—

SUBJECT: Proposed Borrowing Operation

There is attached for Mr. McNamara's approval the final Board paper
for a public issue in the Euro-yen market. We would plan to circulate
this document on Thursday, February 12, for consideration by the Board
on February 17. The document has been cleared with the Legal Department.

The terms and conditions stay essentially as outlined in the memo-
randum of February 4, 1981 and as submitted to the Executive Directors at
Tuesday's Board Meeting, i.e., a life of 10 years straight at an interest
rate of 8-3/47, payable annually, and an issue price between 99.50 and
par. Assuming an issue price of 99.50, the bonds would yield 8.64% and
the cost would be 8.95%, after taking into account an underwriting com-
mission of 1-3/4%, fiscal agency fees, and all other expenses. The final
terms will bte determined in the morning of Tuesday, February 17. The
break-even point of the cost for a dollar borrowing of the same maturity

(14.20%) would be around 60%.
'\"/f'\/
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Attachment



For consideration on
February 17, 1981

RB1-

FROM: The President February 12, 1981

PROPOSED BORROWING IN JAPANESE YEN

1. The Executive Directors at their meeting of February 10, 1981 considered

a proposal that the Bank borrow ¥ 20,000,000,000 (US$ 98,039,216 equivalent¥*)

through the issuance of 10-year bonds in the Euro-yen capital market (R81-17).
At that meeting, the Board agreed in principle to proceed with this borrowing,
subject to later approval of the definitive terms.

There is attached a draft Resolution (Attachment I) authorizing the
issuance and sale by the Bank of ¥ 20,000,000,000 principal amount of bonds in
the Euro-yen market, which will be considered by the Executive Directors at
their meeting on Tuesday, February 17, 1981, at which time the definitive terms
for this issue would be proposed to the Executive Directors.

2 The principal terms of the proposed issue would be as follows:

(a) Principal Amount: ¥ 20,000,000,000.

(b) Term: 10 years, non-callable.

(c) Interest Rate, Price, To be discussed at the meeting of the
Cost to the Bank and Executive Directors. Interest would be
Break-even Point: payable annually on February 20. Under-

writing and Management commissions would
total 1.75%.

Distribution:

Executive Directors and Alternates

Senior Vice President, Finance *Based on the market rate as of
Senior Vice President, Operations February 10, 1981 of US$ 1=¥204.
Vice President and General Counsel

Vice President and Treasurer

Vice President and Controller



w B i

(d) Underwriting: The Bank would enter into a Subscription
Agreement with The Nomura Securities Co.,
Ltd., S.G. Warburg & Co. Ltd., Daiwa
Europe N.V., The Nikko Securities Co.,
(Europe) Ltd., Yamaichi International
(Europe) Limited, Bank of Tokyo Interna-
tional Limited, IBJ International Limited,
LTCB International Limited and Nippon
Credit International (HK) Ltd., as Managers,
and a Fiscal and Paying Agency Agreement
with The Bank of Tokyo, Ltd., as Fiscal
Agent and Principal Paying Agent, and
others, as Additional Paying Agents and
Replacement Agent. The Subscription and
Fiscal and Paying Agency Agreements would
be substantially similar to those used for
the Bank's first Euro-yen transaction.

(e) Offering and Settlement: Commencing February 18, the bonds would be
offered to the public outside Japan and the
United States by the Managers and an in-
ternational syndicate of investment and
commercial banks and securities firms in
Europe and Singapore. The proceeds of the
issue would be paid to the Bank on February 26,
1981.

3. The proposed borrowing would be charged against the FY81 Borrowing Program.
The amount borrowed to date applicable to FY81, including the amount of the
proposed Euro-yen issue, would be $4,269.5 million (See Attachment II).

4, Recent market yields of selected World Bank bond issues are given in
Attachment III.

Robert S. McNamara



Legal Department ATTACHMENT 1
February 11, 1981 Page 1

INTERNATIONAL BANK FOR RECONSTRUCTION
AND DEVELOPMENT

(DRAFT)
RESOLUTION NO. 81- _

Authorizing the Issuance and Sale of ¥20,000,000,000
Principal Amount of % Yen Bonds of 1981, due February 20, 1991

WHERFAS International Bank for Reconstruction and Development (herein-
after called the Bank) has determined, subject to any governmental approvals
required under the Articles of Agreement, to borrow Japanese Yen in markets
outside Japan, and for that purpose to issue and sell an issue of bonds of
the Bank in the aggregate principal amownt of ¥20,000,000,000, to be knowmn
as the 7 Yen Bonds of 1981, due February 20, 1991, of the Bank.

NOW THEREFORE BE IT RESOLVED AS FOLLOWS:

1. The Bank hereby creates an issue of its bonds to be known as the
_ 7% Yen Bonds of 1981, due February 20, 1991, of the Bank (hereinafter
called the Bonds); to be limited to the aggregate principal amount of
¥20,000,000,000 (except for Bonds issued in lieu of or in exchange for stolen,
lost, destroyed or mutilated Bonds); to bear interest at the rate of __ %
per annum from February 20, 1981 payable annually on February 20 of each
year, the first payment to be made on February 20, 1982; and to mature on
February 20, 1991.

2. The Bonds shall be bearer Bonds dated February 20, 1981 with annual
interest coupons, and shall be otherwise in such form and in such denomi-

nations as shall be approved by any of the persons specified in paragraph 4

of this Resolution.
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ATTACHMENT I
Page 2

3. The Bonds shall be signed in the name and on behalf of the Bank
with the facsimile signatures of the President and the Vice President and
Treasurer of the Bank, and a facsimile of the Bank's official seal shall
be printed, lithographed or engraved thereon. The coupons shall bear the
facsimile signature of the Vice President and Treasurer of the Bank.

4. The President, the Senior Vice President, Finance, the Vice
President and Treasurer, the Director, Treasury Operations and Deputy
Treasurer, the Vice President and General Counsel, the Associate General
Counsel, the Director, European Office and the Director, Tokyo Office
are fully authorized, jointly and severally, in the name and on behalf
of the Bank, to sell for Japanese Yen at any time all or any part of the
Bonds at the price of ___ 7 of par less a commission of 1.75% of par and
upon such other terms and conditions as shall be approved by any of the
persons hereinabove specified, to deliver the Bonds and to receive or
arrange for the payment therefor.

5. Pending the preparation and delivery of the definitive Bonds, one
or more temporary bonds in the aggregate principal amount of the Bomnds to
be issued may be executed and delivered to the purchasers. Such temporary
bond or bonds shall be in such form as shall be approved by, and shall be
signed manually in the name and on behalf of the Bank by, any of the per-
sons specified in paragraph 4 of this Resolution.

6. Any of the persons specified in paragraph 4 of this Resolution
are hereby authorized, jointly and severally, in the name and on behalf
of the Bank, to execute and deliver any and all such other documents, to

enter into such other agreements and execute, publish and deliver such
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notices, reports and documents, and to do any and all such other acts and
things es any of the persons specified in paragraph 4 of this Resolution
shall deem necessary or advisable in order fully to carry into effect the

purposes of this Resolution.



ATTACHMENT II

Page 1 of 2
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
ACTIONS TO BE CHARGED AGAINST BORROWING PROGRAM FOR FISCAL YEAR 1981
Average Yield to Recent
Terms Life Amount (million) Initial Cost to Market
Country/Institution Approved (Yrs.) (Yrs.) Currency $ Equiv. Purchaser—% IBRD-% Yield-%
Kuwait/Germany (Private) 6/3/80 8.0 8.0 DM 150 84.8 8.41 8.69 N.A.
Euro-Bonds/US$ 6/9/80 7.0 7.0 - 300.0 10.00 10.42 13.43
Euro-Bonds/US$ 6/10/80 5.0 5.0 - 200.0 9.52 9.99 13.34
Switzerland 6/24/80 15.0 13.0 SwF 100 61.3 5.79 6.23 6,39
Germany 7/3/80 10.0 10.0 DM 500 284 .4 7.94 8.26 9.38
Saudi Arabia 7/3/80 10.0 10.0 DM 200 113.7 8.19 8.22 N.A.
Switzerland (Private) 7/15/80 7.0 7.0 SwF 150 94.5 5,79 6.11 N.A.
Germany (Private) 7/15/80 5.0 5.0 DM 152 87.4 8.30 8.30 N.A.
Germany (Private) 7/22/80 10.0 10.0 DM 140 80.1 8.08 8.08 N.A.
Germany (Private) 7/22/80 15.0 10.5 DM 10 5.7 8.06 8.06 N.A.
Saudi Arabia (Private) 7/29/80 7.0 6.5 SwF 175 109.8 6.03 6.04 N.A.
Saudi Arabia (Private) 7/29/80 8.0 7.5 AS 1,080 87.6 9.20 9.21 N.A.
Saudi Arabia (Private) 7/29/80 8.0 7.0 f 200 105.2 9.87 9.88 N.A.
iaudi Arabia (Private) 7/29/80 10.0 8.5 SRls 330 99.5 9.50 9.51 N.A.
‘ermany (Private) 7/31/80 8.0 8.0 DM 230 114.2 7.65 7.91 N.A.
Germany (Loan) 8/5/80 12.0 12.0 DM 200 113.5 7.94 7.94 N.A.
Germany (Loan) 8/5/80 12.0 12.0 DM 200 1135 7.94 7.97 N.A.
India (Private) 8/5/80 7.0 7.0 DM 100 56.8 7.79 7.80 N.A.
Central Banks (Private) 8/8/80 2.0 2.0 - 299.0 10.17 10.17 N.A.
Germany (Private) 8/8/80 10.0 10.0 DM 150 B4.5 7.77 7.96 N.A.
Switzerland (Loan) 8/26/80 6.0 6.0 SwF 200 120.7 6.06 6.12 N.A.
Japan 9/9/80 15.0 12.3 ¥ 30,000 138.6 8.61 8.91 8.65
Germany (Loan) 9/9/80 10.0 8.0 DM 100 56.3 8.26 8.26 N.A.
Central Banks (Private) 9/16/80 4,0 4.0 SwF 200 122.9 5.875 5.83 N.A.
Switzerland 10/21/80 10.0 9.5 SwF 100 61.0 5.91 6.39 5.95
Japan (Private) 10/27/80 6.5 6.5 ¥ 34,000 163.9 8.50 8.50 N.A.
Switzerland (Private) 11/25/80 5.0 5.0 SwF 200 115.6 5.91 6.27 N.A.
Japan (Loan) 12/9/80 20.0 17.5 ¥ 40,000 183.6 8.90 8.94 N.A.
Japan (Loan) 12/9/80 20.0 17.5 ¥ 20,000 91.8 8.90 8.94 N.A.
Germany 12/9/80 10.0 10.0 DM 250 128.7 9.16 9.49 9.17
Third Window 3/22/76 13.0 13.0 8.5 8.50 8.50 N.A.
Germany (Private) 1/12/81 5.0 5.0 DM 250 129.5 9.80 9.80 N.A.
Switzerland 1/27/81 10.0 9.5 SwF 100 54.9 5.98 6.45 6.18
Central Banks (Private) 2/10/81 2.0 2.0 300.0 14,00 14 .00 N.A.
7.8 4'17.1.5 8.54
Euro-Bonds/yen (Proposed 10.0 10.0 ¥ 20,000 98.0
Public Issue)
7.8 4!269.5
N.A. = Not Applicable
S . ——— T STt o S e e e e
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Projected Average Returns/Costs on IBRD Assets and Liabilities for FY81

Balances as of

June 30, 1981 Returns/Costs 1/
(in $ billions) Cin %)
Cash and Investments 9.9 9.0
Receivable from disbursed loans 29.2 8.0 2/
Other Assets 1.7 o
Total Assets 2252 ;5%
Borrowings 317 7.4
Other Liabilities 1.2 =
Capital and Reserves 7.9 N
Total Liabilitie;,
Capital and Reserves égég gég
lf Current Yields/Costs ﬁre: Investments . 10.91
Borrowings Outstanding 7.42
Borrowings to date — FY81 8.54

gj Interest on loans and commitment charges as a percent cof
average disbursed loans outstanding.
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Issues

7%
7-1/4%
7-3/4%

6-1/2%

6-1/4%
8%
5-7/8%
8.85%
7-3/4%
8.35%

.

ATTACHMENT III

Recent Market Yield on Selected World Bank Bond Issues

Canadian dollar Bonds of 1968, due 2/15/93
Belgian Franc Bonds of 1972, due 3/1/84
Deutsche Mark Bonds of 1979, due 7/1/91

Japanese Yen Bonds of 1978, due 7/28/93
(Ninth Series)

Yen Bonds of 1977, due 8/15/84

Netherlands Guilder Bonds of 1976, due 5/16/86
Swiss Franc Bonds of 1980, due 7/17/95

United States dollar Bonds of 1976, due 12/15/85
United States dollar Bonds of 1977, due 8/1/87

United States dollar Bonds of 1977, due 8/1/2002

Recent
Market Yield
%

13.75
12.79
9.50

8.77

8.80
9.77
6.39
13.27
13.41
13.47



