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Revised
October 8, 1965

SUMMARY OF ARRANGEMENTS FOR
CONFERENCE OF DEVELOPMENT FINANCE COMPANIES

OCTOBER 11-13, 1965

1. Location of Conference

a. The Conference will take place at the International Finance

Corporation, 1818 H Street, N.W., in Room 1038, on the 10th Floor. The

most direct access is from the 18th Street entrance, at 718 18th Street,

N.W. The elevators at that entrance will take participants to within a

few yards of the meeting room.

b. A secretary will be available in the ante-chamber of the

Conference Room throughout the three days of the Conference.

2. The Conference

c. The Conference will take place on October 11, 12 and 13, from

10:00 a.m. to 12:30 or 1:00 p.m., and from 3:00 p.m. to 5:30 or 6:00 p.m.

Each of the sessions will be broken by a short interval for refreshments,

which will be served in the lobby of the Eugene R. Black Auditorium, on

the llth Floor, immediately above the Conference Room.

d. Mr. Woods will inaugurate the Conference at 10:00 a.m.

Monday, October 11

e. Procedures for the Conference will be discussed at the first

meeting, after Mr. Woodst opening statement.

f. Simultaneous interpretation in French and Spanish is available.

Headphones may be found at the table. Channel No. 2 will be used for French

and Channel No. 3 for Spanish.

3. Board Luncheon and Dinner for Participants

g. Mr. Woods has invited the participants to attend the regular

monthly luncheon of the Board of Executive Directors and the senior staff at

1:00 p.m. Tuesday, October 12, in the World Bank's Executive Dining Room.
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h. Mr. Rosen will be host at a dinner in honor of the partici-

pants in the Conference on Tuesday, October 12, in the Executive Dining

Room, at 7:30 p.m. Business dress.

h. Lunches

i. Participants are welcome to use the Bank's Executive Dining

Room and Cafeteria.

j. The Executive Dining Room, on the 12th Floor, is open from

12:00 noon until 2:00 p.m. If participants wish to use the Executive

Dining Room, they should, if possible, make advance reservations, for seat-

ing capacity is limited. (The secretary available at the Conference will

make reservations.) If no reservations are made, participants will be

accommodated if there is space. For identification purposes, participants

are requested to sign, on the reverse of the menu, their names plus the code

letters "DFC"t . All charges incurred will be paid by the International

Finance Corporation.

k. The Cafeteria, on the llth Floor, opens at 11:30 a.m. and

closes at 2:00 p.m. Service here is on a cash basis.

5. Offices and Secretarial Facilities

1. A reception room, a conference room and 4 offices are available

to participants each working day from 9:00 a.m. to 5:30 p.m. through

October 15. These facilities are located in the Bender Building, 1809 G Street

(immediately behind the World Bank) in Rooms 1044 to 1049, on the 10th Floor.

The telephone number is DUdley 1-3996. Two secretaries are present at all

times, prepared to receive and transmit messages, to take dictation and to

assist participants in any way they wish.

6. General

m. Mr. Roger Blondel, of the IFC staff, will be available to
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assist participants in the Conference. Until the Conference begins, he

may be reached in Room 952, telephone number DUdley 1-3652. During the

period of the Conference, he will be in the Conference 
Room.
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PARTICIPANTS IN THE CONFERENCE CF DEVELOPMENT FINANCE COMPANIES

OCTOBER 11-13, 1965

Institution Name, Title and Official Address

1. BANDESCO Sr. Don Jose Maria Marzo Churruca
Director General
Banco del Desarrollo Economico
Espafol

Apartado de Correos 50460
Principe 12
Madrid, Spain

2. BIDI Mr. Paul F. Blanc
Managing Director
Banque Ivoirienne de Developpement
Industriel

B. P. 4470
Abidjan, Ivory Coast

3. BNDE Mr. Mohamed Benkirane
Director General
Banque Nationale pour le
Developpement Economique

Boite Postale 407
Rabat, Morocco

4. CAVENDES Dr. Manuel Delgado Rovati
General Manager
C. A. Venezolana de Desarrollo
Apartado 11341
Chacao, Caracas
Venezuela

5. CDC Mr. Felix S. Y. Chang
President
China Development Corporation
181-5 Chung Shan Road N., Section 2
Taipei, Taiwan
Republic of China

6. CFC - Bogota Dr. Guillermo Herrera Carrizosa
President
Corporacion Financiera Colombiana
Edificio Banco de Bogota, Carrera 10
Bogota, Colombia
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7. CFC - Caldas Dr. Guillermo Sanint Botero
Vice President
Corporacion Financiera de Caldas
Apartado Aereo h60
Manizales, Colombia

8. CFN - Medellin Dr. Jose Gutierrez Gomez
President
Corporacion Financiera Nacional
Apartado Aereo 1039
Medellin, Colombia

9. DBE His Excellency
Ato Araya Ogbagzy
Managing Director
Development Bank of Ethiopia
P.O. Box 1900
Addis Ababa, Ethiopia

10. ICICI Mr. H. T. Parekh
General Manager
Industrial Credit and Investment

Corporation of India Limited
163 Backbay Reclamation
Bombay 1, India

11. IDBI Dr. A. Neaman
Managing Director
Industrial Development Bank

of Israel Limited
113 Allenby Road
Tel Aviv, Israel

12. IMDBI Mr. A. Gasem Kheradjou
Managing Director
Industrial and Mining
Development Bank of Iran

P. 0. Box 1801
Tehran, Iran

13. IVK Dr. Wilhelm Teufenstein
Member of Managing Board
Oesterreichische Investitionskredit,

A.G.
Am Hof 4
Vienna 1, Austria
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14. LBIDI Mr. P. Clarence Parker
General Ianager
Liberian Bank for Industrial Development

and Investment
P.O. Box 547
Monrovia, Liberia

15. NIDB Mr. James S. Raj
General ihnager
Nigerian Industrial Development

Bank Limited
M & K House
96/102 Broad Street
P.O. Box 2357
Lagos, Nigeria

and
16. Mr. S. B. D-aniyan

Deputy General Phnager
Nigerian Industrial Development

Bank Limited
M & K House
96/102 Broad Street
P.O. Box 2357
Lagos, Nigeria

17. PICIC Mr. N. M. Uquaili
Managing Director
Pakistan Industrial Credit and
Investment Corporation limited

P.O. Box 5080
Karachi, Pakistan

18. EDCP Mr. Vicente R. Jayme
Executive Vice President
Private Development Corporation

of the Philippines
CBTC Building
Ayala Avenue, Makati, Rizal
Manila, The Philippines

19. TR Mr. Seppo Konttinen
General Manager
Teollistamisrahasto Oy
Lonnrotinkatu 13
Helsinki, Finland



20. TSKB Mr. Bahaeddin Kayalioglu
Assistant General Manager
Industrial Development Bank of Turkey
P. 0. Box 17
Galata
Istanbul, Turkey

21. Mr. A. G. Arango
IFC Representative on Board of

CAVENDES

22. Mr. John G. Beevor
IFC Representative on Boards of

NIDB, BNDE, TSKB

23. Mr. E. T. Kuiper
IFC Consultant

24. Mr. Virgil C. Sullivan
IFC Representative on Boards of

PICIC, IFCT, MIDFL
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PARTICIPANTS IN THE CONFERENCE OF DEVELOPMENT FINANCE COMPANIES

OCTOBER 11-13, 1965

Institution Name, Title and Washington Address

1. BANDESCO Sr. Don Jose Maria Marzo Churruca
Director General
Banco del Desarrollo Economico
Espanol

c/o Sheraton-Park Hotel
2660 Connecticut Avenue, N.W.
Washington, D.C.

2. BIDI Mr. Paul F. Blanc
Managing Director
Banque Ivoirienne de Developpement

Industriel
c/o Mrs. Bucknell
3550 Williamsburg Lane, N.W.
Washington, D.C.

3. BNDE Mr. Mohamed Benkirane
Director General
Banque Nationale pour le
Developpement Economique

c/o Sheraton-Park Hotel
2660 Connecticut Avenue, N.W.
Washington, D.C.

h. CAVENDES Dr. Manuel Delgado Rovati
General Manager
C. A. Venezolana de Desarrollo
c/o Roger Smith Hotel
18th and Pennsylvania Ave. N.W.
Washington, D.C.

5. CDC Mr. Felix S. Y. Chang
President
China Development Corporation
c/o Roger'Smith Hotel
18th and Pennsylvania Ave. N.W.
Washington, D.C.

6. CFC - Bogota Dr. Guillermo Herrera Carrizosa
President
Corporacion Financiera Colombiana
c/o Mayflower Hotel
Connecticut Avenue & De Sales, N.W.
Washington, D.C.
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7. CFC - Caldas Dr. Guillermo Sanint Botero
Vice President
Corporacion Financiera de Caldas
c/o Sheraton-Park Hotel
2660 Connecticut Avenue, N.W.
Washington, D.C.

8. CFN - Medellin Dr. Jose Gutierrez Gomez
President
Corporacion Financiera Nacional
c/o Mayflower Hotel
Connecticut Avenue & De Sales, N.W.
Washington, D.C.

9. DBE His Excellency
Ato Araya Ogbagzy
Managing Director
Development Bank of Ethiopia
c/o Sheraton-Park Hotel
2660 Connecticut Avenue, N.W.
Washington, D.C.

10. ICICI Mr. H. T. Parekh
General Manager
Industrial Credit and Investment

Corporation of India Limited
c/o Mr. N. A. Sarma
4440 Brandywine Street
Washington, D.C.

11. IDBI Dr. A. Neaman
Managing Director
Industrial Development Bank

of Israel Limited
c/6 Washington Hilton Hotel
1919 Connecticut Ave. N.W.
Washington, D.C.

12. IMDBI Mr. A. Gasem Kheradjou
Managing Director
Industrial and Mining

Development Bank of Iran
c/o Windsor-Park Hotel
2300 Connecticut Avenue, N.W.
Washington, D.C.
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13. IVK Dr. Wilhelm Teufenstein
Member of Managing Board
Oesterreichische Investitionskredit,

A. G.
c/o Hay Adams Hotel
800 16th Street, N.W.
Washington, D.C.

14. LBIDI Mr. P. Clarence Parker
General Manager
Liberian Bank for Industrial Development

and Investment
c/o Sheraton-Park Hotel
2660 Connecticut Ave. N.W.
Washington, D.C.

15. NIDB Mr. James S. Raj
General Manager
Nigerian Industrial Development

Bank Limited
c/o The Channel House, Apt. 105
824 New Hampshire Avenue
Washington, D.C.

and
16. Mr. S. B. Daniyan

Deputy General Manager
Nigerian Industrial Development
Bank Limited

c/o Park-Central Hotel
705 18th Street, N.W.
Washington, D.C.

17. PICIC Mr. N. M. Uquaili
Managing Director
Pakistan Industrial Credit and

Investment Corporation Limited
c/o Sheraton-Park Hotel
2660 Connecticut Avenue, N.W.
Washington, D.C.

18. PDCP Mr. Vicente R. Jayme
Executive Vice President
Private Development Corporation

of the Philippines
c/o Washington Hilton Hotel
1919 Connecticut Avenue, N.W.
Washington, D.C.



19. TR Mr. Seppo Konttinen
General Manager
Teollistamisrahasto Oy
c/o Sheraton-Park Hotel
2660 Connecticut Avenue, N.W.
Washington, D.C.

20. TSKB Mr. Bahaeddin Kayalioglu
Assistant General Manager
Industrial Development Bank of Turkey
c/o Dupont Plaza Hotel
Dupont Circle
Washington, D.C.

21. Mr. A. G. Arango
IFC Representative on Board of

CAVENDES
International Finance Corporation
1818 H Street, N.W.
Washington, D.C.

22. Mr. John G. Beevor
IFC Representative on Boards of

NIDB, BNDE, TSKB
c/o IFC, Rocm 95C
1818 H Street, N.W.
Washington, D.C.

23. Mr. E. T. Kuiper
IFC Consultant
c/o Roger Smith Hotel
18th and Pennsylvania Avenue
Washington, D.C.

24. Mr. Virgil C. Sullivan
IFC Representative on Boards of

PICIC, IFCT, MIDFL
International Finance Corporation
1818 H Street, N.W.
Washington, D.C.
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AGENDA FOR CONFERENCE OF
DEVELOPMENT FINANCE COMPANIES

CCTOBLR 11-13, 1965

A. Promotional activity

(a) Ways in which a development finance company can appropriately and
prudently assist in formulating proposals for, and promoting new
enterprises

(b) Costs and risks of promotion

B. Relationship with the management of the enterprises promoted, sponsored
or financed

(a) Responsibility for, or participation in, management

(b) Representation on boards of directors

C. Promoting expanded ownership of private securities

(a) Creating attractive types of securities

(b) Acting as temporary holder for shares subsequently to be more widely sold

(c) Underwriting

D. Aspects of financial policy

(a) Prudent level of debt for an investment company, in relation to equity

(b) Appropriate levels of protective reserves

(c) Surplus accumulation versus dividends

(d) Tax treatment (of both current income and capital gains) in
relationship to dividend and reserves policy

(e) Interest spreads

E. Relationship with government

(a) Relations with government to assure smooth operation within
the framework of national development policy

(b) Living side-by-side with government-owned or controlled development banks

(c) Appropriate and acceptable types of government assistance (share
participations, loans, guarantees, tax exemptions, discount
facilities, subventions, etc.) and their consequences

F. Expanding and improving training facilities and obtaining staff from abroad

(a) Resources available in and from advanced countries

(b) Resources available in and from development finance companies

G. Joint financing of specific enterprises with the Wrold Bpnk group
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CONFERENCE OF DEVELOPMENT FINANCE COMPANIES

OCTOBER 11 - 13, 1965

Order of Discussion

Monday, October 11, 1965, 10 a.m.

Mr. "oods will cpen the Conference

Item A.

Monday, October 11, 1965, 3 p.m.

Item B.

Tuesday, October 12, 1965, 10 a.m.

Item C.

Tuesday, October 12, 1965, 3 p.m.

Item D.

Wednesday, October 13, 1965, 10 a.m.

Item E.

Wfednesday, October 13, 1965, 3 p.m.

Item G.

Item F (if time allows).



CONFERENCE OF DEVELOPMENT FINANCE COMPANIES

Statement by George D. Woods, President of the World Bank,
inaugurating the Conference, Monday, October 11, 1965.

Good morning gentlemen!

I am very happy to welcome you.

This is not the first conference to which we have been host in the
past several weeks, but I will say to you that this one gives me special
pleasure.

This is the first time we have had an opportunity to see in one room,
sitting around one table, discussing common problems, the chief executives
of almost all the development finance companies associated with us. It is
a meeting in which I have a personal interest, because I have been dir-
ectly involved in the initial promotion of several of your companies, and
I have given continuous support to strengthen all your institutions

You know already, but I should like nevertheless to tell you again,
of the importance which the World Bank family attributes to development
finance companies. It is now 15 years since we first became identified
with them. In those 15 years we have committed close to $500 million to
the institutions represented around this table. The extent of our financial
commitment and the depth of our moral involvement in promotion, in tech-
nical assistance and in joint financing of important projects are the best
evidence of the fact that we consider your companies as institutions of
primary importance to the development of productive enterprises in your
countries. We in the World Bank are engaged in helping to provide the
underpinning -- the underlying support -- of economic growth. Development
companies like yours are more directly engaged in production -- in financing
the output of shoes and cement, of machine tools and textiles, which are
the stuff which give real meaning to that high-wounding phrase "economic
development".

I expect this conference to be of value, not only to you, but also to
us. There have been quite a few conferences of representatives of develop-
ment finance companies in past years. We held one in 1958. (Incidentally,
two of you were participants in that conference -- my good friends Esgo
Kuiper, in his capacity as General Manager of PICIC, and Jack Beevor, who
was an observer on behalf of IFC at that conference.) One by-product of
that meeting was our own Shirley Boskey's study of development finance
companies, which has been so valuable to many of you and to many others.
Since then, the Asian development banks have met twice, once in Bombay and
once in Tehran. The Latin American development banks have met once, last
December here in Washington, under the auspices of the Inter-American
Development Bank. These three meetings brought together a widely diverse
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group of institutions which varied considerably in character, in
objectives and ownership, in policies and problems. Meetings of the
Latin American and the Asian institutions, and probably one day of
African development finance companies, will of course continue and will
be increasingly useful and worthwhile.

But I think that we have here, in this family of institutions
closely associated with the World Bank, a unique group of companies. They
share a common philosophy and have a relatively similar structure, policy
and organization. One needs only to look through the extensive and
interesting descriptive memoranda which have been prepared as background
material for this conference, to note the similarities of outlook, and to
conclude that a group like this, sitting at the same table for a few days,
should enjoy a stimulating and fruitful experience. Your common outlook
rests on two fundamental facts: all your institutions are designed to
promote and to finance the expansion of private economic activity; and,
with but one exception, your institutions are doing this through share-
holder-owned and controlled finance companies. These facts impose upon
each of your institutions the necessity of operating on the basis of
financial, economic and technical criteria rather than on political
criteria. And they impose upon you the discipline of having to operate
in a prudent and profitable way, so as to promise your shareholders a
reasonable return on their investment. This is a vitally important
discipline which, more than any other single factor, I believe, is re-
sponsible for such success as your institutions have had--and it has
been not inconsiderable.

Looking through your agenda, I am struck by the fact that the first
items on the agenda concern the promotional and entrepreneurial role of
a development finance company, rather than its more narrow banking functions.

With few exceptions, each of you is working in a country in which an
indigenous entrepreneurial community has only just begun to emerge. I
believe one primary function of a development finance company, in such
circumstances, is to take the role of the entrepreneur, to conceive and
to fashion investment proposals, to organize their financing and, if
necessary, to help carry them out. These, as I understand it, are the
matters involved in items A and B of the agenda.

In all of your countries much needs to be done to strengthen and to
expand the capital market: to find ways of mobilizing savings, to facili-
tate the flow of those savings by devising types of paper which will be
suitable for the enterprise that needs financing and at the same time
attractive to the investor who has savings, so that the two can be brought
together for their mutual benefit. This is the subject of item C on your
agenda.

I shall look forward to reading the results of all your discussion,
but particularly to your discussion on these subjects.
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I say the results of your discussion. What I really mean is, not

the result but rather the ideas which I am sure will emerge here. Time

is very short; there will be only two to three hours of talk on each of

the subjects--not enough, by a long way, to exhaust them. Moreover, none

of the subjects is of the kind where discussion can lead to concrete con-

clusions. We are not expecting, and I imagine you are not either, to

close this meeting with resolutions containing clear answers to your

problems. But I hope, and I am confident, that the three days of dis-

cussion will result in an exchange of ideas which will give each of you

food for thought for weeks and months to come. If that exchange of ideas

can result in helping any one of you towards a solution of a problem or

towards a new approach to a problem, then your trip and this meeting will

have been worth the trouble.

I wish I could stay with you through the three days. Unfortunately,
I cannot; but I hope you will not mind rm walking in from time to time and

listening to you.

My best wishes for an interesting and worthwhile few days. I hope

they will also prove to be enjoyable.

October 11, 1965
DFC-IFC



THE ROLE OF DEVELOPM1ENT FINANCE COMPANIES IN THE NEW COUNTRIES

by E.T. Kuiper

1. My experience with development finance companies is, in fact,
rather limited, because I have worked in only four of them and studied

the situation in respect of the problems connected with industrial
finance in a few other countries. Many members of your staff have a

much broader field of observation, because IFC and the Bank are now in

constant touch with more than 20 development fina ce companies over the
world. Yesterday and today I have been listening to presentations and
discussions by my colleagues concerning the various aspects of princi-

ples and of techniques of our trade, and if I have learned anything, it
is how great the variety of problems and solutions is and how general

opinions are influenced by the experience gained under circumstances in

specific countries. I do not doubt that, similarly, my own opinions are

conditioned by the experience I had in Indonesia, Pakistan, Ethiopia and

Malaysia, where I have been acting as Chief executive of development
finance companies and by the observations I made in the few Middle-East

countries which I visited to investigate the possibilities for industrial
finance. My experience is not only limited geographically but also

materially, because I have been mainly active in industrial finance and

I specially value my term of office in Ethiopia, because as Managing
Director of the Development Bank of Ethiopia I have been confronted with

the challenge of agricultural development finance. I often wonder why

there are not more development finance companies that specialize in the

extension of financial assistance to the bigger farmers in African and
Asian countries.

2. I do not propose to talk about failures and achievements of the
four institutions I have managed, because their present chief executives
are better cualified to give information; but, although I do not think
I can contribute any new observation to a subject that has, for a number
of years, been so thoroughly discussed in this building, I would like to
say something about my own thoughts concerning the general role a
development bank can play in the economy of the new nations.

3. One can look upon these institutions mainly as vehicles for the
transfer of loan capital from the richer to the poorer nations and state
that where the services of a development bank are not available, it is
difficult to find a proper channel to reach the small entrepreneurs.
Development finance companies certainly perform a function in this
respect, also because they offer a valuable alternative to suppliers
credit which, as we are all aware, often proves a very undesirable form
of finance. Because, with only one or two exceptions, all the emerging
nations suffer from more or less severe balance-of-payments difficulties,
the fact that a development finance company can be a useful source of
foreign exchange on reasonable terms will for a long time remain one of
the principal attractions of such an institution for the country con-
cerned. It should, however, be realized that against the total amount
of loan and investment capital that flows from the richer to the poorer
nations the turnover of all the development finance companies combined
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is very small indeed, and, if there were no other purpose in the establish-

ment of development finance companies, one could wonder why you here in

Washington, and many other people all around the world, spend so much
time and effort on the subject.

h. Development finance companies can also perform some useful
function in the creation or stimulation of national capital markets, for

instance, by offering attractive and diversified investment and thus

stimulating saving. There are other institutional devices, however,
that offer similar services to the community, and I do not think develop-
ment finance companies in Asia and Africa have so far made really im-
portant contributions in this respect, although some of them have achieved

something in channeling non-entrepreneurial saving into privately-managed

industrial ventures.

5. The establishment of development finance companies is also ad-
vocated on the ground that they could contribute to the flow of private

foreign investments into the developing world. A development finance

company can, indeed, sometimes, be of some value in this respect; but
experience shows that foreign entrepreneurs or international investors,
like IFC, can usually find their way, and the necessary local support,
also without a national development finance company.

6. In my opinion, the principal object and main function of a

development finance company lies in a somewhat different direction and
is connected with the general approach to development. It is perhaps
inevitable that in the primary period after the end of a colonial era,
in the early years of what is often called a "national revolution",
governments want to be everything to all people. I think that this is
as it should be, because this is -- I am speaking in a general way --
what the majority of the population expects and it is not for us to

criticize, although we may have our doubts about the effectiveness of

governmental activity in the industrial sector. There are, however,
apart from the obvious hazards to government finances, two dangers:-

(i) In the first place, the approach of a government
official, or a planning board, or another committee,
to the problems of industrial development, is often
not commercial; profit motive and capital formation
are neglected in favor of consideration of size and
prestige. The result is that the country becomes

poorer instead of richer.

(ii) Still more important, however, is the reaction of
the private entrepreneurs to this over-extension of
governmental activity in the economic sector. The
men who do not wish to become government officials,
who want to be their own boss, who like to take
risks and responsibilities, become discouraged and
withdraw into traditional pursuits such as trade and
real estate speculation.



Now you will, I think, all agree with me that the most important assets

of a nation are not in material wealth, but in the genius of the popu-

lation. And I think that in this context we have to look for the main

usefulness of a development finance company as a rallying point for

private entrepreneurs. The staff of a development finance company and

the friends of such an institution abroad talk the language of the

private entrepreneur, a language they may, for some time, not have

heard in official quarters at home. I think this is very important

because it may save and further stimulate the activity of a very valu-

able human asset in the country. When you would ask me how many

millions of dollars have been invested by the development finance com-

panies I have managed, I would not be able to give you a direct answer,

and even if I could I am afraid you would not be impressed. But I do

remember vividly that we have put a great number of first-class people

in a position to put their ideas into bricks and mortar, and I feel

this human element is very important because it has a lasting impact on

the social structure.

7. Should a development finance company be active or passive? We

spent the better part of yesterday's rreeting on the subject of pro-

motional activities, and although there were many different views on how

far a development finance company can go in taking responsibility or

committing funds for the study or execution of specific projects, we

were all agreed that a development finance company should be active in

the promotion of ideas for new development and in the stimulation of

correct attitudes in matters of research, project appraisal and cost-

price calculations; in short, in those fields where, also through con-

tacts with friends in the more developed countrieswe have something

tangible to offer.

8. I hope I have made it clear that when I talk about "we" and

"us 1 , I am referring to chief executives of finance companies in the

developing world. As you will observe from the list of participants in

our conference, the overwhelming majority of them are now nationals of

the country their company serves, and we are looking forward to the time

that the same can be said of all the professional staff. International

talents in this field should, I think, be concentrated in IFC and other

organizations that like to be associated with development finance com-

panies in various parts of the world.

9. If one looks at the impressive list of development finance com-

panies already in business in various countries, one is led to the con-

clusion that the more promising prospects have all been filled, and that

new propositions coming up will mostly be marginal or worse. It is not

for me to say which attitude should be adopted toward such propositions,
because I will not be responsible for the money that may be lost if the

new development finance company is established unwisely or prematurely,
but my own inclination would be to err on the side of audacity, taking

a calculated risk on a prospect in a country where it looks reasonably

probable that government will for some time be willing to stimulate pri-

vate enterprise.

October 12, 1965
IFC-DFC
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BANCO DEL DESARROLLO ECONOMICO ESPANOL, S.A.

I. THE COMPANY

1. Banco del Desarrollo Economico Espanol (BANDESCO) was established
in August 1963, following banking reform legislation enacted by the Govern-
merit of Spain in 1962 and 1963, one of the main objects of which was the
separation of investment banking from commercial banking. An IBRD mission
to Spain in 1962 had reported on the inadequacy of long-term finance avail-
able for Spanish industry, especially in relation to the government's plans
for rapid economic development. IFC took an interest in the promotion
efforts of BANDESCO's sponsor, Banco Espanol de Credito (BANESTO), one of
the leading commercial banks in Spain and, along with five other internation-
al banking institutions, accepted BANESTO's invitation to become a founder
shareholder of BANDESCO. The company commenced its activities in October 1963.

Purpose and Powers

2. BANDESCO is one of the Bancos Industriales y de Negocios which have
been established in Spain pursuant to the Decree Law 53 of November 29,
1962, and the Order of May 21, 1963. Its Articles of Incorporation
permit it to carry out "all types of financial, industrial, commercial,
banking and real estate operations" as are allowed under the legislation.
Its primary functions are the provision of medium and long-term finance
to private industry, in particular, and the strengthening of the capital
market, in general.

Resources

3. BANDESCO's chief resources consist of: (a) share capital of Ptas. h20
million (authorized and subscribed), of which Ptas. 262.5 million have been
paid-in; (b) bonds totalling Ptas. 1500 million issued in three series in
the amounts of Ptas. 750 million (December 1963), Ptas. 250 million (April
1964) and Ptas. 500 million (April 1965). All three series carry a 4.75%
coupon and mature in 10 years.

Currency Unit: Peseta (Pta.)

Pta. 1 = U.S. $ 0.0167
U.S. $ 1 = Ptas. 60
Ptas. 1 million = U.S. $ 16,667
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4. BANDESCO's borrowings are limited both by policy and by law. The law
restricts the overall debt of an investment bank to 6-2/3 times its capital
and reserves. Further restriction is contained in BANDESCO's Statement of
Policies, according to which its borrowings should be limited to 80% of its
loans which do not carry a "first-class" guarantee.l/ This is equivalent
to a 4:1 debt/equity ratio for such loans.

5. As a result of operations up to the end of 1964, BANDESCO has reserves
amounting to about Ptas. 11.2 million.

6. In January 1965 BANDESCO's shareholders authorized it to accept
)c% two-year savings deposits from the public up to a limit of Ptas. 150 mil-
lion. Hovever, only Ptas. 2 million worth of deposits had been accepted as
of the end of April 1965.

7. BANDESCO has a line of rediscount from the Bank of Spain, limited
to Ptas. 210 million, equal to its initial share capital. It can draw on
this from time to time provided that certain conditions are fulfilled,
notably that its cash coefficient2/ has fallen below the statutory minimum
of 5%.

Organization

8. Ownership - BANDSCO's present share capital, authorized and fully
subscribed, is Ptas. 420 millin af which Ptas. 262.5 million has been paid
in. IFC maCe two investments of Ptas. 17.5 million each in BANDESCO's
shares, in August 1963 and October 1964. BANIDESCO's shareholders are the
following:

Amount
(Ptas. million) % of total

Banco Espanol de Credito (BANESTO) 189 45.00
Banco Guipuzcoano 21 5.00
Morgan Guaranty International

Finance Corp. 35 8.33
de Rothschild Freres 35 8.33
Banca Commerciale Italiana 35 8.33
Deutsche Bank, A.G. 35 8.33
Barclay's Bank Ltd. 35 8.33
IFC 35 8.33

Total Ptas. 420 100.00

1/ Guarantees of major international firms and of large Spanish financial
institutions, governmental bodies and qualified industrial firms.

2/ Cash coefficient = Cash + balance at Bank of Spain
Total deposits
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9. Board of Directors - BANDESCO's Board of Directors consists of 12
members, 7 Spanish and 5 foreign. Of the Spanish directors 6 represent
BANESTO. Five of the 6 foreign shareholding institutions have each appointed
one director; IFC has not done so.

10. Management and Staff - There is an Executive Committee consisting of
the Board president and two of the Spanish directors. It is empowered to
decide on loans and investments in shares of not more than Ptas. 50 million
and Ptas. 25 million each, respectively.

11. BANDESCO's professional staff numbers four, consisting of the
General Manager, two operations officers and an accountant. BANDESCO gets
considerable staff assistance from BANESTO, and there is heavy reliance on
field reports by BANESTO loan officers and on its legal staff. At present
BANDESCO is not charged for these services.

II. OPERATIONS

Operating Policies

12. BANDESCO's operations are guided by a Statement of Policies, adopted
by its Board in October 1963. A copy of this statement is given in Annex 1.

13. According to its Statement of Policies, BANDESCO has to restrict
its total investment in share capital to its unimpaired equity, and its
investment in the shares of any single enterprise to 10% of its capital,
surplus and undivided profits. There are no provisions regarding the
limitation of underwriting commitments or of loans to a single enterprise.

Financial Activity

14. Summary - From the commencement of operations in November 1963 to
December 31, 196, BANDESCO approved 83 operations consisting of loans
totalling about Ptas. 1,358 million and investments in shares amounting
to about Ptas. 195 million. For the first 4 months of 1965 approved loans
totalled about Ptas. 805 million and investments in shares Ptas. 17 million.

15. BANDESCO's operations thus far have been restricted mainly to
medium-term loans although there have been a few investments in shares.

16. Interest Rates - BANDESCO is restricted, by government regulation, to
a maximum interest "spread" of 2.5% between its borrowings and its loans.
Since its bonds carry 4.75% interest, it has been lending at 6.25% of interest
plus quarterly commissions of 0.25%, resulting in an aggregate interest
charge of 7.25%.

17. Duration of Loans - BANDESCO's loans have been generally for periods
from 3-9 years with the estimated weighted average about h½ years. Grace
periods are from 1 to 3 years.



18. Size of Loans - Between November 1963 and the end of 1964 the aver-
age size of BANDESC's loans and investments in shares was Ptas.18,711,000
($311,80 equivalent). Forty-eight )ut oV 'he 83 operations were Ptas. 9
million ($150,000) or less each. The five largest operations accounted for
nearly W0, of the total. The two largest loans were to S.A.F.E. Michelin
(Ptas. 200 million) and Glucosa , Derivados, S.A. (Ptas 140 million). The
two largest investments in shares were in Asland Cordoba (Ptas. 60 million)
and S.A.F.E. Michelin (Ptas. I.0 million).

19. Geographical Location - Geographically, operations have been widely
distributed over the provinces of Spain. Over the total amount of investment
approved, 22% have been for projects in Barcelona, 13% in Alava and 12%
in Madrid.

20. Distribution of Loans by Industry - Operations have been distributed
over several industrial ranches. Paper and rubber (27% by value of
total investments) and chemicals (26%) were the largest, due to the two
unusually large loans in these fields, while the largest number of projects
have been in food processing.

21. BANDESCO's investments are usually secured by various types of
guarantees. As of April 30, 1965, 22.7% by value of its approved investments
carried first-class guarantees. It has had no experience of loan defaults
so far.

Underwriting

22. As of December 31, 1964, there had been no underwriting operations.

III. FINANCIAL RESULTS

Balance Sheet

23. BANDESCO's balance sheets as at the end of 1963 and 1964 and at
April 30, 1965, are given in Annex 2. A summary as at April 30, 1965, is
given below:

Assets Ptas. million Liabilities Ptas. million

Cash and balance with Accounts payable &
Bank of Spain 411.3 provisions 38.8

Bills discounted Bank
Loans 1,359.4 of Spain 165.0

Savings deposits 2.0
Investment in shares 195.6 Long-term debt

(bonds) 1,500.0
Other accounts 25.1 Equity (paid-in

capital, 262.5) 273.7
Profits before tax 11.9

17991.
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Long-term debt is prominent in the capital structure, the debt/equity
ratio as at April 30, 1965 being 5.3, following the recent bond issue of
Ptas. 500 million. However, this is within the h:1 debt/equity ceiling of
the policy statement, since loans covered by first-class guarantees amount
to over Ptas. 500 million.

24. Due to the high rate of commitment of its funds, BANDESCO has
had constantly to seek additional resources and the issue of public bonds
has been the primary method used. A shareholders' meeting held on
May 12 authorized the Board to issue further bonds up to a total amount
of Ptas. 1,300 million which, if fully issued, will make total debt equal
to the borrowing limit specified by law.

Profit and Loss Accounts

25. BANDESCO's operating results for 1964 (Annex 3) may be summarized
as follows:

Ptas. million

Gross income 67.71
Total expenses 51.86

Income before taxes 15.85
Taxes on income 5.16

Net income 10.69
Capital gain 0.50

Total net income Ptas. 11.19

The net income was appropriated to reserves, and no dividends were paid.
The net income is equivalent to 5% of the weighted average share capital
during 1964.

Dividends and Reserves

26. No dividends have been declared so far. At December 31, 1964,
reserves amounted to Ptas. 11.19 million, comprised of general reserves
(Ptas. 9.82 million), legal reserves (Ptas. 1.12 million) and special
reserves (Ptas. 0.25 million), the latter two being statutory.

27. BANDESCO's shares are not traded on the market. At present the
book value of the shares, Ptas. 1,000 each, is Ptas. 1,043.
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BANCO DEL DESARROLLO ECONOMICO ESPANOL S.A.

Statement of Policies, approved by the Board, October 25, 1963

The sponsors are establishing a Company in accordance with Decree
Law Number 53 of November 29, 1962. This Decree Law provides for the
creation of industrial banks and banques d'affaires to promote the eco-
nomic development of Spain by providing medium-term and long-term finance
to private industry in particular, and strengthening the capital market
in general. At the present time, the sponsors believe that the growth
of industry in Spain is inhibited by, among other factors, the insuf-
ficiency of institutions which provide finance to new enterprises, to
medium and small interprises which are in the process of expansion, or
to prospectively profitable enterprises which are not yet sufficiently
strong to obtain loans or share capital in the public securities market.
Strengthening the capital market so that these needs can be fulfilled is
considered to be the principal long-term objective of the operations of
the Company.

The sponsors consider it desirable to define in advance the general
policies to be pursued in carrying out the purposes of the Decree Law and
the objective of the Company, although they fully recognize that the
directors, after discussion and review, may find it appropriate in specific
cases to depart from these policies, or necessary from time to time to
change these policies, to take account of developments in the Spanish
economy so that the new institution can operate usefully and profitably.

Policies regarding scope and nature of operations

The type of finance needed by industry in Spain varies widely; those
needs include underwriting facilities, direct participations in share capital,
medium and long-term loans, or intermediate types. The Company will stand
ready to provide its capital and facilities in whatever form is suited to
its clients' needs and is appropriate to its own interests, and will not
lend on a basis which would, in overall, result in the maturities of its
lendings being longer than those of its borrowings.

The Company will be a financial institution, not a holding company;
its object is to finance industry, not to manage it. The Company will not,

therefore, seek a controlling interest in any enterprise, or any other
interest which puts it into a position of responsibility for the management
of an enterprise; and it will not, otherwise than as may temporarily be
necessary in connection with an underwriting, or in exceptional cases or

in cases of jeopardy, take more than 255 of the voting stock of any one
enterprise.



ANNEX 1
Page 2

In order to help develop the capital market, the Company will act
in such manner as to broaden the market for industrial securities. To
this end, it will stand ready to sell its investments to other private
investors wherever it can do so on satisfactory terms, having due regard
not only to its own interest but also to the interest of other partici-
pants in the investments sold.

The Company will consider projects only on the basis of their eco-
nomic and financial merits. It will invest only for the creation or ex-
pansion of productive private enterprises. (The existence of a minority
governmental participation will not necessarily preclude an enterprise
from financing by the Company.) In making its decisions to finance an
enterprise, the Company will choose only projects which give promise of
a satisfactory return on the investment and which make a contribution to
the economic growth of Spain. Subject to these criteria, it will give
particular attention to enterprises which, for reasons of newness or size,
are unable to go directly to the market for their finance.

Policies regarding procedures and organization

To assure that the projects financed by the Company give promise of
an adequate return on the investment and will make a contribution to the
growth of Spanish industry, the Company will maintain an organization ade-
quate to make the necessary appraisal of investment proposals.

Industrirl enterprises, especially new and small ones, may require
advice as well as financial assistance. The Company will stand ready, when-
ever it can do so at a cost coimensurate with the prospective return on its
investment, to provide such assistance as its clients may need in the form-
ulation, execution and operation of their projects.

The Company will organize itself so as to be able to follow closely
the operations of the enterprises it finances, in order thereby to safe-
guard its own investments and to protect the interest of the investors
who have purchased its securities.

The Company will have a staff sufficient to enable it to carry out
these tasks. When it is more economical to do so, the Company will use
the services of outside organizations rather than build up an expansive
staff of specialists and technical personnel.

Policies regarding financial prudence

In the conduct of its affairs, the Company will exercise prudence
appropriate to the risks inherent in medium and long-term finance to in-
dustry. In particular, it will, in accordance with sound practice, exer-
cise special care in determining the size and nature of its investments,
in managing its own borrowings, and in establishing adequate reserves.
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The Company will diversify its investments with respect to industry,
size and form of financing. It will limit its total investments in share

capital to the amount of its unimpaired equity and it will not invest 
in

shares in any single enterprise a sum greater than 10% of its capital,

surplus and undivided profits.

In making investments, the Company will, in general, seek adequate
security or guarantees. However, recognizing the limitations of conven-

tional security as a safeguard in industrial investment and recognizing

also that the prestige of the Company and of its shareholders are bound

up in the success of the enterprises it sponsors, the Company will place

primary emphasis in reaching its judgments, not on the adequacy of the

security available but on the prospective profitability of the enterprise.

In view of the inherent risk in long-term industrial financing, there

is a limit to the amount of borrowing a financial institution can prudently

undertake. That limit depends to a considerable extent on a prudent assess-

ment of the Company's portfolio.

The Company uill arrange its borrowings so as to maintain a proper

relationship between the duration of its liabilities and the duration of

its assets, in order to safeguard its liquidity.

The value of the guarantees behind the loans it provides will be taken

into account in considering the amount the Compary should borrow. Borrow-

ing to finance loans can be undertaken more freely for those loans which

are guaranteed by major international firms (e.g. Esso, IIontecatini, etc.)

or by large Spanish financial institutions or governmental bodies. For

such loans as these, the Company will borrow as it considers desirable.

Additional borrowing, however, will be limited to an amount not ex-

ceeding 70 to 80% of the Company's loans which are not covered by guaran-

tees of the kind mentioned above.

In the event that, by incurring external debt, the Company must assume

a foreign exchange risk, it will pass that risk on to its borrowers or find

other suitable means to cover it.

The Company will levy charges for its financing and services suf-

ficiently large to earn a profit which will yield the shareholders a satis-

factoryr return on their investment and will provide for reserves consistent

with sound financial practice. Such reserves will include those necessary

to cover specific risks and additional reserves designed to strengthen the

Company's equity. In determining its dividends, the Company will give

precedence to the establishment of adequate reserves.
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BANCO DEL DESARROLLO ECONOMICO ESPATOL S.A.

Balance Sheets
(in millions of Pesetas)

December 31 December 31 April 30
ASSETS 1963 1964 1965

Cash and due from banks 871.68 415.82 411.26
Bank of Spain current account - - 0.07
Loans 1/ 77.50 661.75 1,341.75
Sundry loans - 18.05 17.60
Investments in share capital
1/ 2/ - 176.00 195.57
Deferred charges (unamortized
organization and bond issue
expenses) 15.05 16.72 23.23

Sundry accounts 0.01 0.09 1.90
964.24 i~W~j 1,991. 30

LIABILITIES

Accounts payable 0.05 4.34 3/ 16.06 3/
Provision for taxes 2.91 4.73 ~4.73
Provision for bond and deposit

interest payments 1.20 5.67 18.03
Bills rediscounted Bank of

Spain - - 165.00
Savings deposits - - 2.00
Long-term debt:

Bonds (first issue) 750.00 750.00 750.00
Bonds (second issue) - 250.00 250.00
Bonds (third issue)- - 500.00

750.00 1,000.00 1,500.00

Equity:
Share capital 14/ 210.00 262.50 262.50
General reserves 9.82 9.82
Legal Reserves 5/ 1.12 1.12
Special Reserves 6/ - 0.25 0.25

210.00 273.69 273.69

Profits before tax 0.07 - 11.87

964.23 1,288.43 1,991.38
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N.B. 1/ Undisbursed commitments (loans and investments in share
capital) = Ptas. 477.01 million (December 31, 196L) and
Ptas. 516.54 million (April 30. 1965).

2/ The estimated market value of shares held exceeds their cost
by about Ptas. 6.13 million (December 31, 196,).

3/ Estimated

h/ Share capital subscribed but not called in = Ptas. 157.50
million (December 31, 1964 and April 30. 1965).

5/ Legal reserves: 105 of profits after tax has to be set aside
if such profits exceed 45 of paid-in capital, until the re-
serves amount to 500 of subscribed capital (Banking Law of
Spain).

6/ Special reserves: 50% of realized capital gains on sales of
securities from the Bank's portfolio have to be placed in
special reserves funds, and cannot be distributed without
authorization from the Minister of Finance (Decree Lai of 1962).
BANDESCO made capital gains of Ptas. 500,000 from the sale of
"Gludesa" shares for Ptas. 10 million in 1964.
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DATICO DEL DESARROLLO ECONOIICO ESPANOL S.A.

Profit and Loss Accounts
(in millions of Pesetas)

Jan. 1 - Apr. 30
1965 196h

Interest on loans 2h.13 29.42 1/
Commission on loans 1.80 3.97
Other income h.97 34.32

Total gross income 30.90 67.71

Administrative and general 1.26 3.83
Interest on bonds 17.48 44.40
Other interest 2/ 0.71 -
Depreciation an'd amortization 0.79 3.63

Total expenses 20.2T TE

Operational earnings before taxes 10.66 15.85
Taxes on income 5.16

Operational earnings 10.69
Add, gain from sale of investment 0.50

Net income 11.19

2/ Including dividends on shares held, the amount is not knoin, but
believed to be small.

2/ Interest on deposits and expenses on rediscounts.
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BANQUE IVO]RIENNE DE DEVELOPPMENT INDUSTRIEL
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BANQUE IVOIRIENNE DE DEVELOPPEMENT INDUSTRIEL

I. THE COMPANY

1. BIDI was incorporated as a Societe Anonyme on February 11, 1965.
While the general corporate laws of the Republic of the Ivory Coast apply
to the Company, the statutes of BIDI were specifically approved by the
National Assembly on May 8, 1964 as part of a package which includes
authorization for the Governent to participate in the share capital, grant
a long-term subordinated loan and provide other financial advantages.

Purpose and Powers

2. The Company's statutes state that its objectives are "to encourage
the establishment and operation in the Republic of the Ivory Coast of pri-
vate undertakings of an industrial character constituted under the laws of
the Ivory Coast...and to promote participation by foreign and domestic
capital in the industrial development of the nation." To achieve these
objectives, the Company may subscribe to equity capital, make medium and
long-term loans, act as guarantor, sell securities it holds, and "in
general, undertake all operations...directly or indirectly connected" with
its objectives. The statutes also state that the Company may not engage
in purely commercial banking operations and in particular that it shall
not accept deposits of any kind.

Resources

3. Share Capital. The Company's authorized share capital is CFA
francs 700 million, divided into 140,000 shares of CFA francs 5,000 each.
This share capital is divided equally between two classes: Class A shares,
subscribed by the Government, other public entities and IFC; and Class B
shares, subscribed by private investors, domestic and foreign. However,
after the initial subscriptions have been made, shares of either class may
be acquired and held by any person or entity, whether public or private,
Ivorian or non-Ivorian. The two classes of shares are equal in every
respect, with each class being represented by one-half of the Board of
Directors. The Government has pledged not to increase its holding of BIDI's
shares, and has given assurances that neither any person or other entity,
nor Government or any of its agencies may hold more than 30% of BIDI's
share capital.

4. At the time of BIDI's formation, the full amount of the authorized
share capital was paid in. The distribution between the various groups of
shareholders is as follows:

Class A CFA Fr millicn
- Ivory Coast Government and public institutions 300,000
- IFC 50,000

350,000

Currency: CFA Franc (CFA Fr)

CFA Fr 1 = US$ 0.004
US$ 1 = CFA Fr 247
CFA Fr 1,000,000 = US$ 4,050
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Class B
- Private Ivorian investors 49,990
- Private foreign investors 300,010

350,000

5. The subscriptions by private Ivorian investors to CFA Fr 100
million of Class B stock are divided equally among four commercial banks
and a number of trading companies and other locally established enterprises.
While termed "Ivorian" and registered in the Ivory Coast, however, the com-
mercial banks are owned by French and other foreign banks. Similarly, the
other private Ivorian investors, though again locally registered, are pre-
dominantly foreign-owned.

6. Loan Capital. The Government has provided BIDI with an interest-
free loan of CFA Fr 1,250 million, subordinated to share capital, with a
term of thirty years including a fifteen-year grace period.

7. AID has agreed to make a loan of $5 million to the Ivory Coast
Government which will be relent to BIDI for twenty years, including a five-
year grace period, at 4% interest and will be repayable by BIDI to the
Government in CFA francs. It will be drawn down against specific projects
with projects over $250,000 needing the prior approval of AID. Ten percent
of the proceeds of the loan may be spent on Ivorian goods and service, the
remaining 90% being tied to United States procurement.

8. Financial Advantages to be Granted by the Government. The Govern-
ment has undertaken to assist BIDI in a number of ways. It will permit the
free and prompt repatriation of the proceeds of any sale of shares in BIDI
by a non-Ivorian investor and of any dividends declared on such investments.
It has further granted BIDI exemption from all taxes and duties for five
years (including taxes on profits) and from some specific taxes (including
turnover taxes though not taxes on profits) for ten years. The Government,
duly authorized by Parliament, has also undertaken to give BIDI several
guarantees of various types to assist the good functioning of the institu-
tion for 25 years.

Organization

9. The Board of Directors. The statutes of the Company provide for
a Board of Directors of 12 members, one-half of whom will represent Class A
shareholders and the other half, Class B shareholders. The statutes also
provide for an Alternate for each Director. Directors and Alternates are
elected for three-year terms. The Government nominates three members to
the Board and designates from among the members of the Board of Directors
the person to be elected by the Board as its Chairman.

10. For a resolution of the Board to be valid, each of the two
classes of shareholders must be represented at the meeting when that reso-
lution is considered. Decisions will be taken by a simple majority of
votes with the Chairman not having a casting vote.
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11. At the first meeting a Board of 12 was elected consisting of Mr.
M.T. Diawara, the Governor of BIDI, as Chairman with 5 other representatives
of the Class A shareholders and 6 representatives of the Class B shareholders.

Executive Committee

12. A five-man Executive Committee of the Board was formed on February
11, 1965. It is composed of the General Manager (Chairman), and two Direc-
tors representing each of the two classes of shares. During the first five
years, the Board of Directors will delegate to the Executive Committee sub-
stantially all of its powers relating to investment decisions and the
operations of BIDI. The composition of the Committee is at present the
following:

- Mr. Paul F. Blanc, General Manager, Chairman
(Alternate: Mr. J.K. Paulding)

- Mr. Diawara, representing Class A shareholders
(Alternate: Mr. Doumbia)

- Caisse Centrale de Cooperation Economique, representing
Class A shareholders.
(Alternate: Mr. Mary)

- Mr. W.S. Miller, representing Class B shareholders
(Alternate: Mr. Buttay)

- Mr. W. van Raventeijn, representing Class B shareholders
(Alternate: Mr. Sechaud)

Management

13. The General Manager is Mr. Paul F. Blanc, of France. Mr. Diby
is Deputy General Manager. Mr. J.K. Paulding, who used to be Executive
Vice President of the Private Development Corporation of the Philippines,
is Adviser to the Management. Mr. Boisard, former Adviser to the President
of the Banque Senegalaise de Developpement is Director of Loans and Invest-
ments.

II. OPERATIONS

Operating Policies

14. At its first meeting the Board has unanimously adopted a Statement
of Objectives and Management Policy. The Statement, which is given in
Annex 1, emphasizes the fact that BIDI will invest only in privately-owned
and managed projects of an industrial character. BIDI will seek to diver-
sify its financing among different types of enterprises. As part of its
efforts to contribute to the growth of a capital market in the Ivory Coast,



BIDI will stand ready to make sales from its holdings when buyers appear,

though it is recognized that such sales might not take place for some

time. Other operational policies are as follows:

a) Minimum size of loans: CFA Fr 10 million (US$ 40,500). The

project should require a total capital of no less than
US$ 250,000.

b) Maximum size of loans: BIDI's maximum commitment to any

single enterprise should not exceed 10% of its net worth,
including the Government advance, unless authorized on a case
by case basis by the Executive Committee. BIDI cannot sub-

scribe for more than 30% of the share capital of any enterprise.

c) Total aggregate investments: BIDI's total aggregate equity
investments cannot exceed its share capital and free reserves.

d) Interest rates: The Policy Statement provides that BIDI is
expected to charge interest rates appropriate to the capital
market.

e) Foreign exchange risk: Covered by Government.

f) Reserves and dividend: The statutes provide that:

- 5% of net profits should be allocated to the legal reserve
until it reaches 10% of the share capital;

- the General Meeting may allocate any amounts to optional
or special reserves;

- the General Meeting should set the amount of dividends to
be paid.

g) Debt/equity ratio: Assuming full drawing of the AID loan it
will be 3,5:1. At present it is 1.8:1.

Loan and Investment Operations

15. BIDI has already approved several medium-term loans to industry
in conjunction with local commercial banks.
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BANQUE IVOIRIENNE DE DEVELOPPEMENT INDUSTRIEL

Statement of Objectives and Management Policy
Approved by the Board on Febuar l, 19-5

The Bank is an Institution of the Ivory Coast that enjoys benefits

granted by the Republic of the Ivory Coast, is assisted by French public

bodies and the International Finance Corporation and is also supported by
an international group composed of private financing institutions, local

banks and private individuals. All these have assumed the risk of a capital

participation in the Bank.

The Bank shall therefore take account of these interests in the

pursuit of its over-all objective, which is that of encouraging the develop-
ment of private economy and of attracting capital investment to the Ivroy
Coast.

The basic obligations of the Bank are specified in the Contract

of Establishment concluded with the Republic of the Ivory Coast. These
obligations are as follows:

(a) To encourage the development of private industrial enter-
prises in the Ivcry Coast and to promote the participation of

domestic and foreign capital in the industrial development of
the country.

(b) To spare no effort in studying the financing of new
industrial enterprises and to stimulate foreign investment in
the Ivory Coast under the most favorable conditions possible
for the execution of projects approved by the Government.

(c) To provide professional and technical training for Ivory
Coast nationals, so that they may be employed in the Bank at
all levels, up to the limit only of their competence, and in

particular to train them in disciplines necessary to the gen-
eral and financial management of the enterprise.

It is stated in the Statutes that the Bank has the right to:

(a) Subscribe, purchase and otherwise acquire, hold, sell and
place, in whatever manner, capital shares of any kind and also
Ivory Coast securities of any nature, and exercise all rights
pertaining thereto;

(b) Make all types of loans at medium-term (1 to 5 years) and
at long-term, with or without guarantee in the Republic of the
Ivory Coast;

(c) To give its guarantee and surety;

(d) Participate in the placing, issuance and distribution of
shares and other securities of every kind;
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(e) Assign to third parties the rights deriving from any loans
or investments in securities made by the Company and invest or
reinvest the proceeds in accordance with the provisions of
Article 2 of the Statutes;

(f) In general, engage in all operations, transactions or
enterprises of any nature, whether financial, industrial or com-
mercial and whether in movable or immovable property that are
directly or indirectly related to the above-mentioned objects or
that could by their nature facilitate, promote or develop its
business.

The Statutes of the Bank prohibit it from engaging in certain
operations of a purely banking nature. In particular, the Bank shall not
accept deposits of any kind or drafts or bills of exchange.

The Bank shall seek to obtain a profit and to carry out its activ-
ities in accordance with a prudent and orthodox financial policy, taking
account of its responsibilities and of its directive role in the community,
and also of the present state of the financial market in the Ivory Coast.
In general, its activities shall be based on the following principles:

1. Nature of the projects to be financed.

The Bank shall grant its assistance to private industrial enter-
prises of the Ivory Coast, as defined in its Statutes, including mining
and forestry concerns and the exploitation of marine resources.

2. Feasibility and profitability of the projects.

The Bank shall be the sole judge of the feasibility and profit-
ability of the projects in which it invests, and of the competence of the
persons in charge of them.

3. Conditions of management of the enterprises.

The persons in charge of managing the projects or taking the ini-
tiative therein shall be experienced and shall have a financial interest in
the success of the enterprise. In general, the Bank shall refrain from
financing projects proposed by suppliers of equipment or by advisers who
would not later be responsible for management. When a supplier is in
charge of the management of a project, he shall have a greater interest in
the operation than that which he can reasonably expect to obtain from the
sale of equipment or services.

4. Nationality

No regard shall be paid to the nationality of the promoters in
arranging the finance of the projects. Special attention will be paid to
projects proposed by Ivory Coast promoters.
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5. Private enterprises.

The Bank shall finance only enterprises that are controlled and
directed by private interests. State participation in an enterprise shall
not necessarily prevent the Bank from financing it, provided that his in-
terest, measured according to voting rights or to share in the control of
the management of the enterprise is not predominant, and especially when
the state investment is only provisional until the enterprise is trans-
ferred to private interests.

6. Size of the projects.

As the Bank must strive to play an important part in the economy
of the Ivory Coast, it shall only finance projects - save in exceptional
cases - for which the required capital investment is no higher than the
equivalent of US$ 250,000.

7. Extent of commitments.

The Bank shall not support projects requiring th /use of its own
funds that is less than the equivalent of CFA Fr 1 million-. The maximum
commitment that it may assune (loans plus capital subscription) shall not
exceed 10% of its net assets (including the advance granted to it by the
Ivory Coast).Z/

8. Capital investments.

In addition to granting loans, the Bank may also subscribe shares
or securities of private industrial enterprises of the Ivory Coast, when
the provisions made for appreciation or dividends are considered satisfactory,
The Bank shall not make capital investments of which the cumulative value
would exceed, in purchase value, the amount of its capital (after deduction
of any losses) and of its non-earmarked reserves.

9. Control of the enterprises.

The Bank shall not hold the majority interest in any enterprise or
any other interest that would essentially give it responsibility for the
management of the enterprise; it shall not, save in exceptional cases or In
the event of present or imminent danger, assume responsibility for manage-
ment of the enterprises in which it has invested; it shall not hold more
than a 30% participation in the capital of an enterprise, but it may however
undertake to place shares beyond that percentage, if, at the time of giving
such an undertaking, it considers that it will not in fact be called upon
to take more than 30% of the capital of the enterprise.

1/ Smaller projects are the responsibility of the Credit de Cote d'Ivoire.

2/ On a case-to-case basis, the Executive Committee may authorize more
than this maximum.
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10. Distribution of the investments.

The Bank shall distribute its financing among enterprises of

different categories.

11. Liquidity.

The Bank wishes to place on record the fact that it will not be
in a position to liquidate its participations and to renew its portfolio

for a certain length of time, and that when making an investment it may
riot at the time be able to foresee how it will withdraw its investment;
nevertheless, it shall not consider itself a permanent lender but shall

organize its financing bearing in mind a possible assignment of its parti-

cipations to institutions and to private individuals, whether in the Ivory
Coast or elsewhere.

12. Reserves.

The Bank shall create and maintain adequate reserves.

13. Financial Statements. Reports on activities.

The Bank shall require its borrowers to furnish provisional
financial statements at least once a quarter, and annual financial state-

ments drawn up by independent experts. It shall also receive reports on

activities from its borrowers, which shall be sent to it without delay and
at reasonable intervals. The borrowers shall be asked to accept the

restrictions governing the use of Bank funds from external sources and to

help the Bank to fulfill its obligations in this regard.

14. Management and staff of the Bank.

The Bank shall install the managerial staff and obtain the

personnel necessary to a well-balanced organization that includes financial
and economic analysis, technical, accounting and legal services and the

supervision of investments that have already been made. The Bank shall

train Ivory Coast staff so that they will be capable of assuming senior

positions when these are vacated by the foreign staff.

Rates of pay and promotion shall always be conditional upon
merit and ability and not nationality.

15. Cooperation with existing organizations.

The Bank shall cooperate with the organizations and services

already in existence in the Ivory Coast.

16. Development of the capital market.

The Bank shall make a long-term contribution to the development
of the capital market in the Ivory Coast. In particular the Bank shall
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not, except in special circumstances, depart from the following financial
principles:

(a) Guarantees in favor of the Bank.

The Bank expects to receive sufficient pledges for the
loans that it grants, which pledges shall be of first grade in cases where
the Bank is the lender granting the longest terms or providing for the
major portion of the loans. In addition to these pledges, the Bank shall
take account of the profit-making ability demonstrated by the promoters and
managers of the project.

(b) Applications for assistance.

The Bank shall not grant loans to be used purely for the
repayment of debts to third parties. Generally speaking it shall not
make loans for the purpose of setting up working capital and, in any
case, the loans granted for this purpose shall never exceed the amount of
the working capital funds that may be considered as a minimum.

(c) Rates of interest.

The rates of interest charged by the Bank cannot be fixed
in advance. It is expected that the Bank will charge suitable rates,
having due regard to the capital market in the Ivory Coast, which will
enable it, without discouraging investment in the country, to obtain a
reasonable return on its capital, to set up adequate reserves and to
distribute reasonable dividends to its shareholders, on the basis of a
sound financial policy.

(d) Other forms of investment and supplementary remuneration.

The Bank may make loans recorded by credit instruments of
all kinds, such as commercial paper, convertible bonds or other similar
securities. When the Bank finances a project it may also receive supple-
mentary remuneration by way of the remittance of shares or of other types
of participations.

(e) Commitment charge.

A commitment charge shall be required.

(f) Exchange risks.

The Bank shall not assume the exchange risk on a loan made
in foreign exchange that it has itself borrowed.

(g) Investment agreements.

The disbursements of resources by the Bank shall be the
subject of written agreements between the Bank and the borrowers.
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Borrowers shall repay to the Bank all reasonable consultation fees that

it has incurred, and all expenses arising out of the operation.

(h) Guarantees granted by the Bank.

The Bank shall only grant a guarantee when the project con-

cerned could have benefitted from a direct loan.

(i) Other forms of assistance.

The Bank shtall strive to assist the project promoters to

prepare and submit their investment proposals although it is recognized

that the Bank, in particular at the initiation of its operations will not

have available the necessary staff to give technical advice and provide

assistance on a large scale.
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BANQUE NATIONALE POUR LE DEVELOPPIMENT ECONOMIQUE

I. COMPANY

1. BNDE was incorporated in July 1959 as a societe anonyme, and began
operations in September of the same year. Initially, the Government took up

a majority position as a shareholder. In the course of 1961 and early 1962,

the Government sold a significant portion of its shares to foreign investors,

and agreement was reached between BNDE, Government, the Bank and IFC that the

ownership structure would be changed in such a way that the Moroccan Govern-

ment would take a minority position. BNDE made an additional share issue of

DH 10 million, of which IFC took up three-fourths; the Government's holdings
fell to 43%.

Purpose and Powers

2. The broad purpose of BDDE, according to its statutes, is to contribute

to the economic development of Morocco. Its Board approved on March 29, 1963,

a policy statement defining BUDE's role more precisely. According to this

statement, the primary objective of BNDE is the encouragement of private in-

dustrial development in Morocco. It will assist a non-private or a non-

industrial enterprise only in special circumstances, and when capital to

carry out the project cannot be found elsewhere on reasonable terms.

3. To implement its purpose, BNDE is authorized by its statutes to make

loans of a term of not less than two years, discount or take "in pension"

medium-term credits, provide guarantees, establish enterprises and make

equity investments, manage public and private funds (but not receive deposits

from the general public), act as agent for the Government, borrow short and

long-term funds, receive advances or subventions from the State, and under-

take any other operations thought to be within the scope of its objectives.

Such other operations may be underwriting of securities or technical assistance

to clients, both specifically called for in BNDE's policy statement.

Currency: Dirham (DH)

DH 1 = U.S. $0.193
DH 5.06 = U.S. $1
DH 1,000,000 = U.S. $198,000
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Resources

4. Summary - BLDE's total resources, and resources available as of
December~31, 196., can be summarized as follows:

Total Available
resources Dec. 31, 1964

(DH1 million)
Share Capital 30.0 -
Reserves 5.0 -
Treasury Credit Line 30.0 30.0
Subordinated Loan 20.0
Long-term Bonds 21.5 -
Medium-term Bonds 4.0
IBRD Loan 75.9 57.6 1/
Short-term Borrowing 10.0 L.5 ~
Special Deposits 6.8
Cash and Banks - 12.7

203.2 104.8

5. Share Capital and Reserves - BNDE's authorized, issued and fully paid
share capital is DH30 milon, divided into 600,000 common shares of Dli 50
each. All shares are registered and carry equel rights. At end-196h the
reserves totalled DH ).,939 million, including unappropriated income.

6. Government Advances - A Treasury line of credit of DH 30 million at 4½%
interestwas made available to BNDE under an agreement dated December 15,
1959. If by June 30, 1966, BN1DE has not been able to substitute other local
borrowing for amounts drawn under the Treasury credit, the balance may be
converted into a long-term loan bearing interest at 55, and repayable in 9
years. When a new Government long-term loan was agreed upon in 1962, BNDE
repaid its total withdrawals under the first line of credit, and has not
since had recourse to it.

7. Under an agreement of August 31, 1962, the Government loaned DH 20
million to BIDE. The loan bears interest at 4% and has a term of 30 years,
with repayments to start after a 15-year grace period. It is subordinated
to all other debt and ranks pari passu with BNDE's share capital in the case
of liquidation.

1/ This is the undisbursed balance of the IBRD loan. Actually, by now
(June, 1965) BNDE has committed almost the entire loan.
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8. Long-Term Bonds - In 1961, ]UDE issued two series of long-term bonds,
totallinDb 23mlilion. The bonds, which are covered by a State guarantee,
were taken up by Moroccan insurance companies and banks. The first series

is a DH 8 million issue, bearing interest at 6 5, with a term of 16 years.

It is to be repaid in ten annual instalments starting February 1968. The

second issue amounted to DH 15 million, bears interest at 6%, and has a term

of 10 years. Repayment in eight annual instalments started in July 1964.

9. Medium-Term Bonds - A DH h million bond issue, bearing interest at IK ,
with a term of four years, covered by a Government guarantee, was taken up by
banks and insurance companies in February 1961. The whole amount fell due

for repayment in February 1965.

10. IBRD Loan - A World Bank loan of $15 million (about DH 76 million) was

signed on December 21, 1962. Prior to August 26, 1964, projects involving
a sub-loan of $50,000 or more required the approval of the 'Jorld Bank. On

that date, the free limit was increased to $150,000. The term of the loan is

not to extend beyond 15 years from the time when BIDE's loan account is

credited.

11. Short-Term Borrowing - By agreement with the Ministry of Finance, BIDE
has issued short-term bonds (Bons de caisse) with maturities of 3, 6, 9, 12,
18 and 24 months, covered by a Government guarantee, up to a limit of

DH 10 million. The bonds, which are held by insurance companies only,
bear interest at rates of 3%, 3.25%, 3.5%, 3.75% and h, and have so far

been constantly renewed.

12. Special Deposits - Such deposits consist of special funds from foreign

companie t ril bocked in Morocco by- the Government, and of Govern-

ment deposits, partly on account of the Development Fund, partly deposits

earmarked for the disbursement of investment premiums. Generally, no interest

is paid for any of these deposits.

13. Rediscounting Facilities - A major source of financing for medium-term

credits so far has been the rediscounting facilities which are open to BNDE

at the Banque du Maroc.

14. Borrowing Base - Loan Agreement 329-MOR between the world Bank and BNDE

limits BfDE's borrowing power to three times BNDE's equity and Government

subordinated loan.

Organization

15. Ownership - At December 31, 1964, the distribution between the various

groups of shareholders was as follows:
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D1 000 %

Government and Public Agencies 13,108 43.7
Moroccan Financial Institutions 1,823 6.1

Moroccan Subsidiaries of Foreign
Institutions 430 1.4

Moroccan Directors and Individuals 36 0.1

Total Moroccan 15,397 51.3

American 999 3.33
Belgian 599 2.00
French 3,500 11.67
German 999 3.33
Italian 999 3.33
Foreign Directors 8 -

Total Foreign 7,104 23.7

IFC 7,499 25.0

30,000 100.0

16. Board of Directors - The statutes of BNDE provide for a Board of 8

to 20 members, elected among the shareholders for a term of six years. At

present there are 17 directors.

17. In addition there is a Government representative, who is appointed

by the Ministry of Finance. The Government representative (Commissaire du

Gouvernement) however, is not a member of the Board.

18. The Board is vested with full powers in managing the affairs of BNDE.

It has no regular schedule of meetings, but meets usually twice a year. In

between the meetings, the Board members are consulted and vote by letter on

matters which require a Board decision, such as loan and investment proposals

of more than DH 750,000.

19. The Chairman of the Board is Mr. Ahmed Lya-idi. In the absence of the

Managing Director, the Chairman assumes his functions.

20. Credit Committee - A Credit Committee advises the Managing Director on

all matters involving financial cormnitments. The composition of the committee

is at present the following:

1. The Chairman of the Board;
2. The Managing Director;

3. The Banque du Maroc representative;
b. One BNDE Director;

5. The special Government Representative.

The Committee may call on specialist advice; in particular a representative of

the inistry of Industry normally attends its meetings.
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21. 1-anagement - -r. Kohamed Benkirane was appointed B1LE's jIanaging

Director in ugust 3, 1965.

22. The anaging Director is appointed by the Board. At present, the

Managing Director is authorized to approve loans of less than DH 750,000,

after having asked the advice of the Credit Cormittee. He formulates and

supervises BNK1DE's financial policy, the organization and coordinating of

BNDE's activities, and all personnel matters, including the hiring, firing

and remuneration of all personnel.

23. Organization - BNDE is organized into 6 departments: Credits and

Participations, Follou-Up and Legal, Study and Development, Economic Docu-

mentation, Technical, and Administration Department.

Procedures

24. In preparing an appraisal report, the Credit Department is assisted

by the Technical Department in the technical appraisal, and by the Documenta-

tion and Study Department with respect to marketing and economic aspects.

Each of these two departments normally prepares its own separate report,

which is incorporated as part of the full report. If the project is found

to be viable and justified, a detailed proposal of financial assistance frcm

BNDE will be included in the report.

External Relations

25. The link with Government is maintained in routine affairs through

the Government representative, who sits on both Board and Credit Committee.

26. As far as the Banque du Maroc is concerned, BNDE is now the only

financial institution enjoying the privilege of being able to rediscount

medium-term credits 1ith the Central Bank.

II. OPERATIONS

Operating Policies

27. In the policy statement of March 29, 1963, which is given in Annex 1,

BNDE stated its intention:

(a) to exert adequate supervision of the operations it

finances;

(b) to enhance the development of a Moroccan capital market

by selling portions of its investments to other private

investors;

(c) to ensure that the terms of loans ex:tended to an enterprise

by commercial banks in participation with BNDE are uell

suited to the needs of that enterprise;
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(d) to limit direct credits or other investments in any single
enterprise to 10/ of BNDE's paid-in capital, reserves, and
outstanding long-term subordinated Government loans, except
when the operation is covered by a public guarantee;

(e) to limit any single equity investment to the smaller of
(i) 10% of BIDE's equity; (ii) 25" of the share capital
of the enterprise concerned. In the case of underwritings,

however, BNDE may take a larger commitment if it believes

that it will not in fact have to take up more shares than

permitted under its policy.

28. No specific limitation has been put on BNDE's discounting arrange-

ments for medium-term rediscountable credits. BNDE limits the amount of its

commitments on the basis of judgment, both as regards the financial position

of BNDE's co-obligor, the commercial bank, and in the light of BIDE's own

capital and reserves.

29. Normally, BIDE will not finance more than 505 of the total cost of a

project. W-orking capital requirements, contingencies and start-up costs are

usually included in the cost estimate.

Lending Activities

30. Summary - Up to December 31, 196h, BUDE had approved 91 direct

loans of a total amount of DH 125.9 million, an average of about DH 25 million
annually in BNDE's five years of operation. In 1962, 19 loans totalling
DH 27.6 million were approved; in 1963, 29 loans totalling DH 31.6 million;
and in 1964, 22 loans totalling DH 18.9 million. Over the same five years, BNDE

had made 157 commitments for rediscountable medium-term credits, totalling
DH 197.7 million.

31. Of total loans outstanding at December 31, 1964, about DH 89.3 million

(sundry debtors of DR 3.7 million not included), DH 81.3 million (91.9') were
direct long-term loans, DR 7.9 million (7.2%) direct medium-term loans, and
only DH 1.1 million (0.9,) discounted and held by BNDE. Since December 31,

1961, direct long-term loans, both approved and outstanding, have represented

by far the most important part of BNDE's activities.

32. Total amount of approvals decreased from about DH 235 million for

114 approvails in 1959/1961 to D1 128 million for 159 approvals in 1962/December
1964. However, 66.7i, or DH 156 million, of the approvals in the first periodi

applied to contingent commitments for indirect, rediscountable credits,

whereas such commitments only accounted for DH 41.4 million, or 32.3%, in the
second period. Direct. medium and long-term loan approvals totalled DH 52.7

million in the first, DH 70.6 million in the second period.

33. Direct Loans - The development of direct loan approvals has been as

follows :



(in thousands of dirhams)

Year Loi--Term Medium-Term Total

1959/60 25,770 3,100 28,870
1961 22,560 1,250 23,810
1962 19,794 2,835 22,629
1963 23,875 7,755 31,630
1964 NA NA 18,920

Total 125,859

34. Indirect R.discountable Credits - The Central Bank (Banque du Maroc)

under its statutes may rediscount from other financial institutions bills of

exchange of up to 120 days, renewable for a maximum total term of five years.

The bills of exchange must bear three signatures acceptable to the Central

Bank, i.e. that of the borrower and of two others. This is called the

medium-term rediscountable credit system, and is being used to a large

extent by the Moroccan commercial banks. Such credits are discounted by BNDE,

which provides the bills with the third signature required, and may re-

discount them at the Central Bank. The primary risk of default of the

borrower, however, is usually borne by the commercial banks. By far the

largest amount and number of rediscountable credits to uhich BIDE has committed

its signature are normally retained by the commercial banks in their port-

folios.

35. BNDE's discounting commitments for rediscountable medium-term credits

amounted to DH 83.1 million at December 31, 196 Lj. The outstanding balance of

such credits actually discounted by BNDE was DH 3.1 million, of which about

DII 3.0 million was held by the Central Bank and only DH 1.1 million by BUDE.

The balance of DH 80 million represented BE'B1s contingent discounting liability.

36. Amounts and numbers of medium-term rediscountable credits committed

by BNDE in each year are shown below:

Year No. of Credits (DH'000)
Amount

1959/60 49 13h,800
1961 32 21,685
1962 3h 19,855
1963 30 10,835
112 10,550

Total 157 197,725

The Central Bank does not encourage the rediscounting of medium-term credits

because of their inflationary implications. To keep control of the situation,

prior approval from the Central Bank of any rediscountable credit is re-

quired.

37. Interest Rates - Under agreement with the Government, BNDE may not

charge a rate of interest higher than 75 on its leadings. On the other hand,

the Government has agreed to reimburse BNDE for interest cost on long-term

borrowings in excess of 5" in order to ensure BNDE a minimum spread of 25.



38. The rate of 7% is now applied by DEME to all direct loans, both long-
term and medium-term. In addition, BNDE charges a commitment fee of 0.0625%
per month (0.75% per year) on the undrawn balance of a loan for which con-
tract has been signed, and an opening commission ("study fee") of varying size.

39. On medium-term rediscountable credits, the borrower pays a total in-
terest and commission charge of between 6.5% and 75, which is distributed
between the commercial banks, BNDE and the Central Bank as follows:

Paper Held Paper Held Paper Held
by Commercial Bank by BNDE by Central Bank

Charge retained by com-
mercial bank 5.65 - 6.15 1.65 - 2.15 1.65 - 2.15

Charge retained by BNDE 0.75 4.75 1.125
Charge retained by.r Cen-
tral Bank 0.10 0.10 3.625

6.50 - 7.00 6.50 - 7.00 6.50 - 7.01)

40. Duration of Loans - The average term of a loan or rediscountable
credit is 5 years, if7Te-ighted by amounts 6.2 years. About one-third of
total amount committed has a term of six years or more. Long-term loans
usually include a grace period of up to two years.

41. Size of Loans - Of 273 loans and commitments made, the majority,
222 (81./.), are in the size bracket DH 200,000 to DH 1 million. They re-
present, however, only about 42% of the total amount. Loans above DH 1 million,
51 (18.51) in number, make up for as much as 585 of the total amount.

2. Geographical Location - Almost half the amount (49.1%) of all in-
vestments has been made in the Casablanca-M1ohammedia area. Another, but
smaller concentration (9.2%) is found in Fes. A large portion of all invest-
ments, being for the greater part electric power loans, cannot be localized
to any specific area.

43. Analysis of Industry Assisted - 90 loans (33% of total number)
amounting to DH 154.6 million (45% of total amount) have been for the estab-
lishment of new enterprises, and 183 loans (67%) totalling DH 208.3 million
(55%) for the expansion of existing ones.

44. About one-fourth of total assistance has been for the power and mining
sector. Petroleum and derivates account for rather less than a fifth, and
textiles, mechanical industry and transportation for about 10% each,

45. During the fiscal year 1964 majority publicly-owned enterprises have been
the beneficiaries of DH 7.8 million or 24.5% of all approvals; private enter-
prises of the remaining 75.55 or DH 23.6 million.

46. Less than half the number but slightly more than half the amount of
loans and investments have had a predominantly Moroccan-owned beneficiary.
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Equity Investnents

47. As of December 31, 1964, BDE Lad made equity investments totalling
about DH 6.3 million. Investments made each year were as follows:

1959/60 DH 520,000
1961 600,000
1962 1,857,000
1963 2,187,000
196h 1,135000
(plus): subscriptions still

payable 37,000

DH 6,344,000

These investments represent a fairly modest portion - about 65 - of BNDE's

total portfolio of loans and investments of about DH 95 million. BNDE is

anxious to increase its equity investments, and has started including

conversion options into shares in its Joan contracts.

Underwriting

A8. In connection Pith the financial consolidation of the Cellulose du

Maroc in the first half of 1964, BNDE guaranteed the subscription of one-third

of DH 5 million of a new share issue of DH 15 million, of which it finall'
had to take up its present holding of about DH 1.5 million. This was BNDE's

first and so far only underwriting operation. BNDE intends to gradually roll
over a portion of this investment to interested investors.

Promotion

19. The responsibility for BNDE
ts promotional activities is mainly vested

with the Study and Development Department, which is also entrusted with the

administration of the National Development Fund. This Department has under-

taken several regional surveys and surveys of various sectors of industry,

agriculture (e.g. the introduction of sil worms in Morocco) and tourism.

Its promotional activities have focussed particularly on the tourist sector.

50. The promotion of a number of projects in other fields has also been

pursued, relating not only to the expansion of existing enterprises but also

to the creation of nen ones such as metal containers, aluminiumz processing,

radio and electrical equipment. At present, certain projects are in an ad-

vanced stage of study, in association with technical partners. Among these are

sodium, chlorine and derivates, flat glass, artifical textile fibers, ceramics

and maize processing.

III. FINANCIAL RESULTS

Balance Sheets

51. Balance sheets of BNDE as of December 31, 1961 through 1964, are

shown in Annex 2.
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52. The amount of all loans and inrestments outstanding increased by

approximately DH 17 million in each of the years 1962 and 1963, and by DH 9

million during 1964. In percentages, the increases were 29% in 1962, 23%
in 1963 and 11% in 1964.

53. Current liabilities and short-term debt, DH 16.8 million, is a little

more than current assets, DH 13.9 million. The current ratio, which was 0.87

at the end of 1962, decreased to 0.60 at the end of 1963, increased again to

0.83 at the end of 1964.

Profit and Loss Accounts

54. Summarized statements of BNDE's income and expenses in 1961 through

1964 are shown in Annex 3. The trend of all these figures can be better

evaluated by seeing them as ratios (percentages) of the average total

assets l/ of each year, as follows:
(DH4 t000)

1961 1962 1963 1964

Average Total Assets 47,729 70,458 90,150 106,388

Gross Income 7.90% 8.148% 7.81% 8,02%
Financial Expenses 2.66% 3.59% 3.15" 3.60%

I-Net Income 5.241 4.89% 1.66% 4.12%
Operating expenses and
depreciation 2.05% 1.93% 1.57% 1.70%

Gross Profit 3.19% 3.26% 3.09% 2.72%

The gradual decline in the net income percentage is explained by two facts:

the proportionately increasing use of long-term borrowings at a higher in-

terest rate compared to short or medium-term borrowing or equity; and the

relative decrease in net income from the indirect rediscountable credits.

55. Annex 3 shows how much was left after allowances and taxes had been
deducted: DH 1,074,000 in 1961, DH 1,531,000 in 1962, DH 1,392,000 in 1963,

and DH 2,223,000 in 1964. The return on net worth and share capital is shown

in the following table:
1961 1962 1963 1964

Net profit after taxation and
allowances for doubtful debt
as percentage of:

(a) Net worth (at beginning of
year) 7.1% 9.5% 5.6% 6.5%

(b) Share capital paid-in 7.2% 10.2% 6.2% 7.4%

1/ Average total assets here is an unweighted average, i.e. the middle

between opening and closing assets of the year.
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56. The net profit of DH 2,223,000 in 1964 left DH 1,108,000 (3.7% of
share capital) available for distribution after the ordinary allocations to

reserves. BNDE has declared a 3% dividend for 196h, its first dividend.

Reserves and Dividends

57. Like all other Moroccan companies, BNDE has to pay a portion 
of its

income into a National Investment Fund 1/. From 1963 on, the rates are an

average of 2.82% on first DII 100,000 and- 8% on all excess taxable income.

The Fund reimburses company deposits without interest, if within three

years of the deposit the company makes approved investments 
in itself or in

other companies at least equal to double the sum it has deposited in the 
Fund.

58. According to law, statutes and Policy statement, BINDE is required to

set aside three kinds of reserves:

(a) Legal Reserve, to which 5% of the net profit is allocated,

until the reserve equals at least 10% of the share capital

(not tax exempt);

(b) Reserve for Loans Outstanding ("Fonds special pour risques

de prets en cours"), to which one-seventh of all interest

received on direct loans is allocated, tax exempt until

distributed;

(c) R-serve for Discountable Credits, to which 0.15% of the 
total

amount of discounting agreements entered into during the year

is allocated, tax exempt, up to a total of 0.50% of total

comitments outstanding.

58. The statutes of BIDE provide for a 5% non-cumulative primary dividend

after the aforementioned allocation to reserves. The meeting of shareholders

may, however, decide on a lower as well as a higher dividend. In according

tax exemption for allocations to the Reserve for Loans Outstanding, the

Ministry of Finance has stipulated that this reserve "must be endowed before

any distribution of dividends to the shareholders."

1/ Fonds National d'Investissements (F.N.I.)
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BfKT@Tir, INATIONALE POTTR 1E DEVELOPPENPi1'iT ECONOMIQUE

Statement of Policy

Approved by the Board of Directors on 1'arch 29, 1963.

1. BNDE's general investment policy should be stated along the

following lines:

(a) BNDE's objective ill be the encouragment of productive

investment in Morocco, chiefly in the industrial field.

To that end it will assist particularly in the financing

of private industrial enterprises to which the major

portion of its resources will be devoted.

(b) BNDE will assist a non-private enterprise only in special

circumstances, and when private capital cannot be found on

reasonable terms to carry out the project.

(c) BNDE will assist a non-industrial enterprise only when

capital cannot be found elsewhere on reasonable terms.

An enterprise will not be considered "private" if the Goverrment or any

of its agencies directly or indirectly hold 50% or more of its outstanding
voting stock.

2. BNDE will consider enterprises only on the basis of their economic

and financial merits. To this end, projects ill be analyzed as i their

economic desirability, technical feasibility, financial soundness, manage-

ment competence, etc., to insure that onay sound productive ventures are

financed BNDE will finance only projects which:

(a) have a high economic priority, and

(b) promise to provide a satisfactory rate of return on the

investment.

3. BNDE will perform adequate supervision of the operations it finances.

h. BKDE should, as appropriate, make use of a variety of forms of invest-

ment, including, within the limits of sound financial practice, equity

participations, and the underwriting or participation in the underwriting

of securities sold by investment enterprises.

5. In order to assist the development of the Moroccan capital market

BNDE should stand ready to sell portions of its investments to other

private investors, with due respect to its own interests and to those

of the other participants in the investments sold,
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6. When one or more commercial banks participate with BNDE in lending
to an enterprise, BNDE should exert e-er"y effort to ensure that the terms
of all the loans, taken together, are uiell suited to the needs of the
enterprise.

7. BNDE should, whenever appropriate, extend technical assistance to

its clients in respect of the formulation, execution and operation of
projects.

8. BNDE should not make direct credits (other than those covered by a
public guaranty) or other investments for any single investment enterprise
aggregating more than 10% of BNDE's paid-up capital, reserves and out-
standing long-term Government loans. In entering into discounting ar-
rangements with a commercial bank, involving contingent liabilities, BNDE

iTill limit the amount of its individual cormitments on the basis of its

assessment of the financial position of the bank concerned and in the

light of BNDE's share capital and reserves.

9. In general, BNDE should not take any single equity participation

larger than the smaller of (a) 10% of BNDE's paid-up capital and reserves

and (b) 25% of the share capital of the investment enterprise concerned.

In the case of underwritings, BNDE might take a larger commitment in the
faith that it will not in fact have to take up more than the proportion of

shares here indicated.

10. BNDE vill build reserves consistent with sound financial practice.
These will include reserves which, according to such practice, may be
necessary to cover specific risks and to strengthen the equity of the
BNDE. To this end, the BNDE now sets aside each year 55 of its net profit
after tax as a "legal reserve"; 0.15i of new medium-term rediscountable
credit for which commritments are givenand 1/7th of all interest received.

It proposes to continue in this same spirit.



BANOUE NATTIONALE POU LE DEVELOPPEMENT ECONOMIQUE

BALANCE SHEETS

(in thousands of Dirhams)

A S S E T S Dec. 31, 1961 Dec. 31, 1962 Dec. 31, 1963 Dec. 31, 1964

Cash and Banks 355 5,862 6,674 12,651
Sundry receivables and miscellaneous 1,692 1,292 1,218 1,235

Total current assets 2,047 7,154 7,892 13,886

Rediscountable or refinanceable
loans 4,030 3,220 66 43

Indirect medium-term loans, not re-

discountable 240 100 123 70

Direct medium-term loans 4,300 2,070 4,778 7,594

Sundry Debtors 2,281 2,375 4,287 3,771

Direct long-term loans 44,820 51,641 62,584 67,129 75,717 84,905 81,261 92,996

Equity investments, including F.N.I. 1,128 3,127 5,529 6,307

Total loans and investments 56,799 73,476 90,500 99,346

Less: Allowance for depreciation - - (1,019) (1,492)

Total net portfolio 56,799 73,476 89,481 97,85

Net Fixed Assets 656 784 1,512 3,151

TOTAL ASSETTS 59,502 81,424 98,885 114,891



L I A B I L I T I ES Dec, 31, 1961 Dec. 31, 1962 Dec. 31, 1963 Dec. 31, 1964

Special Deposits 2,565 3,770 6,274 6,799
Sundry c urrent liabilities and

provisions 2,658 2,618 2,713 4,525
Total current liabilities 5,223 6,388 8,987 11,324

Bonds (Bons de Caisse) 5,000 5,190 h,3h0 5,510
Other short-term borrowing 2,000 - - _

Total short-term debt 7,000 5,190 h,3ho 5,510
Treasury Advance 4,000
1t&% Bond issue 1961, due 1965 4,000 4,000 h,ooo 4,000

Total medium-term debt 8,000 4,000 4,000 ~,000

Long-termbonds 23,000 23,000 23,000 21,485
IBRD Loan - - 4,450 17,583

Total long,-termdebt 23,000 23,000 27,h5O 39,o68

TOTAL BORo 5iNGS 38,000 32,190 35,790 48,578

Share capital, paid-up 15,000 20,000 30,000 30,000
Legal Reserve 54 129 197 285
Reserve for rediscountable loans 112 138 161 178
Reserve for loans outstanding 333 1,395 2,094 2,988
Special bad debt reserve 1/ 95 120 - -
National Investment Fund Reserve 141 357 445 115
Undistributed Profits 5h 1,279 697 2,836 1,211 4,108 1,h23 4,989

Total equity Z/ 16,279 22,836 34,108 3h,989
Subordinated, lang-term Government

loan - 20,000 20,000 20,000
Total equity and quasi-equity 16,279 42,836 54,108 55,889

TOTAL LIAILITIrS AND CAPITAL 59,502 81,414 98,885 li1,891.

/ The debt for which specialreserves were set aside in 1961 and 1962 has been fully consolidated.
2 After allocations forthe year, including payment of a 3% dividend for 196h (DH 900,000).



BANQ UE NA TIONA LE POUR LE DEVELOPPEMENT EC ONOMIQTUjE

Profit and Loss Accounts

(In thousands of Dirhams)

I N C 0 M E 1961 1962 1963 1964

Interest and commissions on direct loans 2,243 4,941 h,783 6,17h
Interestend commissions on indirect loans 1,199 575 1,661 1,792

Income from equity investments 23 61 74 126

Income from operations as agent for the State 15h 195 190 155
Guarantee commission 123 122 108 77

Miscellaneous income 29 80 224 250

Gross Income 3,771 5,974 7,0h0 8,574

E X P E N S E S

Interest on deposits and short-term borrowings 176 240 181 189

Interest on medium-term borrowings 197 151 158 158

Interest on lonc-termdebt 814 1,911 2,254 2,885

Interest and fees paid to Central Bank and

miscellaneous financial expenses 245 496 521 942

Total financial expenses 1,432 2,798 3,114 4,174

Less: Treasury subsidy on borrowings (163) (270) (270) (327)

Net financial cxpenses 1,269 2,528 2,844 3,849

Salaries, wa7es and allowances 718 929 981 1,305

Other operating expenses 200 305 347 436
Depreciation of fixed assets 60 129 83 75

Total administrative expenses 978 1,363 1,1411 1,816

Gross Profit 1,524 2,083 2,785 2,911

TOTAL 3,771 5,974 7,040 8,574
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C.A. VENEZOLANA DE DESAROLLO

I. THE COMPANY

1. The C.A. Venezolana de Desarrollo (CAVENDES) was incorporated on
October 17, 1963 as a "Sociedad Financiera" or finance company, under
Title VI of the Venezuelan General Law for banks. It is organized as a
limited corporation whose shareholders are financial institutions, insurance
companies, industrial enterprises, and individuals.

Purpose and Powers

2. The objective of CAVENDES is to stimulate the development of the
country by providing finance to establish new and expand existing enterprises
in the private sector of the economy. More specifically, investments made
by the Company will be employed to finance fixed assets and working capital
of a permanent nature, primarily for the manufacturing industry, and those
enterprises engaged in the agricultural and livestock field which produce
raw materials for the industry.

3. For this purpose the Company may carry out all business and opera-
tions authorized by the law, such as: a) promoting, organizing and develop-
ing, by means of financing and supplying technical assistance, any kind of
industrial enterprise; b) subscribing, acquiring, selling and placing in-
dustrial securities, with or without its own guaranty, and promoting the
participation of private capital in such enterprises or associations; c) con-
ducting operations under trust agreements, issuing and placing bonds, and
giving guarantees.

h. However, the Company may not, directly or indirectly, provide equity
financing for: a) public works or national state or municipal enterprises;
b) construction of dwelling houses and buildings not destined for the industry;
c) mining and petroleum companies; d) roads and irrigation systems. Moreover,
the Company may not finance working capital by means of short-term loans.

Currency Unit: Bolivar (Bs.)

Bs. 1 - US$ 0.222
US$ 1 - Bs. 4.5
Bs. 1 million - US$ 222,000
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5. Since CAVENDES is a financial institution and not a holding company,
its object is to finance industry, not to manage individual enterprises or
to hold participations in them indefinitely. It will not, therefore, seek
a controlling interest in any such enterprise and may not ordinarily take
more than a 30% participation in the voting stock of any one enterprise. In
short, with the exception of the restrictions mentioned above, CAVENDES may
undertake the full range of activities normally associated with an industrial
finance company.

Resources

6. Share Capital - CAVENDES' present subscribed capital amounts to
Bs. 36,503,500, composed of 365,035 registered common shares of par value
Bs. 100 each.

7. Reserves - In addition to the paid-in share capital, CAVEDESI reserves
totalled Bs. 136,000 as of March 31, 1965 and thus shareholders' net worth
was Bs. 30.1 million.

8. Loans - In January 1964, CAVENDES secured a Bs. 2 million line of
credit from the Venezuelan Commission for the Financing of Small and Medium-
Sized Industries, for the purpose of extending 7 1/2%, one to five-year loans
to industries with capital between Bs. 100,000 and Bs. 1 million. Of the loans
granted under this program, CAVENDES will disburse 50% from its own funds,
and borrow the balance from the Commission at an annual rate of 3%.

9. The policies of the Company allow borrowing of funds up to a maximum
of three times the aggregate of its share capital and surplus. Although the
operations of the Company have so far been conducted mainly with its own
capital, the prospect for future business is now inducing the management to
negotiate long-term loans with international agencies.

10. The Company may not accept demand or savings deposits, nor rediscount
with the Central Bank.

Organization

11. Ownership - CAVENDES' share capital is distributed among 81 shareholders.
About 46%Toreowned directly or indirectly by seven foreign companies; 16.L% by
IFC and the balance by Venezuelan stockholders. Government as such holds no
CAVENDES shares, but the Government-owned Corporacion Venezolana de Fomento
holds about 16.4% of the outstanding capital. CAVENDES has only one class
of shares. However, the Company's regulations provide that, although there
will be no limitations upon the negotiability of these shares, the Board of
Directors may refuse to register such transfers which would result in con-
centrating the Company's ownership in any single individual company or group
of affiliated interests.



12. Board of Directors - The administration of the Company is the respor-
sibility 6f th~B6'd-KTDectors, which is elected by the shareholders every
two years. The Board is composed of seven directors elected as follows: any
shareholder who owns 15% of the outstanding shares has the right to elect one
principal director and two alternates. The other directors and alternates
are elected by majority vote of the rest of the shareholders.

13. The Board of Directors elects from among its members a President
and a Vice President. The President is the Chief Executive of the Company
and is empowered to represent it and to appoint and remove employees. The
Vice President substitutes for the President in the absence of the latter.
The first President of CAVENDES was Mr. Eugenio Mendoza. Upon his resignatio.
on August 20, 1964, Mr. Luis Vallenilla, fonner President of Corporacion
Venezolana de Fomento, was elected to succeed him.

1L. The Board of Directors meets at least once a month. A quorum con-
sisting of the absolute majority of its members is necessary for the trans-
action of business and its decisions are adopted by majority vote; houever,
when an investment exceeding 10% of the CompanyT's subscribed and paid-in
capital is involved, the presence of all members of the Board of Directors,
and their unanimous vote, is required.

15. Management and Staff - The day-to-day business of the Company is
handled by the General M4anager under delegation of authority from the President.
He is responsible both for coordinating activities among the different de-
partments of the Company and for carrying out the decisions of the Board of
Directors in those matters that do not require direct action by the President.
The General Manager attends the meetings of the Board and presents the
appraisals of projects and corresponding recommendations. Since the start
of operations, Mr. Manuel Delgado Rovati has occupied this position. Mr.
Delgado was for six years the Director of Industries in the Venezuelan
Ministry of Development.

16. The present staff of CAVENDES is composed of two assistant managers,
one in charge of operations and the other of administration. The assistant
manager of operations is a project analyst and fulfills this function with
the assistance of an economnist-analyst. The assistant manager of administration
is the chief accountant; an assistant accountant is in charge of the book-
keeping. There is also a full-time financial adviser in charge of the under-
writing operations. Engineering and promotional advisory services are
obtained from two specialized part-time staff members. A local legal firm
is retained by the Company, and outside consultants have been utilized,
specially for the planning of underwriting operations. An expansion of the
staff is presently being contemplated by the management, in view of the
prospective increase in activity.



II. OPERATIONS

Operating Policies

17. CAVENDES' principal operating policies are set forth in a declaration
approved by its Board on February 14, 1964, of which a copy is given in Annex 1.

18. According to this declaration, CAVENDES will finance the expansion and
improvement of existing companies as well as the establishment of new enter-
prises, in the private sector of the economy. Financial assistance will be
granted in a number of ways, ranging from direct equity participations to
loans with equity features, including underwritings and guarantees. CAVENDES
will observe prudent restrictions as to its equity participations and the
size of its commitments to particular enterprises. Investment in the shares
of any single enterprise will notexceed lCp of the Company's own equity; and
its total commitments to one firm are limited to 15% of CAVENDES' oun equity.
In the case of an underwriting commitment, however, the Company may exceed
these limits if it undertakes the commitment in the belief that it will not
be called upon to take up an amount in excess of the proportion cited above.
But in any event, no such underwriting commitment to one single firm will
exceed 25% of the Company's own equity.

19. CAVENDES also endeavors to expand the domestic capital market by
promoting public participation in investments, through the issuing of its own
securities and the sale of its own investments. It will assume the foreign
exchange risks on its own borrowings from abroad; but will protect itself
against any loss by passing on such liabilities to its borrowers or by other
means which ensure that it rill not carry the risk.

20. The declaration of policy and operating procedures also commits
CAVENDES to a conservative reserve policy; it calls for an adequate reserve
for bad debts and investments, and additional reserves to build up equity.
The declaration also includes a restraint on borrowing by the Company beyond
three times the aggregate of its unimpaired share capital, reserves and un-
distributed surplus.

Lending Activity

21. Summary - From the start of operations to M-larch 31, 1965 CAVENDES

committed Bs. 26.9 million, the bulk of which was in medium-term industrial
loans. Ten years was the longest term approved (in the case of a loan which

amounted to 0.9/ of the total commitments) and five months the shortest
(Bs. 1 million). All of the investments have been straight industrial loans,
without equity features.

22. Interest Rates - CAVENDES' industrial loans were made at the uniform

rate of 9 per annum, with the exception of two loans granted at 7.5, per year.
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23. Duration of Loans (as of June 1965)

Number of Loans Terms in Amounts % of total
Approved Years (Bs. 000) Commitments

1 Less than 1 1,000 3.7
21 1 - 5 13,890 51.4

5 - 10 12,050 h.9

31 26,9640 100.0

24. Size of Loans (as of June 1965)

Amounts Number of Loans Total Amounts % of Total
(Bs. 000) Approved Approved Amounts

I 500 12 -. ,150 15.5
501-1000 15 14,130 52.4
1001-2500 3 5,660 21.0
Over 2501 1 3,000 11.1

31 26,940 100.0

The average size of loans has been in the neighborhood of Bs. 870,000 (193,000).

25. Distribution of Loans by Industry - The range of projects financed
by CAVENDES is quiteTide and includes metal processing industries (roughly
one third of total amount), chemicals (20%), textiles, food and beverages,
and building materials.

26. Special Features - All loans made by the Company are secured except
for approximately 2Q01o the total amount. Up to March 31, 1965, there had
been no defaults thereon. During the second half of 1964, 84 credit applica-
tions were received, of which 20 were approved; the remaining 64 are being
studied; of the 20 approvals, 17 were finalized.

Equity Investments

27. In March and April 1965, the Board of Directors approved CAVENDES'
first two equity investments. Further such investments are under study.

Underwriting

28. In the field of underwriting CAVENDES has made a successful start
with the placement, in April 1965, of an issue of Bs. 10 million of
mortgage bonds of Ceramica Carabobo, C. A., at 8% repayable over a period
of ten years. The issue was sold at 98. CAVENDES took lead in organizing
the syndicate and itself handled 50% of the issue, voluntarily keeping
Bs. 0.5 million for its own portfolio. CAvEUDES also participated in the
underwriting of an issue of $15 million of Venezuelan Government dollar bonds,
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by a group headed by Kuhn Loeb & Company and the First Boston Corporation.
CAVENDES' participation was $ 0.36 million. The Company is presently
studying the underwriting of similar operations.

Promotion

29. A number of projects are presently being studied, in the fields of
pulp and paper processing, tin plate and foundry, oil exploration equip-
ment etc.

III. FINANCIAL RESULTS

Balance Sheets

30. The balance sheets of CAVENDES as of December 31, 1963, June 30,
1964, and December 1964, are given in Annex 2. A summary as of December 31,
1964 is given below:

Assets Bs. thousands Liabilities Bs. thousands

Cash and deposits in Central Bank 2,440 Short-term 3,500
Loans 16,684 Medium-term 60
Securities I,!01 Other liabilities 79
Other accounts 409 Paid-in capital 20,072

Surplus 223

Bs. 23,93b Bs. 23,934

Profit and Loss Accounts

31. The operating results of CAVENDES in 1964 (Annex 3) may be sum-
marized as follows:

Bs. thousands

Total gross income 935.8
Total expenses 693.3

Income before taxes 2L2.5
Provision for taxes 18.5

Net Income 224.0

32. The gross income of CAVENDES during its first full year of operations
which ended December 31, 1964, was Bs. 935,798. Interest earned on
industrial loans accounted for 62.0% of income; interest earned on time
deposits in commercial banks for 18.2%;- interest from securities for 11.1%,
and fees for technical studies 0.8.
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Dividends and Reserves

33. The appropriation of net income was as follows: legal reserves
(Bs. 50,970); guarantee fund (Bs. 33,842); reserve for protection of invest-
ments (Bs. 8,370); surplus (Bs. 131,161). So far, no dividends have been
distributed by CAVENDES.

34. Assuming for practical purposes that all net income was generated
in the second half of 1964, and that the amount invested was the average
between paid-in share capital as of June 30, 1964, and December 31, 1964,
or Bs. 15.1 million, the yield on capital invested in the second half would
be at an annual rate of 2.96%. Unaudited results, as of March 31, 1965,
show a yield of 4% per year for the first quarter of 1965.
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C. A. VENEZOLANA DE DESARROLLO

Declaration of Policy and Operating Procedures

Approved by the Board of Directors on February 14, 1964

Economic Justification:

The C. A. Venezolana de Desarrollo will be established in accord-
ance w-7ith the norms and principles contained in the General Law of Banks
and other Credit Institutions.

The company is being created to assist in meeting Venezuela's
need for an expanded capital market. Such a market is essential for the
continued industrial development of Venezuela, which is striving to
secure and maintain an adequate standard of living throughout Venezuela,
in part through improved use of the nation's natural resources.

The Company will complement the activities of similar organiza-
tions, both private and governmental, at a time when the lack of financial
resources constitutes the main obstacle to the efforts being made to
attain a higher rate of economic growth for the nation. The Company will
not only assist in expanding the domestic capital market, but will also
help to secure foreign financial resources for Venezuela's economic
development.

Objectives of the Company:

The Company's objective will be to stimulate the development of
the country by providing finance to establish new and expand existing
enterprises in the private sector of the economy.

It is considered that the Company's ownership should not be
concentrated in any single individual company or group of affiliated
interests.

The Company intends in carrying out its objectives, to adhere
to the following, broad policies. Modifications of these policies will be
adopted by the Board of Directors only after adequate opportunity has
been afforded to all the members of the Board to review and discuss the
proposed changes.

1. Investment Policy:

Investments will be employed to finance fixed assets and working
capital of a permanent nature, primarily for the manufacturing
industry, and those enterprises engaged in the agricultural and
livestock field which are large scale or directly related to
industrial enterprises.



ANNEX 1
Page 2

2. Types of Financing:

The investments of the Company will be effected in whatever
form is suited to its clients' needs and is appropriate to the
Company's own interests. Recognizing the need which exists in
Venezuela for an institution capable of providing equity-type
financing, the Company, in making its investments, will con-
sider providing finance, in addition to medium and long-term
loans, in the form of:

(a) underuritings;
(b) guarantees;
(c) direct participations in share capital3 and
(d) loans vith equity features.

The Company will not finance working capital by means of short-
term loans.

Since the Company is to be a financial institution and not a
holding company, its object will be to finance industry, not
to manage individual enterprises or to hold participations in
them indefinitely. The Company will not, therefore, seek a
controlling interest in any enterprise, or any other interest
which puts it into a position of responsibility for the manage-
ment of an enterprise, and it will not - otherwise than as may
temporarily be necessary in connection with an underwriting
or in case it may be required as a result of default to take
over a company - take more than 30% of the voting stock of any
one enterprise.

3. Eligible Enterprises:

Financing will be provided for the establishment of new enter-
prises, as .ell as-for the- -epansion and improvement of
existing companies in the private sector of the economy.

4. Assistance to the Enterprises:

The operations of the Company will not be limited exclusively
to the granting of financial assistance. It will also make use
of every available means to advise the financed enterprises on
the solution of their economic and financial problems, thus
increasing its contribution to the Venezuelan economy and safe-
guarding recovery of its own investments.

5. Enlargement of Capital Markets:

(a) The Company's own securities

The Company will endeavor to expand the domestic capital
market by promoting public participation in investment
through the issuing of its own stocks and bonds.
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For this purpose, the Company will, if it should be
necessary in the future, increase its own capital re-
sources through whatever means the Board of Directors
may recommend.

There will be no limitation upon the negotiability of
the Companr's shares.

(b) Other Securities

In order to help develop the capital market, the Com-
pany will act in such manner as to broaden the market
for industrial securities. To this end, it will stand
ready to sell its investments to other private investors
whenever it can do so on satisfactory terms, having due
regard not only to its oun interest but also to the in-
terest of other participants in the investment sold.

6. Study of Fields for Financing and of Specific Proposals:

The fields in which the Company's financial assistance is to be
provided will be selected by means of detailed studies, taking
into account:

(a) the effect of the proposed investments on the economy
of the country;

(b) the desirability of achieving a high degree of di-
versification in the Company's operations;

(c) the capacity of the enterprises to absorb labor.

The Company will consider projects only on the basis of their
economic, technical and financ.ial merits. In..mking its decisions
to finance an enterprise, the Company will choose only projects
which give promise of a satisfactory return on the investment and
which will contribute to the economic growth of Venezuela.

In making investments, the Company will, in general, seek ad-
equate security or guarantees. However, recognizing the limi-
tations of conventional security as a safeguard in industrial
investment and recognizing also that the prestige of the Com-
pany and of its shareholders are bound up in the success of
the enterprises it sponsors, the Company will place primary
emphasis in reaching its judgments, not on the adequacy of
the security available but on the prospective profitability
of the enterprise.
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7. Borrowing by the Compar:

In view of the inherent risk in long-term industrial financing,
the Company -ill exercise prudence in incurring debt. It will
limit its debt to a maximum of three times the aggregate of its
unimpaired share capital, reserves and undistributed surplus.
This limitation, however, may be reviewed in the future by the
Board of Directors, taking into consideration the financial
position of the Company and in keeping with sound investment
practices.

The Company will arrange its borrowings so as to maintain a
proper relationship between the duration of its liabilities and
the duration of its assets, in order to safeguard its liquidity.

8. Diversification of Risk:

In the conduct of its affairs, the Company will exercise prudence
appropriate to the risks inherent in medium and long-term finance
to industry. In particular, it will, in accordance with sound
investment practice, diversify its investments with respect to
industry, size and form of financing. It will limit its total
investments in share capital as required by law, but in no event
will such investments exceed the amount of its unimpaired equity;
it ill not invest in shares of any single enterprise a sum greater
than 10' of the Company's oun equity; and its total commitments to
any single enterprise will not exceed 15' of the Company's own
equity. In the case of an underwriting commitment, however, the
Company may exceed these limits if it undertakes the commitment
in the full faith that it will not be called upon to take up an
amount in excess of the proportions cited above; but in any event
no such underwriting commitment to a single enterprise will ex-
ceed 25% of the Company's equity.

9. Procedures and Organization:

The administration of the Company will be designed to achieve the
flexibility and speed needed to time the Company's financing in
accordance with the clients' requirements.

The Company will organize itself so as to be able to follow closely
the operations of the enterprises it finances, in order thereby to
safeguard its own investments and to protect the interests of the
investors who have purchased its securities.

The Company will engage staff sufficient to enable it to carry
out its tasks, including staff skilled in engineering, financial
and economical analysis. To the extent that it may, on occasion,
be economical to use consultants, the Company will employ the
services of outside organizations or individuals.
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10. Dividends and Reserves:

The Company will levy charges for its financing and services suf-
ficient to earn a profit which will yield a satisfactory return
on the Company's investment and will provide for reserves con-
sistent with sound financial practice. Such reserves will include
those necessary to cover specific risks and additional reserves
designed to strengthen the Company's equity. In determining its
dividends, the Company will give precedence to the establishment
of adequate reserves.

The Ordinary General Meeting will, after all reserves and appro-
priations established by law and the Statutes of the Company have
been made, declare the dividends to be distributed and will order
the payment thereof. In determining the dividend to be distributed,
the Company will follow a prudent reserves policy. It recognizes
that sound accounting practice requires the allocation from gross
income, before net profits, of reasonable sums to investment re-
serves and requires the building up of such reserves to a level
of not less than 15% of the book value of the Company's investment.
Until such a level of reserves is achieved it will not distribute
cash dividends of more than 50% of annual net profits.

11. Official Auditor:

The accounting supervision of the Company's operations will be the
responsibility of the official Auditor appointed at the Ordinary
General Meeting. However, the Company will engage qualified in-
dependent auditors for annual audit of the accounting books and
records, and at such other times as the Board of Directors deem
it advisable.

12. Operating Expenses:

Although the Company will be an organization of considerable scope,
its operating costs will be kept to a minimum consistent with the
Company's purpose and the scope of its operations.

13. Exchange Risks:

Whenever it borrows funds in foreign currencies, the Company will
assume the risk of any modifications in rates of exchange during
the life of the credit. It will in all cases, however, protect
itself against any loss by passing such liabilities on to its
borrowers or by other means which ensure that the Company will
not carry the risk.



C.A. VENEZOLANA DE DESARROLLO

Balance Sheets

~"H ( o~iTvarST

ASSETS December 33, 1963 June 30, 1964 December 31, 1964

Cash 124,516 333,389 2,250,626

Deposits in banks at fixed term 9,800,652 2,050,000 -

Deposits in the Central Bank - 189,867

Loans repayable 7,551,000 16,684,731
Investment in mortgage and state

bonds (8% and 6%), at cost - - 4,01,570
Accrued interest receivable

and miscellaneous 45,398 50,908 132,533

Prepaid expenditures and deposits 100 3,835 85,530

Furniture and equipment at cost

minus depreciation 50,359 66,082 99,717

Incorporation and pre-operating

expenses minus amortization 106,944 106,314 91,127

TOTAL Bs. 10,127,769 10,161,528 23,935,701



LIABILITIES December 31, 1963 June 30, 1964 December 31, 1964

Bank loans with interest at
7% and 71% per annum - - 3,500,000

Bank loan with interest at
3% per ann.um due in 1967 - - 60,000

Accounts and accrued expenses - 12,h34 33,744
Accruals for employee's social

security benefits - 16,029 27,346
Estimated Income Tax 1,710 - 18,478

Corporate Capital 36,503,500 36,503,500 36,503,500
Less amount not paid up 26,377,441 26,377,441 16,431,350

10,126,059 10,126,059 20,072,150

Undistributed Profits
Allocated to legal reserve - 1,401 50,970
Allocated to guarantee fund - - 33,482
Allocated to fluctuations

in security prices - - 8,370
Unallocated - 5,605 131,161

TOTAL Bs. 10,127,769 10,161,528 23,935,701
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C. A. VENEZOLANA DE DESARROLLO

Profit and Loss Statements

(in bolivares)

Income December 31, 1964 June 30, 1964

Interest earned on:
Loans 454,849 125,216
Deposits in Bank 35,947 133,973
Investments in securities 103,693 -

Technical Studies 69,100 13,000
663,589 272,189

Overhead and Administrative Costs ~

Salaries 180,976 125,292
Profits and participations 22,866 9,657
Social Security benefits and vacations 17,864 16,029
Fees of the Board of Directors 26,800 25,600
Professional fees 36,000 32,500
Amortization of incorporation costs 15,187 15,188
Depreciation of furniture and equipment 5,879 4,431
Interest and charges on notes 24,549 -
Purchase costs of securities 10,590
Traveling expenses 11,657 -
Public relations 28,803 10,060
Rent, light, water and cleaning 11,676 12,977
Miscellaneous 35,287 13,449

425, 134 -265,103

Profit for the half year before Income Tax 235,455 7,006

Provision for Income Tax 18,478 -

Net Profit for the Half Year 216,977 7,006

Less: Allocated to Legal Reserve 49,569 1,401
Allocated to Guarantee Fund 33,482 -
Allocated for fluctuation in

security prices 8,370 -
91,421 1,401

125,556 5,605
Undistributed profits not allocated at

the beginning of the half year 5,605 -

Undistributed profits not allocated at
the end of the half year 131,161 5,605
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CHINA DEVELOPMENT CORPORATION

I. THE COMPANY

Purpose and Powers

1. The China Development Corporation (CDC) was established in May 1959,
to assist in the creation, expansion and modernization of private industrial
enterprises by extending financing assistance in the form of medium and long-
term loans, guarantees, and equity participations. CDC may also float or
underirite corporate bonds and encourage private investors (local and foreign)
to participate in such financing. CDC's office is in Taipei, which is the
center of the industrial area in the northern part of Taiwan.

Resources

2. Capital Structure - CDC's comparative summarized balance sheets as
of December 31, 1959 through 1963, are shown in Annex 1. The financial
position as of December 31, 1964, was as follows:

NT$ Million

Current assets 198
Loans (less provision for bad

debts) 633
Investments 51
Other assets 7

TOTAL ASSETS 889

NT$ Million

Current liabilities 21
Long-term debt:

DLF and IDA 385
Counterpart fund debt (subor-

dinated to other debt) 303
Share Capital 120
Reserves and retained earnings 31
Unallocated income (before tax) 29

TOTAL CAPITAL AND LIABILITIES 889

CDC maintains a provision for bad debts account which is not allocated against
specific bad loans but maintained as a reserve. If this is included, total
reserves were equivalent to 8.0% of loans and investments.

Currency: New Taiwan dollars (NT$)

US$ 1 - NT$ 40
NT$ 1 - US$ 0.025
NT$ 1;000,000 - US$ 25,000
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3. Counterpart Fund Loans - In 1959, CDC arranged to borrow from the Bank
of Taiwan, the agent for CIECD, loans totalling NT$ 300 million, made avail-
able in three annual tranches of 1TV 100 million each out of U.S. AI) counter-
part funds. The loans are repayable over 30 years, including a 15-year grace
period. When an IDA credit was made in December 1961, the Bank of Taiwan
agreed to subordinate the NT$ 300 million loans to all other loans (but not to
the share capital) in the event of the liquidation of CDC, and to surrender
the rights of lien or mortgage on the assets of CDC that were initially
provided for.

b. The interest rate originally established under the first three counter-
part fund loan agreements covering the NT$ 300 million was fixed at 6%,
although it could be amended by CIECD with the prior concurrence of AID. Under
these agreements CIECD and AID could also accelerate the repayment schedule
after consultations with CDC. However, these agreements have been amended to
insure CDC a minimum spread of 6% on these funds regardless of its relending
rate, and to eliminate the possibilities of amending the interest rate or
amortization schedule without CDC's agreement. Counterpart fund loans exceedinC:
NT$ 10 million require the prior approval of CIECD.

5. By the end of 1963 almost all of the NT$ 300 million in counterpart
fund loans had been committed, and during the year the Government agreed to
lend CDC an additional NT$ 200 million as and when required by CDC. On
December 23, 1963, CDC signed a loan agreement with the Bank of Taiwan for
the first half of this NT$ 200 million. The terms of the agreement called
for a variable interest rate which would leave CDC with a 4% spread. The
loan is for 30 years, including 15 years of grace, and is not to be subordina-
ted to other debt. The loan agreement signed in December also gave the Bank
of Taiwan a lien on CDC's assets. Subsequently, the Government has agreed to
modify the terms of these loans to give CDC a fixed spread of 6.0% and to
eliminate the lien.

6. DLF (AID) Loan - In March 1960, the United States Development Loan
Fund granted CDC a foreign exchange loan of US$ 10 million at 5.75% interest,
subject to a maximum relending rate of 7.25% with sub-borrowers taking the
exchange risk. Loans exceeding US$ 100,000 are tied to U.S. procurement and
must receive prior approval of AID. Loans absorbing practically all of the
US$ 10 million had been approved by the end of 1964.

7. IDA Credit and World Bank Loan - On December 1, 1961, IDA made a
credit for US$ 5 million equivalent in various currencies to the Republic of
China, to be relent in New Taiwan dollars to CDC. The subsidiary loan agree-
ment between the Government and CDC provides for repayment in 30 years, in-
cluding 10 years of grace. The interest rate to be paid by CDC to the Govern-
ment has been stipulated so as to guarantee CDC a minimum spread of 4.2%,
irrespective of modifications in the relending rate of CDC. Initially the
interest rate paid to the Government was 12% per annum (relending rate 16.25);
it is now 9.84% (relending 14.04%).

8. On December 17, 1964, the World Bank made a loan equivalent to US$ 15
million to CDC at 5 1/2% interest. The loan is committed by CDC for
individual projects and is repayable according to a schedule determined
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at the time of commitment, subject to a maximum term of 15 years from the
commitment date. Proposed commitments in excess of US$ 250,000 have to be
submitted for approval to the World Bank.

9. CIECD Special Loans - CDC has also received funds from CIECD, in both
local and foreign currencies at low rates of interest, for such purposes as
compensation for typhoon damage and small business loans. The amount involved
so far is only NT$ 1.5 million. CDC receives a minimum spread of 2%.

10. Borrowing Power - CDC's Charter does not contain restrictions on the
borrowing power of CDC. Under the vaious loan agreements, however, CDC has
agreed to the following restrictions:

a. Under the supplemental counterpart fund loan agreement of December 28,
1961, CDC will not incur new debt without the prior approval of AID
and CIECD.

b. The DLF Loan Agreement stipulates that similar approval be
obtained from DLF (AID).

c. Under provisions of the Subsidiary Loan Agreement between the
Republic of China and CDC regarding the IDA credit, CDC will
not, except with the prior approval of the Republic of China
and IDA, incur any long-term debt 1/ in excess of an amount
equal to three times its own unimpaired capital, reserves, and
the outstanding balance of the subordinated counterpart fund
loans of NT$ 300 million. (This limitation has also been in-
corporated in the loan agreement for the World Bank loan.)

11. As of December 31, 1964, CDC had an approximate net worth of UT$ 162
million (after provision for taxes and dividends out of 1964 income). The
entire NT$ 300 million subordinated counterpart fund loans were outstanding;
and thus the borrowing base amounted to NT$ 462 million and the ratio of long-
term non-subordinated debt and guarantees to this base was only 0.83 to 1.
Under the limitation in the IDA credit and proposed Bank loan agreements, CDC
may draw down long-term debt and extend guarantees amounting to three times
this borrowing base, or about NT$ 1,350 million.

12. Already contracted, although not fully drawn down, are the following
long-term debts and outstanding guarantees:

Guarantees NT$ 100 million
DLF Loan ($ 10 million) NT$ 400 million
IDA Credit ($ 5 million) NT$ 200 million
World Bank Loan ($ 15 million) NT$ 600 million
Non-subordinated Counter-

part loans NT$ 200 million

Total NT$1500 million

1/ Long-term means maturity over one year, and debt is defined as debt
actually drawn down, plus guarantees to the extent that the underlying
debt is outstanding.



Organization

13. Ownership - CDC's original paid-in capital amounted to NT$ 80 million,
of which about 705 was held by private firms and individual investors and 30%

by three government-owned commercial banks. There was no foreign partici-

pation initially. In February 1962, the shareholders voted to increase CDC's

paid-in capital to NT$ 120 million by means of a rights issue. At that time

Morgan Guaranty International Banking Corporation expressed an interest in

becoming a shareholder, and CDC arranged to have the three-government-owned
banks and, to a lesser extent the existing private shareholders, waive parts

of their rights to accommodate Morgan Guaranty's entry into the Corporation.
This reduced the government-owned banks' share in CDC to about 24%, and
subsequent sales by these institutions have reduced their holdings to 19.6%
of the total, as of December 31, 1964. The distribution of the share capital
among various groups of shareholders in May 1959 and August 1964, is shown in

the following table:

May 1959 December 1964
NT$ '000 ___ NT$ '000 %

Private Banks (2) 10,000 12.5 17,660 14.7
Private Corporations 39,52o 49.4 53,785 44.8
Private Individuals 7,040 8.8 12,835 10.7
Foreign Investor (Morgan Guaranty
International Banking Corporation) - - 12 250 10.2

Total Private Shareholders 56,560 70.7 5 80.
Government Banks (3) 23,440 29.3 23.470 19.6

TOTAL 80,000 100.0 120,000 100.0

14. Morgan Guaranty and the Shanghai Commercial and Savings Bank are the
largest shareholders, but they hold only little more than 10% each of
CDC's shares.

15. Board of Directors - CDC's Articles of Association provide fora Board of
Directors of 15 members, who elect an Executive Committee from among them-
selves consisting of seven persons known as Managing Directors. The Board
meets every two months and the Executive Committee twice a month. The latter
is empowered to approve all loan applications regardless of size. The Chair-
man of the Board, Mr. P. S. Lim, has been Chairman since the inception of

CDC and is also Chairman of several other large corporations including the
Taiwan Cement Corporation, which is the largest cement producer in Taiwan.

16. Two of the three government-owned commercial banks holding shares,
the Bank of China and the Bank of Communications, have one Managing Director
each on the Board of CDC. The Bank of China has one other Director, and
one private commercial bank, the Shanghai Commercial and Savings Bank, also
has one Director and one Managing Director. The two senior staff members of
CDC, the President and the Vice President are both Board Members. The
remaining eight members are businessmen and industrialists covering a wide
range of activity - cement, glass, textiles, electrical goods, rubber, iron,
chemicals and insurance.



17. The Government is not represented on CDC's Board, but has appointed
a representative to be present at CDC's Board meetings as long as any amount
of the World Bank loan is outstanding. This representative does not have
the power to vote but is supplied with all information supplied to other
Directors.

18. In accordance with the requirements of local company law, in addition
to a Board of Directors, there is a Board of Supervisors elected by share-
holders to safeguard their interests by generally acting as watchdogs. The
Chairman, Mr. C. N. Lee, attends all Directors' meetings.

19. The President, M"r. Chang, prior to his position at CDC, was employed
for 19 years by the Bank of China. Mr. T. C. Pan, Vice President, joined
CDC after many years of experience with the Taiwan Sugar Company and CIECD. 1/

20. Management and Staff - In addition to Mr. Chang and Mr. Pan, CDC
employs 25 professional staff and 24 assistants and clerical staff.

21. Working Committee - The responsibility of follow-up on the 258 loans
and investments is largely with the Controller's office. Quarterly data on
the volume, cost and value of production and sales are required from clients
as well as quarterly or semi-annual financial statements. Clients are visited
periodically by a CDC accountant accompanied, when necessary, by an engineer.

II. OPERATIONS

Operating Policies

22. CDC's Articles of Association as presently constituted restrict CDC's
aggregate equity investments to an amount not exceeding 75%, of its net worth,
and individual equity participations are limited to 20% of net worth. CDC
would not normally grant assistance to a single enterprise in excess of 50%
of CDC's net worth. CDC is not restricted in the amount of a single companyls
equity which it may take up, provided it is within the limitations mentioned
above, but it is CDC's policy not to seek controlling interests in firms it
finances and normally to avoid becoming involved in the management of these
firms.

Lending Activity

23. During the period from CDC's establishment in 1959 through December 31,
1964, CDC reviewed applications for assistance for about 600 projects, and
approved assistance (net of cancellations) to about 274 projects for a total
value of about NT$ 1,386.6 million or about US$ 34.6 million.

1/ CIECD, the Council for International Economic Cooperation and Development,
is a Government body. The Chairman is the Prime Minister and the CIECD
Board includes Heads of Departments and higher officials. One of its
functions is to apply and administer foreign resources, including loans
and grants. Effective from September 1, 1963, CIECD succeeded the former
CUSA (Council for United States Aid).
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SUMMARY OF CDC'S LOAN AND EQUITY INVESTIENTS
(In NT$ million)

APPROVALS

Domestic Foreign
Currency Currency Equity

Year Loan Loan Investments Total

1959 56.8 - - 56.8
1960 195.2 53.0 - 2[8.2
1961 84.4 111.7 7.2 203.3
1962 59.8 101.1 18.0 178.9
1963 52.5 18l1 8.0 2h1.6
196h 124.3 295.6 34.9 h54.8

573.0 742.5 68.1 1383.6

Actual disbursements for the same period were as follows:

DISBURSEMENTS

1959 28.3 - - 28.3
1960 118.0 - - 118.0
1961 103.2 17.3 6.7 127.2
1962 106.4 94.2 11.5 212.1
1963 65.4 103.5 9.0 177.9
196h 82.4 171.0 241 277.5

503.7 386.0 51.3 941.0

24. Apart from its first year of operations (1959), CDC used only
negligible amounts of its own capital funds for local currency lending as
counterpart funds have been available in ample amounts for loan operations
and any surplus counterpart funds have been held as savings deposits, which
currently yield 8.4%. The portion of CDC's own funds which is not invested
in equities has been invested in government bonds (none of its borrowed
counterpart funds can be invested in government bonds). The fact that all
interest derived from lending operations is taxable, while interest
(currently 10.4%) on government bcnds is tax exempt, makes bonds an attractive
temporary investment.

25. By the end of 1964, CDC had approved foreign currency loans totalling
NT$ 742.5 million. Of this amount NT$ 584 were approvals from its DLF and
IDA resources; NT$ 1hO were processed from the World Bank loan, and the remainder
was derived from foreign currency credits available to CDC out of counterpart
funds. CDC gives its clients the option to borrow at 9% interest in which
case the borrower assumes the exchange risk. In the alternative, the client is
charged the CDC local currency relending rate (currently lt.04%) in which case
the government assumes the exchange risk for a fee which leaves CDC with a
net spread of 3 1/2%. Also by the end of August, 1964, the IDA credit was
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utilized to finance 24 projects for an average of about US$ 200,000 each.
Because of the approval and procurement restrictions of the DLF loan CDC
has used these funds mainly for loans under US$ 100,000. Only five out
of some 95 loans approved from DIF funds exceeded US$ 100,000.

26. CDC's annual foreign currency approvals have increased from about
US$ 1 million equivalent in CDC's first full year of operation to just under
US$ 5 million equivalent in 1963. Loans for foreign currency purposes in
1964 were a little over US$ 7 million (including foreign currency purchased
from counterpart funds).

27. Interest Rates - CTIC's local currency lending rate has gradually been
reduced from its initial level of 16.8% in 1959 to the present rate of 14.O0%,
which went into effect in mid-1963. CDC takes as its lending rate the ceiling
rate established by the Central Bank for commercial bank secured loans of
6-12 month maturities. CDC had expected this rate to be reduced to 12% at
the end of 1963; but it has not been reduced, nor is a reduction likely before
June 1965, in view of the Central Bank's effort to keep interest rates high in
line with its anti-inflationary policies.

28. As for its foreign currency lending, the interest rate charged by CDC
for loans under the IDA credit is currently 14,04% and the Government assumes
the foreign exchange risk. For loans granted under the DLF loan, the borrower
pays only 7% interest, but he assumes the foreign exchange risk.

29. Duration of Loans - Only 11.2% of the number of loans made by CDC are
for more than US$ 250,000 equivalent, although in terms of value these loans
represent about 52.3% of the total.

30. Size of Loans - About 53.6% of the number of loans approved have been
in the US$ 25,000 - 100,000 range. The average term of the loans it has
made is 5.4 years and of those it has approved in 1964 is 6.7 years.

31. Geographical Location - A wide variety of industries has been financed
by CDC, but the chemicai7very broadly defined by CDC), ceramic and textile
industries have accounted for 62% of the loans approved by number and
72.3% by value.

32. Distribution of Loans by Industry - About 83.5% of the number of loans
approved have been for projects in the Northeast and Central parts of Taiwan,
and only 16.46% relate to the Southern part of the island.

33. Guarantees - CDC has not yet handled direct underwriting, but has
provided standby commitments in two share issues for which the Bank of
Communications was the underwriter.

Equity Investments

34. By the end of 1964 CDC had approved nine equity investments for a total
of NT$ 68.1 million. Two of these investments are in printing and television
enterprises. CDC has holdings of between 38% and 64% in three of the nine
firms in which it has invested.
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35. One of the most recent equity investments, Reward Wool Industry,
represents a useful and effective promotional effort. CDC took the lead in
organizing this project and succeeded in persuading the nine wool textile
firms in Taiwan to cooperate in the establishment of a wool-top factory to
supply their raw material requirements. The project had been considered
previously but had been frustrated by the lack of cooperation between the
mill owners. This problem has been overcome by CDC's leadership in the project.

Underwriting

36. Guarantees have been provided for a number of firms to which CDC has
extended credit. The guarantees outstanding at the end of 19 64 totalled
NT$ 87 million and covered short-term borrowing from abroad, bond issues,
installment payments for imports, and custom duties on imports. In one case

CDC acts as Trustee for the holders of a bond issue of a private industrial

company. CDC also acts as agent for the insurance of fixed assets pledged
to it as collateral for its loans.

III. FINANCIAL RESULTS

Balance Sheet

37. Comparative Balance Sheets of CDC are shown in Annex 2.

Profit and Loss Accounts

38. Income, expenses, and allocation of net income are shown in Annex 3.
Gross income has grown steadily from NT$ 27 million in 1960 to NT$ 8b million
in 1964. Interest on loans is the main source of income, but interest on
temporary investments and bank deposits is also considerable and was about
23% of total gross income in 1964.

39. Net profit as a percentage of net worth (at the end of the year) was
about 20% in 1961 and 1962, 16% in 1963, and 17% in 1964. The years 1961 and
1962 were somewhat unusual for CDC as high interest rates (up to 16.2%) were
received on its own capital funds regardless of whether the funds were loaned,
held on time deposit in banks or placed in temporary investments, and the
spread on counterpart fund loans was a minimum of 10%. During 1963, however,
CDC had to operate with a reduced spread consequent upon reduction of relending
rates from 16.2% to 15.84% (in August 1962) and then to 1L.04% (in July 1963),
and profits for the year declined accordingly. (When CDC lowers its relending
rate, interest on all outstanding loans is similarly reduced.) Furthermore,
during 1963 DLF funds were used to a greater extent than hitherto, and the
spread of 1 1/4% on DLF loans does not cover CDC's administrative costs.

4o. Another factor which contributed to a decline in profitability during
1963 and 196h was CDC's first significant write-off against overdue accounts.
In 1961, 1962 and 1963, gross additions to overdue accounts averaged NT$ 9.1
million per annum, largely in respect of loans made early in CDC's career,
but CDC did not write off any of these accounts until 1963 when NT$ 5.8 million
and NT$ 2.9 million of these accounts were written off against 1963 and 1964
profits, respectively.
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In addition to this write-off, CDC continued to maintain its provision for bad
debt reserve at 2% of its loan portfolio and charged an additional amount
against profits for that purpose. Total write-offs by the end of 1964 were
less than 1% of CDC's total loan disbursements.

4l. CDC's administrative expenses have declined from 3.3% of average total
assets in 1960 to 1.2% in 1964 as business expanded. CDC is subject to the
normal corporate income tax of 18% and in addition pays a revenue tax of 3.9%
on its gross income. On average, CDC's total tax payments have been about 25%
of before-tax profits.

Dividends and Reserves

42. CDC has paid dividends at 61 in 1960, and 12% in 1961, 1962, 1963 and
1964, or an average of 56% of net profits after tax. About 2% of net profits
has been paid as bonuses. This yield is now comparable to the dividend yield
on industrial shares. Up to November 1963, the little trading which took
place was done at about par, (NT$ 1,000 per share). In November 1963 shares
were sold at about NT$ 1,500. There has not been much trading since this time
so that this price has not really been tested, but a few transactions have
taken place at about the NT$ 1,500 per share level. At this price, CDC's
dividend yield of 8% is higher than the yield on commercial bank stocks, which
is now about 6%.

43. CDC has allocated about h2% of its after-tax profits to legal and
special reserves. In addition, the bad debt provision as mentioned above
is equivalent to 2% of its portfolio, and thus total allocation to reserves
was equivalent to 49% of net profit plus provision for bad debts. The legal
reserve is compulsory under the banking law which requires that an amount
equivalent to 20% of annual before-tax profits be allocated to this reserve
until it equals the paid-in capital. The special reserve is recommended by
the Board of Directors and approved by the Shareholders' Meeting. The
allocations to the legal and special reserves are made out of after-tax profits
while the annual allocations to the bad debt reserve are charged as an expense
as long as the accumulated reserve does not exceed 2% of the loans outstanding.

44. Under one of the supplemental counterpart fund loan agreements, CDC
has agreed to build reserves by limiting dividend payments out of profits
generated by the counterpart fund loans. Under this agreement, CDC must
apportion its net income into two parts, viz. (1) income derived from counter-
part fund loans, all of which is to be retained as reserves (unless other
income will not support a 12% dividend in which case these funds may be used
to make up the difference); and (2) other income, which may be used for
payment of cash dividends, limited to 18% annually, and for bonuses to the
management and staff.
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CHINA DEVELOPMENT CORPORATION

Statement of Policies
As approved by the Board of Directors on
Novrenber 4, 1961 aid amended on November
25, 196L.

Scope and Nature of Operations

1. The China Development Corporation (CDC) was incorporated as a private
financing institution for the purpose of contributing a share towards
the growth of domestic economy in general and development of private
enterprises in particular.

2. CDC will finance only private industrial enterprises that are properly
incorporated and managed. The existence of government or other public
interests in an enterprise does not necessarily preclude financing by
the Corporation, providing the Government holdings as measured by voting
power or control of the management of such enterprise is not predominant.

3. Financing will be provided for the establishment of new as well as
ex3ting industrial enterprises for expansion and/or improvement.

4. CEC will assist private enterprises in the form of:

a, rd'um and long-term loans;
bo equity participation;
c. guarantee or underwriting corporate securities;
d. other trust business; and
e. technical or administrative advice or assistance.

Operation Policy

5. Apnliicants reqjesting for loan, equity participation and/or other
assistance from CDC shall be required to submit project in writing.

6. CDC will accept requests for assistance that are in conformity with
the national economic policy and development programs. CDC will
finance projects which appear upon careful investigation to be financially
and economically sound and technically well conceived. Special attention

7 will be given to the quality of the management as well as the profitability
of the enterprises.

7. CDC, in principle, will not finance any project which requires finance
in form of loan or in form of equity investment for less than
NT$ 500,000.

8. CDC, while giving assistance to private industrial enterprises, will
pay attention to the over-all and well-balanced development without
prejudice in favor of a few selected industries.
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9. CDC's financing in the form of loans will be limited to capital
expenditures. Request for accommodation for working capital will
not be entertained for the time being.

10. CDC will decide the amount of the loan to be extended according to
the size of the project and whether the project is initiated by a
new enterprise or sponsored by a going concern for expansion and/or
improvement, but in any case, the applicant shall be required to
provide adequate matching fund.

11. CDC will, in principle, give clients a grace period of six months
after the completion of loan project to start the repayment of the
loans.

Financial Prudence

12. CDC will charge interest on loans at a rate with due consideration to
the level set by the Central Bank of China as well as the cost to manage
the loan.

13. CDC will require its borrower to provide adequate collaterals and to
keep books and accounts in accordance with sound accounting procedures.
CDC will exercise the right to inspect the operation and audit the
accounts of the enterprises it finances.

14. In undertaking large size project, CDC may seek cooperation with other
financial institutions both domestic and foreign.

15. CDC will not carry foreign exchange risk on loans repayable in foreign
currency. Such risk will beassumed by the ultimate borrower or to be
covered by the government.

16. CDC will study from time to time the trend of development of all in-
dustries and the opportunity for investment in cooperation with private
sector cither for initiation of new enterprises or expansion of the
existing ones.

17. CDC, in principle, will not seek a controlling interest in any enter-
prise, nor participate in the management of the enterprise in which it
has invested. CDC may send, however, representative as a member of the
Board of Directors and/or Supervisors of the enterprise if so elected,

18. CDC's equity investment will mainly serve as a catalytic agent for the
creation of new enterprises. CDC will dispose its share holdings in
these enterprises when they are able to stand on their own feet without
being affected by such transfer and that a fair price could be obtained
thereof. In the disposal of investment, due consideration will be given
not only to CDC's own interest but also to those of other participants
in such investment.
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19. The equity investment in any single enterprise shall, in principle,
not exceed 20 per cent of the Corporation's paid-up share capital
plus reserves.

20. The total equity investment of CDC at any time should not exceed three-
quarters of the aggregate amount of its paid-up share capital and
reserves,

21. CDC, with a view to accelerate economic growth and promote capital
market, will try through all possible means to help facilitate the
marketing of industrial securities and to broaden the ownership of
the enterprises it assists, and will cooperate with other financial
institutions if circumstances require.

22. CDC shall not normally commit to any single enterprise in any form,
including loans, equity participations and guarantees, an amount ex-
ceeding 50 per cent of CDC's net worth.

23. In view of the inherent risk involved in long-term industrial financing,
CDC will exercise prudence in incurring debt so as to maintain at all
times a well-balanced financial structure.

Accounting and Auditing

24. CDC will maintain accounting records adequate to reflect its business
operations and affairs in accordance with the generally accepted
accounting principle and standards. CDC uill engage chartered public
accountant to audit its boo.s and accounts.

Reserves and Dividends

25. CDC will build up reserves consistent with sound financial practice.
It will set aside each year a legal reserve of 20 per cent of its net
income before tax and an appropriate amount of additional reserves,
designed to strengthen the Corporation's equity.

26. CDC will pay dividends to its shareholders out of its annual net income
after tax compatible with the prevailing rate of return on investment
in Taiwan.
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C{JNA DEVELUPET CORPORATION

Balance Sheets
(in millions of NT$)

Dec. 31, Dec. 31, Dec. 31, Dec. 31, Dec. 31, Dec. 31,
1959 1960 1961 1962 1963 1964

ASSETS:
Cash and Bank Balances 4.4 00 8446 71.15 66.88 86.07 52.05
Temporary Investments 5.50 17.64 33.15 55.16 88.22 127.45
Accrued Interest and

Other Receivables 0.70 1.20 3.74 10.92 17.77 19.40

Current Assets 50.20 103.30 108.04 132.96 192.06 198.90

Prepaid Exps. & Deferred
Charges 0.15 3.70 3.76 3.35 4.73 3.26

Other Assets 1.10 - - - - -
Fixed Assets (net) 2.11 2.05 17 1.5 1.31 2.18

Assistance to Industries:
Term Loans Secured 28.54 25.29 30.14 17.65 9.32 6.11
Counterpart Funds Loans - 116.30 189.78 255.94 265.54 30.91
DLF Loans - - 16.92 100.68 133.68 186.83
IDA Loans - - - 7.79 55.76 132.11
CIECD Special Loan - - - - 0.90 0.80
Overdue Loans & Guarantees - - 9.54 16.27 17.77 15,31

Less: Provision for Bad Debts (0.57) (2.98) (4.99) (7.97) (9.66) (12.92)
Investment in Industries - - 6.69 18.17 27.17 51.27

Total Assistances: 27.97 138.61 248.08 408.53 500.48 684.42
TOTAL ASSETS 81.3 20.66 361.64 5-7.37 69 858 -8~7~76

LIABILITIES:
Accounts Payable & Accruals 0.19 3.90 1.86 3.37 5.93 5.66
Accrued Interest Payable - 2.37 3.74 9.82 9.89 15.19
Other Liabilities 0.31 - - - 0.05 0.11

Current Liabilities 0.50 6.27 5.60 13.19 15.87 20.96
DLF Loan ($10 million U.S.) - - 17.29 102.78 154.11 243.73
IDA Loan ($ 5 million U.S.) - - - 7.79 55.76 139.78
CIECD Loan - - - - 1.90 0.88

Long-Term Debt - - 17.29 110.57 211.77 384.39
Share Capital 80.500 80~0 Ti50 100.00 12d00 120.00
Legal Reserve - 0.20 2.34 6.42 11.80 16.92
Special Reserve - - 0.50 3.70 10.10 13.60
Undistributed - 0.50 0.55 0.56 0.44 0.63
Net Worth 80.00 80.70 83.39 11.8 112.3 151.15
Counterpart Loan Funds - 150.00 235.00 285.00 30302 303.02
Borrowing Basis 80.00 230.70 318.39 395~68 4-5.36 F 5.1-
Income for the Year
Before Tax 1.03 10.69 20.36 26.91 25.58 29.23

TOTAL LIABILITIES: 81.53 247.66 361.64 5)6.35 698.58 888.76
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CHINA DEVELOPMENT CORPORATION

Statements of Earnings
(in millions of NT$)

1959 1960 1961 1962 1963 196h

Gross Income:

Interest on Loans .57 13.51 29.97 44.b9 53.46 6h.38
Interest on Temporary Invests. .29 2.58 4.bh 8.55 10.06 13.22
Interest on Bank Deposits 4.48 10.7 8.16 6.35 9.37 7.h3
Service Charges & Commissions .14 .66 .98 1.86 1.68 2.32
Miscellaneous Income .01 .08 .13 .16 .43 473

Total Gross Income 5.49 27.30 43.68 61.41 75.00 88.08

Expenses:

Business Taxes, etc. 1.00 2.69 1.88 2.60 3.13 3.69
Administrative Expenses 2.62 4.88 6.48 7.68 8.51 8.09
Amortization-Deferred Charges .16 .25 .25 .25 .25 .08
Depreciation-Fixed Assets .11 .41 .44 .46 .43 .30
Provision for Bad Debts .57 2.41 2.01 2.98 1.69 3.26
Bad Debts Written off - - .18 - 5.79 2.92
Interest & Other Financial Exp. - 5.97 12,07 19.72 28.93 40.4'7
Miscellaneous Exps. - - .01 .81 .69 .Olt

Total Ekpenses 4.46 16.61 23.32 34.50 49.42 58.85

Income Before Income Tax 1.03 10.69 20.36 26.91 25.58 29.23

Allocation of Income Before Income Tax

Brought Forward - .50 .54 .56 .44 .63
Income Before Tax 1.03 10.69 20.36 26.91 25.58 29,23

1.03 11.19 20.90 27.7 26.02 29.86

Income Tax .33 2.91 3.02 3.39 2.81 2.63
Legal Reserve .20 2.14 4.07 5.38 5.12 5.85
Special Reserve - .50 3.20 6.40 3.50 5.50
Dividend - 4.80 9.60 11.30 13.140 14.440
Bonus - .30 .45 .56 .56 .65
Carry Forward .50 .54 .56 .44 .63 .63

1.03 11.19 20.90 27.47 26.02 29.86
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CORPORACION FINANCIERA DE CAIDAS

(CF CALDAS)

September 7, 1965



CORPORACION FINANCIERA DE CALDAS

I. THE COMPANY

1. Corporacion Financiera de Caldas (CFC - Caldas) was founded as
a corporation on May 6, 1961, in accordance with Colombian corporate law
and a number of decrees which created the Colombian development finance
institutions. CFC - Caldas began operations on October 1, 1961, with
the authorization of the Superintendency of Banks of September 6, 1961.

Purpose and Powers

2. CFC - Caldas was established to fulfill the role of a development
finance company, but specifically to diversify the economy of the main
Colombian coffee region. Its statutes provide that 25% of its portfolio
shall be devoted to loans to enterprises based on coffee, livestock or
other agricultural products of the coffee zones, including those enter-
prises which directly or indirectly support such activities. In general,
however, the financiera's purpose is to assist in the development of the
Colombian economy by providing private industrial, mining and agricultural
enterprises with medium and long-term finance from domestic and foreign
sources and by helping in the development of a capital market through
promotions and underwritings. To achieve these purposes, CFC - Caldas
carries out a wide variety of financial operations including short, medium
and long-term loans, export-import financings, equity investments, guaran-
tees, underwritings, promotion and reorganization of enterprises.

3. The law imposes certain restrictions on the financieras which
include the following:

a) The financiera's commitments to any one company are limited,
if unsecured, to 10% of its own paid-in capital and legal
reserve; and if secured, to 25%. Second grade mortgages are
not acceptable;

b) Investment in securities other than of companies promoted by
the financiera is limited to 30% of paid-in capital and legal
reserves;

Currency: Peso (Col. $)
Average Rate Used in

Free Market Rate Official Financial Statements
as of July 12, 1965 (Import) Rate as of Dec. 31,1964

US$ 1 Col.$ 19.0h Col.$ 9.00 Col.$ 12.76
Col.$ 1 US$ 0.0525 US$ 0.111 US$ 0.078
Col.$ 1,000,000 US$ 52,500 US$ 111,111 US$ 78,000
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c) Total commitments of a financiera shall not exceed twenty
times its unimpaired paid-in share capital and legal
reserve;

d) Commercial banks may hold up to 50% of the share capital
of the financiera provided that the holding does not exceed
10% of their own paid-in capital and legal reserve;

e) Financieras are not allowed to discount or rediscount
papers of banks that are their shareholders.

Resources

4. Share Capital and Reserves. CFC - Caldas has presently an author-
ized capital of Col.$ 100 million of which Col.$ 52.9 million was subscribed
and Col.$ 51.5 million paid in as of December 31, 1964. The financiera has
only one class of registered shares with a par value of Col.$ 100.

5. In addition, the financiera had surplus and reserves amounting to
Col.$ 8.3 million as of December 31, 1964.

6. Loans. The financiera participated in the rediscount privileges
of the Central Bank (Banco de la Republica) until 1963, when a special
credit line, based on its share capital and legal reserve, was negotiated
for Col.$ 25.0 million. Of this credit line, Col.$ 22.7 million had been
utilized by the end of 1964.

7. The financiera, as do all other private financieras and commercial
banks in Colombia, participates in the Private Investment Fund (PIF), which
was established by the Central Bank on March 7, 1963. Its resources come
mostly from US/AID. The fund is only to be used to finance private business
and is considered as a lender of last resort. The loans can only be used
for purchases of capital goods, for construction and installation of
equipment and for technical studies. It is intended for import substitu-
tion, for the promotion of export industries, and for the removal of
bottlenecks in existing industries. By the end of 1964, CFC - Caldas
had 8 loans totaling Col.$ 10.2 million outstanding which had been financed
from the Private Investment Fund.

8. CFC - Caldas can issue general mortgage bonds for a nominal amount
not exceeding 95% of the mortgages on real estate and movable property
received from its borrowers. CFC - Caldas' bonds have a maturity of 5
years and pay interest at 7% p.a., payable in advance every three months.
The bonds are amortized at the rate of 20% per annum. Borrowers for
working capital purposes are granted loans under parallel conditions and
receive the bonds at par from the financiera, in lieu of cash. Insurance
companies may purchase them at a discount. Insurance companies give
preference to their own clients in view of the tightness of the money
market in Colombia. For the financiera, this operation is in the nature
of a guarantee granted on a favorable return of 5-6% per annum.
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9. Foreign Exchange Loans. Four U.S. commercial banks have granted
the financiera credit lines totaling US$ 4 million for import and export
foreign exchange financing up to 180 days. The financiera has so far
utilized US$ 0.9 million for 48 contracts.

10. Time Deposits. The financiera has taken on deposits amounting to
Col.$ 20.6 million. These deposits have, basically, a maturity of more
than one year, but are callable at 2-4 weeks' notice. By special
arrangement, this call notice requirement is generally extended to 4-6
months.

Organization

11. Ownership. As of December 31, 1964, CFC - Caldas' subscribed
share capital was owned as follows:

Share Capital Number of
in Col.$ mil. Shareholders

National and local associations
of coffee growers (including
Banco Cafetero) 39 20.7 h

Foreign shareholders 16 8.0 8
I.F.C. 13 7.0 1
Government-owned enterprises 13 6.9 3
Banks 4 2.1 2
Insurance companies 2 1.1 7
Other shareholders 13 7.1 197

Total 100 52.9 222

12. The General Assembly. The General Assembly of Shareholders is the
supreme organ of the financiera. It meets ordinarily once a year. It
needs a quorum of 60% of the shares outstanding and no shareholder can
vote more than 25% of the outstanding stock. It is presided over by the
President or, in his absence, by the Vice President. The General Assembly
elects the Board of Directors and their alternates, as well as the Auditor
and his alternate, for one year; it approves the yearly financial statements;
decides on the appropriation of net profits and the distribution of a
dividend; authorizes the increase of the share capital reform and amendment
of statutes, etc.

13. Board of Directors. The financiera's Board has a statutory member-
ship of eleven directors and their respective alternates. It is a
managing board, presently composed of two Colombian and four foreign
bankers, two industrial executives and two businessmen with various
interests. The Board has delegated to a Loan Committee the authority to
approve loans up to Col.$ 0.1 million.
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14. Management and Staff. Management consists of the President,
Mr. Roberto Ocampo Mejia, Vice President 11r. Fernan Villegas Velez and
Vice President Mr. Guillermo Sanint. Until May 1965, Mr. Hugo
Belalcazar L. was Vice President with residence in Bogota. He has
left the corporation to head the Superintendency of Foreign Trade.

15. The staff of the financiera, including management, numbers 29
people, organized into two departments: the Economic and the Adminis-
trative Departments.

16. Branch Office. The financiera has a branch office in Ibagua, in
the neighboring province of Tolima, which is staffed by a manager and
a secretary.

II. OPERATIONS

Operating Policy

17. In February 1964, the financiera's Board of Directors adopted an
internal policy statement (see Annex 1) which contains, among others,
the following limitations:

a) To improve the profitability of its operations, the
financiera will not normally make short-term loans
below Col.$ 0.1 million and medium and long-term loans
under Col.$ 0.2 million;

b) Except for temporary investments of its liquid assets, the
financiera will not commit more than 15% of its share
capital and surplus to any one enterprise;

c) Total debt shall not exceed four times the share capital
and surplus;

d) The financiera will not take an equity participation in
any enterprise that would give it the primary responsibility
for its management.

The policy statement also calls for an adequate reserve and dividend
policy to protect the shareholders' equity and attract new equity capital.

Lending Activity

18. Summary. From its inception to the end of 1964, CFC - Caldas has
granted 8_32peso loans amounting to Col.$ 139.6 million as follows:
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Up to Since inception
Dec. 1962 1963 1964 to Dec. 31, 1964
Wmths. 12 mths. 12 mths. 39 mths.

No. of Loans 205 289 338 832

Amount of Loans 31.5 41.8 66.3 139.6

These loans consisted of Col.$ 93.3 million in short-term loans (less
than two years) and Col.$ 46.3 million in medium and long-term loans.
Col.$ 102.5 million or 73% was for working capital purposes and 27% for
fixed assets investments.

19. Interest Rates. CFC - Caldas borrows at rates ranging between
4% - 6% and charges 8% - 16%. Its average spread is about 5% - 6%.

20. Size of Loans. Ninety-four percent of the number of loans and
60% of the amounts were for loans below Col.$ 0.5 million. The average
size of the loans was Col.$ 0.2 million.

21. Geographical Location. The majority of these loans (81%) were
invested in the province of Caldas and the remainder of the adjoining
provinces of Cundinmarca, Antioquia, Valle and Tolima.

22. Distribution of Loans by Industry. Distribution by economic
sectors was as follows (in Col.$ milion):

No. Amount %

Metals and Engineering 273 46.8 33
Textiles and Apparel 176 29.4 21
Food and Beverages 35 11.1 8
Chemicals 28 8.5 6
Agriculture & livestock 88 9.9 7
Other 232 33.9 25

Total 832 139.6 100

Equity Investment

23. By the end of 1964, the financiera had invested Col.$ 10.1 million
in shares of 17 enterprises consisting of 12 corporations, 2 limited
partnerships and 3 promotional companies.

24. Underwriting in the past has been practiced by CFC on a rather
limited scale. As of December 31, 1964 CFC - Caldas had committed
Col.$ 2.3 million in underwriting activities. The year 1965, however,
started with some important operations; the company has undertaken,
together with two other Colombian Financieras (CFC - Bogota and Medellin)
to underwrite the shares of Ingenio de Risaralda.
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Promotion

25. Promotion and reorganization of companies are an important concern
of the financiera. It has helped create seven corporations and has
participated in three promotional companies to study prospective enter-
prises and to mobilize, if needed, capital with foreign and local business

groups. The financiera itself is also studying or promoting several

projects in the fields of chemicals, man-made fibers, metal foils, etc.

Other Activities

26. Besides its peso portfolio, the financiera had guarantees of

US$ 1.3 million and Col.$ 0.8 million, as well as underwriting commitments
of Col.$ 11.5 million and foreign exchange financings of Col.$ 8.9 million

outstanding at the end of 1964.

III. FINANCIAL RESULTS

Balance Sheet

27. CFC - Caldas' financial condition is given in Annex 2. Total assets
have increased nearly sixteen-fold to Col.$ 159.0 million since 1961.

Col.$ 88.5 million of these were invested in peso loans, Col.$ 8.9 million

in export-import financings and Col.$ 11.4 million in equity investments,
while Col.$ 14.7 million were in cash and short-term or demand deposits.

28. According to the financiera's balance sheet as of December 31, 1964,
its book value amounted to Col.$ 60.3 million and the subscribed share

capital Col.$ 52.9 million. Adding an estimated deferred tax liability
on foreign exchange gains and on the special reserve for the protection
of the loan portfolio of Col.$ 0.2 million and Col.$ 2.4 million,

respectively, one arrives at Col.$ 57.7 million or Col.$ 109.00 per share
of Col.$ 100.00 par value.

Profit and Loss Accounts

29. CFC - Caldas' operating results are given in Annex 3. Gross profits

have increased six-fold from 1962 to 1964, while administrative expenses
have tripled, financial expenses increased seventeen-fold and profits

before taxes have increased more than seven-fold. The ratio of expenditures

to receipts has improved slightly from 58% to 51%.

Dividends and Reserves

30. Dividends. The financiera, so far, has not paid a dividend.

31. Reserves. Ten percent of the net income of each year is being
allocated to the legal reserve, which amounted to Col.$ 0.1 million for

the year 1964, while surplus was Col.$ 0.8 million and the reserve for



- 7 -

the protection of the loan portfolio was Col.$ 6.8 million, which includes
a contingent tax liability of Col.$ 1.6 million.

32. Market. The financiera's shares were registered on the Bogota
Stock-Exchange on May 20, 1965.
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CORPORACION FINANCIERA DE CALDAS

Statement of Policies and Procedures
Approved by the Board of Directors on February 18, 1964

The following statement of operational policy has been approved
by the Board of Directors of Corporacion Financiera de Caldas. Modifica-
tions of these policies will be adopted by the Board of Directors only
after adequate opportunity has been afforded to all members of the Board
to review and discuss the proposed changes.

1. Corporacion Financiera de Caldas (CFC) will continue to concentrate
its financing in the private sector and to provide finance principally
to manufacturing enterprises and to a lesser extent agricultural and
mining enterprises. It will not get involved in purely real estate
negotiations.

The Board of Directors of the Corporacion has adopted the following
objectives in accordance with the nature of a development bank:

a. to promote new, economically sound, industrial enterprises,
and to expand those which appear to have growth possibilities;

b. to increase production of raw materials, intermediate and
consumer goods, especially of those goods which substitute
for imports or which make for exports;

c. to contribute to the full utilization of already existing
production capacity, and to the improvement of manufacturing
and administrative methods and procedures, in order to

achieve better quality and prices of goods;

d. to foster the industrialization of agricultural and forest
products and the development of mineral resources, in order
to obtain at the same time new investment opportunities and

new sources of income;

e. to promote the establishment of factories in rural areas,
through the creation of well planned industrial parks;

f. to look for unproductive savings, bringing them toward
economic activities, and to advance the development of a capital
market that may facilitate the association of Colombian

and foreign investors; and,

g. to increase employment capacity, and to raise the purchasing
power and the standard of living of the people, so that
markets may grow.
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2. CFC will increasingly provide long-term financing to Colombian

private enterprises under a flexible policy which would cover the follow-

ing types of operations: (a) equity investments; (b) long-term loans,
5 years or more, under contracts that in addition to the fixed interest
rate will include provisions characteristic of risk capital investment,

such as convertibility, income participations, option to subscribe shares,
etc.; and (c) other forms of long-term financing. Looking forward to

improving the profitability of its operations, CFC will not, ordinarily,

make short-term loans under Col.$ 100,000 and medium- and long-term loans
under Col.$ 200,000.

3. Except for temporary investments of its liquid assets, CFC will

distribute the use of all its funds in such a way that no single enter-

prise would have received at any time more than 15% of the value of the
capital and surplus of the Corporacion. Short-term loans received by CFC

will be invested in assets readily convertible into cash.

4. Keeping in mind the interests of CFC, and in an effort to help in
the development and improvement of the Colombian securities market, CFC
will rotate its investment portfolio to a reasonable extent.

5. CFC, with due regard to the interests of the shareholders, will
from time to time raise its capital stock, keeping always in mind the
desirability of making public offerings of shares and bonds in order to in-

crease and diversify the interest of private investors in the Corporacion.

6. The Corporacion intends to pursue a prudent dividend policy under
which generally not more than 50% of net profits would be distributed. It
is recognized that sound accounting practice requires the allocation from

gross income, before net profits, of reasonable sums to investment reserves

and to require the building up of such reserves to a level of not less than

15% of the book value of the Corporacion's investments. It is further
recognized that allocations may be made out of surplus to such investment
reserves, to any extent which the Corporacion may deem proper in order to

accelerate the building up of such reserves to the level mentioned above.

7. CFC will follow a prudent policy as far as debt acquisition is
concerned. Under no circumstances total debt will exceed four times the

amount of the capital and surplus accounts.

8. Save for temporary and exceptional circumstances, CFC will not

take control of any enterprise, nor will take shares in a proportion that

would give it primary responsibility for the management of the enterprise.

9. CFC will endeavor to supply managerial and technical assistance
to the enterprises that it will finance and that require such an assistance.

To this end CFC may make available its personnel or experts that it may

secure.
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10. CFC will endeavor to have an efficient and balanced internal
organization; and: from- time to time will strengthen its staff in order to
have personnel readily available to supervise its investments and to pro-
vide the eonomic, financial, technical, legal and accounting services
that a sound opcration may require.

11. CFC will retain a firm of reputable, independent, certified public
accountants for an annual auditing of its books and accounts.

12. A Director who, in a given matter, has an interest, either for
himself or for another party, shall make this known to the other Directors
and shall abstain from participating in discussions and in voting on the
matter.

13. Every month the President of CFC will prepare for its Board of
Directors brief reports covering: (a) development of new projects;
(b) progress of the existing investments; and (c) general matters.
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CORPORACION FINANCIERA DE CALDAS

Balance Sheets

(In millions of Col.$)

Dec. 31, Dec. 31, Dec. 31, Dec. 31,
1961 1962 1963 1964

ASSETS (unaudited) (unaudited)(audited)(auditT;'

Cash and banks 0.7 3.8 1.2 6.2
Demand deposits - - - 8.5
Equity investments (at cost) 0.2 1.5 4.9 11.4
Effective loans:

Loans 8.8 22.8 46.5 78.0
Notes - 2.5 9.4 6.6
Short-term financing - - 0.7 3.9

Export/Import financings - 0.6 6.6 8.9
Guaranties and unused letters of

credit (per contra) - 2.2 9.9 18.32
Underwriting commitments (per contra) - - - 11.5
Other receivables 0.1 0.4 1.9 3.9
Net fixed assets - 0.1 0.2 0.4
Receivable on account of subscribed
capital 0.5 4.2 1.0 1.4

Total Assets 10.3 38.1 82.3 159.0

LIABILITIES

Loans and credit lines from:
Banco de la Republica (BR) - 9.2 17.4 22.7
Private Investment Fund (PIF) - - 2.6 10.2
Foreign banks' credit lines - 0.5 6.6 8.9

Bonds - - 0.2 1.9
Demand deposits - - 7.1 20.6
Unearned interest and commissions

received - 0.3 0.7 1.7
Accounts payable and accrued

expenses 0.2 0.1 0.9 1.5
Guaranties and unused letters of

credit (per contra) - 2.2 9.9 18.31
Underwriting commitments (per contra) - - - 11.5
Subscribed share capital 10.1 25.1 33.9 52.9
Loan portfolio reserve - 0.6 2.4 6.8
Legal reserve and surplus - 0.1 0.6 1.5
Unrealized gain on exchange - - - 0.5

Total Liabilities 10.3 38.1 82.3 159.0
Ratio of equity to liabilities 1: 0.0 1:0.8 1:1.3 1:1.6

1/ Including guaranties of US$ 1.3 million at an average rate of
Col.$10.63/US$l.
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CORPORACION FINANCIERA DE CALDAS

Statements of Income and Expenses

(In millions of Col.$)

4 months Year Year Year
ended ended ended ended

Dec. 31, Dec. 31, Dec. 31, Dec. 31,
1961 1962 1963 1964

INCOME (unaudited) (unaudited) (audited) (audited)

Interest 0.20 1.54 3.78 8.69
Commissions and fees - 0.11 0.75 1.52
Dividends and other investment

income - 0.03 0.64 0.64
Various - - 0.01 -

Total Income 0.20 1.68 5.18 10.85

EXPENSES

Administrative Expenses:
Personnel 0.10 0.50 1.06 1.46

Contributions and donations 0.03 0.14 0.22 0.23
General Expenses 0.03 0.18 0.53 0.78
Depreciations and amortiza-

tions - 0.02 0.04 0.05
Subtotal 0.16 ~0~~ 1.85 2.52

Financial expenses - 0.17 1.03 3,00

Total Expenses 0.16 1.01 2.88 5.52

Net income before income taxes 0.04 0.67 2.30 5.33
Provision for income taxes 0.01 0.01 0.01 -
Provision for dividends - - - -

NET INCOME

Reserve for protection of loan

portfolio - 0.59 1.80 4.38
Legal reserve 0,01 0.07 0.04 0.10

Surplus 0.02 - 0.45 0.85

Total Net Income 0.03 0.66 2.29 5.33

Net income as % of share
capital 3.0% 2.6% 6.8% 10.1%
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CORPORACION FINANCIERA COLO1MIANA

I. THE COMPANY

1. The Corpcracion Financiera Colombiana (CFC - Bogota), the first

of the five existing private Colombian development banks, was established

on January 26, 1954 and received its approval from the Superintendency of

Banks on June 11, 1959. It was established and operates as a corporation

under the Colombian Corporation Law and the decrees which regulate the

Colombian development finance institutions.

Purpose and Powers

2. The object of CFC - Bogota is to assist in the development of

private industry, agriculture and mining by providing medium and long-
term capital and by developing a capital market. In order to achieve
this aim, CFC - Bogota carries out a wide variety of financial operations,
including short, medium and long-term loans, equity investments, loans

with profit participations and convertibility features, import-export
financing, guarantees, underwritings, promotions, and reorganization.

3. The law imposes certain restrictions on the financieras which
include the following:

a) The financiera's commitments to any one company are limited,
if unsecured, to 10% of its own paid-in capital and legal

reserve; and if secured, to 25%. Second grade mortgages are

not acceptable;

b) Investment in securities other than of companies promoted

by the financiera is limited to 30% of paid-in capital and

legal reserves;

c) Total commitments of a financiera shall not exceed twenty
times its unimpaired paid-in share capital and legal reserve;

d) Commercial banks may hold up to 50% of the share capital of

the financiera provided that the holding does not exceed
10% of their own paid-in capital and legal reserve;

e) Financieras are not allowed to discount or rediscount
papers of banks that are their shareholders.

Currency: Peso (Col.$) Official Average Rate used in

Free Market Rate (Import) Financial Statements

as of July 12,1964 Rate as of Dec. 31. 1964

US $1 Col.$ 19.04 Col.$ 9.00 Col.$ 12.76
Col.$l US $ 0.0525 US $ 0.111 US $ 0.078

Col.$1,000,000 US $ 52,500 us $111,111 US $ 78,000
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Resources

4. ShareCapital and Reserves. CFC - Bogota's present authorized
capital amounts to Col.$ 200 million of which Col.$ 114.2 million was
subscribed and paid in as of December 31, 1964.

5. Loans. The first line of credit that CFC - Bogota received was
that of the Banco de la Republica in 1959. This line is presently limited
to Col.$ 106 million, and is practically entirely committed.

6. CFC - Bogota participates, as do all financieras and commercial
banks in Colombia, in the Private Investment Fund (PIF), which was set up
in 1963 by the Banco de la Republica. Its resources come mostly from U.S. AID
The fund is only to be used to finance private business and is considered
as a lender of last resort. Its loans can only be used for financing the
purchase of capital goods, for construction, installation of equipment and
for technical studies. It is primarily intended for the promotion of exports
for import substitution and for the removal of bottlenecks in existing
industries. As of December 31, 196h, CFC - Bogota had 8 loans outstanding
totalling Col.$ 33.4 million which had been financed from the Private
Investment Fund.

7. The law allows the private Colombian financieras to issue general
mortgage bonds for a nominal amount not exceeding 95% of the mortgages on
real estate and movable property received from its borrowers. By the end
of 1964, CFC - Bogota had Col.$ 28.1 million of these bonds outstanding.
The bonds have a maturity of five years from the date of issue and are
amortized in quarterly equal installments over the entire life of the issue.
The bonds are, however, frequently placed when they have only four more
years to run. The bonds carry a coupon interest of 8% per annum. Borrowers
for working capital purposes are granted loans under similar terms and re-
ceive the bonds at par from the financiera, in lieu of cash. These securi-
ties can be used by insurance companies who buy them at a discount. For
the financiera this transaction is of the nature of a guarantee granted at
a favorable return of 4-5% p.a.

8. Foreign Exchange Loans. Ten foreign commercial banks have opened
short-term credit lines to CFC - Bogota in the amount of US$ 15 million.
Of this amount, CFC - Bogota has utilized so far US$ 11.3 million. The
conditions of these loans vary from 5.5 per annum to 6.25. per annum
for advances, and from 4 to 4.25% plus a commission of 1.5% for acceptances.
They are to be used for import-export financing with a time limit of 180
days. In addition to these loans, the First National Bank of Boston has
opened a credit line of US$ 6 million for the long-term financing of the
banana export industry.
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9. The Inter-American Development Bank (IADB) granted CFC - Bogota
in 1961 a loan of Col.$ h million and US$ 0.5 million, repayable from

1964 to 1967. The balances presently outstanding on these loans are

Col.$ 3.5 million and US$ 0.2 million respectively.

10. CFC - Bogota also takes time deposits of more than one year,

which, however, are callable at 2-4 weeks' notice. By special arrange-

ment, this call notice is normally extended to 4-6 months. The amount of

deposits held by the financiera as of December 31, 1964, was Col.$ 22.9

million.

11. Swap Transactions. CFC - Bogota makes peso loans against dollar

guarantees and uses the dollars for export financings. In the case of

dollar loans against peso guarantees, CFC - Bogota covers itself with a

forward foreign exchange contract. Swap transactions amounted to

Col.$ 14.0 million at the end of 1964.

Organization

12. Ownership - The outstanding share capital is owned by 225 share-

holders as follows:

Share Capital Number of

in Col.$ mil. Shareholders

Foreign shareholders 25 29.0 21

I.F.C. 16 18.1 1

Banco de Bogota 9 10.6 1

Banco de Colombia 8 9.0 1

Banco Industrial Colombiano 1 1.0 1

Banco Cafetero 3 3.9 1

Banco de los Andes 2 2.2 1

Banco del Comercio 6 6.3 1

Banco de Santander 0.3 0.3 1

Banco Comercial de Barranquilla 0.3 0.3 1

Banco Grancolombiano 0.2 0.2 1

Banco de la Sabana 0.2 0.2 1

Insurance companies 1 0.8 6

Other private shareholders 24 27.2 186

Empresa Colombiana de Petroleos

(Government owned) h 5.1 1

100 114.2 225

13. In addition to CFC - Bogota's share capital of Col.$ 114.2 mil-

lion, surplus and reserves for the protection of the loan portfolio totalled

Col.$ 27.5 million as of December 31, 1964.



14. Board of Directors - CFC - Bogota's statutes provide for a

board of ten principal directors and their personal alternates which are

elected for a period of two years. The Board is a working board which

meets regularly every week and is composed of three Colombian bankers,
two foreign bankers, three industrial executives, one insurance company

executive and one representative of a foreign group.

15. Working Committees - The Board has formed from amnong its
members four committees for: (a) administration; (b) equity investments;

(c) loans; and (d) portfolio sales. To the President of the financiera

has been delegated the authority to approve loans up to Col.$ 0.2 million.

16. Management and Staff - Management consisted, until recently, of

four persons; the President, Dr. Guillermo Herrera C.; Dr. Aurelio Correa

Arango, who has left his post of Advisor to CFC - Bogota in March 1965 to
become an alternate member of its Board of Directors; and the First and

Second Vice Presidents, Jose Vicente Vargas and Oscar Gomez.

17. The total staff, including management (h), numbers 65. It is

organized into seven departments: technical-economic (12), foreign (6),
legal (3) and loan departments (6), the secretariat (15), the controller's
office (9), and the auditor's office (3), as well as the supporting staff

of management (7).

II. OPERATIONS

Operating Policies

18. CFC - Bogota is guided by a policy statement which includes

,general objectives and priorities as well as specific policies for the

evaluation of projects. CFC's Policy statement is given in Annex I.

The main basic objectives of CFC - Bogota call for an agreement

between the general Colombian development plan and the financiera's credit

and equity investment operations in the fields of industry, agriculture,

livestock and mining in order to take advantage of the incentives established

by the Colombian Government to promote (a) exports; (b) the establishment

of basic industries; (c) the importation of raw materials, their transforma-

tion and re-exportation; and (d) the investment in agriculture and live-
stock enterprises. Special attention is also given to development plans

in specific sectors of the economy.

19. The priorities are the following:

a) To increase foreign exchange earnings and the diversifica-
tion of exports;

b) To increase productivity and technological know-how;

c) To increase productivity, integration and marketing in

the agricultural sector of the economy.
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20. Specific guidelines include the following:

a) Debt of an enterprise should not exceed its equity; con-

sideration, however, should be given to its liquidity
position;

b) W hen necessary, CFC - Bogota makes its financial assistance

dependent on certain legal, financial, accounting, techni-

cal and organizational reforms and improvements.

c) CFC - Bogota can invest in the equity of promoted or re-

organized enterprises up to 3N/4 of its own share capital
and legal reserve as long as the investment does not exceed

255 of the share capital of the enterprise;

d) The participation of Colombian capital in enterprises

financed by CFC - Bogota should be at least 50%.

The internal policy statement also includes guidelines concerning profit

participation, convertibility of loans, underwritings, 
the assistance in

developing a capital market in Colombia, guarantees, etc., as well as a

list of technical, economic, financial and organizational criteria for

the evaluation of projects.

Lending Activity

21. Summary. The range and volume of CFC - Bogota's operations from

1959 to the end of 1964 have comprised peso loans aggregating Col.$377.9

million and equity investments of Col.$ 92.3 million. Foreign exchange
financings outstanding in December 1964 were Col.$ 185.9 million. The

financiera has also underwritten several issues amounting to Col.$ 40
million and had guarantees of Col.$ 7.8 million outstanding at the end of

1964. Together with Corporacion Financiera Nacional - IMedellin, it is

acting as fiscal agent for several issues of governmental development

bonds originally amounting to Col.$ 330 million. CFC - Bogota has

broadened its scope by investing in a Panamanian development bank and by

helping create and promote development financing institutions in neighboring
countries.

22. The following table summarizes the financiera's lending activity

over the last five years (in Col.$ million):

1960 l961 1962 1963 196h Total

No. of peso loan contracts 33 98 162 206 173 672

Amount of loans granted 10.9 43.8 92.2 112.2 118.8 377.9
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23. Interest Rates. The financiera borrows between 4% and 85 p.a.
and lends from 8 to 12,; p.a. The average spread is about h-55 p.a.

24. Duration of Loans - The terms of the loans granted by CFC - Bogota
depend on local conditions and available resources. Loans granted by the
Banco Republica for the purchase of capital goods and for working capital

purposes are limited to five years, at 11 per annum plus a 1% annual com-

mission (collected in advance). PIF loans are for fixed capital invest-

ments only up to ten years at 8-10% per annum. Loans granted with bonds

will cost the ultimate borrower between 15-16% and are usually for working
capital purposes. The IADB loan is at 9 1/2% per annum up to six years.
CFC - Bogota's average spread is 4-5% p.a.

25. Size of Loans - The average size of loans has been Col.$ 0.56
million. Peso loans below Col.$ 0.5 million represented 725 of the total
number of loans granted and 28% of the total amount.

26. Geographic Location - The geographic distribution of these loans
covers the entire country and shows the truly national character of the

financiera. They are mainly concentrated, however, in the provinces of

Cundinamarca (40,), Valle (12%), Bolivar (10%) and Antioquia (9%).

27. Distribution of Loans by Industry - The distribution of these

loans by main economic sectors was as follows:

Amount in
No. Col.$ mnil. %

Agriculture and Livestock 88 75.5 20
Chemicals 74 74.1 20
letals and Engineering 13653.5 14
Textiles and Apparel 77 42.8 11
Food, Beverages and Tobacco 84 40.6 11
Other 2-13 _91._4 24

Total 672 377.9 100

28. Foreign Exchange Financing - Foreign exchange financings outstanding
on December 31, 1964 amounted to US$ 14.5 million (Col.$ 185.9 million).

US$ 11.3 million came from the utilization of foreign commercial banks'
credit lines and the rest from own funds or from swap operations. These
loans were distributed as follows (in US$ million):

Export financing 10.9 75%
Import financing 2.2 15
Working capital loans 1.3 9
Others 0.1 1

Total 14.5 lo0
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Equity Investments

22. CFC - Bogota has made 29 equity investments amounting to Col.$ 92,3

million, as follows:

Cost

Number in Col.$ mil.

Chemicals 5 h5.8 50
2ietals and Engineering 6 8.3 9
Textiles and Apparel 1 0.5 1
Mining and Oil 1 0.5 1
Construction and Real Estate 2 12.h 13
Agriculture and Cattle 3 17.7 19
Finance 1 6.0 6
Others (including promotion companies) 10 1.1 1

Total 29 92.3 100

Underwriting

30. Underwriting in the past has been practiced on a rather limited
scale. As of December 31, 1964, CFC Bogota had committed Col.$ 3.3 million
in underwriting activities. The year 1965, however, started with some
important operations; the company has undertaken, together with two other

Colombian Financieras (Iedellin and Caldas), to underwrite the shares of
Ingenio de Risaralda. Commissions are established depending on the case.

Promotion

31. CFC - Bogota has developed a procedure for promoting important
projects which consist in organizing special companies to study prospective
enterprises and to mobilize, if needed, capital with local and foreign
financial and business groups. Under this arrangement a sugar and a petro-
chemical promotion company were created, in which other financieras also
participate. Other promotion companies are studying projects in the fields
of cement, irrigation, deep drilling, chemicals, etc.

III. FINANCIAL RESULTS

Balance Sheet

32. CFC - Bogota's financial condition is given in Annex 2. The
authorized capital has rapidly increased from Col.$ 20 million in 1959 to
Col.$200 million in 1964. Paid-in capital increased from Col.$ 4l.1 million
in 1961 to Col.$ 114.2 million in 1964, while total assets have increased
nearly five times over the four-year period ending 1964. About 80% of the
financiera's assets were invested in loans in Colombian pesos and U.S.
dollars while about 2% wiere in equity investments. The debt/equity ratio
at the end of 1964 was 1:2.6.



33. At the end of 1964, the book value of CFC - Bogota as stated in
the balance sheet was Col.$ 150.0 million, for a subscribed and fully paid-
in share capital of Col.$ 114.2 million. Adding to this amount an estimated

additional unrealized capital gain on equity investment of Col.$ 10.7 mil-
lion and subtracting deferred tax liabilities on unrealized foreign exchange
gains and on the loan portfolio reserve of Col.$ 2.8 million and Col.$ 8.7
million, respectively, a value of Col.$ 149.2 million or Col.$ 13.06 per
share of Col.$ 10.0 par value is obtained.

Profit and Loss Accounts

34. CFO - Bogota's operating results are given in Annex 3. Earnings
before appropriations have increased six-fold from 1961 to 1964. Adminis-
trative expenses have grown somiewhat more slowly, while financial cost has

increased thirteen-fold. The ratio of net income before taxes to total

earnings has decreased, from 63 in 1961 to 505 in 1964.

Dividends and Reserves

35. Dividends. CFC - Bogota has paid dividends in the years 1962,
1963 and 1967 at a rate of 35, 6%, and 15, respectively, but has recently
decided to suspend dividend payments in order to take full advantage of

the present tax exemption for portfolio protection reserves.

36. Reserves. Legal reserves amounted at the end of 1964 to
Col.$ 2.0 million. Other reserves included a reserve for economic develop-

ment of Col.$ 1.3 million and the reserve for the protection of the loan

portfolio of Col.$ 24.2 million which includes a contingent tax liability
of Col.$ 8.7 million.

37. Market Value. CFC - Bogota's shares are not traded on a stock
exchange.
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CORPORACION FIANCIERA COLOMBIANA

Statement of General Business Policies Dated October 17, 1961

The Corporacion declares its intention to maintain or adopt the
following policies and has negotiated an investment by IFC on the basis that

the following policies will be implemented by it with such modifications
(to the extent permissible under the terms of the Investment Agreement and

the Convertible Income Notes issued thereunder) as may from time to time
be mutually agreed.

1. To continue to make its investments principally in manufacturing
enterprises, not to the exclusion of agricultural development, cattle raising,
and mining, but not to engage in real estate operations.

2. To apply all funds supplied to the Corporation by IFC to long-term
investments.

The Corporacion will adopt flexible patterns for long-term invest-
ments in private enterprise in Colombia (i) in the form of share capital
subscriptions, or (ii) in the form of long-term loans (the major portion
of which matures more than five years after the date of disbursements)
which, in addition to or in substitution for fixed interest, shall have,

or be combined with, scme features of venture capital, such as profit par-

ticipations, conversion rights, stock options, contingent interest or

other terms which confer on the investor a right to share in the profits

of the borrower, or (iii) in such other form or forms as IFC shall from*
time to time approve. In special cases, after consulting with IFC, simple

long-term loans at fixed interest may be made when the Corporacion and IFC

consider it appropriate.

In addition to the medium-term loans which it has been making,
and to which funds derived from the discount of obligations at Banco de la

Republica must be applied, the Corporacion intends to use a progressively

larger proportion of its other funds for the types of investments described

above in this paragraph.

3. To diversify its financing (except for temporary investment of its
liquid funds in short-term securities) as among types of enterprises, and
not to conmit to any signle enterprise more than 10% of the total of (a)
its share capital and free surplus and (b) the Convertible Income Notes.

h. To conduct its operations so as to assist in the growth of capital
markets in Colombia, and to improve facilities for marketing of shares and

securities and to revolve its own portfolio to a reasonable extent for
this purpose.
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5. To increase its own capital resources from time to time in con-

sultation with IFC and having in mind the desirability of offering shares

or bonds of the Corporacion to the public for subscription, and thereby to

widen the interest of private investors in the Corporacion.

6. So far as is consistent with the accomplishment of the policy set

forth in paragraph 5 above, the Corporacion agrees with IFC as to the advis-
ability of pursuing a prudent dividend policy under which generally not more

than 59% of net profits would be distributed in cash. It is recognized that

sound accounting practice requires the allocation from gross income, before

net profits, of reasonable sums to investment reserves and to require the

building up of such reserves to a level of not less than 157 of the book

value of the Corporacion's investments. It is further recognized that

allocations may be made out of surplus to such investment reserves, to any

extent which the Corporacion may deem proper in order to accelerate the

building up of such reserves to the level mentioned above.

7. To observe reasonable and prudent limits for the exercise of its

borrowing powers, in any case not exceeding four (h) times its share capital

and free surplus. For the purpose of this paragraph, the IFC Notes shall

be treated as share capital and any evidence of indebtedness discounted

with banks or otherwise shall be included in the guaranteed indebtedness

of the Corporacion.

8. To refrain from taking a controlling interest in any enterprise

or any other interest which would give it primary responsibility for the

management of such enterprise.

9. To put constant emphasis on securing or strengthening the manage-

ment, technical, commercial and financial, for enterprises which it finances

by providing the advice and assistance of the staff of the Corporacion, or

any consultants or experts which it can secure for the purpose, including

any assistance which can be provided by or through the 
International Finance

Corporation.

10. To build and strengthen the management and staff of the Corporacion

so as to achieve a well-balanced organization, including financial and

economic analysis, technical, accountancy and legal services, and super-

vision of previously concluded investments.

11. To retain independent public accountants acceptable to IFC, to

conduct an annual audit of the books and accounts of the Corporacion.

12. To prepare for the Board of Directors of the Corporacion monthly

progress reports on (a) investigation of new projects (b) progress of con-

cluded investments, and (c) general matters, and to send IFC copies of

such reports.

Whenever used in this Memorandum of Understanding, "to consult"

means to engage in an interchange of views and ideas in which the partici-

pants consider and weigh one another's points of view; but in 
which, after

giving such consideration and weight, each participant retains freedom to

act as such participant deems best.

January 18, 1965
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CORFORACION FINANCIERA COLOMBIANA

Comparative Balance Sheets
(in millions of pesos)

Dec. 31 Dec. 31 Dec. 31 Dec. 31
1961 1962 1963 196

ASSETS (unaudited)3/ (audited) (audited) (unaudited)

Cash 15.1 10.8 3.3 12.2

Demand Deposits - 23.8 4.5 3.8

Loans and Accounts
Receivable:

Loans in Col.$4 2.6 101.0 166.3 198.5
Loans in US$2/ 16.9 65.2 85.1 185.7
Receivable on account of

subscribed capital 4.2 13.6 -
Swap Transactions 22.0 35.8 39.3 14.0
Interest and Commissions
Receivable 0.1 0.6 0.9 6.6

Other Debtors 1.0 2.1 .2 .4

Prepaid Interest 0.1 0.2 1.1 1.9

Equity Investments at Cost 10.0 21.1 h2.h 92.2

Furniture and Fixtures at cost
less accumulated deprec-
iation 0.2 0.3 0.4 0.6

Other Assets - - 0.2 3.6

Organization Expenses and
Deferred Charges, less
Amortization 0.2 1.0 0.8 0.5

TOTAL ASSETS 112.4 255.4 348.5 524.0

Guaranties u.a. 13.4 3.0 7.8

Underwriting Commitments - 3.7 2.5 3.3

Revaluations on equity port-
folio - 0.1 0.3 0.h

T 0 T A L 112.4 272.6 354.3 535.5

1/ Includes loans with
equity features - l 9

2/ Includes long-term loans of
(BID and First of Boston
Banana Loan) 2 6 48

3/ 1961 and 1964 figures shown in
the financial statements have been
reclassified for comparative purposes.
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CORPORACION FINANCIERA COLO1BIANA

Comparative Balance Sheets
(in millions of pesos)

Dec.31 Dec.31 Dec.31 Dec.31
1961 1962 1963 1964

LIABILITIES (unaudited)1/ (audited) (audited) (unaudited)]/

Bank loans:
Banco de la Republica (BR) 24.5 49.1 86.9 139.4
(incl.Private Investment Fund-PIP (-) (-) (h.5) (33.4)
Inter-American Dev.Bank (BID) 0.8 6.3 6.0 5.3
First of Boston -1.h 46.4
Other Banks (acceptances) 8.9 9.3 43.3 97.6

Time Deposits 4.6 14.4 14.0 22.9

Bonds Payable - 16.0 20.3 28.1
Investments Payable - - - 10.0
Swap Transactions 21.1 34.8 37.2 14.0

Commissions, Interest Payable 0.6 1.1 0.7 1.0

Miscellaneous Creditors 0.1 0.2 0.6 0.4

Employees Termination Benefits 0.1 0.2 0.3 0.4
Provisions:

Provision for Income Tax 1.1 2.3 5.5 0.1
Other Provisions - - - 1.4
Provision for Dividend 1.h 4.7 4.4 -
Deferred Income 1.9 3.9 5.9 7.4

Unrealized Exchange Gain 0.1 3.3 0.2 7.9

Stockholder s Equity:
Subscribed Capital 45.3 105.8 110.6 114.2
Surplus 0.3 1.5 3.1 3.3
Reserve for protection of loan

portfolio 1.6 2.5 5.1 24.2
(inc.Contingent Tax Liability)2/ (0.6) (0.9) (1.8) (8.7)

TOTAL ILABILITIES 112.4 255.4 348.5 524.0

Guaranties u.a. 13.4 3.0 7.8

Underwriting conitments 3.7 2.5 3.3

Revaluations on equity portfolio - 0.1 0.3 0.h

T 0 T A L 112.4 272.6 354.3 535.5

1/ 1961 and 1961 figures shown in the financial statements
have been reclassified for comparative purposes.

2/ Art. 118 of law 81/1960



ANNEX 3

CORPORACION FINANCIERA COLOiBIANA

Statements of Incoae and Expenses

(in millions of pesos)

Dec.31 Dec.31 Dec.31 Dec.31
1961 1962 1963 1964

INCOME: (unaudited)l/ (audited) (audited) (unaudited)l/

Interest on loans 3.61 8.41 17.50 27.67

Commissions 0.98 1.05 2.97 2.84

Gain on swap op. 0.37 2.21 3.21 1.40
Fees on financial studies and

promotions 1.49 1.84 2.82 7.11

Dividends 0.20 0.24 0.37 0.63

Exchange difference 0.10 0.13 0.01 0.01

Other 0.01 0.00 0.07 0.91

TOTAL INCONE 6.76 13.90 26.96 40.57

EXPENSES:
Administrative:
Salaries and employees' benefits 1.14 1.80 3.26 4.15
Board of Directors and other fees 0.08 0.14 0.60 1.11

Rent and Utilities 0.07 0.10 0.20 0.25

Telephone, cable and postage 0.02 0.06 0.08 0.09

Advertising 0.03 0.27 0.23 0.17
Taxes other than taxes on income 0.03 0.10 0.79 0.24

Office Supplies 0.03 0.03 0.08 0.16

Contributions 0.03 0.08 0.19 0.44

Other Expenses 0.01 0.05 0.07 0.15

Depreciation 0.02 0.03 0.05 0.07
Amortization of organization

expenses 0.04 0.014 0.20 0.20

Total Administrative expenses 1.51 2.70 5.76 7.03

Interest 0.95 2.22 5.79 12.58
Commissions 0.06 0.16 0.28 0.54

Total Financial expenses 1.01 2.38 6.07 13.12

TOTAL EXPENSES 2.52 5.08 11.83 20.15

NET INCOME BEFORE INCOME TAXES 4.24 8.82 15.13 20.42

PROVISION FOR INCOME TAXES 1.00 2.00 6.45 0.562"

iET INCOME BEFORE APPROPRIATIONS 3.24 6.82 8.68 19.86

APPROPRIATIONS:
Reserve for protection of receivables 1,56 0.95 2.92 19.50
Reserve for employees' fringe

benefits - 0.20 0.30 0.36

TOTAL APPROPRIATIONS 1.56 1.15 3.22 19.
NET INCOME AFTER APPROPRIATIONS 1.68 5.67 5.46 -

L7 1961 and 1964 figures have been reclassified for comparative purposes.
/ Of which 0.08 on 1964 income.
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CORPORACION FINANCIERA NACIONAL
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September 7, 1965



CORPORACION FINANCIERA NACIONAL

I. THE COMPANY

1. Corporacion Financiera Nacional (CFN - Medellin) was founded as
a corporation on March 31, 1959 in accordance with a Colombian law and the

decrees which created the Colombian development finance institutions. It

began operations in the second half of 1959 with the authorization of the

Superintendency of Banks of June 18, 1959.

Purpose and Powers

2. CFN - Medellin's purpose, as defined in Decree Law 2369/1960, is
to assist in the development of Colombian economy by providing private
industrial, mining and agricultural enterprises with medium and long-term

finance from domestic and foreign sources and by helping in the develop-
ment of a capital market through promotions and underwritings. To achieve
these purposes, the financiera carries out a wide variety of financial
operations including medium and long-term loans, export-import financing,
equity investments, convertible loans, guarantees, swap transactions,
underwritings, promotions and reorganization of enterprises.

3. The law imposes certain restrictions on the financieras which
include the following:

a) The financiera's commitments to any one company are limited,
if unsecured, to 10% of its own paid-in capital and legal
reserve; and if secured, to 25%. Second grade mortgages
are not acceptable;

b) Investment in securities other than of companies promoted by
the financiera is limited to 30% of paid-in capital and

legal reserves;

c) Tot al commitments of a financiera shall not exceed twenty
times its unimpaired paid-in share capital and legal reserve;

d) Commercial banks may hold up to 50% of the share capital of
the financiera provided that the holding does not exceed 10%
of their own paid-in capital and legal reserve;

e) Financieras are not allowed to discount or rediscount papers
of banks that are their shareholders.

Currency: Peso (Col.$)
Free Market Rate Official Average Rate used in
as of July 12, (Import) Financial Statements
1965. Rate as of Dec. 31, 1964

U.S.$ 1 Col.$ 19.o4 Col.$ 9.00 Col.$ 12.76
Col.$ 1 US$ 0.0525 US$ 0.111 US$ 0.078
Col.$ 1,000,000 US$ 52,500 US$ 111,111 US$ 78,000
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Resources

4. Share Capital and Reserves. The financiera's authorized capital
increased from Co0 million in 1959 to Col.$ 100.0 million by the end
of 1964, while its subscribed share capital increased from Col.$ 12.9
million to Col.$ 73.6 million during the same period.

5. In addition to the paid-in share capital, the financiera's surplus
and reserves amounted to Col.$ 12.8 million, as of December 31, 1964.
Following a decision of the Board of Directors in February 1965, the finan-
ciera's issued share capital was increased to Col.$ 84.3 million at the end
of June 1965. The financiera has only one class of registered shares with
a par value of Col.$ 10 each.

6. Loans. Based on Decree 384 of 1950, CFN - Medellin participated
in rediscount facilities with the Banco de la Republica which were renego-
tiated in 1963 in the form of a credit line which presently amounts to
Col.$ 71.0 million and which is practically entirely committed.

7. The financiera, as do all other private financieras and commer-
cial banks in Colombia, participates in the Private Investment Fund (PIF),
which was established by the Central Bank on March 7, 1963. Its resources
come mostly from US/AID. The fund is only to be used to finance private
business and is considered as a lender of last resort. The loans can only
be used for purchases of capital goods, for construction, installation of
equipment and for technical studies. It is primarily intended for import
substitution, for the promotion of exports and for the removal of bottle-
necks in existing industries. By the end of 1964, CFN - Medellin had 18
loans outstanding which had been financed from the Private Investment
Fund. These loans totaled Col.$ 38.5 million.

8. Decree Law 2369/1960 allows the private Colombian financieras to
issue general mortgage bonds for a nominal amount not exceeding 95% of the
mortgages on real estate and movable property received from its borrowers.
At the end of 1964, CFN - Medellin had Col.$ 12.1 million of these bonds
outstanding, which have a maturity of five years from the date of issue,
are amortized in quarterly equal installments and carry an interest rate of
7% p.a., payable at the end of each quarterly period. Borrowers for working
capital purposes receive these bonds from the financiera in lieu of cash
and discount them with insurance companies which use them for their tech-
nical reserves. For the insurance company, the major consideration beyond
the reserve investment is the insurance business connected with such a
transaction. For the financiera, the operation is of the nature of a
guarantee with an annual return of 3% (gross benefit forthe CFN).

9. Foreign Exchange Loans. Eight foreign commercial banks have
granted the financiera credit facilities of US$ 11.25 million for import
and export foreign exchange financings. The majority of these credit
lines is for short-term financing, only one for financing the importation
of equipment up to three years. The total amount utilized of these credit
lines was US$ 5.0 million at the end of 1964.
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10. Swap Transactions. The financiera has been an intermediary be-
tween the Banco de la Republica and clients for swap transactions which
amounted to Col.$ 18.0 million.

11. Time Deposits. At the end of 1964 the financiera had accepted
deposits beyond 90 days which amounted to Col.$ 3.0 million.

Organization

12. Ownership. As of December 31, 1964, CFN - Medellin's share
capital was owned as follows:

Number of
Share Capital Shareholders

7. in Col.$ mil.

Foreign Shareholders 34 24.8 3
IFC 15 10.7 1
Banco Commercial Antioqueno 13 9.5 1
Banco Industrial Colombiano h 2.7 1
Banco del Comercio (including

employees' fund) 1 1.0 2
Insurance Companies 7 4.9 3
Other Private Shareholders 21 15.9 85
Empresa Colombiana de Petroleos 5 4.1 1

(government-owned)

Total 100 73.6 97

13. The General Assembly. The general assembly of shareholders is
the supreme organ of the financiera. It meets twice a year ordinarily in
February and August. It is presided over by the President of the financiera
or by one of the Vice-Presidents. It elects the Board of Directors, their
alternates, the Auditor and his alternate. It approves the financial
statements; decides on the appropriation of the net profits and the distri-
bution of a dividend; authorizes the increase of the share capital; reform
and amendments of statutes, etc. The general assembly requires a quorum
of 60% of the shareholders. No shareholder can vote more than 25% of the
outstanding stock.

14. Board of Directors. CFN - Medellin's Board is a managing board,
elected for one year by the general assembly and is composed of ten princi-
pal members and their alternates. It needs a quorum of five and meets at
least once a week. Its principal members are: four bankers, two foreign
and two Colombian, two industrial executives, one consultant and three
businessmen with various interests. The President has not been delegated
any authority to approve loans.

15. Management and Staff. Management consists of the President,
Jose Gutierrez Gomez, Vice President, Luciano Elejalde J., and Vice
President, Carlos Restrepo D.



16. The staff of the financiera, including management (3), numbers
26 people, organized into six departments which include the secretariat (2)
and the legal (2), accounting (2), cashier's (1), international and trust
(2), and economic and finance departments (7), as well as the supporting
staff of management (7) and the auditor. The planned engineering depart-
ment is still vacant.

II. OPERATIONS

Operating Policies

17. The financiera follows a set of internal policies which are given
in Annex 1. They include the following:

a) To emphasize within its fields of operation financial
assistance to manufacturing enterprises;

b) To increase the proportion of financial assistance given
in the form of equity investments and convertible loans;

c) To refrain from taking a controlling interest in any
one enterprise;

d) To limit its liabilities to four times its share capital
and free surplus.

These internal rules also include guidelines regarding the development of
the Colombian capital market, dividend policy, development of management
and staff, reporting to the stockholders, etc.

Lending Activity

18. Summary. From its inception to the end of 1964, CFN - Medellin
has granted 1,~51i loans of Col.$ 345.0 million and US$ 20.6 million and has
made 17 equity investments totaling Col.$ 53.8 million. At the end of 196h,
the financierals portfolio amounted to Col.$ 289.5 million, of which
Col.$ 235.7 million was in loans and Col.$ 53.8 million in equity invest-
ments. Of the loans, Col.$ 165.0 million were peso loans for working
capital purposes and fixed assets investments; and the remaining Col.$ 70.7
million represented mostly short-term foreign exchange financings. The
financiera has also since 1961 given guarantees amounting to Col.$ 1.h
million and led or participated in several underwritings, amounting to
Col.$ 18.0 million. Together with Corporacion Financiera Colombiana -
Bogota, it is the fiscal agent for several issues of governmental develop-
ment bonds originally amounting to Col.$ 330.0 million.

19. Peso Loans. Since the financiera began operations in 1959, it
has grante~8d64 peso loans totaling Col.$ 344.8 million as follows (in
Col.$ million):

Up to 1962 1963 1964 Total
No. of peso loans 440 212 212 864
Amount 111.4 128.3 105.0 344.8



In 1964, peso lending operations declined considerably, primarily due to
the Banco de la Republica credit line being practically fully committed.

20. Interest Rates. The financiera borrows between 4% and 8% and
lends between 8% and 12%. The average spread is about 4-515 p.a.

21. Duration of Loans. The greatest part in number and value of peso
loans granted was of short and medium duration. Loans of more than five
years were only 2% of the total in number and 11% in value.

22. Size of Loans. The average size of loans granted by CFN - Medellin
in local currency has risen from Col.$ 0.3 million in 1961 to Col.$ 0.5
million in 1964, with the exception of loans financed with the Private
Investment Fund, where the average size has been Col.$ 3.7 million. From
1961 to 1964, the average size of US dollar loans has been in the neighbor-
hood of US$ 0.1 million.

23. Geographical Location. Geographical distribution of loans granted
by CFN - Medellin has been wide, with a tendency, however, to concentrate
on the Medellin area and the Department del Valle.

24. Distribution of Loans by Industry. These loans were distributed
among economic sectors as follows:

Amount
Number in Col.$ mil. 7_

Textiles and apparel 203 109.1 32
Food, beverages, tobacco 83 43.2 12
Metals and engineering 124 38.5 11
Paper and printing 38 33.7 10
Building materials 56 22.9 7
Other manufacturing 324 80.5 23
Others (including agriculture) 36 16.9 5

Total 864 344.8 100

25. Foreign Exchange Financing. In total the financiera has granted
177 foreign exchange loans, mostly short-term, amounting to US$ 20.5 mil-
lion. 132 loans totaling US$ 19.5 million came from credit lines with
foreign commercial banks, while the rest was financed with the financiera's
own funds. These financings were distributed as follows:

Cost
Number in US$ mil.

Textiles and apparel 67 14.5 70
Paper and printing 58 2.4 12
Food, beverages and tobacco 9 0.8 4
Metals and engineering 6 0.3 1
Chemicals 8 0.1 1
Other industries 29 2.4 12

Total 177 20.5 100
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Equity Investments

26. From its inception to December 31, 1964, CFN - Medellin has made

equity participations in 17 enterprises amounting to Col.$ 53.8 million,
which were distributed as follows:

Cost
Number in Col,$ mil. 7

Metals and engineering 7 28.6 53
Chemicals 3 14.2 27
Textiles and apparel 1 3.9 7
Mining and oil 2 1.0 2
Construction materials 1 0.7 1
Agriculture and cattle 1 5.0 9
Others (including promotion

companies) 2 _0.4

Total 17 53.8 100

Underwriting

27. CFN - Medellin has been particularly active in this field, not
only with the companies promoted by it but also in a number of other cases.

As of December 31, 196h, CFN - Medellin had committed Col.$ 7.1 million in
underwriting activities. Moreover, the year 1965 started with some impor-
tant operations. The company has undertaken together with two other
Colombian financieras (CFC - Caldas and CFC - Bogota) to underwrite the
shares of Ingenio de Risaralda.

Promotion

28. CFN - Medellin is participating with other financieras in two
promotional companies in the fields of sugar and petrochemicals. These
companies were founded to study prospective enterprises and to mobilize
capital with local and foreign business groups. The financiera has pro-
moted or participated in the promotion of four enterprises in the fields
of forging, man-made fibers and handtools.

III, FINANCIAL RESULTS

Balance Sheet

29. CFN - Medellin's financial condition is given in Annex 2. The
financiera's total assets have expanded rapidly from Col.$ 61.4mTillion in

1961 to Col.$ 330.0 million in 196h. About 79% of its assets were invested
in loans and 18% in equity.

30. Net Worth. At the end of 1964, the financiera's book value as
per published balance sheet amounted to Col.$ 92.3 million and the fully
paid-in subscribed share capital Col.$ 73.6 million. Adding to this amount
an estimated additional unrealized capital gain on equity investments e3
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of Col.$ 12.7 million and subtracting deferred tax liabilities on unrealized
foreign exchange gains and on the loan portfolio reserve of Col.$ 0.6
million and Col.$ 3.4 million, respectively, one arrives at Col.$ 101.0
million or Col.$ 13.72 per share of Col.$ 10.0 par value.

Profit and Loss Accounts

31. CFN - Medellin's operating results are given in Annex 3. Earnings
before appropriations have increased almost five-fold from 1961 to 1964.
Administrative expenses have grown somewhat faster, increasing by five-and-
a-half times, while finanuial cost has increased nine-fold. The ratio of
net income before taxes to total earnings has decreased slightly from 68%

to 64%.

Dividends and Reserves

32. Dividends. The financiera has paid a first 6% dividend in March

1963 and aT T dividend in April 1964. Since then, a semi-annual dividend
of 4% has been paid.

33. Reserves. The legal reserve amounted to Col.$ 1.6 million at
the end of 1967.TBesides a surplus of Col.$ 1.7 million, the reserves for
the protection of the loan portfolio amount to Col.$ 9.5 million. This re-
serve, however, includes a contingent tax liability of Col.$ 4.1 million.

3h. Market. The financiera's shares are listed on the Medellin Stock
Exchange, but the volume of operations registered there up to the present
is very small.



ANNEX 1
Page 1

CORPORACION FINANCIERA NACIONAL

Statement of General Business Policies dated October 1961

The Corporacion declares its intention to maintain or adopt the
following policies and has negotiated an investment by IPC on the basis
that the following policies will be implemented by it with such modifica-
tions (to the extent permissible under the terms of the Investment Agree-
ment and the Convertible Income Notes issued thereunder) as may from time
to time be mutually agreed.

1. To continue to make its investments principally in manufacturing
enterprises, not to the exclusion of agricultural development, cattle
raising, and mining, but not to engage in real estate operations.

2. To apply all funds supplied to the Corporacion by IFC to long-
term investments.

The Corporacion will adopt flexible patterns for long-term
investments in private enterprise in Colombia (i) in the form of share
capital subscriptions, or (ii) in the form of long-term loans (the major
portion of which matures more than five years after the date of disburse-
ment) which, in addition to or in substitution for fixed interest, shall
have, or be combined with, some features of venture capital, such as profit
participations, conversion rights, stock options, contingent interest or
other terms which confer on the investor a right to share in the profits
of the borrower, or (iii) in such other form or forms as IFC shall from
time to time approve. In special cases, after consulting with IFC, simple
long-term loans at fixed interest may be made when the Corporacion and IFC
consider it appropriate.

In addition to the medium-term loans which it has been making,
and to which funds derived from the discount of obligations at Banco de la
Republica must be applied, the Corporacion intends to use a progressively
larger proportion of its other funds for the types of investments described
above in this paragraph.

3. To diversify its financing (except for temporary investment of
its liquid funds in short-term securities) as among types of enterprises,
and not to commit to any single enterprise more than 10% of the total of
(a) its share capital and free surplus and (b) the Convertible Income Notes.

4. To conduct its operations so as to assist in the growth of capital
markets in Colombia, and to improve facilities for marketing of shares and
securities and to revolve its own portfolio to a reasonable extent for this
purpose.

5. To increase its own capital resources from time to time in con-
sultation with IFC and having in mind the desirability to offering shares
or bonds of the Corporacion to the public for subscription, and thereby to
widen the interest of private investors in the Corporacion.
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6. So far as is consistent with the accomplishment of the policy set
forth in paragraph 5 above, the Corporacion agrees with IFC as to the
advisability of pursuing a prudent dividend policy under which generally
not more than 50% of net profits would be distributed in cash. It is re-
cognized that sound accounting practice requires the allocation from gross
income, before net profits, of reasonable sums to investment reserves and
to require the building up of such reserves to a level of not less than
15% of the book value of the Corporacion's investments. It is further
recognized that allocations may be made out of surplus to such investment
reserves, to any extent which the Corporacion may deem proper in order to
accelerate the building up of such reserves to the level mentioned above.

7. To observe reasonable and prudent limits for the exercise of its
borrowing powers, in any case not exceeding four (h) times its share capital
and free surplus. For the purpose of this paragraph, the IFC Notes shall
be treated as share capital and any evidence of indebtedness discounted
with banks or otherwise shall be included in the guaranteed indebtedness of
the Corporacion.

8. To refrain from taking a controlling interest in any enterprise
or any other interest which would give it primary responsibility for the
management of such enterprise.

9. To put constant emphasis on securing or strengthening the manage-
ment, technical, commercial and financial, for enterprises which it finances
by providing the advice and assistance of the staff of the Corporacion, or
any consultants or experts which it can secure for the purpose, including
any assistance which can be provided by or through the International
Finance Corporation.

10. To build and strengthen the management and staff of the Corpora-
cion so as to achieve a well-balanced organization, including financial
and economic analysis, technical, accountancy and legal services, and
supervision of previously concluded investment.

11. To retain independent public accountants acceptable to IFC, to
conduct an annual audit of the books and accounts of the Corporacion.

12. To prepare for the Board of Drectors of the Corporacion monthly
progress reports on (a) investigation of new projects (b) progress of con-
cluded investments, and (c) general matters, and send IFC copies of such
reports.

Whenever used in this Memorandum of Understanding, "to consult"
means to engage in an interchange of views and ideas in which the partici-
pants consider and weigh one another's points of view; but in which, after
giving such consideration and weight, each participant retains freedom to
act as such participant deems best.



CORPORACION FINANCIERA NACIONAL A

Balance Sheets
(in millions of pesos)

Dec.31 Dec.31 Dec.31 Dec.31
1961 1962 1963 1964

- - - - - (unaudited) --- --
A~SSET.S
Cash and banks 1.8 10.0 6.8 6.2
Term deposits - 5.0 5.0 -
Portfolio:

Equity investments 2.9 6.6 15.0 53.8
Convertible loans - 4.3 13.3 3.8
Other loans (Col.$) 42.8 68.7 134.6 161.2
Export-Import financing (US$) 10.2 19.2 27.9 70.7

Receivable on account of subscribed capital 1.4 15.4 - -
Swaps (per contra) - 22.1 17.1 18.2
Underwriting contracts (per contra) - 2.3 2.0 7.1
Revaluation equity portfolio (per contra - - - 4.3
Guaranties (per contra) - - - 1.4
Other assets 2.3 2.5 7.3 3.3

TOTAL ASSETS 61.4 156.1 229.0 330.0

LIABILITIES
Bank loans and credit lines:

Banco de la Republica (BR) 16.8 28.8 59.5 67.2
Private Investment Fund (PIF) - - 19.3 38.5
Foreign commercial banks 10.2 17.0 25.6 64.3

Time deposits - - - 3.0

Bonds outstanding - 1.4 7.5 12.1
Equity investments payable - - - 10.1
Swap transactions (per contra) - 22.1 17.1 18.2

Other liabilities 0.5 5.9 9.1 8.8

Underwriting contracts (per contra) - 2.3 2.0 7.1
Guaranties (per contra) - - - 1.4
Revaluations of equity portfolio (per contra) - - - 4.3

Provisions:
for Income tax 0.4 1.3 3.1 3.9
for Dividends - 1.81/ 2.9 2.9
for Social benefits 0.1 0.1 0.2 0.2

Stockholders' equity:
Subscribed capital 30.6 70.4 73.6 73.6
Surplus 1.0 1.4 2.2 3.3
Reserve for protection of loan portfolio 1.7 3.5 6.5 9.5
(including contingent tax liability) (0.6) (1.3) (2.3) (4.1)
Unrealized foreign exchange profit 0.1 0.1 0.4 1.6

TOTAL LIABILITIES 61.4 156.1 229.0 330.0

1/ Declared February 1963, earned in 1962
2/ Declared February 1964, earned in 1963
j/ Declared February 1965, earned in second half of 1964.
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CORPORACION FINANCIERA NACIONAL

Statements of Income and Expenses
(in millions of pesos)

Year ended Year ended Year ended Year ended
Dec.31, Dec.31, Dec.31, Dec.31,

1961 1962 1963 1964
- (unaudited)-- ---

INCOME:
Interest on loans 3.0 5.5 11.1 16.0
Commissions on loans 0.5 1.1 2.2 1.2
Fees for financ al studies and

promotion - 0.2 2.4
Dividends and realized capital

gains - 0.3 1.6
Other.! 0.3 0.6 0.6 0.1

TOTAL INCOME 3.8 7.2 14.4 21.3

EXPENSES:
Administrative expenses:

Salaries and social benefits 0.6 0.9 1.3 1.7
Other admin. expenses 0.3 0.3 0.6 3.4

Sub-Total 0.9 1.2 1.9 5.1

Interest 0.3 0.6 2.5 2.6

TOTAL EXPENSES 1.2 1.8 4.4 7.7

Net income before income taxes 2.6 5.4 10.0 13.6
Estimated income taxes 0.4 1.3 3.3 3.6
Net income before appropriations 2.2 4.1 6.7 10.0

APPROPRIATIONS

Reserve for protection of loan
portfolio 1.7 1.8 3.0 3.0

Provision for dividends 1.8 2.9 5.9

TOTAL APPROPRIATIONS 1.7 3.6 5.9 8.9

Jet income after appropriations (surplus) 0.5 0.5 0 1.1

1/ Includes underwriting commissions and study fees for BR loans.

2/ Includes profits from repurchases of own bonds.
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DEVELOPLENT BANK OF ETHIOPIA

I. THE CONPANY

1. The Development Bank of Ethiopia (DBE) was established by Imperial
Proclamation No. 116 of 1951, in accordance with the terms of the Loan
Agreement between the World Bank and. the Empire of Ethiopia, dated Septem-
ber 13, 1950.

Purpose and Powers

2. The Charter of DBE authorizes it to engage in the following
activities in Ethiopia:

(a) provide and guarantee long and, medium-term loan financing
and participate in the equity of industrial and agricultural
enterprises;

(b) underwrite, purchase, sell or hold. stocks and bonds;

(c) borrow funds locally and abroad;

(d.) act as an agent for the Government, companies and individuals.

3. DBE has operated in both agriculture and industry and because of
its derivation from an agricultural bank and the obvious needs of the coun-
try, was led. also to engage in small loans in agriculture.

4. DBE has a subsidiary, Ceres Company Limited, established. in 1951
with a capital of Eth. $ 300,000 to undertake short-term financing and.
storage of agricultural products. It finances inventories of DBE's clients
and otheis who are engaged in the processing of grains, oilseeds, etc. It
uses, in addition to its own capital, borrowings from DBE and from the Commer-
cial Bank of Ethiopia and has been contributing to DBE's income.

Resources

5. The authorized capital of DBE is Eth.$ 13 million, represented
by 11,000 ordinary shares of Eth.$ 1,000 each in the total amount of
Eth.$ 11 million and Eth.$ 2 million of preferred stock which has not yet
been offered or issued.

Currency: Ethiopian Dollar (Eth.$)

US $ 1 = Eth.$ 2.50
Eth.$ 1 = US $ 0.40
Eth.$ 1,000,000 = US $ 40,000
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6. DBE's own resources consist of its capital stock of Eth.$ 11.0 million
(in which is included the proceeds of the first World Bank loan of Eth.$ 5.0
million). In 1961 it secured two long-term loans, each amounting to US$ 2.0
million, respectively from the Development Loan Fund (now Agency for Inter-
national Development) of the U.S. Government and from the World Bank. The
loan from the World. Bank was fully committed in 1964 and that from AID is
now almost fully committed. In addition, DBE has secured a loan of DM 10
million -:(Eth.$ 6.25 million) from the Kreditanstalt fuer Wiederaufbau. This
loan has been ratified by the Ethiopian Parliament and the relative
Proclamation is now under preparation. This loan will carry interest at a
rate of 55 p.a. and be subject to a commitment charge ofl/h% p.a. It will be
repayable in half-yearly instalments agreed upon in the sub-loan agreements
approved by Kreditanstalt. The last repayment shall be effected on or before
December 31, 1979. DBE will submit to Kreditanstalt a repayment schedule as
soon as it shall have concluded sub-loans in the full amount of the loan, not
later however, than December 31, 1967. In the case of loans not exceeding
DM 200,000 (Eth.$ 125,000), DBE will be able to commit funds without prior
approval and use 50% for local currency financing for each sub-loan, provided,
however, that the total withdrawals for local currency financing will not
exceed 25% of the loan amount. Loans exceeding DH 200,000 will need previous
approval from Kreditanstalt. The maximum amount for any project to be
financed under this loan is DM 1 million (Eth.$ 625,000). The loan is not
tied to purchases from Germany.

7. The liquidity position of DBE is dependent on the amounts it can
draw short term from the Commercial Bank of Ethiopia, at 6945. DBE has a line
of credit from the Commercial Bank of Ethiopia anounting to Eth.$ 1 million.
DBE's withdrawals from this source vary seasonally with its cash requirements.
Its subsidiary, Cores Co., also has a line of credit from the Commercial Bank
of Ethiopia amounting to Eth.$ 1 million.

8. The total current and immediately foreseeable resources of DBE
(excluding its reserves of Eth.$ 2.3 million and its assets of Eth.$ 2.0
million in the form of interest in arrears) are as follows:

Eth.$
million

Share Capital 11.00
IBRD Loan 301-ET 5.00
AID Loan 165 5.00
German Loan (not signed) 6.25
Overdraft from National Bank (Maxi.) 2.00

2 9. 25

Organization

9. Ownership - All of DBE's paid-in share capital of Eth.$ 11 million is
owned directly or indirectly by the Ethiopian Government. Eth.$ 4 million
was contributed in cash by the Government and. Eth.$ 1 million by the State
Bank of Ethiopia when DBE was established. Eth.$ 1 million represents the
assets of the Agricultural and Commercial Bank of Ethiopia transferred to
DBE when it was set up. The remaining amount of Eth.$ 5 miillion was con-
tributed by the Government over time out of the proceeds of the World Bank
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Loan 1o. 32-ET (now fully disbursed) as it was drawn down by DBE.

10. Board of Directors - The Development Bank of Ethiopia Proclamation
of 1951 (in effect DDE's Charter) provides for a Board of not less than five
nor more than seven to be appointed by the Emperor.

11. The Board at present consists of the following seven members:

Chairman: H.E. Ato Akalework Habtewold, Minister of Agriculture

Vice Chairman: H.E. Lij. Endelkatchew Makonnen, Minister of
Commerce and Industry

Managing Director: H.E. Ato Araya Ogbagzy, formerly Vice-
Minister of Commerce and Industry

Other Board Members: H.E. Lij. Yilma Deressa, Minister of Finance

H.E. Ato Menasse Lemma, Governor of the
National Bank of Ethiopia 1/

Dr. S. Kirkor, Advisor, Ministry of Finance
Mr. Alfred Abel, Executive Director, Ceres Co.

12. Loan Committee.- Since August 1962, decisions on all loan appli-
cations up to Eth.$ 300,000 have been made by the Managing Director, under
powers delegated. to him by the Board. Although the Managing Director is
personally responsible for such decisions, he is advised with regard to

these by a staff Loan Committee. The Chairman of the Loan Committee is
the Deputy Managing Director and the members comprise the Comptroller,
the heads of the Loan and Legal Departments, and a member nominated by
the Chairman of the Board. This Committee also considers and advises
Management on larger proposals needing Board approval.

13. Management and Staff - The Managing Director is described in
DBE's Charter as "Head Executive of the Bank", with specific power to
employ, discharge and fix the remuneration of the staff as well as a
general authority to direct the management and operations of the Bank
subject to the general direction of the Board of Directors". He may
delegate his functions and authority to subordinate officers of DBE.

14. From its inception in 1951 till August 1963, the successive
Managing Directors of DBE were all foreigners. Ato Araya Ogbagzy, who

was then appointed to manage DBE, is its first Ethiopian chief executive.

15. Under the Managing Director the effective second-in-command of DBE
is the Deputy Managing Director. Management is assisted by a Comptroller
who is specifically responsible for financial matters, the internal organiza-
tion of DBE and for internal audits and control.

16. The total staff on the payroll of DBE (excluding Ceres which
employs 34 people) is 112. This number includes the staff of the four

1/ The National Bank of Ethiopia is the successor to the Central banking wing
of the State Bank of Ethiopia, and was created on January 1, 1964. at the
same time the Commercial Bank of Ethiopia was created to take over the
commercial banking wing of the State Bank.



branches and of the mobibebranch. Out of these, professional staff

number 30.

17. Head Office and Branches - DBE maintains branches in four outlying
provinces, an agency in one ther province and a "mobile branch" attached to
headquarters. The branches and the agency assist in investigation of

applications and supervision of loans made.

18. The core of DBE's operational work is in the hands of the Loan
Department which receives, studies and processes applications for financing
and authorizes disbursements. The head of this department is assisted by
loan officers.

The Loan Department also conducts all the follow-up work of agri-
cul tural and industrial operations.

19. The Legal Department of DBE is an operational department in the

sense that it deals with the loans at court and collects DBE's judgement
debts. Besides the Head of the Legal Department, the department consists
of three advocates who plead in court and enforce court executive orders.

The non-litigious work of the department is dealt with by the Head and an

assistant. The Head of the Legal Department is the Secretary of the Board.

20. In addition to its operational departments, DBE has the following
six administrative and service departments: Accounting, Cashier,
Economic Research and. Statistics Investment Promotion, Administration,
and Personnel.

21. The Accounting Department, as its name implies, deals with all the
accounting records of DBE for both head office and. branches. It does not,
however, receive or pay out cash, which is the responsibility of the cashier
alone. Price Waterhouse and Co. continues to conduct the annual audit. The
accounting system of DBE is a simple mechanical one.

22. The Economic Research & Statistics Department, which consists of a
head and two assistants, is responsible for general economic and market re-
search, for conducting market studies in respect of specific projects, and
for the internal statistics.

23. The Investment Promotion Department which consists of a head and
an assistant is acting as an investors guide and seeks new lines of
investment opportunities. This Department is also responsible for the equity
investments of DBE.

24. The Administration Department is responsible for supplies, for
dealing with communications and. for the custody of records and documents.

II. OPERATIONS

Operating Policies

25. DBE has no formal statement of business policies.
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Landing Activity

26. Summary - As of December 31, 196h, DBE had, outstanding disbursed
loans totalling Eth.$ 16.5 million; undisbursed commitments to borrowers
for a further Eth.$ 2.2 million; equity investments of Eth.$ 0.213 million;
and an investment of Eth.$ 0.3 million in its subsidiary, Ceres Co.

27. From the start of operations in 1951 through December 31, 1964 DBE
had made a total of 3,661 loans with a total value of Eth.$ 34.8 million.
The bulk of these, 3,096 in number, were for various types of agriculture,
but their total value was only Eth.$ 13.6 million, whereas the 313 industrial
loans amounted to Eth.$ 20.2 million. The remaining Eth.$ 1.1 million is ac-

counted for by 252 loans for miscellaneous purposes.

28. Interest Rates - The interest rate charged by DBE remains at 7% for
agricultural loans and for industrial loans granted before 1960. However,
the interest rate was increased to 8% in 1960 for industrial loans. In
addition, recent loan agreements provide that in case of failure or default
the rate of interest can be further increased. to 9% on the amount outstanding.
Although accruable from the dates of disbursement in each particular case,
under the current form of loan agreement interest is payable on June 30 and
December 31 of each year.

29. In earlier investments the commitment fee was as low as 1% but
parallel with the increase in the interest rate from 7% to 8,, the commit-
ment fee has been increased to lJ.

30. Clients are generally permitted to prepay loans without penalty in
inverse order of maturities on giving, say, two months' notice.

31. Duration of Loans - The majority of all loans, both industrial and
agricultural, have been for periods of from one to 10 years; and 72% of these
(50% in amount) were for 5 years or less.

32. Size of Loans - Of the 3,096 agricultural loans granted by DBE up
to December 31, 196, as many as 3,089 were for amounts below Eth.$ 50,000.
In addition, the bulk of the industrial loans (308 out of 313) were also in
this category.

33. Geographical Location - The bulk of DBE's industrial investments are
situated in or around Addis Ababa with two other smaller clusters in the
Asmara area of Eritrea and in Harar Province. In contrast, DBE's agricultural
loans are spread relatively widely.

34. Distribution of Loans by Industry - The percentage distribution
on DBE's loans (amounts lent between different types of enterprises was
as follows:
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Industrial Loans

Textiles 20.h 1
Foodstuffs 19.9 %
Other Industries 17.7 %

Agricultural Loans

Coffee 18.5 %
General Agricule:_

ture 16.3 1
Small Agriculture 4.2 %

39.0

Others 3.0 %

Total 100 5

Practically all of DBE's agricultural loans were for existing enterprises
although the 21 loans to new enterprises represent roughly one-fifth of the
total in value. The same tendency for loans to new enterprises to be re-

latively large in amount appears in the industrial sector, although here
the numerical proportion of 186 loans to existing enterprises and 127 to
new ones is much more even.

Equity Investments

35. In certain recent loans DBE has taken conversion rights. In the case
of foreign currency loans, it is DBE!s practice to pass on the foreign exchange
risk to the final borrower.

Underwriting

36. DBE to date has not underwritten any share issues.

III. FINANCIAL RESULTS

Balance Sheet

37. DBE's balance sheet as at December 31, 1964, is set forth in Annex 1.
Total assets including undisbursed portions of the IBRD and. AID loans
(Eth.$ 3.3 million) amounted to Eth.$ 26 million. Liabilities included
Eth.$ 6.6 million in borrowings from the same sources, and reserves for
bad debts amounted to Eth.$ 2.3 million.

38. DBE enjoys complete freedom from taxation and has been exempted from
licencing and supervision from the National Bank of Ethiopia because of its
non-commercial banking nature.
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Profit and Loss Accounts

39. DBE's income statement covering the year 1964 is set forth in Annex 2.
Interest earned has continued to grow in the last two years, industrial

loans accounting for 53% of the total interest earned. Non-financial
expenses used up about half of total income, and were 4.% of portfolio
and 2.7% of total assets. Net earning averaged 2.4% on paid-in capital,
showing an improvement over previous years.

Dividends and Reserves

40. As at December 31, 1964, DBE had a bad debt reserve of Eth.$ 2.3
million (48% greater than 1960) and surplus of Eth.$ 20,896.



ANNEX 1
DEVELOPMENT BANK OF ETHIOPIA pgz-1

Balance Sheets
(in thousands of Eth. dollars)

Dec. 31 Dec. 31 Dec. 31 Dec. 31 Dec. 31
1960 1961 1962 1963 1964

ASSETS

Current Assets:
Cash 334 826 52 1,020 312
Receivables 121 99 120 157 270
Loans granted:

Industrial 6,523 5,909 6,587 9,028 8,735
Agricultural 2,985 3,099 2,918 3,271 3,550
Coffee 3,573 h,198 4,020 3,986 4,078
Other 139 122 74 66 58

Total Loans 13,220 13,328 13,599 1/ 16,351 16,421
Int. & expenses

accrued 853 1,093 1 529 1,833 2 000
Sub-Total 1T,073 1 ,421 1327 18,181,

Less reserve for
bad debts 1,198 1,500 1,800 2,000 2,300
Sub-Total 12,875 12,921 13,328 16,184 16,12

Loans assigned by Min.
Finance - - - - 1,103
Investments:

Ceres Co. Ltd.
Capital 300 300 300 300 300
Loan 384 54 448 197 334

Other investments 149 118 148 151 213

Undrawn portion of IBRD

32-ET 748 16 - -
Undrawn portion of IBRD

301-ET - 5,000 3,023 1,107 1,086
Undrawn portion of DLF
Loan 165 - 4,720 4,408 3,341 2,215
Letters of Credit
opened for borrowers
- contra 957 35 107 65 1,408
Loans approved but not
disbursed - contra - - 527 1/ 560 2,238

Fixed Assets (net) 30 63 66 77 403

Total Assets 15,898 24,227 22,527 23,159 26,003

1/ Prior to 1962 the total amount of loans granted was debited to the Loan
Account of the Borrowers and credited to "Undisbursed Commitments to

Borrowers". This practice was discontinued in 1962. Undisbursed balances
were transferred from "Loan accounts" to Loans approved but not disbursed
"Contra" and this is why this item appears for the first item in the balance
sheet for 1962. For the previous years "undisbursed Loans" wer-e included
in the items of "Loans granted".
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Dec.31 Dec.31 Dec.31 Dec.31 Dec.31
1960 1961 1962 1963 1964

LIABILITIES

Current Liabilities:
Accounts payable 30 39 29 22 390
Advance from Ethiopian

Grain Corporation 1,186 1,6h5 233 23 1/
Commercial Bank of Ethiopia - 885 h7l 1,357 2
Miscellaneous liabilities - - 65 134 1/

Liability for loans assigned
by Min. of Finance for increase

of capital - - - - 1,038

Other Liabilities:

Borrowings:

IBRD Loan 301-ET - - 1,977 3,893 3,914
DLF Loan 165 - 280 592 1,603 2,691

Undisbursed commitments to
borrowers - contra 2,600 613 527 560 2,238

Letters of Credit opened
for borrowers - contra 957 35 107 65 1,08

Undisbursed portion of
IBRD Loan 32-E2 748 61 - - -

Undisbursed portion of
IBRD Loan 301-ET - 5,000 3,023 1,107 1,086

Undisbursed portion of
DLF Loan 165 - 4,720 4,408 3,341 2,215

Capital stock: subscribed 11,000 11,000 11,000 11,000 11,000
Less unpaid portion 748 61 - - -

Paid in 10,252 10,939 11,000 11,000 11,000
Surplus 125 10 95 S4 21

Total Liabilities & Capital 15,898 2h,227 22,527 23,159 26,003

1/ Included in Accounts Payable



ANNEX 2

DEVELOPMENT BANK OF ETHIOPIA

Income Statements
(in thousands of Eth. dollars)

1960 1961 1962 1963 1964

INCOM4E

Interest earned:
Industrial loans 325 369 46 1/ 558 697
Agricultural & other loans 397 462 437 524 540
Ceres Company Ltd. 30 32 44 62 71

752 863 945 1,144 1,308
Other Income (net) 18 19 45 55 38

Gross Income 770 882 990 1,199 1,346

EXPENSES

Operating expenses 538 558 656 762 712
Depreciation 18 16 22 27 30
Interest paid 30 72 122 2:1 336

Total Expenses 586 646 800 1,040 1,078

Net Income before Provision for
Bad Debts 184 236 190 159 268

Add: Interest on court cases
from previous years - - 195/1 - -

184 236 385 159 268
Less: Provisions for bad debts 250 351 300 200 300

Net Income (loss) after provision (66) (115) 85 (hi) (32)
for bad debts

Average loan portfolio during year 11,720 13,390 13,640 l,975 16,361

Per cent return (net income
before provision for bad debts)
on average loan portfolio 1.6% 1.7% 1.4,% 1.1% 1.6%

Average paid-in capital
during year 10,252 11,000 11,000 11,000 11,000

Per cent return (net income before
provision for bad debts) on
average paid-in capital 1.8% 2.1% 1.7% 1.4% 2.4%

1/ Interest was not charged on Loan Accounts transferred to Court as from the
day of transfer. This procedure has now been discontinued and interest
calculated from the previous years to end of 1962 in the amount of Eth,
$ 195,000 is shown above a separate item.
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INDUSTRIA L CREDIT AID INVESIrENT CORPORATION
OTIsATiK~LITED

I. THE COMPANY

Purpose and Powers

1. ICICI was incorporated on January 5, 1955, and commenced operations

on April 1 of the same year. It is empowered by its Memorandum of Association

to undertake the usual functions of an industrial development finance company,

viz. medium and long-term lending, investing in equity, underwriting of share

issues, guaranteeing loans and providing managerial and technical assistance

to enterprises. ICICI does not have a formal policy statement.

Resources

2. As at December 31, 1964, resources totalling Rs. 842 million were

available to ICICI as follows:

Rupee - Share Capital Rs. 50,000,000 61

Reserves 22,13L,923 31
Government Loans 275,000,000 Rs. 347,134,923 32% 4l

Foreign - IBRD Loans US$ 90,000,000 = Rs. 428,600,000 51%
AID Loan US$ 5,000,000 = Rs. 23,800,000 35

Kreditanstalt
fuer jiederauf-
bau Loans DM 35,000,000 = Rs. 41,700,000 51 59%

Rs. 841,234,923 100%

ICICI's loans from the IBRD provide that borrowings (including commitments)

shall not exceed four times the sum of the share capital, reserves and the

first Government loan. However, in computing indebtedness, all three

Government loans are excluded. These three items totalled Rs. 17 million

on December 31, 1964, so that the limit on borrowings (not including the

first Government loan) was Rs. 588 million.

3. Three loans have been made to ICICI by the Government of India.

The first, for Rs. 75 million, was granted when the corporation was formed

in 1955. It is free of interest and is repayable over 30 years (including

15 years of grace; hence repayments will commence in 1970). It is

Currency: Rupee (R)

US$ 1.00 = Rs. 4.7619
R. 1 US$ 0.21
Rs. 1,000,000 US$ 210,000
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subordinated to all debt and paid-up share capital. The other two Govern-
ment loans are for R1s. 100 million each. One was concluded on October 26,
1959, with interest at 1?,a and repayment in 20 years (including 10 years
of grace) dating from the first withdrawal; repayments will ccmmence in
1972. The other was agreed informally in 1964, but has not yet been formalized
in a loan agreement. It will be fully drawn down by mid-1965 on the basis
of interest at 5% and a term of 15 years3 including five years of grace; it
becomes repayable in installments from 1969. Both the second and third
Government loans are subordinated to foreign debt only and not to share
capital. All three loans are drawn in lump sums as ICICI requires them
and not in respect of specific projects as in the cases of all of the
foreign loans.

4. The first IBRD loan was made when ICICI was founded, and there have
beep five more since then for a total of US$ lhO million. The last of such
loans was signed in May 1965, and amounted to US$ 50 million. The AID loan
was obtained in 1561, and repayments began in 1963. ICICI clients bear the
exchange risk. Any allocation of over US$ 100,000 from this loan is tied
to procurement in the United States; no commitment fee is charged. KfW has
so far extended three loans and a fourth loan for DM4 5 million is under con-
sideration. There is no restriction on procurement but the loans are in
fact used only for purchases from Germany as the demand for procurement in
Germany is heavy.

Organization

5. Ownership - The authorized capital of ICICI is Rs. 250 million divided
into 2,500,000 shares of Rs. 100 each, of which 500,000 are ordinary and
2,000,000 unclassified shares. Rs. 50 million (500,000 ordinary shares)
was issued and paid up in full when ICICI was floated, and so far there
has been no further issue. On December 31, 1964, the Corporation had

1,787 shareholders; about 30% of the shares are held abroad, and ICICI
seeks to maintain about that proportion of foreign holdings.

6. Board of Directors - The Board of Directors of ICICI consists
of 12 persons (9 Indians and 3 foreigners). Threeof them have been
members since inception, including Sir A. Ramaswami Mudaliar, who was
Chairman from 1955 to 1958, and several of the principal shareholding
institutions have been represented on the Board since the beginning
although by different individuals. The directors are distinguished in
fields such as industry, finance and la-1. One is appointed by the Indian
Government so long as a Government loan is outstanding. The present
Chairman and chief executive officer took office in 1958. He is
G. L. Mehta.

7. The Board formulates the policies of the Corporation, reviews its
over-all operation, and must approve all loans and other investments. The
Board has an Investment Committee, consisting of the Chairman and two other
directors, which is concerned with the management of ICICI's short-term
investments, pending their use for long-term transactions. Also, the Invest-
ment Committee lays down the policy for sales of ICICI holdings (obtained as
a result of its undcruriting and direct subscription operations), particularly
the limits of sales and the price at which they have to be sold.
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8. Mknageent and Staff - Two senior positions were held by foreigners
in the early years of ICICI's existence, but since they were replaced in 1958,

the entire management and staff has been Indian. Mr. H. T. Parekh, the General

Manager since 1958, guides the daily activities of the Corporation.

9. ICICI is organized into eight departments and sections. Engineering,
financial and market appraisals of applications are carried out by the

Project Department whose professional staff has been doubled since 1963 and

now numbers 16. In 1962, a small, separate, Follow-Up Section was established

to review periodic production and financial statements received from clients,

examine problem cases, and make follow-up visits. The considerable expansion

of ICICI's operations in the past few years has necessitated a 75% increase

in personnel since 1960. It numbered 131 at the end of 196h.

II. OPERATIONS

Operating Policies

10. ICICI's operations are governed by broad guidelines formulated over

the years by the Board of Directors. Policies are now well established,

though no definitive statement of them has ever been adopted. Thus it

has been decided that ICICI will direct its assistance mainly to the newer

sectors of industry, keeping to a minimum the financing of those long

existing in India such as jute and other textiles. At December 31, 1964,
ICICI's equity portfolio amounted to Rs. 75 million, a little more than

its own net worth. In practice, large underritings have been carefully
timed and the prospects of disposing of them taken into account in order

that the total equity portfolio should not become excessive.

11. ICICI endeavors to diversify the investment of its resources and

has set limits for accommodation in all forms, amounting to Rs. 10 million

for all types of finance to any one company, and Rs. 30 million (increased

from Rs. 15 million in January 1965) for foreign currency loans to any group

of companies.

Lending Activity

12. ICICI's annual rate of operations has increased from total approvals
of Rs. 105 million in 1960 to Rs. 190.8 million in 1964, as shown in the
following table:



(Rs. miiotn)

Foreign Direct
currency Rupee Under- subscrip-
loans loans* writing tion Total

1960 58.9 30.5 13.6 2.0 105.0
1961 67.9 36.6 5.5 3.0 113.0
1962 90.1 43.5 31.1 9.8 174.5
1963 110.h 81.8 35.3 3.0 230.5
196h 95.0 33.0 53.9 3.9 190.8

In the last three years, the annual operations have been at a rate of around
Rs 200 million.

13. Of the total approvals, about 50% in each year (except in 1961) has
been in the form of foreign currency loans and the other half in rupee finance.
Rupee loans have formed about 20-30% of the total approvals. In recent years
the proportion of Rupee loans sanctioned has declined and the proportion
sanctioned by way of underwriting and direct participation has increased,
reflecting mainly the adverse capital market conditions in the country.

14. In consonance with the increasing approvals, disbursements have also
been rising rapidly, being Rs 31 million in 1960 and Rs 152.9 million in
1964, as shown in the following table:

(Rs. million)

Foreign Direct
currency Rupee Under- subscrip-
loans loans* writing tion Total

1960 12.6 5.1 9.5 3.8 31.0
1961 28.2 16.4 8.4 6.5 59.5
1962 49.4 30.9 12.8 5.4 98.5
1963 61.4 27.1 12.5 6.6 107.6
196 73.4 61.0 13.9 4.6 152.9

Of the disbursements, about half (except in 1963) are on foreign currencdy
loan account and the balance on rupee account. Disbursement on rupee account,
particularly of rupee loans has tended to increase rapidly with the
increasing stringency of local currency finance.

15. The terms of ICICI's loan agreements have remained substantially
constant. A usual covenant requires prior approval by ICICI of any ex-
pansions needing additional term loans. In projects involving foreign
collaborators, the right is reserved to insist on continuation of the
collaboration until the loan is repaid. Clients are required to assume
the exchange risk and generally have to adhere to a 1:1 debt/equity ratio.
The right is reserved to appoint a director on a borrower's board, and
ICICI has done so in twenty cases.

* Includes guarantees.
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16. Interest Rates - When the Corporation commenced business, it
charged 70 on foreign currency loans and 6% on rupee loans, and there

was a commitment charge on undrawn amounts of 1%. The commitment charge
has remained unchanged, but interest rates have been raised successively,
until in 1962 they reached 8% for foreign currency loans and 7Z for local

currency loans. When the Reserve Bank raised the Bank Rate from h § to
5% on September 26, 1964, and commercial bank rates were increased in
unison, the long-term credit institutions did not follow suit, but the

Bank Rate was further increased to 6, on February 17, 1965, and ICICI
subsequently raised its rates for local currency loans to 8%, and for
foreign currency loans to 8V5.

17. Size of Loans - ICICI generally discourages rupee loans below

Rs 500,000. The main reason for this is that ICICI does not seek to
compete with other development banks within the country. However, in
the case of foreign currency loans, ICICI has reduced this limit to

Rs 100,000 (US$ 21,000) as, with the tightening foreign exchange situa-
tion in India, the Government has not been able to provide cash import
license for these imports. Moreover, it would not be possible for ICICI

to reach or service the large number of applicants who would come in

with much lower limits.

18. As a general policy, ICICI tries to keep its loans well above
the minimum limits and by the end of 1964 only 7% were below Rs 1 million,
while average assistance was Rs 2.7 million to each project and Rs 3.1
million to each company.

19. On occasion, loans outside the limits set by the Board are
approved when it is felt that departure from the general practice is
justified.

20. Geographical Location - Although ICICI has financed projects
in most of the states of the Indian Union, a large share continues to be
located in the states of Maharashtra and Gujerat, near Bombay, where
the institution's office is located. This regional emphasis increased
from 4l% of total investments in 1960 to 48% at the end of 1964 and
the number of companies located in the two states now account for 55%
of all of ICICI's clients. The apparent concentration of ICICI's opera-
tions in Western India is in part the result of the referrals of clients
for foreign exchange assistance to ICICI by the Government authorities,
and of the fact that the sectors of industry in which ICICI has been
particularly active are strongly represented in the West.

21. Distribution of Loans by Industry - ICICI endeavors to avoid
a disproportionate commitment to any one sector of industry, and since
1959, the share of any one sector in ICICI's total operations has not
exceeded 20%. The number of sectors that accounted for over 10% decreased
from five in 1959 to three in 1964. Chemicals and metals have continuously
accounted. for over 10% of operations each but the share of other indus-
tries has fluctuated widely. Paper and paper products which accounted
for 18% in 1959 accounted in 1964 for only 7% of ICICI's total operations,
whereas machinery increased from 2% in 1959 to 12% in 1964.
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22. Processing of Applications - There has always been a considerable

time lag betwen ICICI's 'approv'avlof a loan and its comitment of funds

in a formal loan agreement; as between commitment and disbursement of

funds. These time lags are due to delays in obtaining Government's

approval like those for import licenses and also to other factors such

as difficulty in raising share capital, clearing title to land and so on.

In the past two years, however, these time lags have been decreased

from 18 to 15 months on the average. These improvements have resulted

principally from the quicker processing of the various Government approvals

needed in connection with equipment imports, but there are still a number

of cases where Government procedures account for delays.

23. Also, ICICI has a system for carefully watching projects after

they have been launched. It requires yearly financial and production

statements from all borrowers, and these are supplemented by quarterly
and even monthly statements in those cases considered necessary. Apparently,
some companies are lax in submitting the necessary returns, and as there

are over 300 companies involved, considerable time is spent in urging
delinquents to comply. About 90% of cases give little or no trouble and

are subject to routine checking only: these cases are visited as a part
of normal follow-up work. The remaining 10% of cases have real dif-

ficulties and a closer watch is kept on both their financial situation
and the general economic background in which they operate. It is these

cases which are required to give regular and frequent returns, and they
and their problems are well known to ICICI. The staff makes about

ninety follow-up visits per year.

Equity Investments

2h. ICICI invests by direct subscription in companies whose shares
are listed, and its loans to such companies occasionally contain provision
for conversion rights. Often, when lending to private limited companies
whose shares are not listed. on the stock exchange, ICICI charges con-
tingent interest at 1% payable when profits of the borrowers exceed speci-
fied amounts. This is a partial substitute for the equity rights which
are not obtainable in private companies.

Underwriting

25. Since it started operations, ICICI has approved underwriting of
public offerings of shares and debentures in 87 companies involving a total

contingent commitment of Rs 222 million. Of the total, 12 issues for
Rs 36 million were over-subscribed, while 52 issues for Rs 130 million
required ICICI to take up for its own account Rs 84 million. ICICI charges
a commission of 21a6 on amounts underwritten, and an additional brokerage
fee of 1% on shares which it has to take up. In order to revolve its funds,
ICICI endeavors to dispose of its investments in the market once the project
has moved out of the construction stage, and in 1960-62 it made substantial
capital gains from such transactions. Although market conditions over the
past three years have not been favorable, ICICI has continued to underwrite
shares and debenture issues of companies which it considers as sound pros-

pects, even companies not well known to the market. Over the past three
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years ICICI has underwritten about 10% of all shares underwritten and

issued. to the public in India, about the same percentage as the Industrial

Finance Corporation of India (IFCI), but less than half the amount

underwritten by the Life Insurance Corporation of India (LIC). Depressed

market conditions resulted in ICICI's having to take up 47% of the

issues underwritten in 1963 (Rs 8.3 million) and 62% (Rs 18.8 million)
in 1964.

Promotion

26. ICICI cooperates with private as well as public finance institu-

tions and during 1963 and 1964, 21 operations were undertaken jointly with
one or more participants. Many of these transactions involved IFCI, which

participated in 12 projects, and LIC which joined in 10 ventures. During

the past two years ICICI also concluded three joint operations with the

International Finance Corporation (IFC) and one with the Commonwealth

Development Finance Company Ltd. ICICI's management expects increasing
cooperation with IDBI, particularly in the field of underwriting.

Other Activities

27. Training - In 1960, the Corporation instituted a training progjram
to build~ up its cadre of professionals, and the program was augmented

in 1963 to provide a reservoir of expertise on which otheismight draw.

A graduate engineer and a graduate accountant have so far been engaged
under the latter program. Professional personnel of ICICI continue to

attend conferences of development finance corporations in India (conferences

of State Finance Corporations convened by the Reserve Bank of India),
and seven staff members have participated in training programs neld, in

Washington under Bank and IFC auspices.

28. Assistance to Other Development Finance Companies - The experience

gained by ICICI over a decade of operations is being made available to

other development finance institutions. Officers of ICICI have visited

other development finance corporations in India, and assisted in training
courses organized by the Reserve Bank of India. Advice and assistance of

various kinds has also been given to development finance companies abroad.

The Deputy General Manager of ICICI was seconded at the end of 1963 to

act for about two years as General Manager of the Nigerian Industrial
Development Bank. In 1962 one of the senior staff advised the Government
of Mauritius on a development financing institution, and in early 1965
ICICI sent one of its officers to the National Investment Bank in Ghana
and the Nigerian Industrial Development Bank Ltd. to advise each for a

few weeks on appraisal procedures.

29. ICICI has also welcomed numerous officers from other development

finance companies to study its operational precedures in Bombay - seven in

the past two years. ICICI is now instituting a regular training program
under which two foreign trainees will undergo training each year at ICICI

at the Corporation's expense. Four trainees have also been accepted for

three weeks each from the Industrial Development Bank of India (IDBI).
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30. In the kind of industry assisted by ICICI, there is often an

important role for foreign collaboration, both technical and financial.

The Indian Investment Centre, under the Chairmanship of Mr. G. L. Mehta,
has made a considerable contribution in bringing Indian industrialists

together with foreign partners. Roughly one-half of the enterprises

assisted by ICICI involve technical collaboration agreements (152)
and over one-quarter, foreign equity investment (102). Foreign associates

are present especially in iron and steel, chemical and electrical

equipment industries. ICICI has helped to resolve various complications

inherent in bringing foreign and domestic investors together.

31. Also, the Management of ICICI is keenly interested in problems

faced by its clients and. endeavors to assist them in every possible way.

In furtherance of this policy, a conference of clients was convened in

November 1964, attended by h25 persons representing 216 companies out

of a total of 270 companies that had been invited. ICICI is presently
reviewing some of its internal procedures in the light of comments

made by the conferees.

III. FINANCIAL RESULTS

Balance Sheet

32. ICICI's comparative summary balance sheets for December 31, 1959
through 1964, are shown in Annex 1. For easier reference, the balance sheet

for December 31, 1964 is condensed in the following table:

Rs. million _j

Assets

Liquid, Assets:
Cash 45.6
Govt. Securities, etc. 28.7
Advance Payments, etc. 10.3 84.6 14

Loans:
Rupees 139.6
Foreign Currency

IBRD 191.6
AID 5.0
Kfw 11.5 2C.2 347.8 65

Securities:
Ordinary Shares 53.6
Preference Shares 21.5
Debentures 24.0
Unit Trust of India 1.3 100.4 48.2 19

Fixed Assets 2.1 -

Total Assets 534.9 100



-9-

_Rs. million _
Capital and Liabilities

Current Liabilities 15.3 3
Foreign Exchange Loans 197.5 37
Government Loans 250.0 47
Share Capital 50.0 9
Reserves:

General 5.4
Special 6.6
Capital 101 22.1 4

Total Capital & liabilities 534.9 100

ICICI's accounts are audited jointly by N.M. Raiji & Co. and Ray & Ray, who
are well-known firms of independent public accountants in India, and their
reports have always been unqualified.

33. Short-Term Assets - ICICI holds substantial liquid assets, in time
deposits and readily marketable government securities, in order to meet its
disbursement commitments vis-a-vis borrowers and other clients. Since Bank
Rate was raised in February 1965, time deposits earn 6% for one year
deposits and 5% for three months. Up to last September, these rates were
W45j and 3o respectively; and it was costly for ICICI to maintain this
liquidity, since, in effect, to do so meant drawing on the h and 5%
Government loans somewhat in advance of requirements for long-term
operations. Now, however,-it is making a small profit on short-term funds.

34. Portfolid ICI-01 does not consider that any of its present loans
will have7T behwritten off. All loans are adequately secured against
assetgpor by bank guarantee. Up to December 31, 1964, only one loan of
Rs 1.4 million was in default, in respect of which provision had. been

''made out of profits for overdue interest amounting to Rs 325,461; no
provision was thought necessary for loss of principal, as the loan was
well secured,. It has not been considered necessary to build up a reserve
specifically designated for bad debts, especially as ICII's over-all
reserve position is very strong.

35. Shares and. debentures are carried at cost, and there has been
some depreciation in the value of the shares: at the end of 1964, the
market value of quoted shares in ICICI's portfolio was Rs 3 million less
than book value, and if unquoted shares were proportionally over-valued,
the share portfolio would be over-valued by Rs 3.3 million. These figures
allow for a Rs 544,500 equity investment in a bicycle factory (still
carried on the books at cost), which ICICI considers to be a total loss.

36. ICICI estimates that of Rs 53.6 million invested in ordinary
shares at the end of 1964, it could have disposed quickly of only about
Rs 15 million without loss. There is no reason to doubt, however, that
in the long run most of the remainder are basically sound. There are a
number of companies in which ICICI has a financial stake which are encounter-
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ing more or less serious diffLculties3 while such cases indicate that

ICICI's objectives are not always met, they do not constitute a serious
threat to the value of the portfolio.

Profit and Loss Accounts

37. Annex 2 contains a comparative Income and Expenditure statement from

1959 to 1964. ICICI's profits (before taking into account capital gains)
have risen slowly but steadily: before-tax profits increased from 9.4' of
net worth to 17.2% in the six-year period, and after-tax profits from 5.2/*Q
to 9.5%. The growth reflects mainly the gradual increase in leverage:
borrowings were only twice the equity in 1959, but had grown to six times
equity in 1964. The spread between ICICI's borrowing and lending rates has
usually been 2% on rupee loans and 23% on foreign currency. Income from
dividends on the share portfolio has averaged around 3-3/4% during the last
four years. Administrative expenses have been well controlled; in 1959 they
were almost 1% of portfolio, and in 1964 less than 20.

38. Capital Gains - Before the stock market broke in 1962, ICICI
had made substantial capital gains through sales of shares from its
portfolio which are not counted in the above profit figures. ICICI credits
such gains to a Capital Reserve, and obtains a more favorable tax rate
than on ordinary profits. By the end of 1964, this reserve amounted
to Rs 10 million, and after-tax profits including these gains reached
a high of 11.3% of net worth in 1961, easing off thereafter.

Dividends and Reserves

39. Except for 1955, the year in which ICICI commenced operations,
dividends have been paid every year and have increased steadily from
310% for 1956 to 7½% for 1964. The recent increase to 75 on
1964 earnings brought the cum-dividend price up to about 99, giving
a dividend yield of about 7.6%. In comparison, the current dividend
yield on other large financial institutions in India is about 9%.
Only a few small transactions have taken place since the shares went
ex-dividend; the most recent quotation available is 92.70, listed on
July 3, 1965.

40. In addition to the Capital Reserve, ICICI maintains a Special and
a General Reserve. The Special Reserve is being built up to cover the out-
standing balance of the Government's subordinated advance, firstly, by
annual transfers of 10% of total income which may be deducted from profits
before assessing tax. Additionally, in order to comply with ICICI's Articles,
the total annual transfer to the Special Reserve must be raised to equal
25% of distributable profits. This has had to be done since the sixth year
after incorporation. General Reserve is managed entirely at ICICI's dis-
cretion and recently substantial amounts have been transferred to it out of
annual profits - last year, for example, 20% of net profit. In the early
years a generous proportion of net profit (excluding capital gains) was
distributed as dividend, but since then an increasing proportion of earn-
ings has been allocated, to reserves: whereas in 1959, 89% of net profits
was paid out in dividends and only 11% went into reserves, the allocations
for 1964 were -5% to dividends and 46% to reserves.
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41. The Cook value of ICICI's shares is Rs 1h each, but if
allowance is made for the over-valuation of the securities portfolio

amounting to Rs 3.3 million already referred to, the true value would be

about Rs 138 per share. The fact that the market quotation for ICICI
shares, at slightly below par, is only 67f of estimated true book value,
indicates the depressed state of the Indian capital market. Nevertheless,
the market shows some interest in ICICI shares even though trading does

not take place in a steady volume. During 1964, for example, 22,235
shares changed hands, whereas only 11,396 were traded during 1963.



AN1NEX 1

T tNDUSTRIA CEIDIT AND VEMT'HiJlTENT OORPORAT1IN OF INDIA LfIMITED

Summary Balance Sheets
(in millions of rupees)

1959 1960 1961 1962 1963 196h
ASSETS

Temporary Investments 17.3 16.9 15.0 28.9 28.8 30.0
Industrial Securities
Shares 30.2 38.5 49.2 50.8 57.2 75.1
Debentures 12.0 12.4 12.4 25.1 35.1 24.0
Loans in rupees 17.8 20.7 35.2 63.3 85.5 139.6

Total Rupee Investments 77.3 88.5 111.8 168.1 206.6 268.7

Loans in Foreign Currencies 22.8 35.h 60.0 103.2 152.7 208.2

Fixed Assets 1.2 2.4 2.h 2.3 2.2 2.1

Current Assets & Advances
Cash and bank balances 53.7 46.7 44.5 hO.h 31.2 45.6
Other assets and, advances 4.6 4.7 6.7 4.8 8.3 10.3

58.3 5 1.2 45.2 3T.5- 55.9

Total 159.6 177.7 225.4 318.8 401.0 534.9

LIABILITIES

Share Capital 50.0 50.0 50.0 50.0 50.0 50.0
Reserves and Surplus 4.0 7.6 12.4 15.8 18.6 22.1

54.0 57.6 62.4 65.8 68.6 72.1

Rupee Loans

Govt. of India Loans 75.0 75.c 95.0 145.0 175.0 250.0

Foreign Currency Loans

IBRD 22.8 35.4 58.9 99.5 144.2 181.6
AID - - - 1.4 2.2 4.4
Kreditanstalt - - - - - 11.5

22.8 35.4 58.9 100.9 146.4 197.5

Current Liabilities and Pro-
visions 7.8 9.7 9.1 7.1 11.0 15.3

Total 159.6 177.7 225.4 318.8 hOl.O 534.9



ANNEX 2

THE INDUSTRIAL CREDIT AND INVESTMENT CORPORATOH OF INDIA LIIITED

Summary Income and Expenditure Statements
(in millions of rupees)

INCOME 1959 1960 1961 1962 1963 1964

Interest on Temporary Investments
and Deposits 2.91 2.58 2.21 2.95 2.90 2.45

Interest on Rupee Loans 1.74 1.81 2.49 4.10 7.05 10.06
Interest on Foreign Exchange Loans 0.77 2.27 h.l 6.89 10.91 15.62

Dividends 0.49 1.27 2.24 1.95 2.06 1.93
Underwriting Commission and Brokerage 0.32 0.68 0.21 0.55 0.42 0.86
Other Income 0.02 0.17 0.26 0.30 0.27 0.26

Total Income 6.25 8.78 11.58 16.7h 23.61 31.18

EXPENSES

Salaries, etc. 0.41 0.51 0.59 0.74 0.83 1.18
Other administration expenses 0.33 0.56 0.66 1.13 0.77 0.69
Interest paid and other financial
expenses 0.45 1.45 2.91 6.98 11.86 16.85

Provision for doubtful debts - - - - 0.22 0.10

Total Expenses 1.19 2.52 4.16 8.85 13.68 18.82

Profit before Income Tax 5.06 6.26 7.42 7.89 9.93 12.36
(Less) Provision for Income Tax 2.2h 2.49 2.77 3.25 4.l 5.45

Net Profit 2.82 3.77 4.65 4.64 5.79 6.91

ADDITIONS TO NET PROFITS OF THE TEAR

Balance as per last year 0.18 0.10 0.08 0.23 0.62 0.36
Income Tax refunds - 0.03 - 0.06 - 0.01

Other additions - 0.15 - 0.33 - 0-02

Total Funds Available 3.00 4.05 4.73 5.26 6.41 7.30

ALLOCATION OF FUNDS AVAILABLE

Special Reserve - 1.10 1.15 1.16 1.45 1.75
General Reserve and Surplus 0.50 0.08 0.33 0.62 1.46 1.80
Dividends 2.50 2.87 3.25 3.25 3.50 3.75

Dividend as a % of share capital 5.0% 5.75% 6.50% 6.50% 7.0% 7.50%

RATIOS

* Net profit/net worth 5.2% 6.6% 7.4% 7.1% 8.5% 9.5%
Dividends to net worth h.6% 5.0% 5.2% 5.0% 5.2% 5.0%

* Profits before tax/net worth 9.4% 10.8% 11.8% 12.0% 14.5% 17.2%
Net profit + capital gains/
net worth 8.6% 11.9% 11.2% 9.6% 9.3% 10.0%

* Excluding capital gains
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