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October 20, 19L9
FRQOM: The Secretary

' AGREEMENTS TO REIIBURSE FOR PAYIENTS MADE
UNDER LETTERS OF CREDIT

In accordance with Section 5 of Article IIT of the Articles of
Agreement and as part of the Bank's procedure for the disbursement of
loans, the Treasurer's Department has developed and has been using a
procedure for depositing collateral to secure letters of credit opened
through commercial banks for the purpose of purchasing goods to be
financed out of the proceeds of loans made by the Bank. 'Then this
procedure is followed the amount of collateral so deposited is charged
to the Borrower as a withdrawal from the Loan Account, thus requiring
the Borrower to pay full interest and commission on that amount from
the date of deposit.,

Loan Agreements heretofore entered into permit the use of an
alternative procedure to accomplish the same result, The Bank may
agree with banking institutions through which letters of credit are
opened to reimburse them for any payments made under such letters of
credit. The use of this procedure rather than the procedure of depositing
collateral would result in savings to the Borrower.l No withdrawal would

W be made from the Loan Account until actual reimbursement by the Bank,
| Hence, for the period from the opening of the letter of credit to the
|

~ Sec: L~27
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time of such reimbursement, the Borrower would pay only the commitment
charge under the Loan Agreement instead of full interest and commission.
A number of the Bank's Borrewers have expressed an interest in the
establishment of such a procedure by the Bank.

During the past several months the Treasurer's Department, in coopera-
tion with the Committee on Foreign Banking representing leading commercial
banks in the United States, has worked out a mutually satisfactory procedure
which, together with the forms of applications and agreements to be used
in connection therewith, is set forth in the attached group of documents
entitled Outline of Procedure to be Followed in Issuing Agreements to
Reimburse for Payments llade under Letters of Credit.

It is anticipated that one or more Borrowers will soon wish to avail
themselves of the new procedure and commercial banks in the United States
are prepared to put it into effect. Before doing so, however, they have
asked to be furnished with evidence, in the form of a certified copy of
a resolution of the Executive Directors, of the authority of the officers
of the Bank to sign the Agreements to Reimburse (Form G 6) contemplated
by the Outline of Procedure. This request appears reasonable to the
Staff and accordingly there is circulated herewith, for consideration of
the Executive Directors, a draft resolution authorizing such signature
by the President, the Vice President, the Treasurer or the Assistant

Treasurer.

Distribution:

Executive Directors and Alternates
President

Vice President

Department Heads

Sect L=27
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Qutline of Procedure to be Followed in Issuing

Agreements to Reimburse for Payments
Made under Letters of Credit

‘le The Commercial Bank in the United States receives instructions
from its foreign correspondent to open a letter of credit which the International
Bank for Reconstruction and Development is to be requested to agree %o re-
imburses The Commercial Bank will apply to the International Bank for the
requisite forms,

2. The Commercial Bank sends to the Borrower's representative two
copies of the proposed letter of credit with a request for an agreement by
the International Bank to reimburse the Commercial Bank for payments to ke
made under said letter of credit (Form G,1 "Bank's Request for Agreement to
Reimburse"),

3+ The Borrower's representative sends to the International Bank the
Bank's Request for Agreement to Reimburse, with the twe copies of the proposed
letter of credit and an Application for an Agreement to Reimburse (Forms G.4
and Ge.4a). In the Application the Borrower will, among other things, authcrize
and request the International Bank to pay to the Commercial Bank from time
to time, as withdrawals from the Loan Account, such amounts a&s shall be re=-
quired to reimburse the Commercial Bank for payments made by it under the
letter of credit,

4e The International Bank returns one copy of the proposed letter of
credit to the Commercial Bank with an original and duplicate Agreement to
Reimburse (Form. G.6) for the Commercial Bank's acceptances One copy of this
Agreement to Reimburse is sent to the Borrower's representative,

5 Promptly after each payment under the letter of credit, the
Commercial Bank notifies the International Bank by sending a "Bank's Report
of Payment and Request for Reimbursement" (Form G,3) with supporting documznts
attached,

A copy of the Bank's Report of Payment and Request for Reimbursement is
sent by the Commercial Bank to the Borrower's representative,

6, The International Bank mekes payment directly to the Commercial
Bank, at the same time notifying the Borrower's representative of the debit to
the Loan Account,

T If an amendment of the letter of credit is requested, (a) the
Commercial Bank sendsto the Borrower's representative twe copies of the pro-
posed amendment with a request for aprroval thereof by the International Bank
(Form G.2 "Bank's Request for Approval of Amendment of Letter of Credit"); (b)
the Borrower's representative sends such request to the International Bank with
the two copies of the proposed amendment and a'Borrower's Aprlication for
Approval of Amendment of Letter of Credit' (Form G.5); and (c) the International
Bank returns one copy of the proposed amendment tc the Commercial Bank with
one copy of "Approval of Amendment of Letter of Credit" (Form G.7) signed by
the International Bank, sending a copy to the Borrower's representative,



FORM G.l Serial No..“...ﬁl.DI.III;I.....III‘....
(Not to be filled out by Commercisl
Bank)

BANK!S REQUEST FOR AGREEMENT TO REIMBURSE

Datanoo-cctoal-lto-ti--!.-a.ac..--co

Our Letter of Credit MOssessesesscess
Loan syEbOl-......-.oo----..-.--oo---

TO:t-.IIQlnl.loll.bl;anloloIlQ-a-.--

(Neme of Borrower's Representative)

....;.zg......)....................

ddress

This is t0 advise you that our correspondeNt.eccecsessesesecssersssscssses
has informed us that it has established a documentary Credit Noeesececseereooss

for acCOun‘t Of'...'.'.(Néﬁlé.éﬁd.Addfééé.éf-Pﬁf‘éhéééf .I‘I..ﬂll.ll.‘.lt.lo",'...
and has requested us to advise and confirm said Credit in the amount of%.......

iI] faVOI‘ of ..t.-l.c.ov.‘ql.ulul.ncocoll.-lctn-lcaototltio-n.n.o.-pt.povtolcltn

_ (Name and Address of Supplier)
relating to LE BN R N N AR R SR TN RN NN RN N N ]
ZDescription of Merchandise)

e@iring On l.','.l'..‘.IIl.ll.!..'.....‘II‘.I.'Cll....‘.l...

(AR R N N NN NN

Pursuant to arrangements made with said correspondent, we require an
agreement by International Bank for Reconstruction and Development to reimburse
us for payments which shall be made by us under said Credit. Upon receipt of
such agreement in form satisfactory to us we will advise and irrevocably con-
firm said Credit,

In the meantime, pending the receipt of the necessary agreement, we are
enclosing herewith two copics of our proposed Letter of Credit for submission
to the International Bank for Reconstruction and Development,

Very truly yours,

lloncn(céﬁ{iéiéiéioééﬁ%}c--onoto

By gy T et L

iﬁarized Signature
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FORMG-Z Serial No LR A A BB A B BB R I B R I B B A I ]
(Net to be filled out by Commercial Bank)

BANK'S REQUEST FOR APPROVAL QF AMMENDMENT O

LETTER OF CREDIT

Date...ﬂl‘....ll.!.l.....'.‘.!ll.'l'...

Our Letter of Credit Nosesscscsoscssses
Loan Symbﬂlooco..o.----.'-.'-...-.----ann'

Tol' IR RN L L] .IOlﬁc L . ..
(h&me* of * Borrower's Réprasentative)
.....-........l..i"‘.II...‘..‘..I..'

..on-tol--lo.ncnl)i'loooiio-o-uccu-

(Address

This 1s 1o advise you that our OVTeRPUIIBIE . sesvssabsvoessspesssschesntne

sessssssssssnsssnsecssesnsesasssssnssee N28 Trequested us to advise and confirm .
an amendment of the above specified letter of credit as follows:

(A R RN NN AR R R R R R RN NN NN NN ER RN NN NN NN NN NN NN ]

c-oc-.o.---.-c-.-----o-t---o-c...--....i ﬁe.-o-.-..o---.-.-...-.-.o.-)o...éo-a..

Date and Genera scription of the Amendment
In accordance with the Agreemeént to Reimburse NOe-e:toeeesecesscosocnsnnacscnnes
of International Bank for Reconstruction and Development, we require the
written approval by said Bank of such amendment before advising and confirning
the same and therefore we enclose herewith two copies of the proposed amendment
for submission to said Bank,

Yours very truly,

LB A B EEEEE SRR N ENE RN R RN NN ]

(Commercial Bank)

(Authorized Representative)
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FORM G, 3 SeIAEL Wouus chvsuup s bonsnalkeiis b,
(Not to be filled in by Commercisl

5 R T B i Bank)
BANK'S REPORT OF PAYMENT AND REQUEST FOR REIMBURSEMENT
Date..-.I..”‘i‘llII..Il.l.lll.lll'!l..'.'

Our Letter of Credit Noseeseecececoscess

Loan Symbolesccscessscasscsssossscecscons
To: International Bank for
Reconstruction and Development
Washington 25, D.C.

We heve paid $uiseccaccass OO soscserssnsascensssss L0 Or on the ordey of

verpsreenenioasseruesivpisdiloraitisiiiofls il internnna sty asannnsasan s sns

Name and Address of Beneficiary
under the above specified letter of credit advised and confirmed by us,

Such payment was made against delivery of documents specified in said letter

of credit evidencing
(:7 shipment of the merchandise specified below per . 2% MMM CRRNICTR R 0
L L L R e e P A s i e o o ol
Z:7 shipment of said merchandise per SeSeceiceceiecosscscssessscsecsrssncsassnnnce

fromllI..'.-'.......-l‘...l.l’".l.l'l'.....to ..Ol.'...li......""..B/L #..'....

Bl neni s snissssessapidiinverentniy b
ZC? storage of said merchandise 8t seesecececccscsccssesesaej OF

R R R N I I A R I e R R A A I B A I N O RO I R Y
MerchandiSC.eesessceeeeessasessstosscesssstasesosssssccsascsssssscsssaserssanncs
...-.....-..--o...-...q.o.--.........-...-.---......o-...-..--o-.----......-...
B S HRPUPRPCP T PRSI RIS S SORPRPSPPS SO SIS PRI PEPISE SPORPAE S S SHPRPINP TSNP 1P e
Said documents have been disposed of as follows:
oa---..a.oloqo.aqa-..Oti.l-o;.oo;..--.ti.oth.o--.olcoctc.l..olnolonaootlc.gloo'ol.

R R R R R R R R N N R R N A R R R NN

Copy of the supplier's invoice is attached.

Such payment was made in accordance with the terms of said letter of credit as
set forth in the copy thereof enclosed with your Agreement to Reimburse No..sesaes
and amendments thereof, if any, approved in writing by you. We request reimburse-
ment of the above amount pursuant to said Agreement to Reimburse,

Very truly yours,

R R A N R ]

(Commercial Bank)

FTTTTTTPPPCPIPTTPTTPYCRTY

Authorized Signature



- FORYM G.4

BORROWER'S AXPLICATION FOR AGREEVENT(S) TO
RCIMBURSE AND FOR WITHDRATUALS PURSUANT
THERD

(United States Dollars)

To: Internctional Bank for DELE o dusnebrerphsssmiins s oninsuee
Reconstruction and Development
T.Iasﬂ.ington 25. D.C. LO&I}. IEO. T R

Applic&t-ion Serial IIDQ (RN RN AR N RN

Pursusnt to the Loan Agreement dated ...ec..ce.ssesssessssf ... Detween the
International Bank for Reconstruction and Develonment (hereinafter cellied the
Bank) 0 seecescecesssccaceasnscassss. (hereinafter called the Zorrover) the
Rorrover hereby certifies and agrees as follows!

1. In accérdance vwith the reauest(8) DY eeeveeorscscocacosorsonssesssnscns

Commercial Bani:)

(hereinafter celled the Commercial Bank) snnexed to the attached summary

sheet(g), the Borrover requests the Bank to issue an Agreement to Reimburse

to the Commercisl Bank wvhereby the Benlz shall agzree, on such terms and
conditions as it shall deem apnropriate, to reimburse the Commercizl Bank
for paymenis which shall be mede by the Commercial Bank under easch letter
of credit specified in such summery sheet (s) as the same shall be zmended
from time to time with the written approval of the Banit,

2. The Borrover hereby irrevocably authorizes and requests the Eanlz to pay

to the Comrercisl Eank from time to time, as withdrawals from the Loan

Account, such amounts as shall be requested by the Commerical Bank to

reimburse it for peyments which shall be made by it under said letter (8)

of credit as the same shall be amended from time to time, The Danlk may

conclusively rely on any vritten gtatement by the Commercial Bank that any

payment has been made by it under and in accordance with the terms of a

designated letter of credit and amendments, if any, thereto.

3, Seid amounts are required to enable the Borrover to meet payments to be

made in said currency as set forth in such summery sheet (s).

L, The Borrower has not heretofore withdrevn from the Loan Account or

apnlied for the withdrawal from the Ioan Account of any amount for the

purpose of reimbursing the Borrover for or meeting such payments and has
not obteined and will not obtain funds for such purposes out of the

proceads of any other loan, credit or grant available to it.



6 La Page 2 2

5, Such payments will be made for the purposes specified in Article III
of said Loan Agreement; the goods purchased or to be purchased by means
of such payments are appropriate for such purposes; and the cost and terms
of purchase thereof are reagonable,
6. At the date of this application there is no existing default in the
performance of any of the obligations of the Borrower under said Loan
Azreement or of the Guarantor under the Guarantee Agreement referred to
therein,
7. For the purposes of Section 2(b) of article II of said Loan Agreement,
the obligation of the Bank under such Azreement(s) to Reimburse shall not
be deemed to terminate

(a) vith respect to any amount of eny such letter of credit

which shall be cancelled, until the date of receipt by the

Benk of vritten notice from the Commercial Bank specifying

the amount of such cancellation; or

(b) with respect to any unused balance under any such letter

of credit upon final payment thereunder or upon the expiration

thereof, until the date of receipt by the Bank of written

notice from the Commercial Bank specifying the amount of such

unused balance,
8. The Borrover agrees that no cancellation or suspension pursuant to
Section 6, 7 or 8 of Article IV of such Loan Agreement shall, unlezs the
Bank and the Borrower shall otherwise agree in writing, be effective with
respect to any part of the Ioan as to vhich the Bank shall have issued an
Agreement to Reimburse pursuant to thig application.
This application consiste of this page and ¢.ceecevcevennee..... signed and

numbered summary sheet(s).

(Borrover)

By. ------- P I T A B R O BN B BCRCE A R A A N

(Authorized Hepresentative)



FORM Gla Date

Loan WNo,

Request Serial No,

LIST OF REQUESTS FOR AGREEMWNTS Summary Sheet No.
TO REIMBURSE
¥ T QF AMERICAN BAWK
1 2 503 b 5 : 6 7 8 9 10 11
Bank in LETTERE OF CREDIX
: Borrower's Country
Item List of Goods Brief Descrip- Credit Beneficiary Expiration Amount
Yo, Name of Purchaser Symbol tion of goods Name No. (Supplier) Number Date State Currency REMARKS
BY

(Authorized Representativé;
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BORROVER'S AFFIICATION FOR AFPROVAL OF AMENDMENT

£l
OF IETT "R OF CREDIT

Date L B I I I I O I S RO I I R R I R
Letter Of credit No. C L N B T I R N B B |
Application Berial RO, ssecinscvnrants esing

Loan MPWUOL o.sversvsasesnenspsinvsnis ioes

To: International Bank for Reconstruction
and Development
Washington 25, D.C.
Thevs ie forvarded hepewith a regqueel a8l ,...cisssneviinpssescmrevnninn

by R R T I R A R I i S S Y T R T fOI‘ your vritten E.ppro’v‘al Df a
(Commercial Bank)
proposed amendment dated ....e.ev0000e00...... Of the above letter of credit,
together with tvo copies of the proposed smendment,
The undersigned hereby requests that you confirm directly to the said

Commercial Bank your approval of such proposed amendment,

LEL L A B O L O O D R O O O B B I R I A R

(Borrover)

By LN N N I B I R N R I R N A A I )

(Authorized Representative)



FORM G,6
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

&GRE O URS Noi‘o-i;oal

Date....uoccauq--onoatl-ua.olpulcotnc

.. Your Letter of Credit NU;.;------.-..

TO:..' R O N R I A R R N A i )
{ )

Commercial Bank
.4..-o.---.ac-nnoyg-o-.fl-.-l,.coo.f Your COrTeSpondent'a Creéiﬁ NO....-.'.
.....tiaafééé)..".!-.'..‘....?'..'. ﬂppllcatlon Serial NO.‘..._........'.

Loan Symbol.t-e.o.onoonoq.oalcocoolt.
Gentlemen: '

We transmit herewith copy of a letter of credit which we understand you are

epared to advise and confirm for account of .seecpsessvcsns T
{8crrespondent *Bank)

in favor of Q-.ClIq-.-lOIlia..q..alotn...o.c.onclcll.l..n.lol.l!.oll.l.l.ll!il.t
iﬂ the amountl 'Of [ EE RN N N A R relatingto ...-q...‘...'..-".'..

'Ol..I...l'....’.l....Q.........CI.I.I...llIexpiring On ‘....il..i..q...ll...O.ﬂ...

At the request Df Il'(Béffé*éfj‘lfvncull-tl-l.'tll QQ‘Qannleﬂil!fiﬁ"ll"-

and in consideration of your acceptance hereof as provided below, we hereby
irrevocably agree to reimburse you for payments which shall be made by yocu to or
on the order of sald beneficiary under and in accordance with the terms of said
letter of credit as set forth in the encleosed copy thereof as the same shall be

amended or extended from time to time with our written approvel, Reimbursement sha

be made by us promptly but not later than 30 days after receipt by us of written
request therefor as hereinafter provided.

This agreement is subject to the following terms and conditions:

1, that you will advise and irrevocably confirm said letter of credit;
2, that we shall not be obligated to reimburse you for any such payment un=
less written request therefor, sufficiently identifying the items on said
letter of credit to which such payment relates and accompanied by & copy of
the supplier's inveice, shall have been mailed tc us at 1818 H Street, N.W.,
Washington 25, D.C. promptly after such payment is made;

3¢ that we shall not be obligated to you in respect of interest on, or

commission, expenses or other charges in connection with, said letter of credi

L, that you agree that upon cancellation in whole or part of said letter of
credit you will advise us thereof and of the amount of such carncellation;
and that upon expiration of or finel payment under said letter of credit
you will advise us therecf and of the amount of the unused balance there-
under, if any,

Please confirm your acceptance of this agreement on the foregoing terms and
conditions by signing the form of acceptance on the enclosed copy of this letter
and returning it to us .

Very truly yours

INTERNATIONAL BANK FOR RECONSTRUCTION
AND DEVELOFPMENT

(Treasurer)

Fo of Ac e

We confirm our acceptance of the foregeing agreement on the terms and
condtions sbove stated, The letter of credit above referred to bears our

NUIDET seevgsecassacscsenssccse

(Commercial Bank)

- (Authorized Signsture)

Dateliot.c!-.9.....--.....



FORM G,7

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

APPROVAL _OF AMZNDMENT OF LETTER OF CREDIT

Dﬂte..............4.....---.........

Your Letter of Oredit Nosesssisasesi.
ﬂpplication Serial NO. sessesscRBEEES

Loan Symb01.'o-.-.-.-.-uc----tn---co-.

TO: LE RN N RN LAY L N
***1¢ommercial®Bank

(A AN R RN L E R AN Y A N R R R R RN N N NN ]

)...-.II...‘..

III.....I...Ill.......'........i....l.

(Address)

We hereby confirm our approval, for the purposes of our Agreement to
Reimburse NOsesssssessceccscaseccncnsssssssey Of proposed amendment dotedessssees
esssscscsssacscess Of the above letter of credit, in accordance with the copy of

said amendment annexed hereto,

INTERNATIONAL BANK FCR RECCNSTRUCTION
AND DEVELOPMENT

(Treasurer



DRAFT RESOQLUTION NO.

Authorization of President or Vice President or
Treasurer or Assistant Treasurer to execute and
deliver to banking institutions agreements to
reimburse for payments made under Jetters of
Credit and other documents relating thereto.

RESOLVED:

THAT the President or the Vice President or the Treasurer or
the Assistant Treasurer be, and each of them hereby is, authorized
in the name and on behalf of the Bank at any time or from time to
tinme (a) to execute and deliver to banking institutions agreements
to reimburse such banking institutions for payments made under letters
of credit substantially in the form of the form of Agreement to Reimburse
which was presented to this meeting with such chapgea thorein as they or
any of them shall approve, the execution of any such Agreement to
Reimburse by any such officer to be conclusive evidence of his approval
of any such changes; and (b) to take any and all such other action and
to execute and deliver any and all such other agreements and documents
as they, or any of them, shall deem necessary or proper in order to

carry fully into effect the purposes nf this Resolution,

Sec: =27
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6. The term "Guarantor'" means the member of the
Bank which guarantees the Loan provided for in a Loan
Agreement, If the only party to a Loan Agreement other
than the Bank is a member of the Bank and the Loan provided
for in the Loan Agreement is not guaranteed by any other
party, references herein to a Guarantor shall be dis-
regarded in so far as concerns such Loan Agreement.

7. The term "Bonds" means bonds or other securities
of the Borrower issued to the Bank under a Loan Agreement
for all or any part of the Loan provided for therein.

8. The term "member" means a member of the Bank,

9. The term "currency" means such coin or currency
of the government referred to, whether or not such govern-
ment is a member, as at the time referred to is legal tender :
for the payment of public and private debts in the territories
of such government,

10, The term "18% currency" means currency of a
member other than the United States of America which, if
held by the Bank at fhe time referred to, would come within
the provisions of Section 9(a) of the Articles.

11, The term "dollars" means dollars in such coin
or currency of the United States of America as at the time
referred to is legal tender for the payment of public and
private debts in said United States,

12, The terms "advance" and "advanced" refer to the

payment by the Bank of an amount to or on the order of the



wFu

Borrowver as a withdrawal from the Loan Account pursuant to
a Loan Agreement or the incurring by the Bank pursuant to

a Loan Agreement of a firm obligation to a person or entity
other than the Borrower to pay such amount, whichever shall
first occur,

13, The term "book value" as applied to the currency
of any member means the rate of exchange of such currency
for dollars used by the Bank, as shown on its books, in
computing the amount of the payment in such currency which
such member last became obligated to make to the Bank under
the provisions of Section 7 or Section 9(a) of Article II
of the Articles or of the payment in such currency which the
Bank last became obligated to make to such member pursﬁant
to the provisions of Section 9(b) of Artiecle II of the
Articles, whichever is the latest., The term "book value" as
applied to currency of a government which at the time is
not a member means the foreign exchange value of such currency

in terms of dollars as determined by the Bank,
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ARTICIE II
INTRODUCTORY PROVISIONS
1, Section 9 of Article II of the Articles provides

as follows:

(a) Whenever (i) the par value of a member's
currency is reduced, or (ii) the foreign exchange
value of a member's currency has, in the opinion
of the Bank, depreciated to a significant extent
within that member's territories, the member shall
pay to the Bank vithin a reasonable time an addi-
tional amount of its own currency sufficient to
maintain the value, as of the time of initial
subscription, of the amount of the currency of
such member which is held by the Bank and derived
from currency originally paid in to the Bank by
the member under Article II, Section 7(i), from
currency referred to in Article IV, Section 2(b),
or from any additional currency furnished under
the provisions of the present paragranh, and which
has not been repurchased by the member %or gold or
for the currency of any member which is acceptable
to the Bank,

(b) Whenever the par value of a member's
currency is increased, the Bank shall return to
such member within a reasonable time an amount
of that member's currency equal to the increase
in the value of the amount of such currency
described in (a) above,

(¢) The provisions of the preceding para-

graphs may be waived by the Bank wvhen a uniform

proportionate change in the par values of the

currencies of all its members is made by the

International Monetary Fund.

2. The guestion whether the obligation of a member
under said Section to maintain the value of its 18% currency
extends to any part of such currency during any period for
which such part of such currency has been loaned by the Bank

has not been decided by the Executive Directors of the Bank

under Article IX of the Articles,



i

3. These Regulations are intended, pending a
determination of that question in the affirmative, to
provide for the protection of the Bank's capital against
fluctuations in the value in terms of dollars of an 18%
currency during any period for which any part of such
currency has been loaned by the Bank., tIt is the intention
of these Regulations that Borrowers of anyIS% currency
shall afford to the Bank protection against fluctuations
in the value of such currency in terms of dollars coexten-
sive with the protection which the member whose currency
is involved would be required to afford if such currency
had not been so loaned.

%4, The Executive Directors on , 1948, made
the following decision regarding the interpretation of
Section 9(a) of Article II of the Articles:

QUESTION
If (1) the Bank advances to a borrower pursuant
to a loan agreement part of the 18% of the
Bank's capital paid in by a member in its
own currency pursuant to Article 1I, Sec-
tion 7(i), of the Articles of Agreement;
and
(2) the foreign exchange value of the currency
of such member depreciates to a significant

extent within such member's territories after



b

the date of advance and prior to the date on
which repayment of such advance is made; and
(3) such depreciation continues after the date
on which such repayment is made; and
(4) the Bank then determines for the first time
that such value has so depreciated;
is such member obligated under Article II, Sec-
tion 9(a), of the Articles of Agreement to pay to
the Bank, in respect of the amount so repaid, an
additional amount of such currency sufficient to
maintain the value, as of the time of initial sub-
scription, of the currency so repaid?
ANSWER
(a) Yes. Under Article II, Section 9(a), of the
Articles of Agreement, if the foreign exchange
value of a member's currency has in the opinion
of the Bank, depreciated to a significant extent
within that member's territery, such member is
obligated to pay to the Bank within a reasonable
time an additional amount of its own currency
sufficient to maintain the value, as of the
time of initial subscription, of the amount of
the currency of such member which is held by
the Bank (within the meaning of said Section)

at the time when the Bank makes a determination
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that such depreciation has occurred, notwith-
standing the fact that such deprecilation or
any part thereof occurred during any period
prior to such determination in which part of
such currency had been loaned by the Bank and
had not been repaid.

(b) TFor the purposes of said Section 9(a), the
time when the Bank makes a determination that
such a depreciation has occurred shall be deemed
to be the time wvhen the Bank notifies such member
in writing that such determination has been made,

(¢) No delay or omission by the Bank fully to
exercise any right accruing to it under said
Section 9(a) shall impair such right or be
construed to be a waiver of such right, in whole
or in part, nor shall any action by the 3ank
under said Section in respect of any depreciation
of the value of the currency of any member of
the Bank affect or impair any right of the Bank
in respect thereof or of any subsequent denre-
ciation of the value of such currency.

5, When Loans are expressed in terms of "dollars or

the equivalent thereof in currencies other than dollars," it
is necessary, as parts of the Loan are advanced in currencies

other than dollars, to determine the equivalent in dollars
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of the amount of each currency so advanced, whether or not
such currency is 18% currency or currency of a member, These
Regulations are also intended to provide a basis on which
such determinations shall be made in respect of parts of Loans

which are repayable in currencies other than dollars,



wOu

ARTICIE III
APPLICATION TO LOAN AGREEMﬁNTS

1, If and to the extent that any Loan Agrecment
shall so provide, these Regulations shall be applicable
to the determination of the equivalent in dollars of parts
of Loans repayable in currencies other than dollars and to
the determination of the amounts to be paid on account of
principal, interest and other charges in respect of parts
of Loans advanced in 18% currencies,

2. These Regulations are subject to revocation or
amendment by’the Bank at any time without prior notice;
provided, however, that no such revocation or amendment shall
be effective in respect of any such Loan Agfeement, unless
the parties thereto shall so agree.

3. Any Loan Agreement may provide for modifications
of or exceptions to these Regulations as they shall apply

with respect to such Loan Agreement.
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ARTICLE IV
DOLLAR EQUIVALENT OF PARTS OF LOANS
REPAYABLE IN CURRENCIES OTHER THAN DOLLARS
The equivalent in dollars of any part of a Loan
which shall be repayable in any currency other than dollars
shall be computed on the basis of the book value of such

currency at the date on which such currency is advanced,
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ARTICLE V
PAYMENTS OF PRINCIPAL OF AND INTEREST
AND OTHER CHARGES ON PARTS OF LOANS ADVANCED
IN 18% CURRENCIES

1. The amount of any currency which the Borrover
shall be required to pay on account of the principal of
any part of a Loan which shall have been advanced in 18%
currency shall be equal in value to the equivalent in dol-
lars of such part of the Loan determined as provided in
Article IV of these Regulations. For such purpose the
value of such currency shall be computed on the basis of
its book value on the date when payment is made.

2, The amount of any currency which the Borrower
shall be required to pay on account of interest, commitment
charge or commission on, or premium on redemption of, any
part of a Loan that shall have been advanced in 18% currency
shall be equal in value to interest, commitment charge,
commission or redemption premium at the respective rates
" thereof specified in the particullr Loan Agreement on the
equivalent in dollars of such part of the Loan determined
as provided in Article IV of these Regulations. TFor such
purpose the value of such currency shall be computed on the
basis of its book value at the date when payment is made.

3. If there shall be submitted to arbitration pursuant
to the provisions of any Loan Agreement any controversy concern-

ing the book value of any currency affecting any amcunt payable



=12 =

in such currency by the Borrower under Sections 1 or 2 of
this Article, the Borrower shall, pending the conclusion of
such arbitration, make payment of the principal of, and
interest, commitment charge and commission on, and the
premium on redemption of, the Loan in accordance with the
provisions of said Loan Agreement, and the amounts of such
paymehts shall be computed on the basis of the book value
of such currency as specified by the Bank, When and as a
final award shall be made in such arbitration appropriate
ad justment shall be made in accordance with the terms of
such award.

4. The provisions of this Article shall apply not-
withstanding the provisions of any Loan Agreement or any Bond
specifying the principal amount of such Bond,

5. The provisions of this Article shall not be.
applicable to any payment required to be made under the
provisions of any Bond at a time when the Bank is not the
beneficial owner of such Bond,

6. This Article shall not apply to payments falling
due after the date when it shall finally be decided in accord-
ance with Article IX of the Articles that the provisions of
Article II, Section 9, of the Articles are applicable to 18%
currencies during any period for which such currencies have

been loaned by the Bank,

Dated March , 1948,
INTERNATIONAL BANK FOR
RECONSTRUCTIQI! AND DLVELOPMENT

B
v President
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DYZ I'JFFIBE MEMDRANDUM

TO:! ¥r, O, A. Melain, Mr, 0, O, Pineo snd DATE: Mawch &, 1947
“l'a L, B. Rist
FROM: D, Crena de longh

SUBJECT:  Procedure of Loan Disbursement

1. V¥With my memorsndun of N\mn 13, 1947, on thie subjeect, I
submitted » confidentis] memorsndum entitled THR PROCEDUTE OF
LOAM DISBURSEMENT, dated Pebruary 12, 1947,

2, The attached memovendum has Been prepared Wy Mr, 8, Aldewersld
of my office after dlscussion of the nroblem of loan dishurse-
ment with the lesding New York banks,

3¢ My office ie now drafting forme which mey be used by the Banlk's
borrovers if they finance their rurchases through letters of
eredit, It is sugpested that in the course of negotiations
with our borrowers informstion be obtained ss to the method by
ﬁiﬁi&qﬂaﬂhmﬂﬂﬂm%hw
program, snd that the completion of negotiations en
Mmtuwumumnamm-
cedure outlined in the attached memorsndum and that of FPedbrusry 12,
mh:nmmmenMrmcwomm

Attachment



¥r, D, Orena de Iongh March 3, 1947
8. Aldewereld
Piscussion with New York Banks on Disbursement of loans

Reference is made to the Treasurer's Memorsndum of February 12, 1947,
on the procedure of loan disbursementa.

On February 25, 26 and 27 I discussed some technical aspects of this
oroblem in Wew York with Mr. Thomas MeKittriek of the Chase Nationsl Bank
¥r, Howard J, Rogers of the Damk of the Manhatban Compsny, Mr. Inight Woolley
of Brown Brothers Farrimen & Company, Mr. Clarence E, FMunter of the Wew York
Trust Compeny, and Mr, Floyd 6, Blair of the Nationsl City Bank,

The main object of the discussions wes to verify whether the general
vrinciples laid down in the above memorsndum womld be workable on the basis of
existing commerelsl bank practices. The diseussions were, therefore, limited %o
those tramsactions in vhich the commereisl danks will be called upon to perform
certain functions, vhich normally will be the case vhen the Internationsl Bank's
borrovers will oven commercial letters of credit.

1 informed the benke that the Internstionsl Bank, according to its
mulnofmt.wut ummmmummmum
been committed but may only disburse te its berrowers vhen expenditures m

«mn.{ incurved (Article ITI, Section 5 (¢)). The Bank has, therefore, the
obligat to check, 2t some tin vhether these erpenditures are in agreoment
with mm-rwmmaw International Bamk will finance. Murther-
more, the Internctional Bank will have to investigate vhether the goods or
iﬂ&wﬁ ete., for vhich the expenditures sre made, sre actuslly delivered to
the borrovers,

Whensver the borrower mskes use of letters of credit, ovened by the
commercial banke, in its purchase trumunn, these banks vl.‘:l : -
mmmwwta asgreement with the eredit,
vhether the documents are inm order, ete. This mesns that the banks are slready
mummmmmhmmmm mecording to its Articles
of Agreement, must slee follew, I, therefore, amm\mmmnmu
um.mummuum.mumm signed by an offi
ummmmmuuutmu.wmmnt have been made
and that certain documents have been received by them., If this statement could
be issued, the Internationsl Benlk would sveid o considersble smount of detailed
checiring, All of the banke informed me that {f the proper measures were taken
beforehand, this statement could be issued by them, and they vromised, with no
exeeption, 2ll vossidble cooperation,

This procedure will have distinet advantages because the Internstiondl
Bank will not only aveid durliestion of the commercisl banke'! work but will alse
be in o position to save consideradle exvenses for specialized persomnel which,
under vresent conditions, ls very herd to find.
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of credit to be msed solely for these trenssctions vhich will be finsnced ultimstely
the procseds of the Bank's losns. It was snticipated that this could not
amvm:unwumcum

¥e have to realize thet the Internstional Bank may de ealled upon $o
mwmyumwnm. ¥his can be done either by placing
nmw-nm-zmguumanmuummmmam.,mv
or by the International Penkls confirmetion of these eredits. The latier procedure

® The seme romilt could, of course, be schieved if the International Bank would
mafntain balences with the commereis]l banks as collateral for credits ovened
by or on instructions of the borrower.



¥y finnl observation is thet the Bamk im it dicburcements should
yrwm&rumm;mmw
““M‘.“ e, Mmﬂ__.m.mmm«mm

ee My, Melain
¢ce Mr. Pineo
cc Mr. Rist
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Minutes of Meeting of H4aff Loan Committee held 11:30 a.m., Thursday,
Degewber 14, 1950

DECLASSIFIED

1. ZThers wers urasent: Date: 11ISPOE©
we; 1lispo_

Nr. B, L Carner

Mr. VA0, TP

Hr. A.5.0, Noar

Hr, e Dommers

#r, D, Crepa de w

Mr. LB, Rist

Hre H.L. lajeune, Secretary

umﬁm«wmmnmmmmm.m



CONCTRIED ¢
hﬁMﬂmthWhﬂrMh

Qiatridution

L Wy, m M ’. i, Al G, Hoar

2. Mr, B, L, Garner 18, My, G, A, Solmidt

3. Mr. W.AB, Ii1re 11, Gen. K. As heelar
Ae Mr. D, Sonmers 12, My, E. G, Purland

5. ¥r. 9. Crons de Iongh 13, My, M, L, lejouns

6. My, L. B, Rist 4. Files

7« Mr. L. 8. 15, Mr, Graves

i

‘- *. n. n.
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MEMORANDUM FOR MEMBERS OF THE STAFF LOAN COMMITTEE:

The attached SLC/0/27k (Revised), Memorandum to the Presi-
dent from the ITreasurer on End-Use Covenants, is circulated for
the information of the Committee at the request of the Treasurer's
Department,

Kichael L. Lejeune



Memorandum to: lir. Eugene R. Black

DECLASSIFI

. rom: D. Crena de Iongh ED
Date: i

Subject: End-Use Covensnts e

I would like to bring together my comments (which heve already been
expressed in Staff Loan Committee Meetings on separate occesions), regarding the
ozgssion or modification of certain tyges of covenants in loen agreements recent~
ly signed and in draft agreements now being considered, The reason why I wish
to do this is that, in my opinion, & useful purpose would be served by reconsid-
ering the relevant aspects of the Bank's policy.

I have in mind in general two aspects of end-use supervision, viz:

1) the Bank's approach to loans granted to development
banks or banking consortia, arnd

2) the omission of covenants providing for the supervision
of the project from a loan agreement which includes a
description of a specific project,

In the first place, the covenant which would give the Bank the right
to inspect the goods and the projects wes omitted on the initiative of the Bank
from the Ethiopien Loan (Industrial Bank), the Turkish Losn (Industriel Bank)
end the Mexican Loan (Consortium),

I am aware that in these cases the theory is that the Bank hes not
given up the right to end-use supervision, but only delegated this right to an
intermediary organization, This argument was based on & situation where the Bank
had the right to approve the menagement of such an organization, slthough even
80 it represents a Separture from the principle that in supervising end-use, the
Bank should not have to rely exclusively on statements submitted by the borrower,
The ergument has even less force if, as is the case in liexico (a country where
our supervision experience has not been entirely fortunate) the management of the
intermediary orgenization is not subject to approval by the Bank, Even in the
Ethiopian end Turkish cases, it would have been better, in my view, to include
the normel provisions, If things went well, we might never have to make use of
them; in any case, we should not have set a precedent,

In the second place, the draft of the proposed South ifricen loan
agreement (Transport Project) includes a description of the project and the text
mekes several references to the project., However, although the draft contains
the usual end-use covenants concerning the goods; there are no provisions requir-
ing the borrower to complete the project or to maintein books and records con-
cerning the progress of the project or to furnish informetion concerning the proj-
ect, MNMoreover, although the draft of the proposed South African loen agreement
(Electricity Project) which is &lso drafted es & project loan agreement, includes
the usual end-use covenents included in such projeect loans, the Bank's right of
inspection extends only to the goods and not to the project,

There seems to be a fundamental inconsistency in the drefting of the
transport loan. *ither no reference should have been mede to & projeet, in which
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case the covenants would be suitable as drafted; or else the normal eovenants
concerning the project should be included, The policy so far adopted in this
case 18 in marked contrast to the policy followed in connection with the loan

recently signed for the rehabilitation of the Thai railways, In the latter case,
not only does the loan agreement include the usuel end-use covenants relating to

@ project, but in addition the Bank is to supervise the whole rehabilitetion pro-
gram of the railways, (even though the loan covers only 1/10 of the foreign cur-
rency required for the program).

The above considerations lead me to suggest that the Bank's policy in
this connection should be reviewed, since there seems to be a risk that we may
not only be inconsistent in the way we draft agreements for similar loans, but
also that we may give the public impression of discriminating between different
borrowers,

It is of course true that in developed countries we may assume a rea-~
sonably high standard of efficient management and control, whereas we cammot meke
this assumption in some cases of less developed countries, Hewaver, it places
the Bank's negotiators on the defensive, and puls them in an invidious position
if they have to argue along this line to suppoit the inclusicn of covenants which
have been left out of agreements of loans of a similar character.

In interpreting existing loan agreements in practice, the Bank has
always decided, in the light of the circumstances in each case, how far to use
its rights under the loan agreements, thus reccgnizing that what is reasonable
to ask in one case may not be reasonable in snother, T. give one example, although
the Dutch development bank loan agreement contains the standard project clauses
(which have now been omitted from the loan agreements with other development banks)
we have in practice relied on the known efficiency of the Herstelbank to do the
work for us, If they fail to carry it out well in future, we have the right to
do it ourselves, Only experience will show whether, for instance, the lMexican
banks can do an efficient job, If they fell down, we have no right to step in,

My first recommendation is that all project loan agreements should con-
tain the standard supervision clauses and thet we should continue in practice to
use our discretion in deciading how far to go in each particular case, My second
recommendation is that the Benk should avoid drafting loan agreements in the proj-
ect form in cases where it is not truly applicable. I recognize, of course, that
there will be some borderline cases, In such cases, my recommendaticn is that we
should decide to treat each one consistently as a project loan, or alternatively
to draft the loan agreement without any reference tc & project,

I see two possible dangers into which we may run if we do not follow a
consistent policy.

Prospective borrowers will always be inclined to start negctiations on
the basis of asking from the Bank every concession grented in any existing loan
agreement, which will weaken the Bank's negotiating position, This situation may
lead to & progressive weakening of the protective arrangements which the Bank from
the beginning of operations has considered necessary and, consequently, may meke
the task of efficient supervision more difficult,
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The second danger lies in the possible effect on the market for the
Bank's bonds, Investors will be quick to notice apparent weekening of our super-
vision policy, which hes always impressed thewn so favorably, and the advantages
of which have been so much streesed in the Bank's public relations,
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CONFIDENTIAL
SLC/0/274

November 14, 1950

DECLASSIFIED
Memorandum to: Mr, Eugene R, Black Date:
From: D. Crena de Iongh
Subject: End-Use_Covenants

I would like to submit to you my comments on some facts which have come
to my attention in studying the text of loan agreements recently signed and
of draft agreements now being considered,

When the Loan Regulations adopted on August 15, 1950, were under discussior,
I pointed out that the end-use covenants in existing loan agreements form the
basis on which we carry out the Bank's established policy, &nd advocated there—
fore their inclusion in the Loan Regulations, However, the Staff Loen Committee
decided, against my advice, that they should be omitted, and should be draited
specially on each occasion for inclusion in the loan agreement, Loan agree-
ments recently concluded, and draft agreements now under consideration, show
& tendency to weaken the end-use supervision clauses, This has not been the
result of objections to the text of the standard clauses raised by prospective
borrowers during negotiations, The chenges in question have been advoceted with-
in the Bank on the grounds that they are justified by special circumstances,

The following paragraphs give examples of the changes I have in mind,

(1) Australien Loan

This loan is a "general purpose" loan, and not a project loan,
Consequently, in accordance with the Bank's normal policy, end-use
supervision is restricted to the goods financed by the Bank, How-
ever, the usual covenant of the borrower to keep books and records
concerning the goods and their end use was omitted from the loan
agreement, Moreover, there is no provision concerning the insurence
of the goods.

(2) Ethiopien Loen (Industrial Beank)

Although this loan agreement contains the covenant obliging the
borrower to keep books and records concerning the goods and the proj-
ects, it does not contain any provision giving the Bank the right to
inspect them, This omission was the result of an oversight, and the
Bank has now asked the Ethiopian Govermment to agree that the Bank
should have this right, Furthermore, the covensnt which would give
the Bank the right to inspect the goods and the projects (as opposed
to the records) was omitted on the initiative of the Bank,

(3) ZIurkish Loan (Industrisl Bank)

The covenant giving the Bank the right to inspect the goods and
the projects was omitted from this loan agreement on the initiative
of the Bank,



(4) Mexico (Consortium)

The covenant giving the Bank the right to inspect the goods and
the projects was omitted from this lozn agreement also on the initia-
tive of the Bank,

(5) South &frica — Draft Loan Lgreement (Transport Project)

The draft includes a description of the project and the text
shows many references to the project, However, although the draft
contains the usual end-use covenents concerning the goods, there are
no provisions requiring the borrower to complete the project, or to
maintain books and records concerning the progress of the project,
or to furnish information concerning the project. In addition, there
is no covenant regarding the insurance of goods. This would have
been logical if the proposed South &frican loan had been treated as
a "general purpose" loan, but in that case the South Africen draft
should not have contained any reference to or deseription of a proj-
ect, If the proposed South iafrican loan is to be trested as a proj-
ect loan, the text should include the supervision covenants which
normally feature in project loans,

The way in which this draft loan agreement has been fremed is
in contrast to the text of the loan agreement just signed for the
rehabilitation of the Thai railways. In the latter case, not only
does the loan agreement include the usual end-use covenanis inserted
in the project loans, but in addition the Bank is to supervise the
whole rehabilitation progrem of the rasilweys (even though the loan
amounts to only one-tenth of the foreign currency required for the
program) .

(6) South &frica — Draft Loan agreement (Electricity Project)

Although in genersl this dreft includes the usuel end-use cove-
nante included in project loans, the Bank's right of inspection ex-
tends only to the goods, and not to the projects,

I am aware that in the case of the loans to Ethiopia and Turkey for
Industrial Banks, and the Mexican Consortium loan, the theory is that the Bank
has not given up the right to end-use supervision but only delegated this right
to an intermediary orgenization., This argument has considerable force where
the Bank has the right to approve the management of such an orgenizetion, al-
though even so it represents a departure from the principle that in supervising
end use, the Bank should not rely exclusively on statements submitted by the
borrower, The argument has much less force if, as is the case in Mexico
(a country where our supervision experience has not been entirely fortunate)
the management of the intermediary organization is not subject to approval by
the Bank., Even in the Ethiopian and Turkish cases, it would have been better,
in my view, to include the normal provisions, If things went well, we might
never have to meke use of them; in any case, we should not have set a prece-
dent,

I am also aware that in developed countries such as South Africa and
hdustralia, we may assume a reasonably high stendard of efficient management
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and control, whereas we cannot make this assumption in the case of a less de-
veloped country, But it places the Bank's negotiators on the defersive in
negotiating loans to less developed countries, and puts them in an invidious
position if they have to argue along this line to support the inclusion of
covenants which have been left out of other loan agreements,

My point is that we seem to be running a risk of giving the public impres—
sion of discriminating between borrowers, whereas until recently there were no
grounds for such an impression, In practice, of course, the Bank has decided
in each case how far to use its rights under the loan agreements, thus recog-
nizing that what is reasonasble to ask in one case is not reasonable to ask in
another., To give one example, though the Dutch Development Bark loen agreement
contains the standard clauses (which have now been omitted from the loan agree~
ments with the Turkish, Ethiopien end Mexican banks) we have in prectice relied
on the known efficiency of the Herstelbank to do the job for us. If they fall
down on the job in future, we have the right to do it ourselves., Only exper-
ience will show whether, for instance, the Mexican banks can do an efficient
job. If they fall down, we have no right to step in.

It is noteworthy that all the loen agreements or draft loan agreements
enumerated above were, with the exception of the Australisn loan agreement, ne-
gotiated away from headquaerters, I can understand that in certain circum—
stances there may be arguments in favor of negotiating loan agreements in the
prospective borrower's country, but I am inclined to think that the arguments
against this procedure are stronger. In the first place, the Bank's negotiating
position is psychologicelly weakened, In the second place, the benefits of
the working party system, which has proved to be so valusble, are not aveilable,
Thirdly, changes which may be generally agreed in the Bank to be desirable may
in practice be difficult even to suggest to the prospective borrower, if, as is
the case in South Africa, the negotiators have brought back drafts which have
been approved by the Cabinet,

To sum up, I see two dangers in this tendency to omit or modify certain
types of covenants which until recently were always included in the loan agree-—
ments,

Prospective borrowers will always be inclined to stert negotiations on the
basis of asking from the Bank every concession granted in any existing loan
agreement, which will weaken the Bank's negotiating position, This situation
may lead to a progressive weakening of the protective arrangements which the
Bank from the beginning of operations has considered necessary and, consequently,
may meke the task of efficient supervision more difficult,

The second danger lies in the possible effect on the market for the Bank's
bonds, Investors will be quick to notice apparent weeskening of our supervision
policy, which hes always impressed them so favorably, ard the advantages of
which have been so much stressed in the Bank's public relations,
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INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELCPHENT

FOR THE PRESS FOR IMMEDIATE RELEASE
Press Release No. 91 April 13, 1948

The International Bank for Reconstruction and Develoonent today
announced details regarding the supervision over its loans which the Bank
is carrying out in borrowing countries and the specific uses to which the
goods financed out of these loans are being put, Before making any
disbursement, the Bank's headquarters in Washington, D.C., determines that
the funds disbursed are to be used for transactions which the Bank has agreed
to finance in the loan agreement. Field representatives of the Banlk,
stationed in various borrowing countries, then ensure that the equipment,
supplies and materials financed by Bank leans are used only for the
productive purposes specified in the loan agreements.,

At the present time the Bank has field representatives for this purpose
in Paris, France; The Hague, The Netherlands; and Copenhagen, Demmark,

The;e offices supervise the end use of goods financed by the loans to
France, amounting te $250 million; the Netherlands, to $195 million; Denmark,
to $40 million; and Luxembourg, to $12 million.

The evidence which the Bank has received indicates that the uses of
the proceeds of these four loans ars consistent with the provisions of the
loan agreements. There have been a few instances in which investigation has
shown that supplies had been inadvertently put to ineligible uses; in such
cases, however, a refund and an adjustment has been made by agreement with
the borrower., The following examples illustrate the results of the Bank's

end. use supervisioni
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Out of the proceeds of the loan to France, 7 million tons of coal
were purchased in the United States and imported into France, This
represents about 47% of the total French coal imports during 1947.
Investigation by the Bank of the use to which this coal has been put has
shown that it was allocated as followsy to the railroads, 29%; to gas works,
20%; steel industries, 10%; electric pover, 4%s and various other indistries,
37%« The Bank established that loan funds were also applied to the purchase
of 30,000 tons of copper which were used mainly to manufacture copper wires
used to rehabilitate the heavily demaged communication and power distribution
systems of France, and for the import of some 175,000 bales of cotton
(representing about 15% of the French consumption for 1947). Delivery
of this cotton te spinners has been verified.

The loan, in agreement with the Bank, was also used by the French
to finance nearly 50% of the purchase price of a steel mill which will be
erected in France during 1949. The capacity of this new mill is expected
to reach 1,000,000 tons a year. In addition, it has been ascertained that
loan~financed steel products have been used in various government-sponsored
reconstruction programs, such as that for the rebuilding of bridges.

A considerable amount of American machinery was purchased out of the
proceeds of the French loan to help re-equip the Renault Works, heavily
damaged during the war. Because of this machinery the Renault Works have
been able to begin production of a new low-powered automobile,.

The Bank alse helped finance earthemoving equipment which is being
used by two large French firms building hydro-electric power dams in the

Rhone and Rhine valleys. When comvleted, these dams will enable France to
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increase industrial production considerably in the regions concerneds
Another type of equipment consists of oil well drilling equipment which
is being employed in Southern France in prospecting for new petroleum
resourccs, 2

Loan~financed tankers are making a sigeable contribution to the
recovery of France by enabling France to transport more petroleum products
from Venezuela, This is an operation whiéh otherwise France could ill
afford because of the high cost of trans-Atlantic freight which would have
to be pald in dollars,

In order to rebuild the country's badly damaged transportation system,
France has also used part of the proceeds of the loan to purchase numerous
locomotives, airplancs, tugs, barges, etc., Bank investigation has shown
that this equipment, only part of which has been delivered up to the present
time, is Dbeing used for productive purposes., Approximately 100 new
locomotives have already been received by the French Natioral Railways,
Parts for railway freight cars which have been financed out of the proceeds
of the loan are expected to be delivered in France shortlyq. These will help
Fronce materially in rebuilding her war-damaged rolling stock, Supervision
of the use of this material will begin as soon as it arrives in France.

In Luxembourg, the Bank's field representatives ingpected progress
made at the site of a new steel mill which is being partially financed out
of the proceeds of the Bank's lcam. The main equipment for this mill is
being completed in Pittsburgh by the United Engineering and Foundry Company;
auxiliary equipment is being manufactured by other United States firms,
Locomotives, bullt in England and in France, also financed out of the

proceeds of the loan, are in use on Luxembourg railways,
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In Dennark, the Bank!s field representatives visited the installations
of the Northern Cable and Wire Works which produces, among other things,
transoceanic and other communication cables out of copper and lead financed
through the Bank's loan to that country. The same representatives are now
supervising the use to which loan-financed agricultural and industrial
machinery are being put,

In Holland, the use to which 60 loan-financed cargo vessels and
tankers are put has been ascertained, and the distribution of fertilizers,
machinery, building materials, rolling mill products, ete. to users for

productive purposes is being supervised.
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Attached for the cunsideration of the Committee on Loan Policy ;

18 & revised Graft Repert en Swpevision of losms (Comuittes e famm | A

Policy Document No. 2), which has been prepared at the Coumittee's re- Ul

Sioh 0 vefiest $he dissamions of Whe Gamites 1n 00 smatdmten. VLT

of this subject, including the memorandun dated Pebruary 20, 1947, :ww

(Comaittes on Lean Polisy Docusent Noe L)e . e
The attached draft supersedes Committee on Loan Policy Document

No. 2. mmnmmqwmsmmmmu

muumuwmnmmmam

prepared only for the of the discussion before the Comittee.

It 15 not that any doswsent corresponding to Docusent No. 3

will be ‘ to the Ixecutive Directors, because it is assumed that
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The iAd Hoe Commitiee on Fending Loan Avplications requested the
staff (P=35, approved October 22, 1946) to present its comaents and recom
mendations in respect of the measures the Bank should take to supervise its
loans. The President of the Bank thereafter appointed a Staff Committee on
Loan Supervision, which filed with the Conmittee on lLoan Policy a report on
this matter dated Jumuary lh, 1947. (Cosaittee on Loan Policy Document Ne. 1).

Upon eongideration of the staff report and after discussion of the
questions of policy raised thereby, the Comittes an Lo Policy sulmits the
mmummnmm




2 Having regard to the general purposes of the Hank as set forth

in its Articles of Agreement and to the faot that the greater part of the

loans which the Hank will make will be made out of funds borrowed by the

Bank from private investors, it must be recognised that the responsibilities

of the Bank with regard to the administration of loans made by it go bayond

the specific duty of making arrengements to ensure that the loans are used

only for the purposes for which they are granted. Those responsibilities

include the responsibility for making sprropriate arrangements to ensure 441"’3“5"1

that the purposes for which the loans are granted will be accouplished and '

that the service of the loans will be maintained.

3 In considoring the methods which the Bamk should adopt to carry

out thoes respensibilitias, twe aspecte of the problen showld be carefully M 1"

distinguished. mmnmmmmwmauima

loan contrast should give to the ianks The second concerns the extent to fronte

which those rights should be exmrcised by the gtaff of the Bank in its ade nnw'

ministration and application of the provisions of the loan contracte
mmuwmmmt?mumm

shall be kept fully and curremtly informed of the progress of the project

or progras for which the loan was granted and of the development of any

eonditions which might prevent or interfere with the acoomplistment of that

m.rmwthm-dmmdhh The loan



contract should also contain arrangements affording the bank timely op-
portunity to consult with the borrower and the guavanter (if any) and to
take timely and appropriate actiom in order to ensure in so fwr as it
properly can do so that the purposes of the loan are not defeated and that
the service of the loan is maintained,

In the nature of things, the provisioms of the loan contract
mumumnm,mmmnm
be impossitle to foresee when the loan contruct is made what specific cone
umwmmmmmmummmdmm
visions, mmmwwmmumu
mmmmmmmmummmm
Mumw,nmummmm«m
MMM“.“W“N““MM*
mwnm“umuunm.uunu
interests of all its memberse hile such provisions will necessarily vary '
ummmamnmumuuwﬂ-u
mmmmamnwmmuuw
M“ﬁM“mdnﬁm

 Of %o lom contract, the Bank should find it practicable to alapt the -

| Plication of the provisions of the lown centrect to the circusstances of the
particular case, M;Mmmmmnmum
mswm“wummmnm

ke The wrrangements which shall be set forth in the loan contract and
the sdninistration of such arrangements by the Bank’s staff must be such as
mok %o affend the dignity of the governaent concsrned or to imvalve interference
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in the internal politics of the particular country. They must also be
such as not to make the Bank actually or apparently responaible for the
conduct of the partioular project ar progras or of the affairs of the bore
rower or the juarantors

Se The natwre and purposes of the loans will be such in most cases
a8 to require that the iamk exercise its administrative functions not only
at its principal office in Washington but also through representatives in
the country in which the loan is made and in some cases in the countries
in which the proceeds of the loan ars expended. As & matter of policy and
ecanawy, whenever practicabls, such field representatives should operate
out of regional offices of the Bamk rather than be detailed specifically to
a particular country, . '

G In gemeral the costs of loan adwinistration should be berme by
the fank as part of its gemeral operating expenses rather than be charged
to the borrowsr as a apecific part of the cost of the loans In excepbional
cases in which the borrower may request special services in connection with
um—u;h.hm-mmumu
pay the cost of such special servicese



T In dealing with the problem of ensuring that the proceeds

of the loan are used only for the purposes for which it was granted,
two primary considerations must be taken into aceount, On the one hand,
the Bank must make its internal procedures sufficiently flexible and
expeditious to permit the borrewer to withdraw funds when it needs them
without undue delay., Om the other hand, the Bank must obtain adequate
assurance that the proceeds of the loan are used for the purposess for
which the loan was granted. The Committee is of the opinion that the
procedures outlined below give adequate recogniticn to both of these
considerations,

8. From the standpoint of the Bank, the most practicable arrange-
nent for supervising the expenditure of the proceeds of a loan would be
for the borrower in the first instance, by use of its own funds or of a
short-term banking eredit obtained by it for the purpose, to make payment
mmmumﬁmnwmummmu
advance the smount of sush payment under the lean, If, however, as
recomuended in a report of the Fimaneial Poliey Committee (R-71, seecond
revision) now befere the Executive Directors, the Bank determines to
charge interest from the date of the loan contract, the Bank should in
umummmummw-u;uﬂ

e juote of Hoatt b et |
Sntean, ek G suessts of e o fin-A0er SV IIEE B expunditusss

k
currently without the necessity of using its own funds or borrowing funds

elsevhere to meet such expenditures, To that end the Eank may, under
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appropriate conditions, make advances to the borrower for the purpose
of meeting expenses in comnection with the project or program, including
advance payments and deposits of collateral to secure grants of eredit,
as they are actually incurred, E-mmmmmm
the form of a revelving eredit, replenishment of which will depend upon
the subsequent furnishing of adequate proof that expenses paid therefrom
were consistent with the loan contract, In other ecases, the advances
might be made in anticipation of future expenditures that are kmewa to
hmmﬁ.mdmmm.mmm
eredit arrangements.| In all cases, the borrower would undertake premptly
ummwmummmmdtf:f?m
MmmmmmmMmmmmfmtm
equipment and supplies purchased with such proceeds were actually received
and used for sush purposes.
,.,/" SH11 other arrangenents may, of course; hm where they

"

§

necessarily vary from loan to loan,

9 Whatever procedures are followed, the loan contract should
entitle the Bank to require the borrower to support a request for funds
by furnishing adequate proof that expenditures have been or will be made
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for the purposes for which the loan was granted, with due attemtion to
considerations of ecomomy and efficiency and vithout regard to political
or other non-economic influences or comsiderations, In general, the proof
ultimately required to justify an advance under the loan should include

a certification by the berrower to the effect that the amount of the
advance has been paid to actual suppliers of goods or services required
for the projeet or program for which the loan was granted; that the goods
or services are of such gharacter that they will fulfill the purposes for
which required; that the amount paid and the terms of purchase are not
unreasonable; and that the expenditures for which the advance is used
have not otherwise been reimbursed te the borrower from the loan account
and that they have not been and will not be used as a basis for advances
under any other loan or credit which may be available to the berrower,
When the advance is made for the purpose of meeting anticipated expenditures,
the certifieation will be appropriately modified to meet the particular
eireunstances,

The lean contraect should, of course contain appropriate provisions
to enable the Bank to verify the accuracy of the certifications to the
extent deemed necessary in the particular case by requiring the submission
of supporting documents or otherwise,

The borrower should have the opportunity, if it so desires, of
obtaining the approval of the Bank for proposed purchases prior to making
comnitment therefor,

10, The loan contract, through provisions for inspection, furnishing
of information, ete., should entitle the Bank to ascertain that goods or
gservices for which an advance is made are sctually and properly used as



contemplated in the loan contract, and, in general, that the projeet

or progran for which the loan was granted is properly carried out, The
sdministration of sueh provisions will normally be the duty of a field
representative of the Bank, The type of representative and the exteat
and character of the staff and eonsulting services which he may need will
m-nmwp-rm.

T‘"‘i T‘lﬁ'l’ l"““ri
s_x..ir-“f' POSES FOR WHICH THE LOA I*"'W

11. The loan eontract should provide that the borrower and the
m(m.m«mmummmlmm
mmmu&mma&mumgnnu-

of the projeet or program for which the loan has been made and with
regard to any other matters which are relevant to the purpose of the

lean and the maintenance of. service of the loan, /They should also under-

take to make available to the Bank, as 1t way

| Arrangements should
also be made whereby ecomomiec and finaneial information which a member
of the Bank is required to furnish to the Fund and other publie inter-
national organisations shall be made available to the Bank,

12, In view of the gemeral purposes for which the Bank will make
loans, arrangements should be made whereby the Bank will have adequate
and timely opportunity for consultatiom with its borrowers on matters

s e —— .

of mutual interest to the end that the Bank's loans may serve the purposes
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set forth in its Articles of Agreement. The most ifmportant task of

the Bank's field representatives will be to establish and maintain

eordial and mutually helpful relations with borrowers with a view to

mmmammmmmtmm

sent of the purposes of the loan or imperil the service of the loanm,

The loan contract should, therefore, contain sui provislems @000
O AN defussicifalasn 7 P

11, 'l'hm such provisions and the extent to which they may

be availed of will necessarily vary according to circumstances. As to

certain kinds of astion by the borrower or the guarantor which may directly

affeet the purposes for which the loan was granted or the maintenance of

the service of the loan, the Bank would be warranted in requiring that

no such action should be taken without its prior consent. As to other

mamm&mmm.mm,mm.-m
might merely provide that no such action would be taken without affording
to the Bank a reasomable opportunity to consult with and make recommendations
to the guarantor and the borrower, who should agree to give any such recom-
mendations sericus consideration. The loan contract should also econtain
appropriate provisions vhersby the borrower and the gwarantor would agree
that when conditions arise which threaten to imperil the maintenance of the
service of the loan, they will in good time comsult with the Bank as te
mmmuwmmmhm-mmm
should recognise the .-urgnonumum_ /“t.
mwu mammmm
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14, The extent of the rights which the Bank should reserve in
any particular situation must depend on the mature of the loan, omn its
relationship with other external debt, existing and contemplated, and
on other economic eircumstances of the borrower and the guarantor,
The comments of the Committee contained im the following paragraphs
must therefore be considered as statements of gemeral prineiple which

Wmmm-wm-ﬁm
of vepayment of the Bank's loan, The Bank's interest in this type of

action is so immediate that the loan econtract should mermally contain
provisions prohibiting the creation of sueh charges or priorities without
the prior consent of the Bank,

16, The Bank has an equally direct interest in agreesents, other  71'<S
than loan #f eredit agreements, which may in form or in effect create’ *j.r___}w__t_}_t
charges or/priorities on foreign exchange receipts of such nature as to fuuizm
affect the prospects of repayment of the loan, Certain types of bi-

lateral payments agreements, clearing agreements, commodity agreements

and barter agreements may have the effect of cresting charges of this

kind, m,m,mmmem/:g-;e:}::n::mum

interests and purposes of the Bank, it shedli- generally be suffistent R T
simply to require that the berrower or guarantor agree to consult with

the Bank in advance of making such agreements, &
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17 The Bank also has an interest in the smount of external debt
which the berrower may ineur. In most cases the principal reasons
impelling the borrower to seek a loan from the Bank will be the need
to import goods for purposes of economic reconstruction or development
and the faet that the balance of payments situation and prospects of
the borrower are such that it eanmot finance such imports by other
means than a lomg-term loan from the Bank, In such cases the prospects
of repayment of the loan will depend primarily on the future availability
to the borrower of the foreign exchange required for such repaymeat.
The Bank is therefore vitally interested that the fundamental asswsp-
tions upon which the amortisation provisions of the loan contract are
based and upon which the prospects of repayment depend shall not be
impaired by the creation of future needs for foreign exchange resulting
from excessive and economically unsound extermal borrowings, Here again,
however, as in the case of the agreements mentioned in the preceding
paragraph, certain kinds of action may not be disadvantageous for the
Bank, Some additional external debt may be beneficial from the Bank's
viewpoint as well as the borrower's. This subjesct should, therefore,
also be dealt with norwally by provisions requiring prior consultation
with the Bank, In genmeral, such provisions should take the form of
Wﬁ.mﬁmﬁdmlm,wof&m
service charges on external loans, which the borrower or guarentor may
contract vithout consultation with the Bank, with appropriate excepticns
to provide for refunding operations and certain types of short-term credits.



The amount of the limitations would depend on the estimated needs for
additional external fimancing and on the estimated balance of payments
prospects,

The Gommittee is of the opinion that no fixed policy can be
framed that will cover all aspects of the problem of loan administration
or fit each individual loan, It recommends that this report be approved
by the Executive Directors as a general statement of prineiples to guide
the staff fn earrying out 1ts respemetbilities in the fie1d of losa
adninistration,

Comzittee on Loan Poliey




Mr, G, C. Pineo. 27%h Febwuary 1947,

¥alter Mi11

m-m::n’wm:nmwuuma'h

1. The draft reports on the adminietration of loans all preseride a
code of beraviour for borrovers designed to onsure the masintensnce
of the service of losns, The tacit sesumption in the recommendations
is that the maintenance of the losn service is mainly a matter of the
goodwill of the dorrower,

2. This assumption, surely, is a quostionadle, not to say unrealistic, one.
Goodwill on the part of the dorrower is oaly ene of the faetors in the
maintensnce of the serviece of losns, Coodwill on She part of the lender
to aseept ecapital and iatereost payments i another, Sinee, at any rate
to degin with, the Bank will have to darrow ths greater part of its funds
in the United Ttates, snd simce 1t will lend to countries that are short
of dollars, 1t stands midwey between ereditor snd dedtor countries and
not betwesn ereditors snd debtors in the seme comntry. Auy malistie
approsch to the prodlem mwat therefore aim at a code of behaviour designed
to ensure complisnes by the lending coumtries as well as by the borroving
countries, TYot, thers i mot o word about posaidle transfor diffienlities
arising from the poliay of the landing countries sad of thelr avoldunce.

3. The ressoning underlying the draft reparts is that dorroving countries
should wdertake to Iméget at =1l eosts for = surplus st loast eguivalent
to the amount of the snmual dedt service in their external transsetions
with other nountries whieh, during the pext five years, means sn export
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surplus with the United States and the few countries whose currencies are
convertidle into dollars, They do not take into consideration the
corresponding merumption, that is that thers must emerge s corresponding
import surplus in leading countries or, alternatively, that the mmounte
due in dedt service must be re-lent to the dorrower., If borrowing
comtriss are asked $o buiget for an expert surplue at lesst ecuivalent
to the cost of the debt service without regard to the poliey of the lending
countries, the volume of their imports mmst be limited rigidly to the
Amport sad lending poliey of the landing countries, irrespective of needs,
(Thie, ineidentally, muy compel debtor countries to maintein cusntitative
import restrietions well Deyond the pariod of 5 years envisaged by the
Bretton Woods Act.) If the ereditor countries choose to cut their imports
or not to inerenss them sufficiently, snd if they choose to reduce the
volume of foreign lending, then the borroving countries smust suffer eerious
hardehip. 1If, om the other hand, the oreditor countries pursue an
sxpansionist poliey in their imports or lending or doth, no & fficulties
will arise,

4, 1If this lime of appyronch is ascepted, then the borrowing countries should

be given the right to consult with the Rank 1f they eperience tranefor
difficulties ariasing from the wnwillingness of the lending countries to
absord an sppropriste volume of goods and services,

S5« With reference to the Prench lLosn contrzot { the prodlem is the same with

other coumtries) the “setiom on "Arvengements to ensure thst the Service
of the losn can end will o maintained” (paragruphe 16«19 of the Draft
dnted Pedrusry 19th) night be rewcast on some such lines,
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It should be recognised that the maintemanse of the
service of the loan iz not merely & matter of sbility
but sles of the lending commtriee. If the borrowing
countries are ssked to dudget for an export wmrplus at
least equivalent to the ecost of thelr totel dadt gerw
vies) with othsr countries, then the lending countiries
cun be asked to budget for am import surplus large
enough to =nadle the dorrowing countries to dischuapge thely
liabilities, &-m-nwwm.uwn
with borrowing countries about the evolutlon of their
balence of puymmute; the dorrowing coumtries cen
legitinately 2ak to comsult with the Bsak sbous the
evolution of the balance of payments of landing countries.
Sudject to the recognition of the transfer protlem, the
Bank ie¢ dound by the Articles of Agreament to emsure that
the borrowing country is maintaining the service of &
loan to the best of 1ts abllity. If the Sexk is %0
live up to ite rosponsidility, the comdraet should proe
vide for the right to conmult with the borroving country
sbout the evelution of 1te dalsnse of paysmmte, for the
incluslon of eertsin enfegmards, and for the provision
by the dorrowing eoumtry of adequate informstion end
statistice,

Sanmltatlong, Arrsngements should be made for
eontinuons consultation, se diptinet from consulsation
vhen diffieulties/
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when diffieulties have arisem. uﬁ-mmum
sides to 41 souss Sheir prodlems periedically, infomeslly, and
vithous the publieity that is aluost insepsrsdle from ‘erisis’
conferences,

Sefesuarise The dorroving coustry wuld undertake to budget
Mnmmummmuamum
it to she best of its sbility; the Baak in turn wonld ofjust
mmumﬁmcmmmm
thW”aMttmm
mmwmmuﬁ-m
country. The borroving country would mndertake mot to
ereate sny prior charges (by one mesns or snother) om ite
q-tmm-hm-nwm-uummm
wvith the Bamki similarly, it would undertake to inforg the
mmwmnammuhmm
debt.

Iafermation. The derrewisg couatry wuld sgree to provide
the Bsak st regular intervals with information suf fisient
%0 & current sppralssl of the awslution of its balsuoe of
Mumuuﬁm#wmc—uudu
fineneis) agreensuts or srrangemeats msde with ether
countries,



Cormittee on Loan Poliey
Document No. 4

INTERNATIONAL BaNK FCR
RECONSTRUCTION AND DEVELCOPMENT

February 20, 1947

COMMITTEE ON LOaN POLICY

UNITED STATES PROPOSAL WITH RESPECT TO TRADE
AND OTHER POLICIES IN BORROWING COUNTRIES

In the course of discussion, at the méeting of the Committee on
Loan Policy on Thursday, February 20, 1947, on Loan Supervision
(Committee on Loan Policy, Documents Nos. 2 and 3), Mr, E.G. Collndo,
Executive Director for the U.S., refer:ed to the proposal of the United
Gtates with respect to trade and other policies in borfowing countries,

Hereunder is the text of the proposal, the substance, rather than
the wording of which, lr. Collado stresses as of importance to the
Cormittee discussion on Loan Supervision:

#Since the basic purposes of the Bank, among others, are to
assist in the reconstruction and development of the terri-
tories of menmbers, to promote the long range balanced growth
of international trade and the maintenance of equilibrium

in balances of payments, and to bring about a smooth transi-
tion from a wartime to a peacetime econonmy;

And since the commercial and financial policies of each
borrower may have a direct effect upon (1) the sucoess of
projects financed by the Bank in any mermber country, (2)

the total financing needs of the borrower or of other nerber
countries, and (3) the ability of the borrower or of other
neriber countries to discharge their obligations to the Bank;

The borrower shall refrain from commercial and finaneizal
arrangenents which are inconsistent with the basic purnoses

as provided in Article I of the Bank's Articles of Agreement,
and if the Bank should indicate at any time that in its opinion.
the commercial and financial policies of the borrower are such
as to inpede the suceess of the projects financed by the Bank

Sec—-424
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in any member country, or to increase undulyr the
total borrowing needs of member countries, or %o
jeopardize fulfillment of the borrower's or other
member countries! obligations to the Bank, the
borrower shall consult with the Bank concerning
guch policies with a view to taking any necessary
corrective measures."”
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Committee on Loan Policy
Document No. 3

INTERNATIONAL BANK FOR
RECONSTRUCTION AND IEVELOPMENT

February 17, 1947

COMMITTEE ON LOAN POLICY

In accordance with the request of the Committee on Loan
Policy, there are submitted herewith brief descriptions of provisions
which might be included in loan contracts to carry out some of the
principal recommendations in the report dated January 14, 1947, of
the Staff Commitfee on Loan Supervision (Gommittee on Loan Policy,
Document No. 1)« The provisions described are intended only as
examples. The wording of the actual provisions will necessarily vary
as among the different loans and it is probable that different types
of provisions would have to be included in some loan contracts to
adapt the policies propesed in the Committee's report to the circumf

stances of particular cases,

Staff Committee on Loan Supervision

Ce A. Mclain, Chairman
D, Crena de longh
Richard Ha. Demuth

A. SD GQ HOSJ'
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Committee on Loan Policy
President :
Vice President

Treasurer

General Counsel

Loan Director

Research Director
Secretary
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Committee on Loan Policy
Document No. 3

INTERNVATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

February 17, 1947

DESCRIPTION OF TYPES OF PROVISIONS FOR LOAN CONTRACT

I - PROVISIONS REGARDING DISBURSEMENT OF THE TOAN.

Such provisions would include provisions to the following effect:

(a) The Bank will open an account on its books in the name of the
borrower and will credit the amount of the loan to such accounte
Withdrawals from that account will be permitted only in accordance
with the provisions of the loan contract.

(b) The contract will include a reasonable description of the goods
and services to be purchased by the borrower with the proceeds
of the loan.

(¢) Vhenever the borrower desires to draw on the loan account, it
shall deliver to the Bank an application in writing setting forth
(i) The amount to be withdrawn;

(ii) A reasonably itemized stotement of the expenditures made by
the borrower for goods or services for which reimbursement
is requested, including the prices of the goods or services
purchased, the dates of payment, the names and addresses of
suppliers, the destination of such goods or services and the
purposes for which they will be or have been used in con-
nection with the project;

(ii1) A statoment that the amount to be withdrawn is required to

Sec-411
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reimburse the borrower for expenditures made by the borrover
for the purpose specified in the application;

(iv) A statement that the borrower has not theretofore withdrawn
or applied for withdrawal from the loan account, or from any
other credit available to the borrower, of any amounts for
the purpose of reimbursing the borrower for such expenditures;

(v) A statement that such expenditures were made for the purpose
of coarrying out the project and that the goods or services
purchased by means of such expenditures are approprinte for
such purpose and that the cost thereof is not unreasonable.

(d) Each application shall be accompanied by originnl or duplicnte
receipted bills or invoices and other documents sufficient to
show that the expenditures covered by the epplication have been
made for the goods or services specified thercin and that the
amount to be withdrawn from the loan account is to be used only
for the purposes for which the loan is granted.

(e) 1In order to facilitate approvel of such applications the borrower
may request the Bank to approve any proposed expenditure prior to
the time when the borrower shall place the orders for the goods or
services involvede

(f) The Bank will not be required to meke any advance unless it is
satisfied that the borrower is currently complying with all the

terms and conditions of the loan controct.
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II - COVENANTS OF THE BORROWER* RELATING TO
MAINTENANCE OF THE SERVICE OF THE LOAN.

Such covenonts would include covenants to the following effect:

The borrower will use its best efforts to carry out the project . **
If any condition arises which shall moke it necessary or advisable
to moke any material modification in the project, the borrower will
consult with the Bank sufficiently in advence to enable the Bank

to consider the proposcd modification and to present to the borrower

the comments of the Bank thercon, and the borrower will give due

The borrower will not, without the prior consent of the Bank, make
any cgreement which creates, or the effect of which is to create,
any charge or oﬁher priority upon the borrower's foreign exchonge
receipts or othe? external revenues, except as seccurity for short—
torm indebtedness of the borrower contracted in the ordinery course

of its international trode to finance current, self-liquidating

The borrower will not, without the prior consent of the Bank,
enter into any agreement which would interfere with the accomplish~

ment of the purposes of the loan or the meintensnce of the service

(2)
consideration to such comments.
(v)
transactions.
(e)
of the loan.
%

e

In cases in which the borrower is not a member of the Bank tho
momber of the Bank (or its ageney) which gunrantces the loan will
olso make such covenants,

In this memorandum the term project also includes goneral progroms
of cconomic reconstruction.
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(d) If any conditions shall arise which shall interfere with, or threaten
%o interfere with, the accomplishment of the purposes of the loan
or the maintenance of the aer?ice of the loen, the borrower will
consult with the Bank promptly for the purpose of considering
what action, if any, should be taken in order to meet such conditions;
and the borrower will keep the Bank currently infermed of any such
conditions which arise or threaten,

(e) The borrower will furnish the following information to the Bank:
(1) Periqdic reports showing in reasonable detail the progress of

the preject, including the use made of the goods or services
purchased with the proceeds of the loan;:

(i1) Periodic reports showing the international balance of payments
Position of the borrower, setting forth by categories and by
countries foreign exchange payments ang receipts;

(1ii) Periodie reports showing the amount and status of the external
debt of the borrower, its political sub-divisions and its
agencies;

(iv) Copies of external financial, loan, clearing, monetary, com-
nmercial and trade agreements entered into by the borrower, and
all agreements providing for the guarantee by the borrower of
external obligationg;

(v) Copies of all legislation and decrees relating to er affecting
the project or the service of the loan, including legislation
and decrees with respect to foreign exchange controls, trade

restrictions, the budget, price and wage controls, etc,:
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(vi) Such other information concerning the foreign exchange and
ccononmic position of the borrower as shall be relevant to the
maintenance of the service of the loans

(f) There shall be mede available to the Bank all information which
the borrower shall furnish, or be required to furnish, to the
Internﬁtional Monetary Fund and other public international organi~-
zations,

(g) Focilities shall be made aveilable to the Bank, as it may recasonably
request; for examining or obtaining the material contained ip sources
from which the information furnished to the Bank is compileds

(h) Bxternal debt limitations.,

Such provisions will necesserily vory according to the cir-
cumstances of the particular loan, In general they will take the
form of limitations on the aggregate amount of external loons, or
of anmmuanl service charges on external loans, which the berrower
noy contract without the consent of the Bank or without adequate
consultation with the Bank, The aim of such provisions would be
to linit the amount by which the borrower might increcase its
ageregato requirements of foreign exchange for the payment of service
chorges on its external debt. Cortain exceptions to such linitations
would, of course, have to be made in respect of such matters as
refunding operations and short-term indcbtedness contracted in the
ordinary course of intornationnl trade to finence current, self-
liguidating tronsactions.,. The degree of stringency of such
limitotions will to a large extent depend on the estimates which

can be made at the time the loan is made with regard to the future
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bolance of payments prospects of the borrower and the degree of
confidence which the Bank con place in such estimates. In cases
in which such estimates leave a narrow morgin of safety or where
they are subject to a large morgin of miscalculation the limi-
totions with regard to the contracting of additlional external
debt will need to be more stringent than in cases in which the
estinates as to the balance of payments prospects of the borrower
are nore optimistic and more certain. fho anount of the limitation
would also depend on the estimated needs of the borrower for ad-
ditional external finencing and the extent to which the estimated
balance of payments prospects of the borrower leave room for such
additional financing without imperilling the prospects of repay-
ment of the Bank's loan.

NOTE: The above outlined provisions would, of course, have to be

rnodified or supplemented according to the circunstances of
the particular loan.
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Connittee on Loan Policy
Document YNo. 2

INTERNATIONAL BANK FOR
RECCNSTRUCT ION AND DEVELOPMINT

Tebruary 17, 1947

COM{ITTEE ON LOAN POLICY

FROM: The Secretary

DRAFT REPORT OF SUPERVISION OF LOANS

The attached draft Report on Supervision of Loans was
prepared by the Staff Committee on Loan Supervigion in compliance
with the request made by the Committee on Loan Policy at its meet-
ing on January 20, 1947.

The draft Report will be considered at an early meeting
of the Committee on Loan Policy with a view to its submission to

the Executive Directors,

Distributions

Committee on Loan Folicy
President

Vice President

Treasurer

General Counsel

Loan Director

Research Director
Secretary

EW /eps
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CONFIDENTIAL DRAFT Committee on Loan Policy
Document No. 2

INTERNATIONAL BANK FOR
RECONSTEUCTICH AND DEVEIOPMENT

February 17, 1947

COMMI: ON LOAN POLICY

REPORT O SUPZRVISICHN OF LOAWS

The Ad Hoc Committee on Pending Loén Applications requested the staff
'(3—35. approved October 22, 1946) to present its comments and recommendations
in respect of the measures the Banl: should take to supervise its loans. The
President of the Bank thereafter apnointed a Staff Committee on Loan Supervision,
which filed with the Committee on Loan Policy a report on this matter dated
January 14, 1947. (Committee on Loan Policy Document No. 1).

Upon consideration of the staff report and after discussion of the
questions of policy raised thereby, the Committee on Loan Policy submits the

following revort to the Executive Directors.

A, THE FUNCTIONS OF THT BAX IN RESPECT OF THE ADMINISTRATICH OF LOANS.

1s Subsections (b) and (¢) of Section 5 of Article III of the Articles of

Agreenent of the Bank provide as follows:

"(b) The Bank shall make arrangements to ensure that the proceeds
of any loan are used only for the purposes for which the
loan was granted, with due attention to considerations of
economy and efficiency and without regard to political or
other non-economic influences or considerations.

"(c) 1In the case of loans made by the Bank, it shall oven an
account in the name of the borrower and the amount of the
loan shall be credited to this account in the currency or
currencies in which the loan is made. The borrower shall
be permitted by the Bank to draw on this account only to
meet expenses in connection with the project as they are
actually incurred.™

2 Having regard to the general purposes of the Bank as set forth in its

Articles of aAgreement and to the fact that the greater part of the loans which
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the Bank will make will be made out of funds borrowed by the Bank from private
investors, it must be recognized that the resnonsibilities of the Bank with resard
to the administration of loans made by it go beyond the specific duty of making
arrangements to ensure that the loans are used only for the purposes for which
they are granted. Those responsibilities include the responsibility for naking
appropriate arrangements to ensure that the purposes for which the loans ore
granted will be accomplished and that the service of the loans will be maintained.
3 In considerinz the methods which the Bank should adopt to carry out
those responsibilities, two aspects of the problem should be carefully distin-
guished. The first concerns the rights which the provisions of the loan contract
should give to the Bank. The sccond concerns the extent to which those rights
should be exercised by the staff of the Bank in its n~dministration and application
of the provisions of the loan contract.

L. The Bank's responsibilities require that the loan contract shall contain
appropriate provisions setting forth the arrangements whereby the Bank shall be
kept fully and currently informed of the progress of the oroject or »nrozram for
which the loan was granted and of the development of any conditions which might
prevent or interfere with the accomplishment of that project or program or the
maintenance of the service of the loans The loan contract ghould also contain
arrangements affording the Bank timely opnortunity to consult with the Torrower
and the guarantor (if any) and to take timely and amoropriate action in order to
ensure in so far as it properly can do so that the purposes of the loan are not
defeated and that the service of the loan is maintained.

5e In the nature of things, the provisions of the loan contract must be
broad and general in character, more especlally because it will be irpossible

to foresee when the loan contract is nade what specific conditiong may arise
which will require the Bank to avail itself of guch provisions. Since the ex-

treme and exceptional contingencies will be those in which the Bank will have the

Sec-410



S

greatest need ﬁq exercise its functions most firmly and effectively, it will be
necessary that the provisions of the loan contract are such as to ensure thot
the Bank will have adequate opportunity and adequate power to deal with such
contingencies in the best interests of all its members; While such provisions
will necessarily vary as among different types of loans, it must be borne in
mind that the Bank will probably not find it feasible to discriminate among
borrowers with regard to the general scope of such nrovisions,

6. On the other hand, so far as concerns the exercise of the Banl's
righte when the staff is called upon to administer and apply the vrovisions of
the loan contract, the Bank should find it practicadle to adapt the apnlication
of the provisions of the loan contract to the circumstances of the particular
cases Only infrequently should the Bank find it necessary to take all of the
measures which may be permitted under the loan contract,.

T The arrangements which shall be set forth in the loan contract and
the administration of such arrangements by the Bank's staff must be such as

not to offend the dignity of the government concerned or to involvé interfer-nce
in the internal politics of the particular country. They must also be such as
not to make the Bank actually or apparently resvonsible for the conduct of the
particular project or program or of the affairs of the borrower or the guarantor,
8 The nature and purposes of the loans will be such in most cases as

to require that the Bank exercise its administrative functions not only at its
principal office in Washington but also through revresentatives in the country
in which the loan is made and in some cases in the countries in which the pro-
ceeds of the loan are expended. As 2 matter of policy and economy, whenever
practicable, such field representatives should operate out of regional offices
of the Bank rather than be detailed specifically to a particular country.

Q. In general the costs of loan administration should be borne by the

Bank as part of its general operating expenses rather than be charced to the
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borrower as a specific part of the cost of the loan. In exceptional cases in
which the borrower may request special services in connection with the administra-
tion of a loan, the borrower will undoubtedly be willing to pay the cost of such

special services.

B. ARBANGEMENTS TO ENSURE THAT THE PROCETDS OF THE IOAYN ARE
USZD ONLY FOR THE PURPOSES FOR WHICH IT WAS GRANTED.

10, From the standpoint of the Bank the most practicable arrangement for
supervising the expenditure of the proceeds of a loan will be for the borrower

in the first instance, by use of its own funda.or of a short-term banking credit
obtained by it for the nurpose, to make payment for the goods or services in
question and then to request the Bank to advance the amount of such payment under
the loan. Other arrangements may, of course, be made where they =2re more suit-
able to the particular case at hand; for example, it mizht be agreed that the
borrower might draw on the Bank a draft in favor of the supplier to whon the
expense is payable; or the Bank might in some cases open with a commercial bank
a documentary letter of credit in favor of the particular supplier; or the Bank
might agree, in special cases and'undar appropriate conditions, to advance funds
out of which the borrower will pay the expenses in the first instance, replenish-
ment of such funds to depend upon the furnishing of adequate proof that expenses
paid therefrom were consistent with the contract.

11, The loan contract should entitle the Bank to require the borrower, in
order to sunport an advance, to furnish adequate proof that the money is used
for the purposes for which the loan was granted, with due attention to consider-
ations of economy and efficiency and without regard to political or other non-
economic influences or considerations. It might, for example, be arranged that
the borrower will furnish with each request for an advance an appropriate certi-

ficate to the effect that the amount to be advanced has been or will be pnaid to
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actual suopliers of goods or services required for the project or program for
which the loan was granted; that the goods or services are of such character
that they will fulfill the purposes for which required; that the amount paid
and the terms of purchase are not unreasonable; and that the expenditures for
which the advance is requested have not theretofore been reimbursed to the
borrower from the loan account and that they have not been and will not be used
as a basis for advances under any other loan or credit which may be available
to the borrower. The loan contract should, of course, put the Bank in a position
to verify the accuracy of the certification, to the extent deemed appropriate
in the particular case, In that connection, the loan contract should contain
appropriate representations by the borrower with regard to all other loans and
credit arrangements available to the borrower, in order that the Bank can be
assured that the expenditures for which advances under the Bank's loan are re-
quested have not been and will not be financed by other loans or credits.

12. The borrower should have opportunity, where anpropriate, to secure
the approval of the Bank to its purchases prior to making commitment therefor.
13 The loan contract should entitle the Bank to ascertain whether the
goods or services for which an advance is made are actually and properly used
as contemplatéd in the loan contract, The administration of such provisions
will normally be the duty of a field representative of the Bank. The type of
representative and the extent and character of the staff and consulting services

which he may need will depend on the type of loan,

C. ARBANGEMENTS TC ZNSURE THAT THE PROJECT FOR WHICH THE LOAN

WAS GRANTED WILL aCCOMPLISE THE PURPOSES OF THE TLOAN.
14, In the case of a loan for a specific project, the loan contract should

contain provisions, such as those for inspection, the furnishing of information,

and the making of representations by the Bank, sufficient to protect the interest
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of the Bank in the efficient and economical operation of the project. Such
provisions might also, to some extent, be applicable to loans granted for other
than specific projects.
15 The type of arrangements contemplated by paragraph 14 should generally
be administered primarily by the field representatives of the Bank, subject of

coufse to direction from the principal office.

D. ARRANGEMENTS TO ENSURE THAT THE SERVICE OF THE LOAN
CAN AND WILL B3 MAINTAINAD.

16, The loan contract should ~rovide that the borrower and the guarantor
(when a member of the Bank is not the borrower) will furnish the Bank currently
with full information with regard to the conduct of the project or program for
which the loan is made and with regard to any other matters which are relevant
to the purpose of the loan and the maintenance of service on the loans They
ghould also undertake to make available to the Bank, as it may reasonably re~
quest, facilities for examining or obtaining the material contained in the
sources from which such information is compiled, Arrangements should also be
made whereby information which a member of the Bank is required to furnish to
the Fund and other public international organizations shall be made availlable
to the Bank, |

i Bt The loan contract should contain provisions adequate to protect the
Bank against action by the borrower or the guarantor which would imperil the
maintenance of service on the Bank's loan, such as the making of agreements
which formally or in effect create charges or other priorities on revenueé or
foreign exchange receipts of such nature as to endanger repayment nrospects of
the loan; the creation of additional exteénal debt of such character and in such
amount as would end&nger repayment prospects of the loan; and other similar

action.
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18. The purpose of the suggested provisions relating to external debt
gshould perhapshﬁe explained in some details In most cases the principal reasons
impelling a borrower to seek a loan from the Bank will be the need of the borrow-
er to import goods for purposes of economic reconstruction or development and
the fact that the balance of payments situation and prospects of the borrower are
such that it cannot finance such imports by other means than a long-term loan fronm
fie Bk In such oases the prospects of repayment of the loan will depend primarily
on the future availability to the borrower of the foreign exchange required for
such repaymeﬁt. In fixing the terms of amortization of the loan, the Bank should
take into account the balance of payment prospects of the borrower and 1ts pros-
pective needs for foreign exchange for all purposes, including the need for
foreign exchange to meet its existing external debt. Thus, the Bank should
arrange the terms of amortization of the Bank's loan so that the total annual
service charges on all the borrower's external debt will not be excessive in any
one year., In many cases, this may be accomplished by permitting the borrower to
delay repayment of principal on the Bank's loan for a number of years or by
establishing a schedule of annual amortization payments which takes into account
any substantial variations from year to year in the aggregate service charges

on the borrower's total existing external debt. The Bank should, therefore, see
that the loan contract contains appropriate provisions to ensure that the funda-
mental assumptions upon which the prospects of revayment of the loan and the
amortization provisions of the loan contract are based will not be impaired by
the creation of future needs for foreign exchange resulting from excessive and
economically unsound external borrowings., Unless the Bank s protected by
provisions of that nature, it may be forced to provide less favorable terms

of amortization in order to protect itself against the risk that subsequent

creditors will take advantage of the relatively lenient amortization provisions
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of the Bank's loan in order to obtain repayment of their loans in the earlier
years when amortization payments on the Bank's loan are relatively small, In
that connection the loan contract should also contain provisions whereby the
Bank will be kept currently informed throughout the 1ife of the loan of the
status of the external debt of the borrower.
19, The Borrower should alsc agree that when conditions arise which
threaten to imperil the maintenance of the service of the loan, it will in good

time consult with the Bank as to possible measures to combat such conditions.

CONCLUSION
The Committee is of the opinion that no fixed nolicy can be framed
that will cover all aspects of the problem of loan admiristration or fit each
individual loan. It recommends that this report be approved by the Executive
Directors as a general statement of princinles to guide the staff in carrying

out its responsibilities in the field of loan administration.

Committee on Loan Policy

Chairman
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Februsry 11, 1947

Committee on lLoan Folliey

In seccordsnee with the request of the Comuittee on
Losn Poliey, there are cubmitted herewith brief deseriptions
of provisions which might de ineluded in loan contraele %o
carry out some of the prineipsl recomnendstions in the report
deted Jenuary 1h, 1947, of the Starf Mztm an Losn
fupervieion, The proviesiones described sre intended only ae
examplee. The wording of the setusl previsions will necee-
sarily very ae among the different loene snd 1%t ie probabdle
that different types of provieions would have to be ineluded
in some losn contreets to adapt the polieles propored in the
Gommittee's report to the circumetonces of partioculsr cases.

ftaff Comnittee on loan HSupervision

TUOR. Velain, Chairman

P, Crena de longh
Riehard Demuth
Arthur Hoer
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February 11, 1947

The AQ Hog Committee on Pending Loan Applications
requested the staff (R.35) to present its comments and recom-
mendationa in respect of the measures the Bank should take
to supervise 1ts loans. The FPresident of the Bank thereafter
appointed a Staff Committee on Loan Supervision, which filed
with the Committee on Loan Feolley & report on this matter
dated Januery 14, 1947. (Committee on Loan Poliey Document
No. 1).

Upon consideration of the staff report and after dls-
cussion of the questions of policy raised thereby, the Committee
on Loan Poliecy submits the following report to the Ixecutive
Directors.

A,

~ & T T g T
1. Subsections (b) and (e¢) of Seetion 5 of Article III
of the Articles of Agreement of the Bank provide as follows:

'(h) mmm1m to ensure
that the proceeds of are used only
for the es for mumm

pmf ed, wit) &;ﬂm attention ”ﬂmm:mmﬂ.
of sconomy snd e r-cl
to ponthal or other non-esonomie influences
or considerations.

"(e) In the case of loans made by the Benk, it shall
an seeount in in the name of the borrower and
amount of the loan shall be eredited to this

aceount in the currency or currencies in wvhich
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2, Having regard to the general purposes of the Bank
as set forth in its Articles of Agreement and to the faet that
the greater part of the loans which the Bank will make will be
made out of funds borrowed by the Benk from private investors,
it must be recognized that the responsibilities of the Bank
vith regard to the administration of losns made by it go
beyond the specific duty of making arrangements to ensure
that the loans are used only for the purposes for wvhich they
are granted. Those responsibilities include the responsibility
for making appropriate arrangements to ensure that the purposes
for which the loans are granted will be accomplished and that
the service of the loans will be meintained. |

3. 1In considering the methods which the Sank should
adopt to earry out those r“mlhnauu, two aspeets of the
problem should be carefully distinguished. The first concerns
the rights which the provisions of the loan contraet should
give to the Bank, The second concerns the extent to which
those rights should be exercised by the staff of the Bank in
ite administration and application of the provisions of the
loan contract.

b, The Bank's responsibilities require that the loan
contract shall centsin appropriate provisions setting forth
the arrangements vhereby the Bamk shall be Xept fully and

currently informed of the progress of the »rojest or program
et S S
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for which the loan was granted and of the development of any
conditions which might prevent, or interfere with the accom-
plishment of that preject or program or the maintenance of
the service of the loan the arrangements whereby the Bank
ghall have a timely oppertunity to consult with the borrower
and the guarantor (Af any) and to tske timely and sppropriate
uﬁmhmﬁmhnﬁruummﬂymbn
that the purvoses of the loan are not defeated and that the
gerviee of the loan is maintained.

5, In the nature of things, the provisionas of the
losn contract must be broad and general in character, more
especlally because 1t will be impossible to foresee when the
loan contraot is made what specific conditions may arise
which will require the Bank to avall itself of such provisions.
Sinee the extreme and execeptional contingencies will be those
in which the Bank will have the greatest need to exercise 1ts
funetions moet firmly and effectively, 1t will be necessary
that the provisions of the loan contract are such as to ensure
that the Bank will have an adequate opportunity and adequate
power %o deal with such contingencies in the best interests
of all its members. While sueh previsions will necessarily
vary as among different types of loans, it must he borne in

\-m that the Bank will probably not find 1t feasible to dls-
r‘{

‘eriminate among borrowers with regard to the general scope of
\mahmhuu._
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6. On the other hand, so far as concerns the exeroise
of the Bank's rights when the staff is called upon to administer
and apply the provisions of the loan contract, the Bank should
find 1t practicable to adapt the application of the provisions
of the loan eontract to the elreumstances of the particular
case. Only infrequently should the Bank find 1t necessary to
take all of the measures whiech may be permitted under the loan
contract.

7. The arrangements which shall be set forth in the
loan contreet and the adminlstration of such arrangements by
the Bank's staff must be such as not to offend the Aignity of

 the government concerned or to invelve interference in the
internal politics of the partieular ecomntry. They must alse

be such ag not ulmmamku-mmermpamuymm-
sible for the conduet of the particular projeet or program or

. of the affairs of the borrower or the guarantor.
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8. The nature and purpoges of the loans will be such
in most eases ag to require that the Pank exereise 1ts admini-
strative functione not only at its prineipal office in Washington
but alse through representatives in the eountry in whieh the
loan is mede and in some gases in the countries in which the -
proceeds of the loan are expended. As a matter of poliey and
eoonony, whenever nracticable, such fleld representatives should

| operate out of regional offices of the Bank rather than be de-

i R

talled speeifieally to a partieular country.
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9, In general the sosts of loan administration should
be borne by the Bank as part of its general operating exrenses
rather than be charged to the borrower as a speeific part
of the cost of the loan. In exceptional sases in which the
borrower may request special services in connection with the
administration of a loan, the borrower will undoubtedly be
willing to pay the cost of such specisl services.

(';"':r?r -5 mr'r;ﬂmr: fie Turse
10. From the standpoint of the Bank the meat practicable

arrangement for supervising the expenditure of the proceeds of

s loan will be for the borrower in the first instance, by use

of 1ts own funds or of a short-term banking credit obtained by

it for the purpese, to meke payment for T goods or services

in question and them to requeat the Bank to advance the smount

of such peyment under the loan, Other arrangements may, of

course, be made vhere they sre moré sultable to the partleular

eage at hand; for example, it might be agreed that the borrower

m&tdnvmthoankam{tmmerthoawpncrhm

the expense is payable; or the Bank might in some cases open

with a commercial bank a documentary letter of credit in favor

of the partiocular supplier; or the Bank might agree, in speelal

cases and under appropriate conditions, to advance funds E_-om

mmamermxehmummlmm
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expenses in the flrst instance, replenishment of such fund to
depend upon the furnishing of adequate proof that expenses pald
_ therefrom were consistent with the contraet.
11, The loan sontract should entitle the Bank to require

b0 e i |

e mwnmnm.,uMahMHu
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piee 3 t for whiech the loan was granted, with due attention to consider-

wilMohe | smu of economy and efflelency and without regard to Mli‘lﬂ.ul
 Yum'a  \or other non-economle influences or considerations. It might, for

% " exemple, be arranged that the borrower vill fumish vith each re-

b

J_wmb quest for an sdvance an apprropriate certificate to the effect that
spwv o~ | the amount to be sdvanced has been or will be pald to setual sup-
‘ “’“”*ur"l /pliers of goods or servieces required for the project or program
e i for which the loan was granted; that the goods or services are of
such character that they will fulfill the purposes for which m) Ane
required; that the amount pald and the terme of purchase are not
{ unreasonable; and that the expenditures for which the advance is
requested have not theretofore been reimbursed to the borrower fm
the loan agccount and that they have not been and will not be used
a8 a basls for advances under any other loan or eredlt which may be
LT 3w, avallable to the borrower. The loan eontract should, of course, put
' e, the Pank in a position to verify the accurasy of the certification,
to the extent deemed aprropriate in the particular case. In that
connection, the loan eontract should contain appropriate representa-
tions by the borrower with regard to all other loans and oredit
_ wmxauumm,'momrmnmmuxm
\] be assured that the expenditures for which advances under the Bank's
loan are requested have not been and will not be financed by other
~ loans or eredile.



12. The borrower should have opportunity, where appro-

“a M,w-mmwermmhtu'mm
. to making commitment therefor.

13. The losn contract should entitle the Pank to aseertaln
vhether the goods or services for which sn advance is made are
sctually and properly used as coantemplated in the loen centraet.
The sadministretion of such provisions will normelly be the duty
" of a fleld representative of the Sank., The type of representa-
‘uwmmo'mmmmmm of the staff and consulting

i v \m-ruu which he may need will depend on the type of lean.

i %\'

14. In the ease of a loan for a specifie project, the
loan contraet should econtaln provisions, such as those for
inspection, the furnishing of information, and the making of
representations by the Bank, sufficient to protect the lnterest
of the Bank in the efficlent and economleal cperation of the
project. Such provisions might also, 6 some M, be appli-
cable to loans granted for other than tmutﬁa projects.

15. The type of arrangements contemplated by parsgraph 1h
should generslly be administered primarily by the fleld repre-
gentatives of the Bank, subject of course to direction from the
prineipal office,



pan o AT
. 16, The lean contract should provide that the borrower
mmm(m:marmsmkumtmom)
mmmmx«muwxmmn information with regard
}f;to hmmerthpﬁutarmmm&tholmh
MMﬂ&Wt@wo‘uﬂrmﬂm which are relevant %o
mwmormmmmmtmnornmamm
. :M mqmemanmmmumoamunemmm.
W9 o2 88 1% may reasonably request, faclilities for exsmining or obtalne

- vhich would imperil the maintemsnce of service on the Bank's loan,
v i such as the mnng of agreemente which formally or in effect ereate
WA charges arkmmun on revenues or foreign exchange receipts of

G- 'M nature as to endanger repayment proaspeecta of the loan; the
"% |ereation of additions) exbernal debt of such sharasser snd in such
amount as would endanger repayment prospects of the loan; and other
eimiler action.
18, The purpose of the suggested provisions relating to
tong.term- externsl debt should perhepe be explained in some detall.
In most eases the prineipsl reasons impelling = borrower to seek a
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loen from the Bank will be the need of the borrower te import
goode for purposee of economiec reeonstruction or development

snd the faet that the balance of peyments situstion and prospecte
of the borrower are such thet 1t cennot finance such imports by
other mesns than a long-term lesn from the Bank, In sueh ocnres
the prospeets of repayment of the loan will depend primarily on
the future aveilability to the borrower of the foreign exchsnge
required for mh'rtpanont. In fixing the terms of amortizatlion
of the losn, the Bank ghould tske into secount the belsnce of
payment proespecte of the borrower and ite prospective neede for
foreign exehange for all purposes, ineluding the need for foreign
exchenge to meet ite existing external debs. Thus, the Bank
Ahould srrange the terme of amortization of the Bank's losn so
that the total annual serviee chargee on all the borrover's
external debt will not be execeseive in any one yesr. Ia meny
cares, thie may be asccompliched by permitting the borrower to
delay repayment of prinecipal on the Bank's loen for a number of
yeare or by establishing s schedule of annual amortization paymente
which tzkes into secount any substantisl veriatione from year to
yeser in the aggregate service charges on the borrower's total .
existing external debt. The Bank should, therefore, see that

the losn contract contains apprepriste proviriones to ensure that
the fundsmental assumptions upon vhich the prospects of repayment
of the loan snd the amortization provieione of the leoan contraetl
are beged will not be impaired by the ereation of future needs for
foreign exchsnge resulting from excesrive snd economleslly unsound
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external borrowings. Unless the Bank is protected by provisions
of that nature, 1t may be forced %o provide leass favorable terms
of amortization in order to proteet itself against the risk that
subsequent oreditors will take advantage of the relatively lenient
amortization provisions of the BEank's loan in order to obtaln re-
wtotthhhmh%cm”mm“ﬁu
payments on the Bank's loan are relatively small. In that con-
nection the loan contrect should alse contaln provisions whereby
the Bank will be kept currently informed throughout the life of
the loan of the status of the external debt of the borrover.
19. The Borrower should also agree that when conditions M

arise which threaten to imperil the meintenance of the service
of the loan, 1t will in good time consult with the Bank as %o
roesible measures to combat sueh conditions.

Coneglusion
The Committee is of the opinion that no fixed poliey ean
be framed that will cover all aspeets of the problem of loan
administration or fit each individual losn. It recommends that
this report be approved hy the Kxeoutive Directors as a genersl
gtatement of prineiples to guide the staff in carrying out its
responsibilities in the field of loan administration.

Committee on Loan Polley

Ohairman
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Sueh provisions would inelude provisions to the following effect:

(2)

(b)

The Bank will open an account on its books in the name

of the borrower and will oredit the amount of the loan

to such account. Withdrawals from that account will be
permitted only in accordance with the provisions of the
loan contract. il

The contract will ineclude sxh'urlption of the gooda and
services to be vurchased by the borrower with the proceeds

of the loan.

(e) ‘henever the borrower desires to draw on the loan aeccount,

it shall deliver to the Bank an application in wiriting

setting forth

(1) The amount to be withdrswn;

(2) A reasonably itemized statement of the expenditures
made by the borrower for goods or services for which
reimbursement 1s requeated, ineluding the prices of
the goods or services purchssed, the dates of payment,
the names and addresses of suppliers, thc destination
of such goods or services and the purposes for which
they will be or have been used in conneetion with the
project;



(3)

(%)

-2-

A statement that the amount to be withdrawn 1s
required to reimburse the borrower for expendi.
tures made by the borrower for the purposes speeified
in the applieation;

A statement that the borrower has not theretofore
withdrawn or applied for withdrawal from the loan
account, or from any other credit avallable to the
borrower, of any amounts for the purpese of re-
imbursing the borrower for such expenditures;

A statement that such expenditures were made for
the purpose of earrying out the projeet and that

_m goods or services purchased by means of such

for llﬁh’_@ﬂt and

that the cost thereof is not unreasonable. |

(4) Each applieation shall be accompanied by original or duplicate
receipted bills or invoices and other documents suffieclient to
show that the expenditures covered by the application have
been made for the goods or services specified therein and
that the amt to be withdrawm from the loan account is %o
be used only for the purposes for which the loan 1s granted.

(;) In order to facilitate l.ppﬂﬂl of such applications the

borrover may request the Bank to approve any proposed ex-
penditure vrior to the time when the borrower shall place
the orders for the goods or services involved.
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(f) The Bank will not be required to make any advance unless
it 18 satisfied that the borrower is eurrently complying
with all the terms and conditions of the loan contraect.



Sueh covensnte would inolude sovensnte to the following effect:
(a) The borrower will uge iis best efforte te earry out the
. projeet.*® If any condition arises which shall mske 1%
' neeessary or advirable to make any meterisl modifieation
in the projeet, the berrower will comeult with the Bank
| suffieciently in advence to ensble the Bank te consider
{ the proposed modification and to present to the borrower
the commente of the Benk thereon, snd the borrower will
' give due coneideration to such comments.

{b) The borrower will not, without the prior consent of the
Bank, make any szreement which ereates, or the effect of
which 1z to creste. any charge or other priority upon the

a borrower's foreign exchange receipte or other external
revenues, execept as geeurity for rhori-term indebtednese
of the borrower contracted in the ordinary course of ite
international trade to finsnce ourrent, relf-liquidating
trangactions,

(e) The borrower will net, without the prior concent of the
Bank, enter into any egreement whiech would interfere with
the sgcomplishment of the purposes of the loan or the
maintenance of the serviee of the loan.

¢ In cases in vhich the borrover is not s menber of the Bank
the member of the Benk (or ite nitnoy) vhich guarantees the
1loan will 2leo make puch covensnie,

#% In this me rsndum the term projeet al includee general
progreme of economie reconstruction.



ﬁ,-

(i) If any conditions shall arise whiech shall interfere
with, or threaten to interfere with, the aceomplish-
ment of the purposes of the loan or the maintenance
of the service of the loan, the borrower will consult
with theBank promptly for the purpose of considering
what action, Af any, should be taken in order to meet
such conditions; and the borrower will keep the Bank
currently informed of any such conditions which arise
or threaten,

The borrower will furnish the following information to
the Bank:

(e)

(1)

(2)

(3)

(&)

Periodiec reports showing in reasonable detail

the progress of the projeect, inecluding the use

made of the goods or services purchased with

the proceeds of the loan;

Periodic reports showing the international balance
of payments position of the borrower, setting

forth by categories and by ecountries foreign ex-
change payments and receipts;

Periodiec reports showing the amount and status of
the external debt of the borrower, its political
sub-divisions and its agencies;

Coples of external finaneial, loan, olearing, monetary,
commercial and trade agreements entered into by the
borrower, and all agreements providing for the guar-
antee by the borrower of external obligations,;



(r)

(g) .

(h)

“‘

(5) Coples of all ioguhthn snd deerees relating to

or affecting the projeet or the serviece of the

loan, including leglslation and deerees with respect

to foreign exchange controls, trade restrictions,

the budget, price and wage controls, ete.,
(6) Such other information concerning the foreign

exchange and economic positlon of the borrower

as shall be relevant to the maintenance of the

serviee of the loan,
There shall be made avallable to the Bank all information
which the borrower shall furnish, or be required to furnish,
to the International Monetary Fund and other publie inter-
natlonal organizations.
Faeilities shall be made avallable to the Bank, as it may
reasonably request, for examining or obtaining the material
contained in sources from which the information furnished
to the Bank is compiled,
Ixternal debt limitations,

Sueh provisions will necessarily vary sccording to

' the elrcumstances of the particular loan. In general they

will take the form of limitations on the aggregate amount
of external loans, or or[:%o charges on external loans,
vhieh the borrower may contract without the consent of the
Bank or without adequate eonsultation with the Bank. The

aim of such provisions would be to limit the amount by
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vhieh the borrewer might inerease its sggregate requiremente

of foreign exehange for the payment of serviee charges on ite
externsl debt. Certain exceptions to suech limitations would,

of course, have to be made in reepeet of such mottere ae refund-
ing operatione and short-tern indebtedness eontracted in the
ordinary eouree of international trade to finence current, relf-
liquidating transsetions, The degree of stringency of such
limitations will to 2 large extent depend on the ertlmates which
can be made at the time the loan ie made with regerd to the
future balanee of paymentes nrospeets of the borrover and the
degree of confidence which the Bank ean place in such eetimatees,
In ecsees in whieh suech estimates leave 2 narrov mergin of eafety
or where they sre subjeet to & large margin of miecnleulation
the limitatione with regard to the contracting of sdditionsal
external debt will need to be more etringent than in eacee in
which the estimates as to the balance of paymente prospects of
the borrower are more optimistiec snd more certein. The amount
of the limitationrwould aleo depend on the estimeted needs of
the borrower for additional extermal fineneing and the extent to
which the estimated bslsnee of payments prospeets of the borrower
lesve room for such additionsl finaneing withoub imperilling the
proepeete of repayment of the Bank'e loan |

be modified or supplemented ascording to the circumstances

NOTE: The above eatu::ﬁmaum would, of coursge, have to
of the particular loang



The Members of the Oommittee on Fobruary 5, 1947

Loen Savervision

The Tressurer DECLASSif;
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Attached viesse find s eony of & memorsndum dated
Fohruary B, vo "Belstions of the Bank's leosns to Those of
Others®, which T would 1fke to dlseuss ot the next meeting
of the Committee on lesn Suvervision.

1 s sending eovies of the memorandum also to Messrs,
Pinco snd Bist for their information.

tetachment
ece Mr. Demuth
ce Mr, Hoer

ec Mr. Pineo
cc Mr. Rist



CONFIDEINT

INTERIATIONAL BAIK FOR
RECOISTRUCTION AI™D DEVELOFPLEIT

DECLASSIFIED

Date:

Februery 4, 1947

FEMORAITDUM FROM TEE TREASURER

RE: RELATIONS OF THE BAIK'S LOAI'S TO THOSE OF OTHERS

I. GEI'E REI'ARKS

1.

2

3

b,

5

Referring to the Report of the Staff Committee on Loan Suver-
vision, I would like to meke some remarks ebout a sybject which
is related to .the metters discussed in that Report.

The Bank wvill begin its ovwerations during a veriod in vhich
financial and economic ¢onditions are still unsettled in a

great mart of the world.

It connot, therefore, be ermected that during this vperiod inter-
national nrivete investments will be mede on 2 large scele; hou=
ever, & continuetion of the existing trend of internafional
credits extended by ~overnments or government agencies cen be

expected,

At o later date it is to be anticipated that vrivate international

investments will be resumed, The Bank will welcome this as by
its overations it intends "to wromote nrivate foreign invest-
ments" (sub-paragreph (ii) of irticle I).

Becezuse the Zenlz, according to its purposes, will never want to
mononolize internstionsl finencing, there can never be any
objection from the side of the Banlt egeinst financing beins done

by covernments or privete investors, es long es such finzaciel
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transactions running alongside loens made by the Bank do not

stend in the vey of the Bepk's purposes and the efficiency of

the loans rade by the Bank. As dengers exist in this field,
attention ahgﬁld be given to problems confronting the Ban: in

this respect.

i 6. Loan annlications until now received by the Bank show the extent

i to vhich governments heve extended end ere extending credits to

i the Benk's vrosoective borrovers. In the ceses studied, the

| finencing done by others runs into congidersble amounts.

‘ 7. It ves noted in connection with the French loan egnplication thet

i the United States, British snd Canadian Governments end. the

l Exvort-Imnort Berk of Vashington heve ertended substantial credits
| to Frence end thel the vroceeds of these credits were snent or are
¥ intended to be svent in close relstionship with, the vproceeds of

w 2 loen which Frenie hos requested from the Banlk.,

' 8, Tne resesrch in connection with the Danish loan application shovs

that es 2 result of a short—term credit esgreement between that
country and the Uaited Kingdom, Denmerk owves copsiderable amounts
on short term in sterling to the latter country. The repeyment

of these smounts will not be mossible in the near future. A4s,

Denmar':'s obligction to the Bank, the Benlk'!s loan cannot be made

|
| before 2 firm relation of the Bgnkfs loan to Demmerk's obligetion

i

:

|'

} hovever, & pendingz oblisetion on short term mey endanger
l

' to Creet Britain is established.
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9.

10,

11,

12,

s o

The illustrations given zbove refer to credits given by members

to applicants of loans from the Bank.  In the case of the Chilean

loan avnlication, there is the additional comvlication of finen~

cisl sssistance to be given to an avplicant by a non-member,
It is to be expected that in ceses of other loan applications,
either existing or to be made in the future, liebilities re-~
sulting from internsational finencing by members and non-members
will be an important element.
Part of these 1lizbilities are e consequence of war-time financing;
another nart, hovever, is czused by vogt-var credits.
The nroblems confronting the Benk in these rosmects can be
divided into tuo categories:
2, TFrom the stendpoint of suvervision of disbursements:
Prevention of doudble finencing of the same
project out of loens from the Panlc and loans
from others.

b, TFrom the standvoint of general supervision after
disbursement:

Prevention of the borrorer!s commitment of
internstional loans contrary to the Bankis
PUrDOSES .

II. PREVWITION OF DOUSLE FINAITCING

1,

In meny cases external finesncial essistance to be obtained by
borrovers from the Bank rill only be a part of the external
finencing necessery for the erecution of 2 country's recon-

struction or development nrogram.
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| | "
2., The Bank should see to it that the proceeds of loans obtzined or

to be ohtained-from other soyrces are spent in harmony with the

proceeds of the Bank's loans.

e ——— e

3. This implies that avprovriate measures should be taken %o orevent

! the proceeds of the Bank's loans being gnent for murnoses for
vhich the borrower has been or will be paid by other sources. |

4, Pert of this tesk con be sccomplished in the course of the Bank!é
genersl supervision as outlined in the Revort of the Staff
Committee on Loan Sunervision. Especially in the case of general

purnose loans, at the time a request for disbursement will be

received by the Bank, the borrower will have to certify that the

E amount for which reimbursement is being requested has not been

or will not be finoanced by other sources. The Dank will generslly

have to be satisfied with this certification at the time the dis-

; | : bursement to the borrover will be made. Fovever, sfterverds, in

the course of the supervision in the territory of the borrowver,

special attention hes to be gifgn by the Bank's supervisor to the

possibility of double financing., The results of this exemination

will, therefore, only be known after the oroceeds of the loan heve

| . been spent.

5, It is also sdviseble, therefore, to examine the possibility of
preventing double financing. Iaesmuch as for the time being it

'E is expected that the bulk of international financing ill be

borne by governments or government agencies, it is recommended

III
|
| thet the Bank be in constent contect with the princival
|
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111,

e

sovernments vhich will be active in the internationsl financial

field.

PREVENTION OF THE BORROVER'S COMMITMENT OF INTERIATIONAL

LOAYS CONTRARY TO THE BAI'R'S PURPOSES

1..

24

3.

b

The measures to be taken by the Bank in this resvect are vartly
connected with supervision and are partly a2 problem of coordina-
tion of the Bank's loans with those of others.

It is the duty of the Bank to prevent loan agreements of the
borrower with others from interfering with the borrowver's equi~-
librium in its balance of peyments. This apnlies not only to
the losn commitmenis vhich are beyond the borrower's capacity to
repay but also to the assumption of commitments vhich are un-
desireble from the standpoint of the timing of repayments,

Thile during the time of negotistions with the borroving member
attention cen be given to existing credit arrangements and
funding of short-term debts can be studied and vromoted before
the loan 1s sctually given, the Ben't must be in a position to
vprevent the member from assuming such lisbilities, after the
loan contract is mede end disbursements have teken vplace, in
such cases vhere the financial position of the, country and the
safety of the Bank's lcans would be endangered.

In respect to loan agreements entered into by borrovers after
the time the latter have obteined loans from the Bank, 1t hes
the taslt to see that the nrojects or olens to be finenced out

of the oroceeds of the new loans ere in harmony with the
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J genersl economic and financial policy on vwhich the Bank's loens

were based.

i 5. The Bank should, therefore, always include in its loan agreements

f provisions to the effect that the borrower cennot contract
foreign loans without the Banlz's consent,

6. Apart from such a provision, coordination of the Bank's lending
program with those of other lenders will be necessary as vell as

contact with the ‘governments of the lender countries involved.

7. DEsvecially vhen international loans ere mede by the Bank's
members, this coordination will have the greatest chance of
success., The most important will undoubtedly be:

ay United States

|

[ b, Canada
i c. United Kingdom,

w 8, It will not be long before the Bank will have sufficient in-
I formation at its dismoszl to ascertain evnroximately:

2. The extent to which its financiél resources will be
used in the first years to come,

r
P b, The geogranhicel distribution of the different
loans.

c. The divislon betveen reconstruction and development
loans,

The governments which cen be expected to be the principal lenders
l :
H w7ill undoubted.y have comperable information at their disvosal

with respect to their own lending nrogram.
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10.

11.

==

It, therefore, would be possible to consult these governments in
order to reach 2 coordinetion of the different lending vrosgroms,
The Bank, sccording to its Articles of Agreement, will not enter
into short—term loan zgreements whereas governments will undoubb-
edly also be active in this field. Therefore, the discussions
should not only be limited to long-term credits but should also
include short-term financial agreements., As mentioned before,
the nresent financisl relationshiv between Denmark and Creet
Britain shows that cpomeration between the Benk and the United
Kingdom is necessary.

If this coordination could be atteined, this would not fully
eliminete the danger of the borrover's commitment of inter-
netional loans contrary to the Bank's murvoses becsuse it would
not cover credits extended by either covernments vhich are not
members of the Bank br by privete investors. The experience

of the !tventies shovs that this danger is real, esvecially in
respect to nrivate investments. It hemnened in the case of
League of Nations loens, for instance, that private investors,
"free wheeling" on these loans, geve substantizl credits to
countries which vreviously had obtained lozns under the susnices
of the League. Thouch it would be cuestionsble to state that
this over-investment was the only ceuse of the feilure of many
international loans of the inter-war period, it is generally
recognized that it was one of the mejor factors contributing to

the defaults,
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12.

13.

=8

The problem of coordinetion is more difficult to solve in ceses
of internstional investment by governments, non-members, Or
privete investors. It seems thet no hard =nd fast rules cen be
given in this respect, but if the Bank remains slert to this
problem it can certainly esteblish such contectswith institutions
workking in this field as would be necessary to be kent posted #nd
ventilate the Benk's viewvs aﬁd orincivles.
The success of the Bank'!s losns is not only dependent on sood
lending policy, supervision and coordination. Many factors over
which the Banl: has no control will determine vhether the Bank will
be able to 2ccomplish its purposes. The Benlt, by its actions,
hovever, should sttemnt to achieve the vosition of lesdershin in
the internstional finencial field, thus merforming its mission
sccording to sub-paragreph (iii) of Article It

"to promote the long-range balanced grouth of inter-

notional trade end the meintenance of equilibrium in

valences of mavments by encouraging international

investments for the develovment of the nroductive

resources of members, thereby assisting in roising

productivity, the stenderd of living and conditions
of lebor in their territories."



DECLASSIFIED

CONFIDENTIAL December 30, 1946

Date; “Jﬁﬂ?@ﬁf.@.

0 & RBPORT OF STAFF COMMITTEE ON

'i‘im‘\;!;\ . e’ LOAN SUPERVI?ION

This report is submitted in accordance with the
request of the Ad Hoc Committee on Pending Loan Applica-
tions (R-35) that 1t be furnished with the comments and
recommendations of the staff in respect of the measures
the Bank should take to supervise its loans,.

The report is confined to questions relating to
loans made directly by the Bank, Guarantees and particl-
pations by the Bank in loans floated through regular mar-
ket channels will present special problems which should
be considered separately.

At the outset i1t should be noted that the term
"supervision" is not used in any of the provisions of the
Articles of Agreement which relate to the lending copera-
tions of the Bank. Furthermore "supervision" is not an
appropriate term to describe the functions of the Bank
which are here under consideration, These functions con-
cern the general administration of the lcan after the
Bank has agreed to grant it and the Bank's interest in the
borrower's capacity to repay. The detalls of carrying out

those functions will differ somewhat) as between loans for

=p{ 1

| %
e N (0
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specific projects and loans made "in special circumstances”
under Section 4(vii) of Article III of the Articles of Agree-
ment, but the underlying principles are the same,

Section 5(b) of Article III of the Articles of Agree-
ment expressly requires that the "Bank shall make arrange-
ments to ensure that the proceeds of any loan are used only
for the purposes for which the loan was granted," As has
been indicated, however, in the discussions in the Ad Hoc
Committee on Pending Loan Apnlications, that 1s only one
phase of the Bank's resgponsibility in respect of any loan
which 1t shall have agreed to grant.

In all its decisions the Bank must be guided by

the purposes set forth in Article I of its Articles of

Agreement. That means that the Banl: should in every case

take appropriate precautions to ensure, in so far as prac-
ticable, that any loan made by it will accomplish the pur-
pose for which it was granted. Furthermore, Section L(v)
of Article III.expressly enjoins the Bank "to act prudently
in the interests both of the particular member in whose
territories the project is located and of the members as

a whole." That duty does not cease with the granting of
the loan. It includes the duty of providing in the loan
agreement prudent provisions to ensure that the purposes

of the loan will be acccmplished and that the service of

the loan will be maintained, and of seeing that such
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provisions are complied with during the life of the loan.

The functions of the Bank in respect of the ad-

ministration of a loan may thus be considered under three

headings:
(1)

(2)

(3)

Arrangements to ensure that the pro-
ceeds of the loan are used only for
the purposes for which it was granted;

Arrangements to ensure that the nroject
for which the loan was granted will
accomplish the purposes of the loan; and

Arrangements to ensure that the ser-
vice of the loan can and will be
maintained,

A fourth heading relating to the arrangements

covering the manner of paying the service of the loan con-

cerns only administrative detail and does not railse questions

of policy, at least in so far as direct loans by the Bank are

concerned, Accordingly, it will not be dealt with in this

memorandum,

Certaln general comments are apnlicable to all

three types of arrangements,

(a)

()

Under each type of arrangement the Bank
wlll be required to exercise its functions
not only in Washington, but also in the
borrowing country and in some cases in the
countries where the proceeds of the loan
are expended,

The Bank cannot discriminate among its
members with regard to any of the three
types of arrangement, although the

specific detalls will necessarily vary
as among different kinds of loans, and



(c)

(a)

- b -

the extent to which the Bank may
deem 1t necessary to exercise 1its
rights under particular arrange-
ments will vary according to 1its
experience with the particular
loan or loans,

The arrangements and the manner in
which they are carried cut should

be such that they will not derogate
from the responsibility of the
borrower for the conduct of 1ts
affairs generally or of the partlicu-
lar project and will not impose any
unnecessary burden on the borrower,

In general, the borrower should bear
the costs of all three-tynes of
arrangements to the extent that such
costs are smecially incurred for the
purposes of the particular loan and

do not renresent continuing costs of
the Bank's permanent organilzation,
Under this princinle, the salary and
expenses of a full-time representative
in the borrowing country anpointed
solely in connection with the Bank's
loan, and the charges of consultants
retained by the Bank in connectlon
with a particular loan, should nor-
mally be charged to the borrowver,.

On the other hand, the costs of
maintaining a permanent organization
for loan administration at the Bank's
prinecipal office should be borne by
the Bank. Between these relatively
extreme examples, there will be room
for exercise of judgment, and specific
items of .costs will have to be allocated,
as between the Bank and the borrower,
on the basis of the facts in each case,.
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Arrangements te ensure that the proceeds

cf the loan are used conly for the purposes

for which 1t wags granted.

Section 5(c¢) of Article III provides that the

Bank shall credit the amount of the loan to an account

1n the name of the borrower in the currency or currencies

in which the loan is made and shall permit the borrower

to draw on the account "only to meet expenses in connection

with the project as they are actually incurred."™ There are

several ways in which a borrower might operate under that

provision,

(a)

(B) -

From the point of view c¢f the Bank the x
simplest way would be for the borrower
first to pay the particular expense

(out of its own funds or out of a short
term banking credit cbtained by it for
the purpose) and then request the Bank

to advance the amount of the expense
under the loan., The lcan agreement would
provide for the form of the request to

be filed by the borrover and for the

kind of proof which should accompany

the request,

The borrower might draw on the Bank a
draft in favor of the supplier to whom
the expense is payable., In that case
1t would be necessary eilther that the
borrower furnish to the Bank in advanee
of the presentation of the draft the
proof requisite to support its recuest
for the advance or that such proof
accompany the araft.

The borrower might in some cases request
the Bank to open with a commercial bank
a documentary letter of credit in favor
of a particular supplier, payment to be
made against shipping dccuments for
epecified articles to be purchased out

of the proceeds of the loan,
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As is stated above, method (a) is the
simplest method from the point of view
of the Bankz., Methods (b) and (c)
would involve procedures and responsi-
bilities which the Bank should under-
take only in exceptional cases.

The manner in which the borrower may drew agalnst
its credlt with the Bank would, of course, be specified in
the loan agreement and would vary according to the clrcum-
stances of the particular loan,

The proof required to suprort an advance under
the loan must be such as to satisfy the Bank that the
amount of the advance has been or will be used for the pur-
poses for which the loan wag granted, "with due attention
to considerations of eccnomy and efficlency and without re-
gard to political or other non-economic influences or con-
siderations.”

That means that such proof must satisfy the

Bank

(a) that the amount t be advanced has
been or is paid to actual suppliers

¥alka) of gocds or services;

sl (b) that such goods or services are re-
¢ quired for the prcjlect or are con-
| gistent with the program for which

nvy . the lcan was granted;

(¢) that they are aponropriate and ade-
quate for the purpose for which they
are requlred; and

(d) that the prices and terms of purchase
q are nct unreasonable.
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Moreover, the Bank's duty does not stop
there, It must also satisfy itself that
such goods and services are actually
and efficiently used in the project.

In order that the Bank may effectively exercise
its functions in these respects without too large an ad-
ministrative organization, the loan contract should be as
specific as pbssible a8 to the purpcses to which the pro-
ceeds of the loan are to be apnlied. When such information
cannot be included in or furnished with the loan contract,
provision should be made for furnishing the information to
the Bank sufficlently in advance of the time when payments
will be required to enable the Bank to check it, At least
in the case of special project loans, such information
should include schedules giving quantities and descriptions,
with full specifications where practicable and actual or
estimated prices of the respective goods and services to be
purchased, Where engineering considerations are involved,
detailed plans and specifications should alsc be furnished.

The loan contract should also provide that the
Bank shall be furnished with all information and documents
which it shall reasonably request in order to satisfy it-
gelf on the matters listed above, including, but not limited
to, duplicate receipted invoices, bills of lading and pur-
chage orders, and that representatives c¢f the Bank shall



: m,;um;l"t

s B e

have access to all relevant records.

At 1ts principal office the Bank should have an
organization adequate to pass upon all requests for ad-
vances under the loan and the proof offered in support
of such requests. For some projects such an organiza-
tion may need to avail itself of expert engineering and
accounting services on a consulting basis. The actual
administrative practice will necessarily vary as between
pro jects, In general the practice would be somewhat as
follows: The Bank will require that all withdrawal re-

quests be accompanied by a certification by the borrower

"/ ana by duplicate receipted invoices and bills of lading,

etec, These documents will be examined in order to deter-
mine whether they satisfy the requirements of the loan
contract. Where special accounting or engineering dques-
tions are involved, certifications by accountants or
engineers employed by the borrower should be submitted,
There will need to be considerable flexibility in prac-
tice 1f the Bank's staff is not to be overburdened.

In addition to the organization at its princi-
pal office, the Bank will need a full or part-time repre-
sentative in the borrowing country, The type of represen-
tative and the extent and character of the staff and

consulting services which he may need will depend on the
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type of loan. The Bank will require that requests for

advances and the supnorting decuments be submitted in
duplicate so that one set can be furnished to such renra-
sentative. When an advence is made the renresentative
will be sn advised and it will be his duty to setisfy
himoelf that the goods nr services for vhich the advance
was mede are actually uced es contempleted in the lecan
contract, Fe will also inquire into the efficlency with
vhich such goods and. services are used,

(2) Arrengements to engure that the wreject

for which the loan ves granted will sccomplish
the purpoges nf the lcan.

The type of arrangements discussed under this
heading would anply vrimarily to loans granted for specific
projects, although to some extent at lcast such errange-
ments might also be annlicable te loens granted for other
purposes. Such arrangements would include arrangements ta
ensure that the particular nrecject is efficiently and
ecenamically carried out and onereted,

Reoponsibility for carrying out sueh arrange-
ments will generally rest with the representative of the
Bank in the csuntry where the nroject is lgcated. For
that purvcse he should have access to 2ll relevent oners—
ting, econemic and stetisticel information relating to
the project. He chould also be furnished with nericdic

reports eoncerning the prngregs and status of the nroject,



w 30 -

In the case af some nrojects where it is not
nracticable to furnish a complete nlan at the time the
loan contract is made or where the loan contract contem-
plates modifications in the nlan, the annroval of the
Bank may be required before certain parts of the nfoject
are undertaken or such modifications are made. In such
cases the Bank's representative may be requifed to
examine and repeort to the Bank with regard to the particu-
lar part of the »nroject concerred,

In the case of some vprgjects where adeguate
management may net be avallable in the country where the
project is located, 1t mey be necegsary that the lcan
contract contein annrepriate provisions to ensure that
edequate management 11ll be provided and maintained. The
Bank should not, however, narticipate in ar have the apoear-
ance of participating in the management of the malject.

(3) Arrencements ts ensure that the service of"
the loan cen and will be maintained.

The Bank 1s an international institution which
has been established as such by the members' acceptance of
its Articles of Agreement. Among its objects are to "pro-
mote privete foreign investment"; to "promote the lpng-
range gfowth of internationel trade and the maintenance of

equilibrium in balances of naymentes by encouraging inter-
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nationsl investment for the develonment of the »nroduc-
tive resources of memberg"; and to "conduct 1ts opera-
tions with due regerd to the effect cof international
investment on business cnnditions in the territories of
members and, in the immediate postwar years, to assist
in bringing sbout a smooth trensition from o vartime to
e. peecetime economy."

The Bank ceannot attain those objects merely
by making srrangemente to ensure that the funds loaned
sre exnended for the purposes for which they vere leocaned.
Its respnnsibilities undér 1ts Articles af Agreement do
not cease when the monies loaned have been advanced,

The only vay te revitalize the internsticnal
investment merkets 1is to re-establish the confldence of
investores in the credit of the borrawers in these markets,
The Bank's duty to teke appropriate measures in order tA
protect the meintenance of the service of ite laane, there-
fore, does not arise splely from the fact that in meking
these loans it.risks the capital contributed by 1te mem-
bere nr funds borrewed freom investors, but elso from the
fent that, if 1t is to sccomnlish ite miesien, it must by
1te overations demonstrake te the investeors of the werld
thet the risks of internatienal investment when conduasted
en » serund basis are not excesesive. Thile the Benk is ex-

pected tmn blaze the trail and, therefore, to assume riske
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which would deter the vnrivate investor, it is none the‘
leso expected to conduct its operations on a gound
economic basis and without regerd to pnolitical suscepti-
bilities or influences.

In applying for e loan, the borrowing country
will ncrmally supnort its application by setting'forth
the economic progrem and nolicies by means of which it
exnectas to realize the lﬁng—range nbjectives of the loan
and to assure revayment to the Bank. The very fect that
such nlens are submitted ccnstitutes a recognition by
the borrewer of the legitimete interest of the Bank not
only in the farmuletion but alsn in the execution cof the
program and nollclies, Since the Benk, as well as the
borrower, must lock to the program and nolicies as a
means of achieving ;he pbjectives of the loan end of
egsuring repayment, the Bank should cleerly put itself

‘1n a pRsition to ascertain, durine the-entire 1ife—of

,thﬂ_inaa, whether the.nrogram and nolicies are being carried

out and te protect itself from unwarrented deviations which

might defeat the purmnse or imperil the service of the lean,
In meking any loan, therefore, the Bank heg a

clear duty to teke eonropriste measures in order to asgure

1tself in so fer as poscible that the loen is within the
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capacity Af the borrawer ta repay; that the project or
program for which the loan is made not only is adapted tc
imnrove the economic conditimn of the borroving country
but eleso will actually be so conducted as to accomplish
thet result; and further that the econmamy of such mem-
ber will be so conducted as not tp impair the nraspects
that the foreign exchange required for the service cf the
lsan will be aveallable to the borrower,

Under its Articles of Agreement the Bank 1ls en-
joined freom interfering in the npslitical affalirs of-any
of its menbers. Nor 1s 1t any mert cf the duty of the
Bank tec assume respoensibility for the cenduct of any pro-
ject or of the eomnomy of the member in -vhose territoriles
the project is located. At the same time, & realistic .
anprnach to the problem requiree that all members of the
Bank shell recognize the legitimate interest of the Bank
not only in the cenduct of the nreject for which it magéq_
a loen but also in the econcmy of the borroving membér o8
1t reletes te the balance of international payments of such
member,

Heving recognized that fact, the nracticel prob-
lem is what measures can the Bank teke in order to perfarm
1ts éuty in that regerd. Some of- those measures are self-

evident.
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First, the berrawer should undertake te
furnish to the Bank currens$ly full inferme-
tion with regard tc the conduct of the
project or nrogram for wvhieh the loan is
made.

Seccnd, the borrowing member should alse
agree to furnish the Bank eurrently with
reports conteining full infearmation with
regard to matters which are relevant %o

the nurvoge of the lean and the maintenanee
of the service of the lpan. The borrowing

member should elso agree that the Bank's

renresentative shall have access to sueh

statistical and other recerds of the cen-
tral bank, treasury, exchenge oohtrol and
other comperable agencies of such member
as are relevant,
Third, ¢the loan contract should contein
w9l 8 feh b )
provisions which would ensure ,that the _
ﬁbrrowing member will not take any action
thet might imneril the meintenance of the
service of the loan without the consent of
the Bank. Such nrcvisiéns wAuld include
provisions teo limit the 'tntel amount nf ex~

ternal debt which the barrowing member might-vﬁaff:J='”

b Tl ¢ - g ot . G
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incur without the censent of the Bank,
vrovisions ageinct the creation ef
‘l:$ﬁp' sharges ageinst revenueg or foreign
= exchange receipts without the ecnsent

of the Bank, and other similar pro-

visions,

Fourth, such member should also agree

that, when any conditione arise which

threaten to imperil the maintenance of

the service of the loan, it will in gocod

time consult with the Bank es tp nossible

measures to combat guch conditions. That

would be a logical conditien wsrecedent to

the right of any member to evell 1tself of

the provisions of Sectien 4(ec) of Article IV

of the Articles of Agreement in order to

= obtain relief from the service requirements

nf a2 loan in cese of an acute exchange

stringency.

Provisions such as those outlined above would
seem to be essential in any lean agreement. They are
valuable nnt only feor the »rotection they furnisgh in them-
selves, but eloso for thelr effect 1n strengthening the hands
of those in the borrewing country who supnocrt scund eccnomilce

and financilal policies. The actual details of the vrovisions
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vould necesgsarily vary accarding to circumstances.

There remains the impnrtant questinn as -to how
the Bank can mnst effectively reinfarce the above-mentioned
provigsions in corder toc heve maximum essurance that they will
remain effective in all the changing external and internal
conditions Af the borrowing country.

It is evident that the Bank‘s representative
in that country can and should play & most imncrtant
part to that end, His technicel responsibilities will
demand considerable technical qualifications. To these
should be added personsl qualities of the higheat crder
1.*-'nich should enable him to commend the confidence end
regpect of the responsible executive heads in the country
of hies agsignment. It should be his steady nurpcse to es-
tablish his representa@ion of the Benk in authority and
prestige.

The Benk's repregsentative should not only be
able to assure that the Benk recelveg the documentary
and statistical evidence of the econcmic and financial
situation at the mepment but shculd inereasingly be able

to keep the Bank informed of the intangible e¢lemente whiech

. are currently determining the trend of future pclicy in

the borrowing country. ' Thus the Bank should be able at
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an early stage tn discern the evolution of circumstances or
policies which might later jecpardise the service of the
loan or the accomplishment of 1its purncees.

Clearly these responsibilities of the Bank's repre-
gentative will grow with the pregress Af time and will be--
come increasingly important after the wlinle of the loan »ro-
ceeds have been expended, If edverse circumstances should
then arise, the repregentetive ghould already be establicshed
in a position in which his advice would be both socught and
respected. If the need arose, he should be eable to bring
welghty counsels ta bear, Such & system of .advice and co-
operaticn would ultimately rest upeon the nersonal quelitics
of the representative and the renutaetion and authoriﬁy of
the Bank 1tself,

The provisisns of Section 4lc) of Article IV mey
nresent eccasions in vhich the Benk will be able to be of
substantial assistance in orcmoting sound messures. If and
when o member should "suffer from an aautelexchange string-
ency" and should scek to avell 1tself of the vrovisicns of
thet section by apnlying to the Bank "for o relaxetion ef
the conditinns of vmayment," the Bank should be in mositien
toc see to it that, if eny such relexation is grented, 1t
shell be granted cn terms that will ensure in so fer as

pogeible thet preper messures are taken tp correct the
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conditinns which gave rise to the exchange stringency,

If in the end the Bank and its representative
should meet with unreasonable obduracy, it would be for
the Bank t» decide what cther steps were omen to it in
an eﬁdeavnr to persuade the government concerned to ful-
f11l 1te obligations. The facts of the situation could,
at an eporapnriate moment, be published and their communica-
tion to the United Nations might lead to supnort fer the
Benk's representations through the United Naticns Organiza-
tlon nr through diplomatic channels.

The further queetisn whether or not the Bank
should endeavor to obtein security in the form of an
asslgnment of all or nart of the foreign exchange received
by the borrawing cocuntry from specific sources fer the pur-
noge of nroviding a noegsible deterrent to the evesicn of
‘ebligations under the loan coantract was also discussed b&
the committee. Hovever, since the subject of sccurity
presents speciel »nroblems not strictly within the nrovince
- of the committee, it wogs decided not to pre#ent 2Ny recommen-—
dations on that subject at this time,

Staff Committee on Loan Supervigion
C, A, McLein, Cheirman
+ Crena de Iongh

. H. Demuth
v S, 6., Hoar

bt e
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Committee on Loan Policy
Document No: 1

INTBRNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

January 14, 1947,
REPORT OF STAFF COMMITTEE ON

LOAY SUPERVISION

This report is submitted in mccordance with the request of
the Ad Hoc Committee on Pending Loan Applications (H~35) that it be
furnished with the comments and recommendations of the staff in respect
of the measures the Bank should take to supervise its loans,

The report is confined to questions relating to loans made
directly by the Bank, Guarantees and parﬁicipations by the Bank in
leans floated through regular moerket channels will present special
problems which should be considered separately,

'&t the outset it should be noted that the term "supervision'
is not used in any of the provisions of the Articles of Agrecment which
relate to the lending operatioms of the Bank, Furthermore, "super—
vision" i3 not an appropriate term to describe the functions of the
Bank which are here under consideration, These functions concern the
general administration of the loan after the Bank has agreed to grant
1t and the Bank!e intercst in the borrower's capacity to repay, The
details of carrying out those functions will differ as between loans
for specific projects and loans made "in special circumstances” under
Section 4 (vii) of Article III of the Articles of Agreement, but tho

underlying prineiples are the samey

Sec., 274
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Bection 5 (b) of Artiecle III of the Articles of Agreement

expresslg requires that the "Bank shall make arrangements to ensure
that the proceeds of any loan are used only for the purposes for which
the lcan was granted." As has been indicated, however, in the dis-
cussions in the Ad Hoc Committee on Pending Loan Applications, that 1s
only one phase of the Bank's responsidility in respect of any loan
which it shall have agreed to grant,

In all its decisions the Bank must be guided by the purposes
set forth in Article I of its Articles of Agreement, That means that
the Bank should in every casc take appropriate precautions to ensure,
insofar as practicable, that any loan made by it will aécompliah the
purpose for which it was granted, Furthermore, Section L (v) of
Article III expressly enjoins the Bank "to act prudently in the
interﬁsta.hoth of the particular member in whose territeries the pro ject
is located and of the members as a whole," That duty does nol cease
with the granting ef the loan, It includes the duty of providing in
the loan agreement prudent provisions to emsure that the purposes of
the loan will be accomplished and that the service of tho loan will be
maintained, and of seeing that such provisions are complied with during
the life of the loan,

The functions of the Bank in respect of the administration of
a loan may thus de considered under three headingst

(1) Arrongements to ensure that the proceeds of

the loan are used only for the purposes for
which it was granteds

Sec. 274
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| (2) Arrangements to ensure that the project
4 for which the loan was granted will accom-
plish the purposes of the loan; and

{
' (3) Arrangements to ensure that the service
of the loan can and will be maintained.

i A fourth heading relating to the arrangements cover-
! ing the manner of paying the service of the loan concerns ohly
administrative detail and does not raise questions of policy,

i at least insofar as direct loans by the Bank are concerneda
Accordingly, it will not be dealt with in this memorandum.

Certain general comments are applicable to all

N three types of arrangements,

(a) Under each type of arrangement the Bank
will be required to exercise its functions
not only in Washington, but alsc in the
borrowing country and in some cases in the
countries where the proceeds of the loan
are expended,

(b) Although the specific provisions will
necessarily vary as among different kinds

I of loans, and the extent to which the Bank

, may deem it necessary to exercise its

i rights under particular arrangements will

’ vary according to its experience with the

i particular loan or loszns, as a matter of

I

|

!

r

l

' policy the Bank should not discriminate
among its members with regard to any of

the three types of arrangements.

|

l

i

I

(¢) The arrangements and the manner in which
they are carried out should be such that
they will not derogate from the respon—
sibility of the borrower for the conduct
of its affairs generally or of the parti-
cular project and will not impose any
unnecessary burden on the borrower,

| (d) 1In general, the borrower should bear the

costs of all three types of arrangements
to the extent that such costs are specially

Sec. 274




(1) ARRANGEZMENTS TO EISURE THAT THT PROCEEDS OF THE LOAY ARE

incurred for the purvoses of the parti-
cular loan and do not represent continu-
ing costs of the Bank's vwermanent or-
ganization. Under this vprinciple, the
salary and exvenses of a full time re-
presentative in the borrowing country
appointed solely in connection with the
Bank's loan, and the charges of consult-
ants retained by the Bank in connection
with a particular loan, should normally
be charged to the borrower, On the other
hand, the costs of maintaining a perman-
ent organization for loan administration
at the Banz's princinal office should bve
borne by the Bank, Between these rela-
tively extreme examples, there will Dbe
room for exercise of Jjudgment, and s2eci-
fic items of costs will have to be allo-

cated, as between the Bank and the borrowver,

on the basis of the facts in each case,

USED OXLY FO2 THE PURPOSZES FOR WHICH IT WAS GRAWTED.

Section 5(c) of Article III orovides that the Bank
shall credit the amount of the loan to an account in the neme
of the borrower in the currency .or currencies in which the loan
ig made and shall permit the borrover te draw on the account
"only to meet exnenses in connection witﬁ the project as they

are actuslly incurred." There are several ways in vhich a

borrower might operate uncder that provision.

(a)

Sec. 274

From the »noint of view of the Bank the
simolest way would be for the borrower
first to may the particular exvense (out
of its owvn funds or out of a short term
banking credit obtained by it for the

‘purpese) and then request the Bank to

advance the amount of the expense under
the loan, The loan agreement would oro-
vide for the form of the reguest to be
filed by the borrower and for the kind
of proof which should accompany the re-
auest.
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(b) The borrower might draw on the Bank a
draft in favor of the supplier to whom
the expense is payable. In that case
it would be necessary either that the
borrower furnish to the Bank in advance
of the presentation of the draft the
proof requisite to support its request
for the advance or that such proof ac-
company the draft. :

(¢) The borrower might in some cases request
the Bank to open with a commercial bank
a documentary letter of credit in favor
of a particular supplier, payment to be
made against shipoing documents for
specified articles to be purchased out
of the proceeds of ths loan,

As is stated above, method (a) is the
simplest method from the point of view
of the Bank, Methods (b) and (c) would
involve procedures and resvponsibilities
which the Bank should undertake only in
exceptional cases,

The manner in which the borrower may draw against its
crgdit with the Bank would, of course, be specified in the loan
agreement and would vary according to the circumstances of the
particular lsan.

The proof required to support an advance under the
loan must be such as to satisfy the Bank that the amount of
the advance has been or will be used for the purnoses for vhich
the loan was granted, "with due attention to considerations of
economy and efficiency and without regard to political or other
non~-economic influences or considerations.!

That means that such proof must satisfy the Bank

(a) that the amount to be advanced has been

or is »aid to actual suppliers of goods or

servicess

Sec. 274
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(b) that such goods or services are required
far the project or are consistent with
the program for which the lcen was granted;
(¢) that they are appropriate =nd adequate

for the purpose for which they are required;
and

() thet the prices snd terms of purchnse are
not unreasonable.

250 Moreo@er, the Bank's duty does not stop
( ¥/ there, 1t must clso sotisfy itself that
; gsuch goods and services are

effieiently used in the project.
In erder that the Bonk mey coffcetively exercise its

functions in these rcspects without too lorge on administrative
orgenization, the loan centrmct should be as specific as possible
as to the purpescs to which the procecds nf the loan are to be
applied, Whon such informetinn cannot be included in or furnish-
ed with the lman ceantroct, provision shpuld be mede far furnish—
ing the inform~.tion to the Bank sufficiently in edvance ef the
time when payments will be requirecd to en~nble the Bank to check
it., At least in the case of speeial projoct loans, such infor-
motion sheuld include schedules giving quantitics and descrip—
tions, with full specifications where precticable and actunl or
estimntcd prices of the respective goods nnd services to be
purchzsed, Where engineering considerations arc invelved, .
detailed plans nnd specificetions should alse be furnished.
The losn controct should olse provide that the Benk

shnll be furnished with 211 informntien and documents which it
shnll rensonably request in order to satisfy itself on the

m~tters listed obove, including, but not limited to, duplicete

Sec. 274
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receipted invoices, bills of lading and purchase orders, and
that representatives of the Bank shall have access to all re-
levant records.

At its principal office the Bank should have an or—
ganization adequate to pass upon all requests for advancee
under the loan and the proof offered in support of such re—
quests. TFor some projects such an organization may need to
avail itself of expert engineering and accounting services
on a consulting basis. The actual administrative practice
will necessarily vary as between projects and there will need
to be coensiderable flexibility in practice if the Bank's staff
is not to be overburdened.

In addition to the organization at its principal
office, the Bank will probably need a full or part-time re-
présentative in the borrowing countrys. The type of represen-
tative and the extent and character of the staff and consult— .
ing serviges which he may need will depend on the type of loan,
The Bank will require that requests for advances and the sup-
porting documents be submitted in duplicate so that one set
can be furnished to such representative. When an advance is
made the representative will be so adviscd and it will be his
duty to.satisfy hinmself that the goods or services for which
the advance was made ere actuslly used as conterplated in the
loan contracﬁ. He will also inquire into the efficiency with

which such goods and services are useds
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(2) ARRANGEMENTS TO ENSURS THAT THE PROJECT FOR WHICH

THE LOAN WAS GRANTED WILL ACCOMPLISH TEZ FURFOSES
OF LOAN.

The type of arrangements discussed under this
heading would apply primarily to loans granted for specific
projects, although to some extent at least such arrangements
might also be applicable to loans granted for other purposes.
Su;h arrangements would include arrangements to ensure that
the particular project is efficiently and econonmically
carried out and operated.

Responsibility for carrying out such arrangements
will generally rest with the representative of the Bank in the
country where the project is located, For that purpose he
should have access to all relevant operating, economic and
statistical information relating to the project. He should
also be furnished with periodic reports concerning the vrogress
and status of the project.

In the case of some projects where it is not prac-
ticable to furnish a complete plan at the time the loan con-
tract is made or where the loan contract contemplates modi-~
fications in the plan, the approval of the Bank may be re-
quired before certain parts of the project are undertaken or
such nodifications are made.  In such cases the Bank's re-
presentative may be required to examine and report to the Bankr
with regard to the particular part of the project concerned;

In the case of some projects where adequate
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management may not be available in the country where the pro-
Ject is located, 1% may be necessary that the loan contract
contain appropriate provisions to ensure that adequate nanage-
ment will be provided and maintained, The Bank should not,
hewever, participate in or have the appearance of participating

in the management of the project,

(3) ARRANGEMENTS TO ENSURE THAT THE SERVICE OF THI LOAN
CAll AWD WILL BE MAINTAINZD,

The Bank is an international institution which has
been established as such by she members! acceptance of its
Articles of Agreement, Among its objects are to "pronmote
private foreign investment"; to "pronake the long range growth
of international trade and the maintenance of equilibriun in
balances of payments by encouraging international investment
for the development of the productive resources of nerbers®;
and to "conduct its operations with due regard to the effect
of international investment on husigess conditions in the
territories of nembers and, in the inmediate postwar years,
to assist in bringing about a smooth transition from a war-
tine to a peacetime econory,"

The Bank cannot attain those objects merely by nak-
ing arrangements to ensure that the funds loaned are expended
for the purposes for which they were loaned, Ité responsi-

bilities under its Articles of Agreenent do not cease when
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the nonies loaned have been advanced.

The only way to revitalize the international invest-
ment markets is to re-establish the confidence of investors
in the credit of the borrowers in these markets, The Bank's
duty to take appropriate measures in order to protect the
maintenance of the service of its loans, therefore, does not
arise solely from the fact that in making these loans it risks
the capital contributed by its members or funds borrowed from
investors, but also from_the fact that, if it is to accomplish
its mission, it rmust by its operations demonstrate to the in-
vestors of the world that the risks of international investment
when conducted on a sound basis are not excessive. While the
Bank is expected to blaze the trail and, therefore, to assume
risks which would deter the private investor, it is none the
less expected to conduct its operations on a sound economic
basis and without regard to political susceptibilities or
influences,

In applying for a loan, the borrowing country will
nornally support its application by setting forth the economic
program and policies by means of which it expects to realize
the long—range objectives of the loan and to assure repayment
to the Bank. The very fact that such plans ére subnitted con-
stitutes a recognition by the borrower of the legitimate in-
-terest of the Bank not only in the formulation but also in the

execution of the vrogram and policies. Since the Bank, as well
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as the borrower, must look to the »rogram and policies as a
means of achieving the objectives of the loan and of assuring re-
payment, the Bank should clearly put itself in a position to as-
certain whether the program and policies are being carried out
and to protect itself from unwarranted deviations which might
defeat the pufpose or imperil the service of the loan.

In making any loan, therefore, the Bank has a clear
duty to take sppropriate measures in order to assure itself
ineofar as possible that the loan is within the .capacity of
the borrower to repay; that the project or program for which
the loan is made not only is adapted to improve the economic
condition of the borrowing country but 2lso will actually be
so conducted as to accomplish that result; and further that the
economy of sucﬁ nember will be so conducted as not to impailr
the prospects that the foreign exchange required for the ser—
vice of the loanlwill be available to the borrowers

Under its Articles of Agreement the Bank is enjoined
from interfering in the political affairs of any of its memberss
Nor is it aﬁy part of the duty of the Bank to assume responsi-
bility for the conduct of any project or of the economy of the
member in whose territories the project is located. At the
same time, a realistic approach to the problem requires that
all members of the Bank shall recognize the legitimate interest
of the Bank not only in the conduct of the project for which it

makes a loan but also in the econony of the borrowing member as
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it relates to the balance of international payments of such
neriber.

Having recogpized that fact, the practical nproblen
is what neasures can the Bank take in order to perforn its duty
in that regard. Some of those measures are self-evident.,

first, the borrower should undertake to furnish

to the Bank currently full information with re-~
gard to the conduct of the project or program
for which the loan is made.

Second, the borrowing member should also agree

to furnish the Bank currenfly with reports con-

taining full information with regard to matters
which are relevant to the purpose of the loan
and the maintenance of the service of the loan.

The borrowing nember should also agree that

the Bank's representative-shall have access to

such statistical and other records of the cen-

tral bank, treasury, exchange control and

other comparable agencies of such menber as

are relevant.

Ihird, the loan contract should contain pro-

visions which would ensure that the borrowing

menber will not take any action that migh*
inperil the maintenance of the service of the

loan without the consent of the Bank. Such
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provisions would include appropriate

.provisions to ensure that the total anount

of external debt which the borrowing member
shall incur will be within its capacity to
repay, provisions againust the creation of
charges against revenues or foreign exchange
receipts without the consent of the Bank,
and other similar provisions.

Fourth, such member should also agree that,
when any conditions arise which threaten to
irperil the maintenance of the service of
the loan, it will in good time consult with
the Bank as to possible measures to combat
such conditions. That would be 2 logical
condition precedent to the right of any
menber to avail itself of the provisions of
Section 4(c) of Article IV of the Articles
of Agreenent in order to obtain relief from
the service requirements of a loan in case

of an acute exchange stringency.

Provisions such as those outlined above would seen
to be essentizl in any loan agreement. They are valuable not
only for the protection they furnish in themselves, but also
for their effect in strengthening the hands of those in the
borrowing country who suppvort sound econonic and financial

policiess The actual details of the provisions wonld

Sec. 274



R e

necessarily vary according to circunstances.

There remains the inportant question as to how the
Bank can nost effectively reinforce the above-nentioned pro-
visions in order to have maxirmn assurance that they will re-

nain effective in all the changing external and internal con-

"
i

ditions of the borrowing country.
It is evident that the Bank's representative in that
country can and should play a most important part to that end.
His technical responsibilities will demand considerable tech-
nical qualifications. To these should be added personal qual-
lties of the highest order which should enable hin to comnand
the confidence and respect of the responsidble executive heads
in the country of his assignment. It should be his steady
purpose to establish his representation of the Bank in authority
and prestige.
The Bank's representative should not only be able
to assure that the Bank receives the documentary and statis—
tical evidence of the economic and financial situation at the
nonent but should increasingl& be able to leep the Bank in-
forned of the intangible elements which are currently deter-
nining the trend of future policy in the borrowing country.
Thus the Banl should be able at an early stage to discern the
evolution of circunstances or policies which night later jeopard-
ize the service of the loan or the accomplishnent of itsipurposes.

Clearly these responsibilities of the Bank's
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representative will grow with the progress of tine and will be-
cone increasingly inportant after the whole of the loan pro-
ceeds have been expended. If adverse circumstances should then
arise, the representative should already be established in a
position in which his advice would be both sought and respected.
If the need arose, he should be able to bring weighty counsels
to bear, Such a systen of advice and cooperation would ulti-
nately rest upon the personal qualities of the representative
and the reputation and suthority of the Bank itself.

The provisions of Section 4(¢) of Article IV nay
present occasions in which the Bank will be able_to be of sub-
stantial assistance in promoting sound measures, If and when
a menber should "suffer from an acute exchange stringency" and
should seek to avail itsclf of the provieions of that section
by applying to the Bank "for a relaxation of the conditions of
paynent," the Bank should be in position to see to it that, if
any such relaxation is granted, it shall be granted on terns
that will ensure insofar as possible that proper measures
are taken to correct the conditions which gave rise to the ex-
change stringency.

If in the end the Bank and its representative should
neet with unreasonable obduracy, it would be for the Bank to

decide what other steps were open to it in an endeavor to per-

. suade the governnent concerned to fulfill its obligations. The

facts of the situation could, at an aporopriate moment, be
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published and their corrmunication to the United Nations night
lead to support for the Bank's represeﬂtations through the
United Nations Organization or through diplomatic channels.

The further question whether or not the Bank should
endeavor to obtain security in the form of an assignnent of
all or part of the foreign exchange received by the borrowing 5
country from specific sources for the purpose of providing a
possible deterrent to the evasion of obligations under the
loan contract was also discussed by the comuittee, However,
since the subject of security presents special prodlens not
strictly within the province of the committee, it was decided
not to present any recormendations on that subject at thie
tine.

In conclusion we reiterate that the nrinciples which
are herein set forth should be regarded as general vrinciples,
the application of which will necessarily vary according to the
circunstances of the particular loan and the extent to which
the Bank nay deen it necessary to exercise its rights under any
particular arrangenents will also vary as among different loans,

Staff Cormittee on Loan Suvervision
C. A, McLain, Chairnan
D, Crena de Iongh

R, He Demuth
A+ S8, G, Hoar
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