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RECONSTRUCTION AND DEVELOPEENT
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DECLASSIFIED (To be submitted to the
E A IIExecutive Directors on
October 25, 1949, for

October 20, 1949
FROM: The Secretary

AGREEMNTS TO REILBURSE FOR PAkNTS MADE
UNDER LETTERS OF CREDIT

In accordance with Section 5 of Article III 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. When 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. No withdrawal would

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

LDtgm
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time of such reimbursement, the Borrower would pay only the comnitment

charge under the Loan Agreement instead of full interest and conmission.

A number of the Bank'e Borrowers 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 Comittee 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 Nade under Letters of Credit.

It is anticipated that one or more Borrowers will soon wish to avail

themselves of the new procedure and oommercial 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 authorising such signature

by the President, the Vice President, the Treasurer or the Assistant

Treasurer.

Distribution:

Executive Directors and Alternates
President
Vice President
Department Heads

Seet 4-27



INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

Treasurer's Department
FOL- Disbursements

Outline of Procedure to be Followed in Issuint
Agree DtE to Reburse for Payments

Made under Letters of Credit

'l.- 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 to re-
imburse, 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 be
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
Bankts Request for Agreement to Reimburse, with the two copies of the proposed
letter of credit and an Application for an Agreement to Reimburse (Forms G.4
And G.4a). In the Application the Borrower will, among other things, authorize
and request the International Bank to pay to the Commercial Bank from time
to time, as withdrawals from the Loan Account, such amounts as shall be re-
quired to reimburse the Commercial Bank for payments made by it under the
letter of credit.

4. 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 acceptance. 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 Reimbursementtt (Form G.3) with supporting documcnts
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 makes payment directly to the Commercial
Bank, at the same time notifying the Borrower's representative of the debit to
the Loan Account*

7. If an amendment of the letter of credit is requested, (a) the
Commercial Bank sendsto the Borrower's representative two copies of the pro-
posed amendment with a request for approval thereof by the International Bank
(Form G.2 "Bankts 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 Application for
Approval of Amendment of Letter of Credit" (Form G.5); and (c) the International
Bank returns one copy of the proposed amendment to 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.1 Serial No..... ........ .
(Not to be filled out by Commercial

Bank)

BANK'S REQET FOR AGREEMENT TO E URSE

Our Letter of Credit No.
Loan Symbol........ ....

(Name of Borrower's Representative)

This is td advise you that our correspondent................
has informed us that it has established a documentary Credit No,.
for account of.

and has requested us to advise and confirm said Credit in the amount oft.......
in favor of .... . ......................

ZNam ;and Address of Supplier)
relating to ............... ...... ...... .

(Description of Mrchandise)
expiring on ...

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 copies of our proposed Letter of Credit for submission
to the International Bank for Reconstruction and Development.

Very truly yours,

Authorized Signature 3*)*



FORM G.2 Serial No ..... ...............

(Not to be filled out by Commercial Bank)

BANK'5 REQUEST FM APPROVAL 9F A ENDMENT OF
LETTER OF CREDIT

Date......................
Our Letter of Credit No...........

Loan Symbol..........**O........

This is to advise you that our correspondent.........................

has requested us to advise and confirm
an amendment of the above specified letter of credit as follows:

(D;;and era escription of he Amendment)
In accordance with the Agreement to Reimburse No............................
of International Bank for ,Reconstruction and Development, we require the
written approval by said Bank of such amendment before advising and confirming
the same and therefore we enclose herewith two copies of the proposed amendment
for submission to said Bank.

Yours very truly,

(Commercial Bank)

By
(Authorized Representative)



FORM G.3 Serial No...............
(Not to be filled in by Commercial

Bank)
BANKS REP9RT OF PAYMENT AND REQUEST FOR REINBJRSEMfNT

Our Letter of Credit No...........
Loan Symbol.............................

To: International Bank for
Reconstruction and Development

Washington 25, D.C.

We have paid $.......... on .................... to or on the order of

Name nd 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

shipment of the merchandise specified below per R.R..........................

from.. .. . .. . . . .. . . . . . . . .% . .. .. .. . . . . . . . ;r

Z7 shipment of said merchandise per .
from.... *..................... 9999690 99 ........ ,........... .B/L #......9

or
storage of said merchandise at ......................... ; or

99......9.............9........... ~99 ........................... 9.......9

999r9h999d999.........................9.............................

Said documents have been disposed of as follows:

Copy of the supplier3 s invoice is attached.

Such payment was made in accordance with the terms of said letter of credit a'
set forth in the copy thereof enclosed with your Agreement to Reimburse No........
and amendments thereof, if any, approved in writing by you4  We r-equest reimburse-
ment of the above amount pursuant to said Agreement to Reimburse.

Very truly yours,

(Commercial Bank)

By
(Authorized Signa;ure)



FORM G.4

BOZR9R' S A-PI4CATIO FOR AGRENj& (T) TO
B tIMBR$E AND) FOR WITIJDFALS PURUaT

(United States Dollars)

To: International Bank for Date ........... ,..... .- *-.-*-*

Reconstruction and Development
Washington 25, D.C. Loan No. . * -

Application Serial No. ......

Pursuant to the Loan Agreement dated .. .......... ... betwieen the

International Bank for Reconstruction and. Develo-=ent (hereinafter called the

Bank) and . .........-......... (hereinafter called the Borrower) the

Borrover hereby certifies and agrees as follows:

1. In accordance with the request(s) by............
(Commercial Bank)

(hereinafter called the Commercial Bank) annexed to the attached summary

sheet(s), the Borrower requests the Bank to issue an Agreement to Reimburse

to the Commercial Bank 1hereby the Bank shall agree, on such terms and

conditions as it shall deem appropriate, to reimburse the Commercial Bank

for payments which shall be made by the Commercial Bank under each letter

of credit speoified in such sumiary sheet(s) as the same shall be amended

from time to time with the written approval of the Bank.

2. The BorrolTer hereby irrevocably authorizes and requests the Bank to pay

to the Commercial Bank from time to time, as ithdraWals from the Loan

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

reimburse it for payments which shall be made by it under said letter (s)

of credit as the same shall be amended from time to time. The Zark may

conclusively rely on any iritten statement 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. Said, amounts are required to enable the Borrqver to meet payments to be

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

tj. The Borrower has not heretofore. ,rithdratvn from the Loan Account or

applied for the withdrawal from the Loan Account of any amount for the

purpose of reimbursing the Borrover for or meeting such payments an4 has

not obtained and will not obtain funds for such purposes out of the

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



4a Page 2 Z.

5. Such payments ill 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 reasonable.

6. At the date of this application there ts no existing default in the

performance of any of the obligations of the Borrover under said Loan

Agreement 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 Agreement(s) to Reimburse shall not

be deemed to terminate

(a) 1Tith respect to any amount of any such letter of credit

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

Bank of written notice from the Commercial Bank specifying

the amount of such cancellation; or

(b) 1ith 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 Borrower agrees that no cancellation or suspension pursuant to

section 6, 7 or 8 of Article IV of such Loan Agreement shall, unless the

Bank and the Borrower shall otherwise agree in writing, be effective with

respect to any part of the Loan as to which the Bank shall have issued an

Agreement to Reimburse pursuant to this application.

This application consists of this page and ................... signed and

numbered summary sheet(s).

(Borrover)

(Authorized Representative)



FORM G4a Date

Loan go.

Request Serial No.

LIST OF REQUESTS FOR AGREEWINTS Summary Sheet No,-
TO RIMBU1RSE

T ' OF AMERICAN BANK

2 3 4 5 6 7 9 10 11

Bank in I T T R S O F 0 R D I T
Borrower

1
3 Country

Item List of Goo4s Brief Descrip Credit Beneficiary Mcpiration Amount

No Nam e of Purchaser Symbo1 tion of goods Name No. ier) Number Date Curreny

BY
(Authoried Representative



FOR1 G 5

BORR9$R' S A~fRL TIOIT ?OR AgPROVAL OF 4lT@GT

Date .. . . . . . . ......... ,......... .

Letter of Credit No. ................

Application Serial No.

Loan Symbol .

To: International Banl for Reconstruction
and Development

Washington 25, D.C.

There is for'rarded herei.ith a request dated ............... ,..........

by ............. for your written approval of a
(Commercial Bank)

proposed amendment dated ..... ,........ of the above letter of credit,

together with two copies of the proposed Amendment.

The undersigned hereby requests that you confirm directly to the said

Commercial Bank your approval of such proposed amendment.

(Borroer)

(Authorized Representative)



FORM 0.6
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

AGRFETTREMBURSE o .

Date... so t... . o o ... a ..
To:. . . . . . . . . .. . . . . .

TO( merjial jane) .Your Letter of Credit No.
.-* g o.-----*---e - .- *---' *-- . ~ Your Correspondent's Credit No......

.... .................... *e**** . Application Serial No.....,...

Loan Symbol..........,..........
Gentlemen:

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

prepared to advise and confirm for account of.... .. ,..

in favor of

in the amount 'of ,........................ relating .to .

.. , ..... a.e......................' expiring on

At the request of *.P so.4f% o e..o-o'-e-'* **

and in consideration of your acceptance hereof as provided below, we hereby"
irrevocably agree to reimburse you for payments which shall be made by you to or
on the order of said beneficiary under and in accordance with the terms of said
letter of credit 'as set forth in the enclosed copy thereof as the same shall be
amended or extended from time to time with our written approval. 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-a
less written request therefor, sufficiently identifying the items on said
letter of credit to which such payment relates and accompanied by a copy of
the supplier's invoice, shall have been mailed to 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

4, 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 cancellation;
and that upon expiration of or final payment under said letter of credit
you will advise us thereof 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 RECONMTRUCTION
AND DEVELOPMENT

By
(Treasurer)

Form of Acceptance

We confirm our acceptance of the foregoing agreement on the terms and
condtions above stated. The letter of credit above referred to bears our

number ... ,........ e....

(ComTercial Bank)

(Authorized Signature



FORM G.7

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOP)ENT

APPROVAL O A NDENT OF ETTR OF CREDIT

NO.. . ....

Date..... ........

Your Letter of Credit No.......
Application Serial N.....
Loan Symboj,. ..............

To: ......

(Address)

We hereby confirm our approval, f'or the purposes of our Agreement to

Reimburse ................ , proposed amendment date4...

. ......... y.... oX the above letter of credit, in accordance with the copy of'

said amendment annexed hereto.

INTERNATIONAL BANK FOR RECONSTRUCTION
AND DEVELOPNENT

ByTreasurer



DRAFT RESQLUTION 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 Letters nf
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 behaJX of the Bank at any time or from time to

time (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 chapgoa threin 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.

Sect 4-27



-2-

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 membei of the Bank.

9. The term "ourrencyl 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 the 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 9tates 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
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Borrower 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 pursuant

to the provisions of Section 9(b) of Article 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.



ARTICLE II

INTRODUCT ORY 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 within 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(1), from
currency referred to in Article IV, Section 2(b),
or from any additional currency furnished under
the provisions of the present paragraph and which
has not been repurchased by the memiber lor 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.

(c) The provisions of the preceding para-
graphs may be waived by the Bank xhen a uniform
proportionate change in the par values of the
currencies of all its members is made by the
International Monetary Fund.

2. The question whether the obligation of a member

under said Section to maintain the value of its 18%f 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.



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. ,It is the intention

of these Regulations that Borrowers of anyl8% 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 loaned4

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 II, Sec-

tion 7(1), 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



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 territory, 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



that such depreciation has occurred, notwith-

standing the fact that such depreciation or

any part thereof occurred during any period

prior to such determination in wnich part of

such currency had been loaned by the Bank and

had not been repaid.

(b) For the purposes of said Section 9(a), the

time when the Ban% makes a determination that

such a depreciation has occurred shall be deemed

to be the time when the sank notifies such member

in rriting that such determination has been made.

(c) 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 th6 Bank

in respect thereof or of any subsequent depre-

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 equivalenat in dollars



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.



"9-

ARTICLE III

APPLICATION TO LOAN AGPEEMNTS

1. If and to the extent that any Loan Agreement

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 BankC at any time without prior notice;

provided, however, that no such revocation or amendment shall

be effective in respect of any such Loan Agreement, 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.



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.



ARTICLE V

PAYMENTS OF PRINCIPAL OF AND INTEREST
AND OTHER CHARGES ON PARTS OF LOANS ADVATCED

IN 18% CURRENCIES

1. The amount of any currency which the Borrower

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 particulhr Loan Agreement on the

equivalent in dollars 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 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 concernp

ing the book value of any currency affecting any amount payable
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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

payments 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

adjustment 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

RECONSTRUCTION AND DEVELOPMENT

By
President
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SUBJECT:
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Mr. D, Or*%& do Teugh Parch 3, 1947

Is Att252reld

Disaosion with New York Sanks on ftisursowmt of Leawe

ftferoeoe to vade to the Troo *urer's Vwweranftw of 7troary 12, 1947,
on tho nroeflire of lEax 4 a144#1*S"f.

O ft. ruary 25, 26 &Md 27 1 diseasst s was ahtnvc*1 aspeat of this
1in low Yor with Mr. Thm* Motittri k of th 4wso National nk,

Yr. u ward J. Rgorm 9f the 19n of tt Manbatian Oopany, Mr. #1ih Wooll a y
of gromm Arotherv PArrimm & Oempow, Mr. *f"ones X. 4.. t. r of the Now York
Tmost Conoway, a nd Mr. 71Wy 0* Slair of the Watiomal City Usak.

3W main #o1fet of the 4m s.i. was to verify whther the gewwal
-orivieils laid down in the Oto seonesh vud 'be workable on tho 'asio of
*silting eumveetal bank practlesw. The discusiston# wero, thorefere, lialted to

Ovee tramumetious in vhieh th# ameen imtl Uanq, will be eall#4 wpon to porfs
eain fuations, Ateh normallr vil bo the ftoo Aes h n 1tornatlenA& eak to

1orrovort will epen eawrata lettors of credit.

I informed the U ks that t Intornattea& Paui, aaering to its
Artiolov of Agreewnt, aq not advame te fUl amount of the Io"n after It has

Isson eamnited 'but myr only disburs to itsa borrmors Ahn 9"senitwmos a"e
aotually inewo"Wd (Artiale M.t Setion 5 W)9. %a Bak Me, therefoe. the

o'bligatten to cheek, at emn tim, vhother thbae oxpTAMIWus are In agresmnt
with the progr"a or 7,rojoet vWidh tho taternational B*Ok will finanoo. ftrthr-
Moro, tho Uatornational %oak will hav* to 1nvestigat* vhethor the goods or
Oquipat st ., for whieh tho orponAltures !Pr6 "do, are actumlly delivortd to
tb* berrors.

Wenever ths barror mekov'uso of letter* of aveditr o",med bythe
ometal 1hanks, in its murehas tveaatlens, these banks will check in their

noroal -reoedure vhotbar Uhe pseent to in agrewmt with tho letter of oerti,
vbether the desit a"e in order, e-te. This meas that the banks are &U2w43r
folloving the -preoedre vbich tho Intomnational Baxk, afterting to Its AritOe
of Aaroemot, amot als follow. 1, threfore, ask*4 tb* Usaks whthor It v=ale
be posel'ble for them to toe a simple statemM.t isig*" by sa n thortsed affteer
to the offtet that paymmnts "Ulting to a apeOM&Ae tranzaetion hav* Ueen aAo

sadt at~cortain 4oomate bavo bomm reeiv4 'by thea. If Woi statoommt emn1d
be 19av*4, the Internatiftal Unak vmald ovoid a ossidorable maset of 4otalot
dheeinig. All of the bms Infora#4 as that if the pror meavaros we"e taken
%ofoe~hOAOd this fate"eAl OMald *04 isod Iq then, and they -orevisod, with so
Oxetitaf, all paol'ible aoepration,

This vroceduro vIll hav* dtinet *AdvntW* em se ths lntornation41
Bank will not onVy avel. t )plieation of the oopmoretal banks' work bat will ale*
b# to a position to wore oaslfrable erpon*** for spoea~lize persomoel vhieh,
vndor oresent conditions, Is ver7 hard to find-.
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CONFID !, TI
6LC/0/274 (Revised)

Memorandum to: Mr. Eugene R. Black DECLAS I
rom: D. Crena de Iongh

Subject: End.Use Covenants

I would like to bring together my comments (which have already been
exressed in Staff Loan Committee Meetings on separate occasions), regarding the
omssion or modification of certain types of covenants in loan agreements recent-
ly signed and in draft agreements now being considered. The reason why I wish
to do this is that, in my opinion, a useful purpose would be ,erved by reconsid-
ering the relevant aspects of the Bankts 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, and

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 was omitted on the initiative of the Bank
from the Ethiopian Loan (Industrial Bank), the Turkish Loan (Industrial Bank)
and the exican Loan (Consortium),

I am aware that in these cases the theory is that the Bank has not
given- up the right to end-use supervision, but only delegated this right to an
intermediary organization. This argument was based on a situation where the Bank
had the right to approve the management of such an organization although even
so it represents a departure from the principle that in supervising end-use, the
Bank should not have to rely exclusively on statements submitted by the borrower.
TIK argument has even 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 make use of
them; in any case, we should not have set a precedent.

In the second place, the draft of the proposed South African loan
agreement (Transport Project) includes a description of the project and the text
makes several references to the project. However, although the draft contains
the usual end-use covenents concerning the goods, there are no provisions requir-
ing the borrower to ccmplete the project or to maintain books and records con-
cerning the progress of the project or to furnish information concerning the proj-
ect. Moreover, although the draft of the proposed South African loan agreement
(Electricity Project) which is also drafted as a project loan agreement, includes
the usual end-use covenants included in such project loans, the Bank's right of
inspection extends only to the goods and not to the project.

There seems to be a fundqmental inconsistncy in the drafting of the
transport loan. 4ither no reference shoul4 have been made to a project, in which



case the covenants would be suitable as drafted; or else the normal covenants
concerning the project should be included. The policy so far adopted in this
case is 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 usual end-use covenants relating to
a project, but in addition the Bank is to supervise the whole rehabilitation prc-
gram of the railways, (even though the loan covers only 1/10 .f the foreign our-
rency required for the program).

The above considerations lead me to suggest that the Ban)c t 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 cannot make
this assumption in some cases of less developed countries, howavo', it plhces
the Bankts negotiators on the defensive, and, puts them in an invidious position
if they have to argue along this line to suppo t the inclusicn of covenants which
have been left out of agreem3nts of loans of a similor 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 recognizing that what is reasonable
to ask in one case may not be reasonable in another. Tc- 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 Mexican
banks can do an efficient job. If they fall 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 that we should continue in practice to
use our discretion in deciding how far to go in each particular case. My second
recommendation is that the Bank should avoid drafting loan agreements in the proj-
ect form in cases where it is not truly applicable. I recognise, of course, that
there will be some borderline cases. In such cases, my recommendation is that we
should decide to treat each one consistently as a project loan, or alternatively
to draft the loan agreement without any reference t< a 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 negctiatigns on
the basis of asking from the Bank every concession granted in any existing loan
agreement, which will weaken the Bankts 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 make
the task of efficient supervision more difficult.



The second danger lies in the ,possible effect on the market for the
Bankt bonds, Investors will be quick to notice apparent weakening of our super-
vision policy, which has always mpressed them so favorably, and the advantages
of which have been so much stressed in the Bankta public relations.
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CONFIDENTIAL
SLC/0/274

November 14, 1950

DECLASSIFIED
Memorand-um to: Mr. Eugene R. Black

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 discussion,
I pointed out that the end-use covenants in existing loan agreements form the
basis on which we carry out the Bank ta established policy, and advocated there-
fore their inclusion in the Loan Regulations. However, the Staff Loan Committee
decided, against my advice, that they should be omitted, and should be drafted
specially on each occasion for inclusion in the loan agreement. Loan agree-
ments recently concluded, and draft agreements now under consideration, show
a 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 changes in question have been advocated 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) Australian Loan

This loan is a "general purpose" loan, and not a project loan.
Consequently, in accordance with the Bankts 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 insurance
of the goods.

(2) Ethiopian Loan (Industrial Bank)

Although this loan agreement o ntains the covenant obliging the
borrower to keep books and records concerning the goods and the proj-
ecta, 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 Government to agree that the Bank
should have this right. Furthermore, the covenant 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) Turkish Loan (Inaustrial 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.
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(4) Mexico (Consortium)

The covenant giving th6 Bank the right to inspect the goods and
the projects was omitted from this loan agreement also on the initia-
tive of the Bank.

(5) South Africa - Draft Loan Agreement (Transport Pro ject)

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 covenants 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 African loan had been treated as
a "general purpose" loan, but in that case the South African draft
should not have contained any reference to or description of a proj-
ect. If the proposed South African loan is to be treated 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 framed 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 covenants inserted
in the project loans, but in addition the Bank is to supervise the
whole rehabilitation program of the railways (even though the loan
amounts to only one-tenth of the foreign currency required for the
program).

(6) South Africa - Draft Loan A eement Electricit ProJec&)

Although in general this draft includes the usual end-use cove-
nants 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 organization. This argument has considerable force where
the Bank has the right to approve the management of such an organization, 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 Sthiopian 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 make 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
Australia, we may assume a reasonably high standard 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 reasonable to ask in one case is not reasonable to ask in
another. To give one example, though the Dutch Development Bark loan agreement
contains the standard clauses (which have now been omitted from the loan agree*-
ments with the Turkish, Ethiopian and Mexican banks) we have in practice 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 expet-
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 loan agreements or draft loan agreements
enumerated above were, with the exception of the Australian loan agreement, ne-
gotiated away from headquarters. I can understand that in certain circum-
stances there may be arguments in favor of negotiating loan agreements in the
prospective borrowerts 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 psychologically weakened. In the second place, the benefits of
the working party system, which has proved to be so valuable, are not available,
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 bprrowers will always be inclined to start 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 make the task of efficient supervision more difficult0

The second danger lies in the possible effect on the market for the Bank's
bonds. Investors will be quick to notice apparent weakening of our supervision
policy, which has always impressed them sQ favorably, and the advantages of
which have been so much stressed in the Bank's public relations,
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The International Bank for Reconstruction and Development 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 Bankls headquarters in Washingtons D, Cjs determinez 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 Bank,

stationed in various borrowing countries, then ensure that the equipment'

supplies and materials financed by 3ank loans are used only for the

productive pxposes specified in the loan agreements.

At the present time the sank has field representatives for this purpose

in Parts, France; The Hague, The bletherlands; and Copenhagen, Denmark.

These offices supervise the end use of goods financed by the loans to

France, amounting to $250 million; the Netherlands, to $195 million; Penmark,

to $40 million; and Zuxom'ourg# to $12 million.

The evidence which the Bank has received indicates that the uses of

the proceeds of these four loans are 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 supervision;



Out of the Pyroceeds 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 Prench 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 followst' to the railroads, 29%; to gas works,

20%; steel industries, 10%; electric powerf 4%; 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 damaged 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 to spinners has been verified.

Tho 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--eqip the Renault Works, heavily

damaged during the war. Because of this machinery the Renault Works have

been ab;Le to begin production of a new low-powered automobile.

The Bank also helped finance eartW-moving equipment which is being

used by two large French firms building hydro-electria power dams in the

Rhone and Rhine valleys, When completed, these dams will enable France to



increase industrial production considerably in the regions concerned*

Another type of equipment ,onsists of oil well drilling equipment which

is being employed in Soutihrn France in prospecting for new petroleum

resources*

Loan4financed tankers are making a sizeable contribution to the

recovery of France by enabling France to transport more petroleum products

from Venezuela. This is an operation which otherwise France could ill

afford because of the high cost of trans.-Atlantic freight which would have

to be paid 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, airplanes, tugs, barges, etc. Bank investigation has shown

that this equipment, only part of which has been delivered up to the present

time, is being used for productive -purposes. Approximately 100 new

locomotives have already been received by the French National Railways,

Parts for railway freight cars which have been financed out oC the proceeds

of the loan are expected to be delivered in France shortly. These will help

France materially in rebuilding her war-damaged rolling stokc1, supervision

of the use of this material will begin as soon as it arrives in France,

In Luxembourg, the Bfank's field representatives inspected progress

made at the site of a new steel mill which is being partially financed out

of the proceeds of the Bankts lc). The main equipment for this mill is

being completed in Pittsburgh by the United Zngineering and Foundry Company;

auxiliary equipment is being manufactured by other United States firms#

Locomotivesq built in Zngland and in France, also financed out of the

proceeds of the loan, are in use on Luxembourg railways,



In Denmark, the Bankts field representatives visited the installatiois

of the Northern Cable and Wire Works which produces, among other things,

transoceatiic and other communication cables out of copper and lead financed

through the Bankts loan to that country. The same representatives are now

supervising the use to which loan-financed agricultural and industrial

machinery are being put,,

Xn Eolland, the use to which 60 loan-ftnanced cargo vessela and

tankers are put has been ascertained, and the distribution of fertilizers,

machinery, building materials, rolling mill products, etc. to users for

productive purposes is being supervised.
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DECLASSIFIED '*' 26 1*

Dat: j'iL' f

TW~ the ecrwegay

A-tt&Wwd for th* sida4mt*"n of tho (;ommittm an imm t liv

jS a rerj=4 ft0&ft llepsf an 3UpWVIdShn Of LAO$= (0*lasit4* Ms IAIW

poUar Dowdamtr No, g)* muhe has bean &tree the Cewdttoes moo

qust to rofeot the * -- a of the Ommtt"e In its .. a.en

of tun0 subj00pto 1d th dtod ObWU 20* 197,o

(camittoe on Lwna PeaW na moo e 4).*

The -"-ae- draft 0=0404W cusaa a Low P*IUe Dodwmt

amfef t. Vm.a evilanat D* t how2,pDoomot No* 3 h a be rsd Ow

prepwoed adly for VhO pg Of e U men e the 00Wm tUW.

ft io not Wd tb awydsmsaearsod to Doam O* 3

thwr X&AAo %Ulb to ostw up=a a diftu-ni-- of the "Uilood pm si mo=

of thp-04 ccwtw7U*

DistricttAk



DECLASSIFIED o-itto a to= Ivnea
No: DGUM"No. 2 (First srision)

a TIOUL FO

ftt 26, t9t

,.WPRT- ON AUPVOW.1 F IA4

To !* am nitt" an pssung ena -ea rqst s

stadSPM 0 5,pp'v Ck . e 22# I9h16) Uo Mes its amenta an m x*

- - -- i" r*Gp*Ot of th as aux th ank ou]dA talm to Sqpwrrime jtA

lana- e ho r*Want of the Bmnk UMrMr *VAppt4d a staTt caataan

A

toan *xperiGiAO uhich Mald lit tbe Camodtte on Loan pOIJAW & rvpOrt an

tMS aattAr dated JaRIONrY 214 19%7. - (UesuittAO tmMea Poliar Docmmtu No. 1).

upon m-4-- of Ume sawt report mnd atow I uso--+a- at tho

,fQLuow'f ropart to t4 wou e Diroetwoe.

A. 1.0"I FUN-im Tell' BME D EPO TS ADMINI, TRAajo

1. Subaottth (b and (a) Of .*ctin of ArtUU III of te ULW

O(b) ?be bgnk SA&al maah wrrg"01tv to w t at the ""40
Of SWy Uma axe used 6aVy fft* th porpomm gao vhich th
10mn =8 graft"# vdU due attatio. to -- 0-" -o
"MWnal and offiai4Wa and -odthaut regard to Palitica ir



"(a) ta the of 0OWn fiads ty the Bnk* it *Mail open X4
^**ount i th e nwof tho bos~ner and the msamt of the
loan AMUl be avmatod to thU WsOOnt in tho r*W'ne or
anwsmcum is *blh to Uean is made. The 11,000se 0ba
bo paittd bytb Bauk to dneW 40 te *$Cun 0y to
soot i -t -M Pevw wvdt th pmjwet to M47 woe

20 HwvImg zegard to the general purpooms of the fak a met forth

in tre Artnas of Agresoa*a and to the fat t, ht te greatw part of tbo

Ies *djoh t s fia wId MsAk~ WM 'b* &Whd- WAt Of tWuS I"i-- ! b 7eee this

B=,k from privaUs invost.spa it atn bs roooWset4 ta the r evpmsIbis

ofte fAwk vdth rvgssd to tho imaaa.s- of loam aft tv it eo be-and

tho spslf du*r of aaidxg arsnge t* nw ths the Uww mvsa sod

emly Aw tb Dwr *ish th# -a* grsaed# Thws respcrsibihtsw

iaudtes th su*pKsibIU air =tAnmg 4pTsv as w2aguse t.

that twh jitsesI i s fo wo eh tbo Imma ame cmtode wM bo ... am m

th" V e arvi" of the 2*oms will be nttsm

30 In cm"aadfte tho ws~wds *hUch the bkshmUl adopt to covey

out them r**pmxsIUIlits, two wspwt of the pweblft obouUd be "WU14la

distimaguhdo The ftrot coomths right* vtdh h e prwtisiems at to

.*noe...t.m .. .. .. f e,.e.dama . lam e...rwe.

The Banks -T Man -" roquime that t lam cantvwt sh&Ul
the

thaprwis SOUAW f /tw vhorsby the Bank

kAbII bo kopt 24U3V ad *=sw=My infansed of the programs of tie projoat

Or Ptnea fmr *Akh Uw lam w aw vod m ofa er ft dopmset ot sWy

oanditious *ieh sa~ provmte or Uarftvs wth the aweaVII-shammnt th

wroftt or prvswa or the ofme -- etw shmrie of tho losat ?be 3 am



oonteet bani als es WTa rgemsuts Affmrdm the isok tingly Opm

pwtmi to **"%at vith th mad tho Sawmt (it =W) am to

tam tiway and a&esisea*Um, in oreuw to omw in a ft an t

prowlye Own do a* twts the pup r oft loopee a"r-a a"a thst

D ft t m o m as t.e o I= It

be0 iW" t areowe whMna tem low 00&4t is UgdU Wasawitt

ditmsxW rit *dgg, WM resair* j3 nD* to gv&U itsU of xmch pro.

Vi~mx SMS the eustra and 4wespal eauamegonsl WMl tpo tho" in
whigh tie B4 M bW*e tj* grenaft S" to *MJ a - t* %Ma ai

ftmlyj md oactjbveyit Idi tlb sssyte a pervmea& lot va

lana arswt a* suah a to *mu th" th# B** w= he see

Portuniw ans deqg PO- Uo d444 vith OmArsvOsift in Vv b *4

of an its mm**M-' ftUe "Oh deersm will Ioa emsariy VM7y
** ~ ~ *O Oftwa 1.0406 ft sa, m be basue in wWa th" the Bwn

wM Wrehbbl wta fe it rodudblo to Ajour-elm" wmgn IMINes- vdth rem

gard to of maea taeh

OR to Ww humd, so foo ag Ofen h 0mveiSOo er ts

righu vam ath SAff Ineas ed Aqm to"**** onaanmtn r

artiane e 04Y W M tl inrp shmM the~ a Bank f1it Im ssmse to tj,
alln ath am maa vh a be penmtd wdwr th ba m Om 4*WU,

4*anmmn ubSM ab* "est seh in the 2*mn 6outract SAm
aSWRaI-stratim Of Suah Wrncomene by thw Bmkrts $Wf ut aw man

* aand the d4MJV .f th. ... ae.m ,t



itho inuasma pM a psab ent. Abdo =at a&W bo

ofus tho partol Wojwpret or prom or of tMb affars of tbo bar-o

a r* m shO thok B40k e" it de wu aw ot y 0At its rj~ip OffitI TA N ghCUM b" I tj4VU& "P"r AA

tho eavrW Ja vha eAh 8%Of4 06 the lemg ja xod and n*a.cpknth otl

In wtd h th prwou ofE th lmy weg se As gagig "to o IA a ndmsea

totb Ma as Spt f pwp of the44% wis of~ln th on OOPO4

aA
c~s n heb-h ano eqw wIIovieIncpctmih

ofala* b MMa1Wybewut



7. d dssag vith te p"Mim of snsr tha t the b "*"

of the ]A* ame uwAt may for Who punwoses for wh it es vaunetd

tm prbma" ennmmiatiamno" tog tN a into ogeou", On the ene MMt,

the Bank must msim it# nIk

O"p4it oe p 9 it. the bpriw4 t withftwit NW* whom it n.ods thim

"Wiuon" that tb Proes of the Efa & e4 vod for the PurPD few or

vheoh the luau vas grant. The CTmitt.. to othe op1i.i tat ofw

proos uint1m bedlw giv* adqte rqseuition to b*U of them

4, $5em M stwulpaint of tho Bank# tho ant pmaetitabl arrae

snt for suporvsiuca Use ospeudtur of the proedo at 1m vouldas be

f r p aw lath firt , win f itsev us o ta

shototo bnkngmrdit obandby it ftbo 9mr.e, to saepyw

for the gcodo ar sorvices in qeoetio andtbms to roqws ts Uank to

.ao., th atbe t of *%wh payment umdor the lat If, howgr, as

Pa-N, 18 1 a report ofthe Ifnflwi.1 Poley GcUmtteo (R-7, .see

rovisin) ewv beforte f nti" Dimators, tbe bank dttormimm o

-. wm* intorst frim te dabt of thS loan mtract, the Bank shbad fa

so far as Pra tteble salm agmot wboro* tbo borroivr .a, if it

desims, oboaot A of t oe te emm t 7 istes

olooli himroto umch as exposditumoo. To Vat *a Us bw*k *W, modoer



appmpritato *mnsiti=e, oak* advamos to the bornmore fo the pwrpmw

ot amet$$ oxpwas In oomwation with tho piv$0% or progra, mldg

WAOM NOe Parents MAg d9positO Of 6012Ata to #OgUr4 gr=%#e of eftdit,

as tbor szo owtoony laourrot. cin am*e esme se voc aane aot a tako

%b* fom of a roe vig arodit, epamiseatn of *oldh wM5 depend UPOS

the suboeqwont furnds of mtA qtU proof that *xpeso paid therotrm

wee oostet with tbo Iamntmot I0446n oers SAMSoa # &dsaOM

vdib e *ae 10 fttp*aof e futumo *xp"Mitvrs tat s kna to

10 requir"d =%we th t*=0s of *xistftg awtreta purchawe ordersan

arodit vamwwg tiat0I in &11 oe, t* berowor wotad a r taka pamptly

to furnish the Proof requir"t to show tkat tbo Pr"sd of the lo"a were

o. Mond far Ow parpasos for f hek * t lam wa granted and that the

equipawat #ad "upp1100 pW101se so&ea precoods vero actually reoeivod

aad used for veah Parpwath,

still wDarragewnt ,t earsm , bo ,made whero thy

tw* nore sutoblo to the PUAIWsalar Sawe-at'- "d, for oxampue, it Might

bo agrood that the borrovor,*gh drawt a draft an the 13ank in tVr of

th Ouppior to styvorifbe *Vpnas is MOU;le or the Unigbt In *en

$aso OPO" i&dwemeatary letter of erodit vi t a samseraial beak in ftvor i

Thw partioubwr preodum#s or seImatImns of proooduros, will

ummsartly vary frms 1won to Imm.,

90 Wbnatevmr procoduroo or* fellavk4, tho lomn cantzet *hmald

*&title the Bank to requixo tb borrawre to onsprt a roquest for Nadsn

by furniabng adqaeproof that *xpondttvas bns been or win be =ndo



u o #ePurpoos fkr wih the low was grant, with due attention to

eosiortims of ooaw sm .ttile aMd wtmt roa to palt11~

or oter nth -owonami o emoowerations. In ghowalp tbm proof

ultlmatolyr equired t juotity an advwwo mndse th loan should ntaot

a Oertif1JAtMeO Ir to the Wfot" that te am 6t of te

aftame b'e pa to astwam1 l* of -wA or service reuie

or te proj.et ow program for ublo the loom was gn tedl thai te goods

or s.r1iose am of ww& chut tat tby %na fvlfM te idU ot1o for

tieh requir"I that the aow kt paid ead t1 toeaM of purchase as* sot

ww*sabiel an ttent th *p itw** for ike th geftass to us"d

ba not o0 tbmwwise beg en susdt toroiie f0WMro tha e loan "camt=

ad tht thoy have not beew and wi not be maid as a b&ai* tor dyanes

-nd r .tbw loa or arot wb m bo avl~l to thebrrwr

When tho advanoo is aide for the parpooe of awotbWg sotloipwtod "spndtures,

tbo otifioatlAm AU Us appmpgeat*4 woiflod to woot the poIUi bo

The 3i. waaot should , of **w oonain apprIAU Pro liions

to .aasbt1 e Bw* lo verify tbo aoeurwy of te eartftios s to te

oxiout Amw#^W noeossas7 in the patcM saww by roquiring the eeiaa

of supportg or otesrise.

The, borrower sbould hoft tke oprtmiilty, it it a* desIres, of

obtaini g te apprval of Us Bt k for osed pumhoAes prior to *%king

ofmitmont totriefor,

of inftrnatio, **A., *oW1 oM title te Bank to aMotrtain tat see" or

gerviowe for wlhiob fa advonoo JA mdo wro octmlly a Proporly used a



.b. e.

Ontemplated In the loan coutrust, end, in gomeral, hat the project

or progrm for whiek the lemm vas grated is properly arried out. Th#

*44a*sratio of suck Proviaians will nen ybe the dt of 4 field

ropremimttv ofthe Biok. The typo of repmeouatativo amd the oxtent

and chuater of tb* staff mWd emmating sorvle# which be mny amd will

depend an the " b of lout.

at TEpJet R or *1* I A bD -- 0 r 4t

Tre loan emtmtt shoi.d provide tat te borror wW te

guwmter (vhem a mober of the Bank is not%b b0 orrower) vMl fursh

Us Sank murrently vith fall inoatio~n with maord to the qpmratlaa

ofto WvprjmAt or pxvgraa for which Us Is"n has Ume modo and wit

rogard to any other matters which ae "1~vt to the purpose of m

is" and al of. "rvJA* of te loon. suld alm umler.

tako to *Labmilablo to Use bank, as tt my request,

f"tl"e for oasnn r obeta~ing the vate iaanainod JA tu

souress f ran mAah wsh lafortlran to eampill. Arrangr' mnts should

al"s be made whereby eganosis &M rU"*Wia informatims vhiah & momber

of the 3aak is rwqiaed to fuzzdab to th Pud vA omor pe ioer-

zaicl orgmimatius shu be ua" availble to th ak

12* In e at Y - ter mch tb Rm * will amk

and timl opportunty for eamaetatiem vih Its borrow"e an oatters

of autml inteost to the md tat tb Bank's Imms mW sere the Putmpoes



et forth in it* Axit.l" of A The most isportant task of

the San I fWAM roproenntives vM1 be t * "teabih wWt aetain

aerial a buull elpful relattono with bawas with a vie to

avorting the sesvnsof oonditiests vhiob night dofeat the "ems.

xmt of Vo purpones of th loss or biqp11 tb. servU* of the low.

Tbo lown mentmet abovI4 thefoe,, *=na mitable provislowm

pro, Idftg for cosualtaUM.4

1Tim s"Pe of Such Prawens No Us t xtent to *eSk h y xUW

bavanwe of winl xammarlily vany ammrding to alreanetomss. As to

otal kin of g i by tb orwe re pam to ia a y iwl

ts zos~iee of th oatV Ba would be warranted in rquirig tha

no xuah aetim sbgmIA b ta witbe6t its prior oommmt As o other

kin& of aetim whiah m *A * such a direct offeet, Us loan amtract

ai~ eeyprdetat~ nsuh aqo o be take vitht Oort

to the pnm a -mba opportity to seamlt wit amd *Ww so 1mom tions

to t gsan mAn Vo o esr who should agroe toe &ala W om roa-

montatimns serlous smsdimtge. The Immn ometrwsbm ld also omstaia

appropriate previmioms wbrb the barr&~e mWd tbo Sevao wm4 agree

that vhmn coudtis aris, whie threaten to taxprIl Us maintennce of Us,

servioe rof Ow lo , the will In good time emmt witk th Be as to

Poesiblo a to met melt ecditims* O ee I m ontrat

shmnks resegniso. the pmassos rik of k. ak to mae

the mwor aad gjo, n Atatte affeeti" te lo" a"

te " * r low was



W The 1etet or m 3 i4 u wbem th sonk shtm 1i reser t R

a rtICUlr situatica *"nt dessow an tbo xxture of the leMO on its

reltionoMp with other estegml debtv oxist|i" and entewpilitod# a"d

on othor elrometnee $040 of th borrower an the guano~t@po

The 44MMs of th COMdtte 0ontained in the rallevimg paragraph*

15. Thw-e~Af amn of eargot or other priarities an rovemoes

or forsigv oxchanse roweipts to s"" "rw deb-s4-0#e-

MPOW 0F ww l gmsbmny hae a dirst offset on Uo prompoeto

1111 llipayllilllllt 'of **be Bmik's loons fte Banktsie rs in0004 tkim tnnP or

aetift to so Vmmeia % the loa ow0*stmet4 shemM awwaly1 ewtslaR

tho prior consent of tho Ban.

16, Th . n h"an "Mdl dsn ireat intorst, In asfemo-nts, .th.

thn.. n& cr.dit .. ag .o...n., whth .. 7 in frm .r in .ffet a*reato,

elarwe or priorltiex an foreign 11 r Ill,"- roweipts of ak nature 48 to i

affeet the Prospets of kesonat of tb* low* C ostain typos of bl-

Usteral Ay"t MieeSrS40 asa genaas Mmn agromens

*at bate h*" tto off$$t of croatin$ *h p of this
agreements

kt, Slafo ewoer hu t h e nOt OV& 0f s"mWy Wi U # r tO I

tatoresto ad purposes of the Bn#It genws&3I be Wuf Waent

91"pIy to require that tbw barrover 4W, guarast"r &Sre to consult Vith

tbo ank n adano of AOMI"-w V-r



17. Tb e also s o h a I naterest t n o3 t of sexral debt

whch the borwer Wr ne. In momet oomme th prbwipal rtaspIs

IaSM ng the box-revor to seek a lomn frce to bak will be the no"

to Import goods for pwrp**Aw of -- om-*- resUatimes or dovolopowat

and a hos e tat the mtaAwo at pol wate aftwata mWa proecats of

the bowrer an ash VM* t eam at neI such imports by ft. r

O en &loag-term l ftm Aw Bomo In swh cases this prosp1uts

ofro pset ofer I"* willu depwat prinwar ash future avaiability

to thbe rme ef f tmrolV oxohww tired - or such rep-ymeat.

Tb Bw*h to thorofoe vit*14g intgterox thAt Vw hdamssmp aimxp-

tie upow wbah tbo smoresstssm provtsons of Vo lane contrat are

buodt w upa taI Us prosgo.ts oropajamt dpend sh*1 not be

iasassd 1W r as retin of fMs most* fo fotow rui n ltIAN

rrmn smsalv on ad ===== MOMM "Ural borroviugs. Boe USKU01

-av"*r, as In gaee eo of Agre .t1s Ia 'the proodi

paragraph* oertain kbW* of aetion mW uwt be dtsadvntz*s for the

bank, Sam aditanal bxterwa debt may be benflol4l ftm teas Baks

viowpoint as van1 aas te borewort ~a. Wie subject should, therefree

also be dealt vith normally by provialmne requiring prior esanlio~n

wi t e B. In gmorsl, xuih prtvistfs should take th rsof

ivitatims on the aggrogpto =wmet of exerma loant, or of the amual

swrvies charges a *seer=l looms, whiah the borrower or XuLatomr Wa

cemtrt iwinnut on ataUan wi t amk, wit appropriate wwo eas

to provide for r hoding opmratiem and oorein "s, of abort-torn credit#,



&-mm-t of tba Lbdtatims wmW d*P*W the e*smted nees for

&Mattlema extorma fbawlsag out a the "tUmated taan of parmatsa

Tho GeamitUto of the oplnlea that a* flned poliegr fta bo

frmmed that vli somw eU aeepto of tha Problw of loea awtats

er fit owh tu1ividual . t .eemmud that this nrpart b* approved

byr tho lwmntive Diroctorm* a C a stateamt of priniples to guide

the stff in esorryig out its rompmsibilltiss In Mw flold of 1o

o0mitt,. an loan Polier



waltor sill

NO*e on so"ISM D of t ft lop"4t No. a 4ft tova fetrioeft prop"Ad 4t tho
-.f ot of xre "a"*

12 Os Asft esPasP 40 04eainmta tltov of lta* Il Re1rto

*A*s of Vohxvt~e fr -or*wes 4*6tgoo to mum"s Ow soutsumooe

of tho *Or"" Of m*$&$* .h tI q sotO t. qtAWO

it tat th, v&ente2Lne of tho loa vea * ainly * *&Ittr Of Ow

goON4111 of the f1r4 
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Committee on Loan Policy
Document No. 4

ITEBBATIOTNAL Biam FOCR
RBZOSTRUCTIO 10ND DEELT

February 20, 1947

COMVMITTE ONT LOAN POLICY

UITED ST4TFS PRPOSAL WITM RESPECT TO TMAD
AND OTHER POLICIES IN BOROWITG COUTRIES

In the course of discussion, at the meeting of the Committee on

Loan Policy on Thursday, February 20, 1947, on Loan Supervision

(Committee on Loan Policy, Documents Nos. 2 and 3), ir, E.G. Collado,

Executive Director for the U.S,, referred to the proposal of the United

tates with respect to trade and other policies in borrowing countries,

Hereunder is the text of the proposal, the substance, ratheT than

the wording of which, Mr. Collado stresses as of importance to the

Committee discussion on Loan Supervision

RSince the basic purposes of the Bank, among others, are to
assist in the reconstruction and development of the terri-p
tories of members, 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 economy;

And since the commercial and financial policies of each
borrower may have a direct effect upon (1) the suoaess of
projects financed by the Bank in any member country, (2)
the total financing needs of the borrower or of other member
countries, and (3) the ability of the borrower or of other
member countries to discharge their obligations to the Bank;

The borrower shall refrain from commercial and financial
arrangements which are inconsistent with the basic purposes
as provided in Article I of the Bank's Articles of Agreement,
and if the Bank should indicate at aVy time that in its opinion.
the commercial and financial policies of the borrower are such
as to impede the success of the projects financed by the Bank
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in any member country, or to increase undulJ the

total borrowing needs of member countries, or to

jeopardize fulfillment of the borrowerts or other
member countries t obligations to the Bank, the
borrower shall consult with the Bank concerning
such policies with a view to taking any necessary
corrective measures.tt

DMatribUtjoW

Executive Directors and Alternates

President
Vice President
Treasurer
General Counsel
Loan Director
Aesearch Director
Secretary

EIW/ens
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Committee on Loan Policy
Document No. 3

INTBRNATIONAL BANK FOR
RECONSTUCT ION AND I)VELOBMET

February 17t 1947

OOMMITTLF ON _LgN 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 Committee on Loan Supervision (Committee 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 proposed, in the Committeeto report to the circum.

stances of particular cases,

Staff Committee on Loan Supervision

0 A. McLain, Chairman

DO Orena die Iongh
Richard HO Demuth
A. S. G# Hoar

Dijtrbion

Committee on Loan Policy
President
Vice President
Treasurer
General Counsel
Loan Director
Research Director
Secretary

BMW/os
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Committee on Loan Policy
Document No. 3

IMTMTATIONAL BANK YOM
gCONSTRUCTI9N A DEZOM T

Yebruary 17, 1947

PDSORITION Or TYPES OF PRO ISIONS FOR LOAT CNTACT

I - PROVISIOS MGARDING DISBURSNT O' TIM LQAN.

Such provisions would include provisions to the following effectl

(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 account.

Withdrawals from that account will be permitted only in accordnce

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.

(c) Whenever 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 statement 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;

(iii) A statement that the amount to be withdrawn is required to
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reimburse the borrower for expenditures made by the borrower

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 carrying out the project and that the goods or services

purchased by means of such expenditures are appropriate for

such purpose and that the cost thereof is not unreasonable4

(d) Each application shall be accompanied by original or duplicate

receipted bills or invoices and other documents sufficient to

show that the expenditures covered by the application have been

made for the goods or services specified therein 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.

(Ce) In order to facilitate approval 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 involved,

(f) The Bank will not be required to mr ke any advance unless it is

satisfied that the borrower is currently complying with all the

terms and conditions of the loan contract,

Seo-411
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II - COV1ANS OP- THBO RTR* M ATING TO
INTEANCT OF THE SBRIOE OF TBE LOAN.

Such covenants would include covenants to the following effect:

(a) The borrower will use its best efforts to carry out the project,"

If any condition arises which shall make it necessary or advisable

to make any material modification in the project, the borrower will

consult with the Bank sufficiently in advance to enable the Bank

to consider the proposed modification and to present to the borrower

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

consideration to such comments.

(b) The borrower will not, without the prior consent of the Bank, make

any agreement which creates, or the effect of which is to create,

any charge or other priority upon the borrower's foreign exchange

receipts or other external revenues, except as security for short--

term indebtedness of the borrower contracted in the ordinary course

of its international trade to finance current, self-liquidating

transactions.

(c) The borrower will not, without the prior consent of the Bank,

enter into any agreement which would interfere with the accomplish-

mont of the purposes of the loan or the maintonnAce of the service

of the loan.

* In cases in which the borrower is not a member of the Banac the
member of the Bank (or its agency) which guarantees the loan will
also make such covenants.

** In this memorandum the term project also includes general programs
of economic reconstruction.

Soo-411



(d) If any conditions shall arise which shall interfere with, or threaten
to interfere with, the accomplishment of the purposea of the loan
or the maintenanee of the service of the loan# the borrower il
consult, with the Ba, promptly for the purpose of considering
what action, if ay, should be taken in order to meet such conditions;
and the borrower will keep the :Br currently informed of any such
conditions which arise or threaten*

(e) The borrower will furnish the following information to the Zankl
Periodic reports showing in reasonable detail the prgress of
the project, including the use made of the goods or services
purchased with the proceeds of the loan;

(ii) Periodic reports showing the international balance f pymentB
position of thQ borrower, setting forth by categories and by
countries foreign exchange payments and receipts

Periodic reports showng the amount and status of the external
debt of the borrower, its political subi.-divisions and its
agencies;

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

( opies of all legislation and decrees relating to or affecting
the project or the service of the loan, including legislation
and decrees with respect to foreign exchange controls, trade
restrictions, the budgpt, price and wage controls, etc.;

Sec~411



(vi) Such other information concerning the foreign exchange and

economic position of the borrower as shall be relevant to the

maintenance of the service of the loan.

(f) There shall be made available to the Bank all information which

the borrower shall furnish, or be required to furnish, to the

International Monetary lund and other public international organ".

zations.

(g) racilities shall be made available to the Bank, as it may reasonably

reqaest; for examining or obtaining the material contained ip sources

from which the information furnished to the Bank is compiled.

(h) ftternal debt limitations*

Such provisions will necessarily vary according to the cir~

caumstances of the particular loan. In general they will take the

form of limitations on the aggregate anount of external loans, or

of annual service charges on external loans, which the borrower

may contract without the consent of the Ban1, or without adequate

consitation with the Sank. The aim of such provisions would be

to limit the amount by which the borrower might increase its

aggregate requirements of foreign exchange for the payment of service,

charges on its external debt. Certain exceptions to such limitations

would, of course, have to be made in respect of such matters as

refunding operations and short~term indebtedness contracted in the

ordinary course of interiational trade to finance current, self.

liquidating transactions,. The degree of stringency of such

limitations 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

Sec-4il



balance of payments prospects of the borrower anl the degree of

confidence which the Bank can place in such estimates. In cases

in which such estimates leave a narrow margin of safety or where

they are subject to a large margin of miscalculation the limi-

tations with regard to the contracting of additional external

debt will need to be more stringent than in cases in which the

estimates as to the balance of payments prospects of the borrower

are more optimistic and more certain. The amount of the limitation

would also depend on the estimated needs of the borrower for ad"

ditional external financing 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 Bankts loan.

LOIN: The above outlined provisions wo,4Jd, of course, have to be
modified or smpplemented according to the circumstances of

the particular loan.
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Cormittee on Loan Policy
Document No, 2

IlT1'ATIONAL BAIM FOR
g70INSTRUCTIONTD DEVE4M 0PMTT

February 17, 1947

CONITTE ON L0Aq POLICY

FROM: The Secretary

IE4'T REPORT ON SUERVISION O LOANS

The attached draft Report on Supervision of Loans was

prepared by the Staff Committee on Loan Supervision 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 Xxecuttve Directors,

Distribut.ont

Committee on Loan Policy
President
Vice President
Treasurer
General Counsel
Loan Director
Research Director
Secretary

EW/eps
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0 0TFIDETTIAL DRAFT Committee on Loan Policy
Document No, 2

INTMMATIOITAL BANK FOR
RAOONSTRUCTION A\D DEVEIOPMT

February 17, 1947

OMMI~T3 ON 19 POLICY

BRPORT ON STPRVISION OF LOANS

The Ad Hoc Committee on Pending Loan Applications requested the staff

(R-35, approved October 22, 1946) to present its comments and recommendations

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 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 report to the Zxecutive Directors.

A. THE FUNCTIONS OF THE BA17 IN RESPECT OF THE ADMINTISTRATIOT OF LOANS.

1. Subsections (b) and (c) of Section 5 of Article III of the Articles of

Agreement of the Bank provide as follows:

t(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) In the case of loans made by the BanW, it shall open 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 Agreement 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 responsibilities of the Bank with reytird

to the administration of loans made by it go beyond the specific duty 
of making

arrangements to ensure that the loans are used ohly for 
the purposes for which

they are granted. Those responsibilities include the responsibility for aring

appropriate arrangements to ensure that the purposes for which the loans nre

granted will be accomplished and that the service of the loans will be maintained.

30 In considering 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 second concerns the extent to which those rights

should be exercised by the staff of the Bank in its administration 
and application

of the provisions of the loan contract.

4. The Bankt 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 -roject or program 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 loan. The loan contract should also contain

arrangements affording the Bank timely opportunity to consult 
with the torrower

and the guarantor (if any) and to take timely and appropriate 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.

5. In the nature of things, the provisions of the loan contract must be

broad and general in character, more especially because it will be impossible

to foresee when the loan contract is uade what specific conditions may arise

which will require the Bank to avail itself of such provisions. Since the ex-

treme and exceptional contingencies will be those in which 
the Bank will have the
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greatest need to exercise its functions most firmly and effectively, it will be

necessary that the provisions of the loan contract are such as to ensure th-nt

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 provisionso

6. On the other hand, so far as concerns the exercise of the Bar:'s

rights when the staff is called upon to administer and apply the provisions of

the loan contract, the Bank should find it practicable to adapt the application

of the provisions of the loan contract to the circumstances of the particular

case. Only infrequently should the Bank find it necessary to take all of the

measures which may be permitted under the loan contract.

70 The arrangements which shall be set forth in the loan contract and

the administration of such arrangements by the Bankts staff must be such as

not to offend the dignity of the government concerned or to involvd interferenice

in the internal politics of the particular country. They must also be such as

not to make the Bank actually or apparently responsible for the conduct of the

particular project or program or of the affairs of the borrower or the guarantor

84 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 representatives 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 a 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.

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

Bank as part of its general operating expenses rather than be charged 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# ARBAsGBqWTS TO Ug$UB3 T AT TE FROCEEDS O' Th IOAN APE

US D QNLY FOR THE PUMpOSS FOR WH IT WAS LNTZD

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 ow1 funds or of a short-term banking credit

obtained by it for the ;urpose,. 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, bf course, be made where they are more suit-

able to the particular case at hand; for example, it might be agreed that the

borrower might draw on the Bank a draft in favor of the supplier to whom 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 under 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 support 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 econor 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 paid to
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actual suppliers 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 ampropriate, 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 contemplated 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.

0. 4ANO4GXNTS TO MZSUJE ThAT ThU PROJgOT FOR WEIIC THE LOAN
WAS & NTED WILL 4001LISN THE PUMPOSES OF T9 LOAT

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

course to direction from the principal office.

D. A GN1M1T$ TO 31\SUBE PAT THE SIRVICE OF THE 1j4N
CAg AD X 3 Mgi

16, The loan contract should 7rovide that the borrower and the guaxaator

(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 loan. They

should 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 lund and other public international organizations shall be made available

to the Bank,

17. 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 maklng of agreements

which formally or in effect create charges or other priorities on revenues or

foreign exchange receipts of such nature as to endanger repayment prospects of

the loan; the creation of additional external debt of such character and in such

amount as would endanger repayment prospects of the loan; and other similar

action.
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18. The purpose of the suggested provisions relating to external debt

should perhaps be explained in some detail. 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 from

eadr. In such oses the prospects of repayment of the loan will depend primarily

on the future availability to the borrower of the foreign exchange required for

such repayment, In fixing the terms of amortization of the loan, the Bank should

take into account the balance of payment prospects of the borrower and its 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 t 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 Bankt 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 borrowerts 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 repayment 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 is 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

Sec-410
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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 Bankt a loan are relatively small, In

that connection the loan contract should oleo contain provisions whereby the

Bank will be kept currently info rmed throughout the life of the loan of the

status of the external debt of the borrower.

19 The Borrower should also 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,

091CI30S.IOb

The Committee 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 principles to guide the staff in carrying

out its responsibilities in the field of loan administration.

Committee on Loan Policy

Chairman

sec-41o
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Report to the vaautjve Director*
by the Comadtte. on Loan roliav -Ath respec

to Servision of Loan

The.A ig Committee on Pending Loan Ap lioations

requested the sitaff (R-3J5) to present Its owents and reeom,-

mondations In tspfst of the ieasures the Rank ahould take

to supervise its loas. The President of the Tiank thereafter

arsToInted a Otaff (",lmmittee on Loan Sprism dk filed

with the Committee on Loan 7*11cy a re-oort on this matter

lated January 14, 1947. OCommittee on Loan Policy Doeumment

mo. 1).

Upon wonsideration of the staff report and ofter dis-

cussion of the questions of piollay raised thereby, tho Cowaittes

on Loan PCollay submit* thw following report to the r,.xoutive

Direotors.

1.Subsections (b) ad (c) of Seetion 5 of Article Ill

of the Articles of Agreement of the Bank provide as followul

IN(b) The Bank Ohall make arrangements to ensure
tt the pro-aeods of any loan are used only

for tho purposes for uhlah tho loan was
granted, with due attention to oonsiderations
of onemy and efficeey and vithout regard
to politioal or other non-eeonomic Influnees
or considerations,

" (a) In the case of lorns mde by the Sank, it shAll
open An motount in the nAme of the borrotter and
the amount of the loan MhAU be oredited 'to this
account in the murrenny or currencies In vhieh



tht loan is made. The borrover 9hall Ot
:,ermitted by the %Mn 'to draw oi 'this account
only to meet oxpenss in oanneetion with the
pro ject an they are atually ineurred.*

2. Having regard to the general p,,urposes of the Bank

as set forth in its Artioles of Agreement and to the faat that

the greater part of h loans -hich the Bank Uill make -ll be

mad* out of ftnds borrowed by the Bank from private investors,

it must be reeognlze4 that the responsibilities of the Sank

vith rear* to the administration of loans made by It go

beyond the specifto duty of makeing arrangements to onanre

that the loans are ased only for the purposes for vhiah they

are granted. Thoe responsibilities inalude the responsibility

for making appropriate arranwmnts to onsure that the purposes

for vhieh the loans ari ranted will be "complished snd that

the servie of the loans will be maintained.,

_3. In eonsidering tho zethods vhieh 'the nank should

Rdopt to earry out those responsibilities, wO aspects of the

p)roblem should be carefully distinguished. The first ooncorns

the rlghte which the pmovisiona of the loom oontraet should

give to the Bank* The second aonoerns the extent to which

those righte should be exercised by the staff of the Bank in

Its administmation and apUl.etion of the provis*ons of the

loan contran n

4. The Ranktas responsibilities require that the loan

contract shall contain appropriate provisions satting forth

the arrangements vherehy the BaM- shall be kept flyand

currently informed of the-progross of the npro jeet or program



for vhiah the loan was granted and of the developoerit of MnY

conditions vhich might 1proyent, or Interfere vitb the accom-

plishment of that proje A or program or tho modntenanae of

the servie of the le"n 3.te arrangements mhereby the Bank

shall have a timely opportunity to oonsult wAth the bormower

and the guarantor (if anr ) awl. to take timoly qnd appropriato

action in order to ensure in so far as It pnroperly can do so

that the pmrposes of the loan are not defeated And that the

serviee of the loan is mainted,

5. In the nattre of things, the orovialone of the

loan oontraot must be broad and general In eharmeter, more

espeeoally because it -All ie lwpoexible to foreseX oben the

loan cantraet is made what oeeifia sonditions may arlse

hch will require the Bank to otvail itself of suah x vions

31noe the extreme and exao-ptional eontingencies will be tho

in whieh the 'ank ill have the greatest need to exerelse its

unetion most firmly and effeetively, it will be neaessary

that the pnrovisions of th* loan oontract are such an to Onsu

that the Rank vill have an adequate opportunity and adequate

power to deal Aith such contingenciem in the ban't Interaest

of all its membe. While suah provisions will necessarily

vary as owang 4ifferent typee of loans,, it must be borne in

wind that the Bank will rbai not find it tonsible to die.

criminate among borrowere with rogard to the general aeopo of

aueh -,rovisions.



6. On the other hand, so far as concerns the exe Iso

of the Bank's rights vhen the staff is oalled upon to adlnieter

and apply the provielons of the loan oontract, the Bank should

find it practicable to adapt the applioation of the provisione

of the loan entraat to the aireumstances of the part enlar

case, Ory Infrequently should the bank f ind it nere$$ary to

take all of the measures vhieh mAY be iDermitted under the loan

eontract.

7. The arrw.gements whiah shAll be bet forth in he

loan contract ;n the adzinistration of nuoh arrangements by

the Bank's staff must be suoh as not to offend the 11gnity of

the goverment concernod or to Involve Interference in the

Internal politice of the partoaular country. T7he must also

be uanh as not to make the Bank actu ly or apparently respon-

sible for the oonduat of the partioular proJect or program or

of the affairs of the borrower or ths guarantor.

8. The nature and purposea of the loans will be suah

in most eamse as' to require that the Bank exercise its aftini-

strative functions not only at its prinelpal office in I shington

bUt also through r"presentatives in the *ountry in which the

loan is smde and in some cases in the countries in which the'

oroceeds of the loan are ex .4nde4. As a matter of poliey and

4nomy, thenever nratioable, anch field representafofivefnshould

opeat out of regional offlees of the Pank rather than be do.

tailed ispectiially to a patelrcountry.



In general the ost of loan administration should

S,- spart of its general operating on

rather thmn be asgsd to the borrovor as st spocifie psart

of the eYt of the loan. In exceptional cases in vhiah tho

borrower my request speoial services in connection A"t tho

alnistration of a lan, the borrower will unoubtedly b

willing to pay the cost of such speoial services.

La.,~ ~ Clowo~ eI

10. From the standpoint of the Bank tho most pretiable

arragement for supervising the expendituL of th* proceeds of

a loam vill be for the borr r in the flt instane, by us*

of its ovn funds or of a short-term banking ceoi't obtalned by

Ifor the purpose, to make payment for the got or aervices

In question and then to request tho Pank to advanae the amount

of such pssent under the loan. Other arrwngemonts may, of

00urses be mad~e whers they 6a morb suitable to the particular

easo at han4; for-exampl*,, it might be agra*6 that the borrower

might drav on the BaFk a draft in fay"r of th* supplitr to vhoa

the expense Is payable; or the Bank might in some easts open

with a commereial bank a docnmentaxy letter of oredit in favor

of the partioular svpplier; or tho Bank mightt agree, in specal

easen and undor appropriate oondltions, to advanoo funds L"-44=A

out of whiah the borower will pay tho



expensex in the first Injitanee, replenishment of sueh fun4 to

depond upon the furnishwhg of adequate iroof that expenses -,aid

therefrom wero consistent vith tho Oontrpot.

11. The loan **ntrtket should entltl* the Bank to requiro

%ht borrower-, In order to, 9up.,-ort an 51dvanea, to nirnish adequate

proof that tho money *A@-b n Or tt-be unv;4 for the p urp.oaes

for whieh the loan vas granted, #Ath due attention to consider

ationis of eeonoWy and efficienoy and vithout rega-rd to olttaal

or other non-economlo influenees or oensderations. It algbt, for

Aiexwwle, bo arranged that the borrovvr vill furnioh T-4th eadh roew

quest for an &dvance an apnrapriate cortifiato to the effet that

the amnunt to be anvaneed has 'been or will be paid to actual sup-

lpUers of goods or swrvices requirod for the prajoet or progras

for tleh the loan vas granted, that the goods or services are of

such charaeter that thoy vill fulfill the purposee for which t)A-(

roquired; that the aount wpaUd and t terms of Purcase art not

unreasonable; and that the expenditures for which the advance is

requested hare not thertofore been reimbursed to the toruer from

the loan acount and that thoy have not boen and will not be used

as a basis for advances uner any other loan or orent *hicb may be

available to the borrower. Ths iomn contract ahou14, of aouree, put

the Bank in a position to vor tba t aoumoy ot the certification,

to the extent 4*em&4 wo-rmpriate in the nartiaular oase. In that

connection, the loan contraet *hould contain apiproprlate representa-

tions by the borrower vith regard to all other loana Ir*41t

lrrangaments available to the borroer, In order that the bank ean

be assured that the ornenditures for vhieh aftances under the Psnklis

loan are requested have not been Pand vill, not be finaneed by other

loans or aredit..



12, "Tho borrover should have opportunity, there a.p'*ro-

p iatet to seoure the app -roval of the Bank to it* nurehas prior

to making commitment thorefor.

13. The loan eontr ct aould entitle the ank to "sertain

wh ther the goods or servioes for - h4h Pn Advance Is Mrne &"

satually and 'properly usedt so cateW)Ilatsd In the lorri contract,

The administmton of such prviolons will norum ly be the 4ty

of a fie* ropresentaflve of the Bant. The type of repreaenta-

tive and the extent and obracter of the stsff and conenuting

sertes hich he may need 1411*depen4 on the type of lean.

Azmenemwtla 12 %mmr 'that, the Moet

14. In the onn* of a loan for a speifle -$o0c, the

loan contrct ahould contain irovistons, suoh as those for

Inspection, the furnishing of information, P-nd tho making of

representatione by the Bank, aut iolent to proteet the interest

of the B0nk In the effteient and economial operation of the

sroJect. Such arcvivsons might also, t some extent# be ApP11-

cable to loans granted for other than specific proJeots.

15. The type of arrsmpomants oontam'iatfd by naragraph 14

shonld geFne-mlly be adminlatered nrinwrily by the fteld reprm-

sentatives of the Bank, subject of eourse to direftion frm the

prtnoi-I offiee,



6#The 1*,&n 0jontract Vld rvie at the orw
"nd ts parantor 6zhen a Momber of the Ranv Is not the borrower)

will fuish the nnnX ourrntly wth full Information Ith regar4
to 'the *ondutt of tho p3rXec@t or Progra for hIftch th'e a i
M&4e an(' !Ath r69gard tO awW Other matt,91,, ,hich are rr.levant to

the urpse of the loan ln'd the1 walnteance Of Berice onthe
.1a'n. Thfy NhOul-d also und,,ertake to ak aibl tho 13ank,
as It mAY reasonably request, fa12l4tes fo ex t o o

lg the material contained in th* surces from oieh such informs
Tv lfln Is * Aied Men ets ohuld alao be md o rb

MIn tion whic a m*,a401r of the Frthk is required 'to furnsh
to tht und twnillt

17. The 10an contmet should sentain Provisions v del
tO PrOtest the Bank krrtinst action tby tf borrOver 'or thle guarantor

vhiel would lnk ,erjil th~e malxltenancO 0' BervIce on tho Ba0'a ',,
such " th-e of agrtements ioh fvvhicl Or In effeet ^reate
Cha0ge o Priorities on rerenues or forei exchane recelpte of
Auch nrature as to endfanger repsymenit popc of thie loan; the44 aUon of e tloAf external debt of eueh h*Araster and in such

?01t rl *ndner repayment orospeota of th loan; nd Other
asilar action,

U* The PUM ose Of the auggested rovisLons relating to
In .tems- external debt should r erh,8e exPlained in some det;Ail

In most eages thle pnip reaoon-s iMP0lling r- borrower to ieek a
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loan from the Bank will be the netd of the bormwer to import

goo4r for purpopor of economic reeenrtruction or developm nt

and the faet thnt the bvlan.e of ppymente iituAtion rndp

of the borrower are ruch thrt it aannot fin n-e such Importr by

other meanp than a long-tera loan frov the Iak. In uch or Fes

the prospecte of repayment of the lean *v-111 n ri nrly on

the future avallability to the borrower of the foreig eh

roquired for ruoh repayment. In fixing the ter - f ? tX tio

of the loon, the Bank Phould trka Into aeoount the brlte of

mymernt propectS of the borro-er and its Fr:peetim nedr for

foreign exelmnge for all purposes, Including the n ed for foreign

exchrnge to meet its existing external debt. Th.us, the Bonk

4bould asunvge the terms of amortlzation of the Brnk's loan so

that the total annual service chargee on all the borrowerls

extern&I debt will not be exzessive in any one year. In many

oapes, thi ay be aocompliShed by ,ermitting the borrorer to

delay repayment of principal on the Bank'e loan for A nutber of

years or by establihing a vse dle of annual amortiation payments

which t#,). into acsount any Fubrttntial veriations fre year to

year in the aggev ovwrev on the borro-eOrs total

exsting external debt. The 3ank Fhoul4, therefore, see that

the loan entreat oentnots ap repriate proviwionp to enrure tit

the fundamtntal sumotionp upon whiea the Propes tof rep ynent

of the loan and the amrtization Provisione of the Inan aont.aet

ar based will net be impalred by the croation of ftuure neeas for

foreign exehang resulting from e asiave sd eenomcally unsemd



!~ad t~11 of01Q!

eXternal borrowings, Unless the BRank to 'Protected by provisions

of thnanture, It may be forced to provide less favorable terms

of amortization in order to proteat itself against the risk that

subsequent creditors will take advantage of te relatively lenient

amrtization provisions of the Roak *a loan In ordor to obtain re-

nayment of their loans In the earlier years when vzortization

pyments on the 9ank's loan are relatively small. In that eon.

neotion the loan contreat-should also contain provislons whereby

the Bank Aill be kept ourrently Informed throughout tho life of

the loan of th status of the extmal debt of the borover,

19, The Bor r should also agree tnt Then eOnA 4.

arise vhiah treaten to lameril the mplnteame of the sorviee

of the lon, it vill In goodt ime ensult sth the Pnnk ms to

--osasible measures to nombet such, conditionis.

-he Committee Is of the opinion that no fixed polley ean
-A be fromed that will cover all as, ects of the problem of loan.

aftinistrtttion or fit tineh individual lostn. It recommends that

this report be approved by the Exeoative Directors as a ganeral

atatement of principles to guile the staff In oarrylng out Its

responsibilities in the field of loan administrettion.

Committoo on Loan Policy



CONFID-MNTIAL DRAYT

'Februiary 11, 1947

DrESCRI.PTXON OF PRO 131NS FOR LOAN CONTRACT

I 1roviionz Remarin Dsburalmn 2f the !am.

Such provisions iould Inolude provisions to the folloving effect:

(a) The Bank will open an acount on its boks in the name

of the borrover and will credit the amount of the loan

to such aceount. Withdrawals from that account will b9

Dermitted only in accordance with the nrovisions of the

loan oontraot,

(b) The eontract will Inelude a/escription of the goods enM

services to be 7urchased by the borrower with the uroseeds

of the loan.

() Whenever the borrower desires to draw on the loan account,

it shall deliver to the Bank an anplication in writing

setting forth

(1) The amount to be withdrann

(2) A reasonably itemized statement of the expenditures

made by the borrower for goods or serries for which

reimbursement is requested, inoluding the priees of

the goods or services Purchased, the dates of ps m t,

the names and addrsses of suppliers, the destination

of such goods or services and the purposes for woieo

they will be or have been used in eonneetion with the

proJect;



(3) A statement that the amount to be withdrawn is

required to reimburse the borrower for expen4i-

tures made by the borrover for the mirnoxes Rpectfied

in the application;

(4) A statement that the borrower has not theretofore

withdrawn or applied for vithdraval from tho loan

aoCount, or from any other credit available to the

borrower, of any amounts for the purpose of re-

imhursing the borrower for such ex, enditures;

(5) A statement that such ezpeniturte irere ade for

the purpose of carrying out the projeet and that

the goods or services rurobased by means of such

a *, xpendltlrezare &Pproprlate for such :)urp one and

that the oost thereof is not unreasonsble.

(d) Eaeh application shall be acnompanied by original or Aunlicate

reeinted bills or invoices and other documents sufficient to

show that the expenditures covered by the application have

been made for the goods or servicee specifled therein ant

that the amount to be -dthdrawn from the loan account is to

be used only for the purposes for whiech the loan is grsnteC.

(e) In order to facilitate approval of such applications the

borrover m7y request the Bank to approve any proposed ex-

penditure prior to the time 7hen the borrower shall place

the orders for the goods or eervics involved.



Tf) he Rfak will not be required to make any advance unless

it is satiftied that the brower is enrrently complying

dith all the terms and eonditions of th loan #ontr&>t.



Sush cavenants vould Inalu~t evanantr to th folloving effeet s

(a) The borrower vill ure. its bept .fforte to enrry out the

project.** If any eondition &rises vhleh rhaIpmke i

neeoppary or advtrable to make ony moteriel modiflention

In the projeet, the borrower will eonrult vlth the ank

suffielently in Mvan*e to enuble the Bank to oonsider

the proped modification and to presnt to the berrover

the comm#nte of the 37ank thoroon, and the borrover will

give due 4nmwdeor=tift to rah oommente.

(b) The borrower vill not, without the Jrior eonsent of the

Bank , mako any agement wVich ersate;, or the effect of

vhioh is to ereate. any char" or othtr priority ikon the

borrover's foreign exehang receipts or other external

revenuev, except as veurity for rort-term indebtednees

of the borrovor eontracted in the ordinary oure of its

international twoMe to finance ourrent, elf-liquidating

tranvactione.

fo) The borrower will not, ithout the prior cnsent of the

Bank, enter into any Pgreement whieh would interfere vith

the tecemplich-iont of the pupssof the loran nr the

maintenne of the service of the loan.

0 In OerS in which the borrower 1P not a member of the Bank
the iember of the Bonk (or its a ney) which guaru ntees the
loan ill lso make suoh eovena w.

0* In this me 7andum the term projeet al inolude general

progreme of ecanomie reconitruetion.



(d) If any conditions shall arise whiah shall interfere

with, or threaten to interfere with, the acsomplish.

ment of the purposes of the loan or the maintenance

of the serice of the loan, the borrower will eonsult

with teBank promptly for the 7curpose of onsidering

what action, if any, should be taken in order to meet

suah eonditions; and the borrower ill keep the Bank

currently Informed of any much conditions which arise

or threaten,

(e) The borrover will furnish the following information to

the Bank:

(1) "erio-di reports showing in reaeonable detail

the progress of the project, including the use

made of the goods or serices purchased with

the proseeds of the loan;

(2) Periodic reports showing the international balance

of payments position of the borrower, setting

forth by categories and by sountries foreign ex-

change payments and receipts;

(3) Periodic reports shn the amount and status of

the external debt of the borrower, its political

sub-divisions an4 its agenies;

(4) Copies of external financial, loan, olearing, monetary,

commereial and trade ngreements enternd into by the

borrower, and all agreements nroviding for the guar.

antee by the borrower of external obligations,;



IO6 "1

(5) CoptIes of all legislation and decrees relating to

or affecting the projeet or the service of the

loan, including legislation and decrees with respect

to foreign exchAnge controls, trade restrIcftons,

the budget, price and ,age controle, etc.

(6) Such other intomation concerning the foreign

exchange and eonomic position of the borrower

as shall be relevant to the maintenanee of the

serioe of the loan.

(f ) here shall be made available to the Bank all intoration

vhieo the borrower shall furnish, or be required to fuarish,

to the International Eonetary Fund and other public inter.

aational organizations.

(g). Facilities shall be made available to the Bank, as it may

reasonably request, for examining or obtaining the material

contained in sources from whi the information furnihed

to the Rank to comniled,

(h) Pxteral debt limitations.

Such provisions will necesparily vary ar-ording to

the circumetanoes of the particular loan. In general they

will take the form of limitations on the aggregate mount
annual

of external loans, or Of/serviee ahres on external losns,

,,A h the borrower may eontraet without the consent of the

Bank or without adequate consultation with the Bank. The

aim of such provisions would be to limit the amunt by



which the b Wrrover might Inarowse its Pggregate requirments

of foroign *mhange for the paymont of erervie elorgeo on Its

external debt, Certain erxcpflona to Fuch 1Imitntionr teoud

of ouarse, have to be mado In reppent of #uoh ,atterr ow refund-

Ing operations and Phort-term Indebtednes enntrteted In the

ordinary eaurs* of internation.l trade Vrm finnce current, elf-

liquidating tron.aetions, The degree of stringency of ruch

limitations will to a large extent depend on the ertimnter reh

can be made at the time the lonn io ade vith regars to the

fture belanee of payventF -rnwpeetr of the borrower and tho

degrro of fenfidence Vhleh the BAnk ean - n

In epses in which Fuch ortlarter leave P nearrn mer-in of #afety

or where they are Pubject to a IRrge margin of mir-Aculation

the limitatione with regprd to the nontraating of tdditiona4

external debt rill need to be more rtringnt thpn in e#see in

whIch the eetimater at to the balance of payments prospects of

the berroeor are more optibartio eM more certain. The a9nont

of the limitati twuld alpo depend on the e#timrted ned of

the borrower for additional external flnwnoinr nd the extent to

which the eptimated balanee of paymentg Trospeotr of the borrower

leave room for euch Additional financing without imperilling the

pro spec ts of re payment of the Bank.t r loart*

# The above outlin@4 provisions (ould, of course, have to
b* modified or supplomented according to the obreumptances
of the partioular loa4
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RZ: BUATIOYS OF THE BAITKtS LOA TS TO TEOSZ 07 OTIERS

1. Referring to the Report of the Staff Committee on Loan Super-

vision, I would like to make some remarks about a sbjectrwhich

is related to the matters discussed in that Report.

2. The Bank will begin its operations during a period in which

financial and economic gonditions are still unsettled in a

great nart of the world4

3. It cannot, therefore, be exPected that during this period inter-

national orivate investments will be made on a large scale; how-

ever, a continuation of the existing trend of international

credits extended by rovernments or government agencies can be

expected.

4. At a later date it is to be~anticipated that private international

investments will be resumed. The Bank Aill welcome this as by

its operations it intends "to oromote nrvate foreign invest-

ments" (sub-paragraph (ii) of Article I).

5. Because the Bank, according to its purposes, will never want to

monopolize international financing, there can never be any

objection from the side of the Bank against financing being done

by governments or 'rivate investors, as long as such finaacial
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transactions running alongside loans made by the Bank do not

stand in the way of the Bapkls purposes and the efficiency of

the loans trade by the Bank. As dangers exist in this field,

attention shquld be given to problems confronting the Baja!-, in

this respect.

6. Loan anplications until now received by the Bank show the extent

to which governments have extended and are extending credits to

the Bankis *orodective borrowers. In the cases studied.the

financing done by others runs into considerable amounts.

7. It was noted in zonnection with the French loan aoplication that

the United States, British and Canadian Governments and the

Rxoort-Import -ank of Washineton have extended substantial credits

to France and that the poroceeds of these credits were snent or are

intended to be spent in close relationship with. the proceeds of

a loan which Fran*e has requested from the Bank.

8. The research in connection 'rith the Danish loan application shows

that as a result of a short-term credit agreement between that

country and the Ualted Kingdom, Denmark oyes copsiderable amounts

on short term in aterling to the latter country. The repayment

of these amounts will not be possible in the near future. As,

however, a pending obligation on short term may endanger

Denmarkts obligation to the Bank, the Bankts loan cannot be made

before a firm relation of the Bnkls loan to Denmarkc's obligeation

to Great Britain is established.



9 The illustrations given above refer to credits given by members

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

loan application, there is the additional complication of ftnan-

cial assistance to be given to an applicant by a non-member.

10. It is to be expected that in cases of other loan aprplications,

either existing or to be made in the future, liabilities re-

sulting from international fnancing by members and non-members

will be an important element.

11. Part of these liabilities are a consequece of war-time financing;

another -oart, however, is caused by post-'!ar credits.

12. The ioroblems confronting the Bank in these respects can be

dIvided into two categories:

a, From the standpoint of supervision of disbursements:

Prevention pf double financing of the same

project out of loans from the ank and loans
from others.

b, From the standnoint of general supervision after

disbursement:

Preventign of the borroe"erts commitment of

international loans contrary to the Bankis
purooses.

II.* PREVMUTTIO'T OF- DOUME FILIA TCI3.1G

1, In many cases excternal financial assistance to be obtained by

borrowers from the Bank w4ll only be a -part of. the external

financing necessary for the eyeai Ltion of e. countryts recon-

struction or development -programs.
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2. The Bank should see to it that the toroceeds of loans obtained or

to be obtained from other soVrees are spent in harmony with the

pDroceeds of the Banks loans.

3. This implies that axppropriate measures should be taken to prevent

the *oroceeds of the Bankfs loans being spent for mu'roses for

which the borrower has been or will be paid by other sources'

4. Part of this task can be accomolished in the course of the Bank's

general supervision as outlined in the Report of the Staff

Committee on Loan Supervision. Especially in the case of general

nur-nose loans, at the time a request for disbursement will be

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

amount for which reimbursement is being requested has not been

or will not be financed by other sources. The 3ank will generally

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

bursement to the borrower will be made. lovever, afterwards, in

the course of the supervision in the territory of the borrower,

special attention has to be g'ivn by the Bank
ts supervisor to the

possibility of double financing. The results of this examination

will, ther9fore, only be known after the proceeds of the loan have

been spent.

5. It is also advisable, therefore, to examine the possibility of

preventing double financing. Iasmuch as for the time being it

is expected that the bulk of international financing 'ill be

borne by governments or government agencies, it is recommended

that the Bank be in constant contact with the princi'oal



governments which will be active in the international financial

field.

III. PRMTTION OP THE BOBROWERI S 00MHI1TT OY ITERITATIONAL
LOAUS COMTARY TO TE BA1NZ S UPOS.3S

1. The measures to be taken by the Bank in this respect are -partly

connected with supervision and are partly a problem of coordina-

tion of the Bankts loans with those of others.

2, It is the duty of the Bank to prevent loan agreements of the

borrower with others from interfering with the borrowerls equi-

librium in its balance of payments. This applies not only to

the loan commitments which are beyond the borrower's capacity to

repay but also to the assunmtion of commitments which are.un~

desireble from the standpoint of the timing of repayments.

3. hile during the time of negotiations with the borrowing member

attention can be given to existing credit arrangements and

funding of short-term debts can be studied and promoted before

the loan is actually given, the Bank must be in a position to

prevent the member from assuming such liabilities, after the

loan contract is made end disbursements have taken place, in

such cases where the financial position of the, country and the

safety of the Bankt lcans would be endangered.

1+, In reseect to loan agreements entered into by borrowers after

the time the latter have obtained loans from the Bank, it has

the task to see that the projects or -plans to be financed out

of the proceeds of the nety loans are in harmony with the



general ecgnomic and financial policy on which the Bank1s loans

were based.

5. The Bank should, therefore, altiays include in its loan agreezents

mrovisions to the effect that the borrower cannot contract

foreign loans without the BankIs consent,

6. Apart from such a provision, coordination of the Bank to lending

program with those of other lenders 'ill be necessary as 'ell.as

contact with the governments of the lender countries involved.

7. Especially when international loans are made by the Bankts

members, this coordination will have the greatest chance of

sy.ccess. The most important will undoubtedly be:

at United States

b, Canada

c. United Kin~dom.

8. It will not be long before the Bank will have sufficient in-

f9rmation at its disosal to ascertain avoroximately:

a. The extent to which its financial resources will be
used in the first years to come.

b. The georraphical distribution of the different
loans.

c. The division betveen reconstruction and development
loans.

The governments which can be expected to be the principal lenders

will undoubtedly have comparable information at their disposal

with respect to their own lending program.
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9. It, -therefore, would be possible to consult these governments in

order to reach a coordination of the different lending prograris.

10. The Bank, according to its Articles of Agreement, will not enter

into short-term loan agreements wlereas governments will uneoubb-

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 financial relationship between Denmark and Great

Britain shows that ceoperation between the Bank and the United

Kingdom is necessary.

11. If this coordination could be attained, this would not fully

eliminate the danger of the borrowerls commitment of inter.,

national loans contrary to the Bankt s nr-ooses because it would

not cover credits extended by either Covernpents which are not

members of the Ban% or by private investors. The experience

of the Itwenties shows that th.s danger is real, especially in

respect to nrivate investments. It happened in the case of

League of Rations loans, for instance, that private investors,

"free wheeling" on these loans, gave substantial credits to

countries which previously had. obtained loans under the ruspices

of the League. Though it .Tould be questionable to state that

this over-investnent was the only cause of the failure of many

international loans of the inter-war period, it is generally

recognized t1at it ':as one of the major factors contributing to

the defaults.



12. The problem of .coordination is more difficult to solve in cvses

of international $nvestment by governments, non-members, or

private investors. It seems that no hard and fast rules can 
be

given in this respect, but if the Bank remains alert to this

problem it can certainly establish such contactswith 
institutions

working in this field as would be necessaay to be kept posted tnd

ventilate the Banks views and principles4

13. The success of the Bank
ts loans is not only 4ependemt on good

lending policy, supervision and coordinatioD. tany factors over

which the Bank has no control will, determine whether the Bank will

be able to accomplish its .urposes. The Bank,, by its actions,

however, should attempt to achieve the position of leadership in

the international financial field, thus -performing its mission

according to sub--paragraph (iii) of Article 1

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

national trade and the maintenance of eq.uilibrium in

balances of -oayments by encouraging international

investments for the development of the rroductive

resources of members, thereby. assisting in raising
troducttvity, the standard of living and conditions

of labor in their territoriesi"
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R3PORT OF STAFF COIMITTEE ON

LOAN SUPERVISION

This report is submitted in accordance with the

request of the Ad Hoc Committee on Pending Loan Applica-

tions (R-35) that it be furnished with the comments and

recommendations of the staff in respect of the measures

the Banl should take to supervise its loans.

The report is confined to questions relating to

loans made directly by the Bank, Guarantees and partici-

pations by the Bank in loans floated through regular mar-

ket channels will present special problems which should

be considered separately.

At the outset it 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 opera-

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 loan after the

Bank has agreed to grant it and the Bank's interest in the

borrower's capacity to repay. The details of carrying out

those functions will differ somewhat as between loans for

) /L
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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 II of the Articles of Agree-

ment expressly requires that the "Bank shall make arrange-

ments to ensure that the pnroceeds 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 Applications, that Is only one

phase of the Bank.'s responsibility 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 Ban: 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 4(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 accomplished and that the servioe of

the 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 ad-

ministration of a loan may thus be considered tinder three

headings:

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

(2) Arrangements to ensure that the project
for which the loan was granted will
accomplish the purposes of the loan; and

(3) 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 raise 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.

Certain general comments are applicable to all

three types of arrangements.

(a) Under each type of arrangement the Bank
will 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.,

(b) The Ban% cannot discriminate among its
members with regard to any of the three
types of arrangement, although the
specific details will necessarily vary
as among different kinds of loans, and



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

(c) The arrangements and the manner in
which they are carried out should
be such that they will not derogate
from the responsibility of the
bQrrower for the conduct of its
affairs generally or of the particu-
lar project and will not impose any
unnecessary burden on the borrower.

(d) In general, the borrower should bear
the costs of all three-types of
arrangements to the extent that such
costs are specially incurred for the
purposes of the particular loan and
do not represent continuing costs of
the Bank's permanent organization.
Under this principle, the salary and
expenses of a full-time representative
in the borrowing country appointed
solely in connection with the Bank's
loan, and the charges of consultants
retained by the Bank in connection
with a particular loan, should nor-
mally be charged to the borrower.
On the other hand, the costs of
maintaining a permanent organization
for loan administration at the Bank'as
principal 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.



(1) Arrangements t; ensure that the rroceed's
of the loan repr tpo s
for which it was granted.

Section 5(c) of Article TIT provides that the

Bank shall credit the amount of the loan to an account

in 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) From the point of view of the Bank the
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 obtained by it for
the purpose) and then request the Bank
to advance the amount of the expense
under the loan. The loan agreement would
provide for the form of the request to
be filed by the borrower and for the
kind of proof which should accompany
the request.

(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 advanoe
of the presentation of the draft the
proof requisite to support its request
for the advance or that such proof
accompany the draft.

(c) 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 documents for
specified articles to be purchased out
of the proceeds of the loan.



As is stated above, method (a) is the
simplest method from the point of view
of the Banh. 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 drawT against

its credit with the Bank would, of course, be specified in

the loan agreement and would vary according to the circum-

stances of the particular loan.

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 pur-

p6ses for which the loan was granted, "with due attention

to considerations of economy and efficiency 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 to be advanced has
been or is naid to actual suppliers
of goods or services;

(b) that such goods or services are re-
quired for the pro ject or are con-
sistent with the program for which
the loan was granted;

(c) that they are appropriate and ade-
quate for the purpose for which they
are required; and

(d) that the prices and terms of purchase
are not unreasonable.
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Moreover, the Bankts 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 possible as to the purposes to which the pro-

ceeds of the loan are to be applied. When such information

cannot be included in or furnished with the loan contract,

provision should be made for furnishing the information to

the Bank sufficiently in advance of the time when payments

will be required to enable the Bank to chec% 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 also 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-

self on the matters listed above, including, but not limited

to, duplicate receipted invoices, bills of lading and pur-

chase orders, and that representatives of the Bank shall



have access to all relevant records.

At its 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

projects. 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

and by duplicate receipted invoices and bills of lading,

etc. These documents will be examined in order to deter-

mine whether they satisfy the requirements of the loan

contract. Where special accounting or engineering ques-

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 if the Bankts 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 'ill require that requests for

advancos and the supnprting documents be submitted in

duplicate so that one set can be furnished to such renre-

sentative. When an advance is made the renresentative

will be sn advised and it jrill be his duty to sntisfy

himrelf that the goods nr services for 'Trhich the advance

was made are actually used as contemplated in the loan

contract. He will also inquire into the efficiency with

which such goods and, services are used,

(2) Arrangements to ensure that the orject
for which the loan ias granted will accomnlish
the purosn f the loan.

The type of arrangements discusoed under this

heading iould aopjly primarily to loans granted for opecific

projects, although to some extent at least such arrange-

ments might also be applicable to loans granted for other

Durposes. Such arrangdments -ould include arrangements tn

ensure that the particular project is efficiently and

economically carried out and onerpted,

Responsibility for carrying out such arrange-

ments will generally rest -lith-the representative of the

Bank in the cruntry where the 'oroject is located, For

that purpose he should have access to all relevant onera-

ting, economic and statistical information relating to

the Droject. He should also be furnished with oeriodic

reports concerning the progress and status of the nroject.
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In the case of some projects where it is not

practioable to furnish a complote nlan at the time the

loan contract is made or where the loan contract contem-

plates modifications in the olan the an-Droval of the

Bank may be required before certain parts of the nroject

are undertaken or such modifications are made. In such

cases the Bank's representative may be required to

examine and report to the Bank with regard to the particu-

lar part of the nroject concerned.,

In the case of some DrCjects where adaeq;ate

management may not be available in the country where the

project is located, it may.bo necessary that the loan

contract contain arprppriato provisions to ensure that

adequate management will be providod and maintained. The

Bank should not, however, narticipate in Pr have the apoear,

ance of participating in the management of the roject.

()Arrangements t2 ensure that the service of
the loan Ean and will be maIntained.

The Bank is an international institution whidh

has been established as such by the members' acceptance of

its Articles of Agreement. Among its objects are to 'tpro-

mote private foreign investment"; to "promote the lfng-

range growth of international trade and the maintenance of

equilibrium in balances of payments by encouraging inter-



national investment for the develeiment of the nroduc-

tive resources of members"; and to "conduct its opera-

tions with due regard to the effect cf international*

investment on business conditions in the territories of

members and, in the immediate postwar years, to assist

in bringing about a smooth transition from a vartime to

a peacetime economy."

The "5ank cannot attain those objects merely

by making arrangements to ensure that the funds loaned

are exTended fcr the purposes for 1rhich they were loaned.

Its resonnsibilities under its Articles nf Agreement do

not cease when the monies loaned have been advanced.

The only -ay tn revitalize the international

investment markets is to re-establish the confidence of

investors in the credit of the borrevers in these markets,

The Bank's duty to take appropriate measures in order ta

protect the maintenance of the cervice of its Inans, there-

fore, does not arise solely from the fact that in making

these loans it risks the capital oontributed by its mem-

bers nr funds borrowed from investors, but also from the

fact that, if it is to accomnlish its miesion, it must by

its oDerations demonstrate to the investors of the world

that the risks of international investment then conduoted

gn a sound basis are not excessive. while the Bank is ex-

pected tn blaze the trail and, therefore, to assume risks
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which would deter the orivate investor, it is none the

less expected to conduct its operations on a nound

economic basis and without regard to political suscepti-

bilities or influences.

In applying for a loan, the borrowing country

will normally supnort its application by settIng forth

the economic program and nolicies 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 nlans are submitted ocnstitutes a recognition by

the borrrwe'r of the legitimate interest of the Bank not

only in the formulation but also in the execution of the

orogram and oolicies, since the Bank, as well as the

borrower, must look to the program and oolicies as a

means of achieving Vhe pbjectives of the loan and of

assuring repayment, the Bank should clearly put itself

in a pnsition to ascertain, 4ri--he-tm&-4e

tb-no, whether the.-orogram and oolicies are being oarried

out and to protect itself frum unwarranted deviations whioh

might deleat the purnose or Imperil the service of the lan,

In making any loan, therefore, the Bank has a

clear duty to take a nropriate measures in order to assure

itself in so far as possible that the loan is within the



-13 -

capacity nf the borrower tn repay; that the project or

program for which the loan is made not only is adapted tc

improve the economic conditiqn of the borroving country

but also will actually be so conducted as to accomolish

that result; and further that the economy of such mem-

ber will be so conducted as not tp impair the prespecto

that the fireign exchange required for the service of, the

loan will be available to the borrower.

Under its Articles of Agreement the Br.nk is en-

joined from intrerfering in the prlitical affairs of any

nf its members. Nor is it any part of the duty of the

Bank to assume responsibility for the cenduct of any pro-

ject or of the eonomy of the member in -hose territories

the project is located. At the same time, a realistic

anrnach 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 Tr ject for which it makes

a loan but also in the economy of the borrowing member as

it relates to the balance of international payments of such

member,.

Having recognized that fact, the nracticr.l prob-

lem is what measures can the Bank take in order to perfqrm

its Juty in that regard. Some of- those measures are self-

evident.
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First, the borrower should undertake tP

furnish to the Bank currently full informa-

tion with regard te the oonduct of the

Droject or program for whieh the loan is

made.

Second, the borrowing member should alse

agree to furnish the Bank currently with

reports containing full infnrmation .ith

regard to matters which are relevant to

the purpoce of the loan and the maintenanee

of the service of the loan. The borrowing

member should also agree that the Bankts

representative shall have access to such

statistical and other records of the cen-

tral ban'-, treasury, exchenge control and

other comarable agencies of such member

as are relevant,

Third, the loan contract should contain

orovisions which would ensure that the

borrowing member -'ill not take any action

that might imperil the maintenance of the

service of the loan Tithcut the conaent of

the Bank. Such orovisions would include

provisions to limit the total amount ef ex-

ternal debt which the bprrowing member mig-kA
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incur writhout the c.4nsent of the Bank,

orovisions against the creation of

Pharges against revenues or foreign

exchange receipts without the ooneent

of the Bank, and other similar pro-

visions.

Vourth, ouch member should also agree

that, when any cnndition5 arise which

threaten to imperil the maintenance of

the service of the loan, it ',ill in good

time consult -rith the Bank es to nossible

measures to combat soch conditions. That

wrould be a logical condition 75Pecedent to

the right of any membe- to avail itself of

the provisions of Section 4(c) of Article IV

of the Articles of Agreement in order to

obtain relief from the service requirements

of a loan in a.se of an ecute exchange

stringency.

Provisions such as those outlined above would

seem to be essential in any loan agreement. They are

valuable not only for the nrotection they furnich in them-

selves, but -iZo for their effect in strengthening the hands

of those in the borrowIng country who supoort sound eoonomic

and financial Dolicies. The actual details of the nrovisions
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Tvould necessarily vary according to circumstances.

There remains the imp"rtant question as -to how

the Bank can mnst effectively reinforce the above-mentioned

provisions in order to have maximum Pssurance that they will

remain effective in all the changing external and internal

conditions of the borrowing country.

It is evident that the Ban s representative.

in that country can and should play a most impocrtant

part to that end, His technical responsibilities w'ill

demand considerable technical qualifications. To these

ohould be added personal qualities of the highest order

7hich shoald enable him to command the confidence and

respect of the responsible executive heads in the country

of hie assignment. It should be his steady purpcse to ese-

tablish his representation of the Bank in authority and

prestige.

The Banti s representative should not only be

able to assure that the Bank receives the documentary

and statistical evidence of the economic and financial

situation at the moment but should increasingly be able

to keep the Bank informed of the intangible elements whiqh

are currently determining the trend of future policy 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 accomprlishment of its purnoses.

Clearly these responsibilities of the Bank's repre-

sentative will grpw with the orogress Pf time and will be-

come increasingly important after the whole of the loan -ro-

ceeds have been expended. If adverse circumstances should

then arise, the representative shottld already be established

in a o-ssit ion in which his advice would be both sought and

respected. If the need arose, he should be.able to bring

weighty counsels tn bear. Such a system of advice and co-

operation would ultimately rest uoen the personRl qualities

of the representative and the reoutation and authoritiy nf

the Bank itself.

The orovisions of Section 4 (c) of Artiole IV mayv

oresent cccasiono in vhich the Dank vill be able to be of

substantial assistance in oromoting sound measures. If and

w'hen P member should "suffer from Pn acute exchange string-

encylt and should seek to evail itself of the orovisicns of

that section by applying to the BanX "for e relaxation of

the conditions of oayment," the Bank should be in oosition

to see to it that, if any such relaxation is granted, it

shall be cranted on terms that will ensure in so far au

possible that nropor measures are ta:en tp correct the
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conditions which gave rise to the exchange stringency,

If in the end the Bank and its representative

should meet with unreasonabl-e obduracy, it trould be for

the Bank to decide what ether steps were open to it in
an endeavor to persuade the government concerned to ful-

fill its obligations. The facts of the situatipn could,

at an apornpriate moment, be published and their cpmmunica-

tion to the United Nations might lead to support for the

Bank's representations through the United Nations Organiza-

tion nr through diplomatic channels.

The further questin whether or not the Bank

should endeavor to obtrin security in the form of an

assignment of all or part of the foreign exchange received

by the borrowing country from specific sources for the pur-

nose of nrpviding a nossiblo deterrent to the evasion of
obligations under the lQan contract was also discussed by

the committee. Horever, since the subject of socurity

presents spocial nroblemo not strictly 7-ithin the province

of the committee, it 'as decided not to present any rccommen-

dations on that subject at this time.

Staff Committee on Loan Supervision
C, A. McLain, Chairman
D, Crena de Iongh
R. H. Demuth
A, S, G. Hoar
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FPORT OY STMf COMMITTM 0

LOAO SUPRVISION

This report is submitted in accordance with the request of

the Ad Hoe Committee on Pending 'oan Applications (R-35) that it be

furnished with the comments and recommendatipns of the staff in respect

of the measures the Bank shula take tb supervise its loans.

The report is confiite& to questions relating to loans made

directly by the Bank, Ouarantees and participations by the Bank in

loans floated, through regular market chainels will present special

problems which should be constdered, separately.

At the outset it shoul& be noted that the term fsuperrision"

is not used. in any ee the po-visions of the Articles of Acreoment which

relate to the lending operations of the Bank, KIrthermore, fsupcr-

vision4 is not an appropriate term to describe the functions of the

Bank which are here vnder consideration. These functions concern the

general administratiton of the loan after the Mank has agreed to grant

it and the Bankias interest iA the borrowerls capacity to repay. The

details of carrying out those functions will differ as between loans

for specific projoects and loans cade 'in special circumstaneos5 under

Section 4 (vii) of Article II of the Atticles of Agreement, but the

underlying principles are the same,

Sec. 274



Section 5 (b) of Artiole III of the Articles of Agreement

expressly requires that the "tBank shall make arrangements 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 ds-

cussions in the kc Committee on Pending Loan Applications, that is

only one phase of the BanlI s responsibility in respect of any loan

which it shall have agreed to grant.

In all its aecisions the Bank must be guided by the purposes

set forth in Article I bf its Articles of Agreement. That means that

the Zank shouJ4 in every case take appropriate precautions to ensure,

insofar as practicable, that any loan made by it will accomplish the

purpose for which it was granted, purthermore-, Section 4 (T) of

Article III expressly enjoins the Bazk "to act pruently in the

interests both of the particular member in whose territories the project

is located aid 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 accomplished and that the service of the loan will be

maintained, and of seeing that such provisions are complied with during

the life of the loan,

The functions of the .an in respect of the administration of

a loan may thup be considered under three headingeO

(I) Arrangementd to ensure that the proceeds of
the loan are used only fot the purposes for
which it was grantedl
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(2) Arrangements to ensure that the project
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.

A fourth heading relating to the arrangements cover-

ing the manner of paying the service of the loan concerns only

administrative detail and does not raise questions of policy,

at least insofnr as direct loans by the Bank are concerned.

Accordingly, it wIll not be dealt with in this memorandum,

Gertain general comments are applicable to all

three types of arrangements-

(a) Under each type of arrangement the Bank
will 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 exper4ed,

(b) Although the specific-provisions will
necessarily vary as among different kinds
of loans, and the extent to which the Bank
may deem it necessary to exercise its

rights under particular arrangements will
vary according to its experience with the
particular loan or loans, as a matter of
policy the Bank should not discriminate
among its members with regard to any of
the three types of arrangements.

(c) The arrangements and the manner in which
they are carried out should be such that
they will not derogate f'rom the respon-
sibility of the borrower for the conduact
of its affairs generally or of the parti-.
cular project and will not impose any
unnecessary burden on the borrowert

(d) In general., the borrower should bear the
costs of all three types of arrangements
to the extent that such costs are specially
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incurred for the pur-oses of the parti-
cular loan and do not represent continu-
ing costs of the Bank's -ermanent or-
ganization. Under this principle, the
salary and exoenses of a full time re-
presentative in the borrowing country
appointed solely-in connection weith 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 Bank~d principal office should be

borne by the Bank. Between these rela-
tively extreme examples, there will be

room for exercise of ji;4gment, and s-3eci-
fic items of costs will have to be allo-
cated, as between the Bank and the borrower,
on the basis of the facts in each case,

(1) ARRATGEM1E2TS TO EYSUR TKAT TIE PROCE2DS OF TIE LOAY A23
USED 01LY FOR TE -URPOSES FOR WHICH IT WAS gRALTED.

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

shll credit the amount of the loan to an account in the name

of the borrower in the currency ,or currencies in which the loan

is made and shall permit the borrower tp draw on the account

t only to meet expenses in connection with the project as they

are actually incurred."1 There are several ways in which a

borrower might operate under that provision.

(a) From the ooint of view of the Bank the
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 obtained by it for the
purpose) and then request the Bank to
-advance the amount of the eroense under
the loan. The loan agreement would pro-
vide for the form of the request to be
filed by the borrower and for the kind

of proof which should accompany the re-

ouest.
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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 ite request
for the advance or that such proof ac-.
company the draft.

(c) 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 documents for
specified articles to be purchased out
of the proceeds of the 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 proredures and responsibilities
which the Bank should undertake only in
exceptional cases,

The. manner in which the borrower may draw against its

credit with the Bank would, of course, be specified in the loan

agreement and would vary according to the circumstances' of the

particular lqan.

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 purposes for which

the loan was granted, 1with due attention to considerations of

economy and efficiency and without regard to political or other

non-eoonomic influences or bonsiderations."

That means that such proof must satisfy the Bank

(b,) that the amount to be advanced has been
or is paid to actual suppliers of goods or
services.

Sec. 274
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(b) that such goods or services are required

for the project -or are consistent with

the program for which the loan was granted'

(c) that they are appropriate and adequate
for the purpose for which they are required;
and

(d) that the prices and terms of purchase are

not unreasonable.

Moreover, the Bank1s duty does not stop
there. It must also satisfy iteelf that

such goods and services are "dtuftiian
Ce4a4l-y used in the project.

In order that the Bank may eff'ctively exercise ts

functions in these respects without too large an administrative

organization, the loon cpntract should be as specific as possible

as to the purposes to which the proceeds of the loan are to be

applied, When such informatinn cannot be included in or furnish-

ed with the loan contract, provision shpuld be made fyr furnish-

ing the Information to the Bank sufficeintly in advance ef the

time when payments will be required to enable the Bank to check

it. At least in the caso of special project loans, such infor-

mation should include schedules giving quantities -nd descrip-

tions, with full specifications where practicable and actual or

estimatod.prices of the respective goods and services to be

purchased, Where engineering considerations are involved .,

detailed plans and specifications should also be furnished9

The loan contract should also provide that the Bank

shall be furnished with -ll information and documents which it

shall reasonably request in order to satisfy itself on the

matters listed above, including, but not limited to# duplicate

See, 274



receipted invoices, bills of lading and purchase orders, and

that representatives of the Bank shall have access to all re-e

levant records.

At its principal Office the Bank should have an or-

ganization adequate to pass upon all requests for 
advances

under the loan and the proof offered in support of such re-

quests. For some projects such an organization may need to

avail itself of expert engineering and aCcounting services

on a consatting basis. The actual administrative practice

will necessarily vary as between projects and there will need

to be considerable fnexihility in practice if the Bank's staff

is not to bo overburdened.

In addition to the organization at its principal

office, the Bank will probably need a full or part-,timp re-

presentative in the borrowing country. The type of represen-

tative and the extent and character of the staff and consult-,

ing services 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, Vhen an advance is

made the representative will be so advised and it will be his

duty to satisfy himself that the goods or services for which

.the advance wAs made o.re actually used as contemplated in the

loan contract. He will also inquire into the efficiency with

which such goods and services are used.

Sec* 274
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(2) ABANGMTS TO ENSJM1 T, MT THE PROJECT FOR WHICH
TE LOAN WAS GRUANTED WILL ACCOMPLISH THE PURPOSES
OF E LOA&.

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.

Such arrangements would include arrangements to ensure that

the particular project is efficiently and economically

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 progress

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 modifications are made.: In such cases the Banc's re,

presentative may be required to examine and report to the Bank

with regard to the particular part of the project concerned.

In the case of some projects where adequate

Sec. 274
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management may not be available in the country where the pro-

ject is located, it may be necessary that the loan contract

contain appropriate provisions to ensure that adequate manzage-

ment will be provided and maintained, The Bank should not.,

however, participate in or have the appearance of participating

in the management of the project.

(3) ARaaGRMlTS TO ENSJR4 THAT THE SERVICE OF TH7 L 00
OA1q AND WILL E IT4IND,

The Bank is an international institution which has

been established as such by the members1 acceptance of its

Articles of Agreement. Among its objects are to f'promote

private foreign investment"; to "prompte the longrange growth

of international trade and the maintenance of equilibrIum in

balances of payments by encouraging international investment

for the development of the productive resources of menbers";

and to "conduct its operations with due regard to the effect

of international investment on business conditions in the

territories of members and, in the immediate postwar years,

to assist in bringing about -a smooth transition from a war-

time to a peacetime economy,

The Bank cannot attain those objects merely by mak.

ing arrangements to ensure that the funds lo-aned are expended

for the purposes for which they were iloaned, Its responsi-

bilities under its 4rticles of .rgreement do not cease when

Sect 274
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the monies 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 3ankt 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 must 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

normally 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 are submitted 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 program and policies. Since the Bank, as well

Sec.. 274
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as the borrower, must look to the program and policies as a

means of achieving the objectives of the loan and of assuring re-.
0

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 puipose or imperil the service of the loan.

In madcing any loan, therefore, the Bank has a clear

duty to take appropriate measures in order to assure itself

ineofar as possible that the loan is within the -qapacity of

the borrower to repay; that the project or program for which

the loan is made not only is adapted to itprove the economic

condition of the borrowing country but also will actually be

so conducted as to accomplish that result; and further that the

economy of such member will be so conducted as not to impair

the prospects that the foreign exchange required for the ser-

vice of the loan will be available to the borrowerw

Under its Articles of Agreement the Bank is enjoined

from interfering in the political affairs of any of its members.

Nor is it any 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 economy of the borrowing member as

Sec. 274
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it relates to the balance of international payments of such

member.

Having recoggized that fact, the practical problem

is what measures can the Bank take in order to perform its duty

in that regard. Some of those measures are self-evident.

Zirst, 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 currently 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 member should also agree that

the BankIs 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.

Third, the loan contract should contain pro-

visions which would ensure that the borrowing

member will not take any action that might

imperil the maintenance of tho service of the

loan without the consent of the Bank. Such

Sec. 274
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provisions would include appropriate

provisions to ensure that the total amount

of external debt which the borrowing member

shall incur will be within its capacity to

iepayj provioi6ns against 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

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. That would be a logical

condition precedent to the right of any

member to avail itself of the provisions of

Section 4(c) of Article IV of the Articles

of Agreement 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 seem

to be essential in any loan agreenent. 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 support aound economic and financial

policies. The actual details of the provisions would
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necessarily vary according to circumstances.

There remains the important question as to how the

Bank can most effectively reinforce the above-mentioned pro-

visions in order to have maximum assurance that they will re-

main effective in all the changing external and internal con-

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 ends

Eis technical responsibilities will demand considerable tech-

nical qualifications. To these should be added personal qual-

ities of the highest ordet which should enable him to cdmmand

the confidence and respect of the responsible 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

moment but should increasingly be able to keep the Bank in-

formed of the intangible elements which are currently deter-

mining the trend of future policy in the borrowing country.

Thus the Bank should be able at an early stage to discern the

evolution of circumstances or policies which might later jeopard-

ize the service of the loan or the accomplishment of its4 rposes.

Clearly these responsibilities of the Bank's

Sec. 274
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representative will grow with the progress of time and will be-

come increasingly important af ter 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 bearv Such a system of advice and cooperation would ulti-

mately rest upon the personal qualities of the representative

and the reputation and authority of the Bank itself.

The provisions of Section 4(Q) of Article IV may

present occasions in which the Bank will be able to be of sub-

stantial assistance in promoting sound measures, If and when

a member should "suffer from an acute exchange stringency" and

should seek to avail Itself of the provisions of that section

by applying to the Bank 11for a relaxation of the conditions of

payment," the Bank should be in position to see to it that, if

any such relaxation is granted, it shall be granted on terms

that will ensure insofar as possible that proper measures

are taken to correct the conditions which gave rise to the ex-

change stringencys

If in the end the Bank and its representative should

meet 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 government concerned to fulfill its obligations. The

facts of the situation could, at an appropriate moment, be
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published and their comnunication to the United Nations might

lead to support for the Bank's representations through the

United Nations Organization or through diplomatic channels.

The further qVestion 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

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 committee, However,

since the subject of security presents special problems not

strictly within the province of the committee, it was decided

not to present any recommendations on that subject at th*

time.

In conclusion we reiterate that the principles which

are herein set forth should be regarded as general principles,

the application of which will necessarily vary according to the

circumstances of the particular loan and the extent to which

the Bank may deem it necessary to exercise its rights under any

particular arrangements will also vary as among different loans*

Staff Cornittee on Loan Supervision
C. A. McLain, Chairman
D. Crena de Iongh
R. H. Demuth
A. S. G. Hoar
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