THE WORLD BANK GROUP ARCHIVES

PUBLIC DISCLOSURE AUTHORIZED

Folder Title: A.W. Clausen Briefing - Briefings 06

Folder ID: 1771365

ISAD(G) Reference Code: WB IBRD/IDA 03 EXC-10-4539S
Series: Subject files

Sub-Fonds: Records of President Robert S. McNamara

Fonds: Records of the Office of the President

Digitized: January 11, 2013

To cite materials from this archival folder, please follow the following format:
[Descriptive name of item], [Folder Title], Folder ID [Folder ID], ISAD(G) Reference Code [Reference Code], [Each Level
Label as applicable], World Bank Group Archives, Washington, D.C., United States.

The records in this folder were created or received by The World Bank in the course of its business.
The records that were created by the staff of The World Bank are subject to the Bank's copyright.

Please refer to http://www.worldbank.org/terms-of-use-earchives for full copyright terms of use and disclaimers.

oa 2’1)
At

THE WORLD BANK
Washington, D.C.

© 2012 International Bank for Reconstruction and Development / International Development Association or
The World Bank

1818 H Street NW

Washington DC 20433

Telephone: 202-473-1000

Internet: www.worldbank.org

PUBLIC DISCLOSURE AUTHORIZED



(LR R

Archives 1771365
A1985-256 Other# 2 3096588
AW, Clausen Briefing - Briefings 06

DECLASSIFIED
WBG Archives







7’%/2 ot

D. PROGRAMMING AND BUDGETING

1. This note briefly reviews the Bank’s budget process and
highlights concerns over 1level and deployment of the Bank’s budget.
The review of the budget process makes reference to the management
processes by which the Bank Group sets its operational goals,
formulates its work programs and monitors its actual achievements
against plans and programs. The attachment to this note presents the
frequencies and dates for major elements in the Bank’s programming and

budgeting processes (Attachment 1).

Country Programming

2. At the country level, the Bank’s operationalhgoals are set
through country assistance planning. This is the basic process in the
Bank’s programming system by which the institution defines its
relations with its developing member countries and directs its
activities in lending, technical assistance, economic and sector work,
aid coordination, etc., in support of the development of these meﬁber

countries.

3, For each borrowing member country, the staff periodically
prepares a country program paper, or CPP, which is reviewed by senior
management. This CPP outlines the country’s development strategy,
assesses the country’s progress in implementing its strategy, defines
the Bank’s assistance strategy vis-a-vis that country, and presents a
country assistance plan, which describes the Bank’s lending and other

operational work for a five-year period.



-

4. The country lending programs advanced in the CPPs in turn
become the subject of a Bankwise review to ensure that the sum of the
country lending plans is responsive to Bankwide policy and consistent

with constraints on the availability of IDA and IBRD funds.

5. This Bankwide review, which is an important preparatory step
in the formulation of operational work programs and budgets, is
scheduled so thaf it precedes the start of the budget process. Other
important preparatory steps are a detailed Bankwide review of country
economic and sector work, al retrospective review of the previous
fiscal year’s program and budget, and the midyear review of the

current fiscal year’s work program and budget.

Budget Process

6. Based on these preparations, the budget process is launched
in December by the preparation of a Budget Issues Paper in which the
Programming and Budgeting Department (PAB) provides a Bankwide
overview of operational goals coupled with an indicative Bankwide
estimate regarding the staff and budget required to achieve these
operational goals. This paper is cleared with the President and sets
the limits within which the budget guidelines are formulated. Next,
work program and budget guidelines are issued by PAB for each Vice
Presidential unit. These guidelines reconfirm the operational goais
assigned to each unit, specify the basis for costing of the various

operational tasks and invite the Bank’s managers to prepare their



detailed work program and budget proposals according to a prescribed

format.

7a . In the case of the Regional Offices and the central
operating departments, these guidelines also request that the work
program and budget proposals refer to the expected outcome of the
current fiscal year and provide a five-year perspective for each major

work program category.

8. The work program and budget proposals prepared by the Bank’s
Vice Presidential wunits in response to these relatively broad
guidelines are reviewed in detail by PAB and issues posed by the
guidelines become the subject of discussions between the respective

Vice President and PAB.

9. The. outcome of these discussions is summarized in a
memorandum which, unit by unit, presents PAB’s work program and budget
recommendations to the President for his review and approval.
Unresolved issues between the Bank’s managers and PAB are presented in
this memorandum for the President’s decision. Based on this
memorandum, the President considers the merits of the Bankwide budget

proposal.

10. As the last step in the budget formulation, PAB revises the
budget in 1line with the President’s decisions and prepares the

President’s budget recommendations for presentation to the Board.



While the formulation of the budget blends elements of program

budgeting and budgeting for organizational units, the Board document
essentially presents a program budget with few references to the

budgets of organizational units.

Judging Efficiency of Operations

11, In the absence_of other objective norms, the operational
efficiency and experience of previous years (generally captured in the
form of 3-year moving averages) provides the criteria by which the
merit and feasibility of departmental work programs and budget
proposals is judged. For instance, budgeting for 1ending work (FY8l1
budget: $106 million) takes account of thé department’s capacity as
evidenced by the number and sector mix of projects worked on in past
years, as well as the status of the department’s inventory of projects
under preparation. In consultation with the Senior Vice President for
Operations, a judgment on the feasibility of the department’s
operational goals is made. Next, the review shifts to the analysis of
lending costs. This involves a review of the department’s cost
experience over the course of the previous three years, and projection
of lending éosts, taking account of such factors as sector mix, size

and complexity of projects, government attitudes, etc.

12, In budgeting for project supervision work (FY81 budget: §57
million), the development of annual average supervision costs per

project by Region and sector is the subject of detailed review. While



special care is taken to ensure that Bank assistance in project
implementation is adequate to superviée the end-use of Bank funds and
to support the bﬁrrower without substituting Bank efforts for
Government efforts, the opportunity is also taken to reconfirm that

project supervision is ultimately the responsibility of the borrower.

13. Budgeting for economic and sector work (FY81 budget: §$34
million) takes advantage of a programming and review system, which
brings the combined judgment of Regional economic staff, Development
Policy Staff, Central Projects Staff and PAB to bear on specific
proposals for country economic and sector work. Based on staff work
by the central departments, Bankwide judgments on level, deployment
and priority content of the regional programs are reached in meetings
between the Regional Vice Presidents and the Senior Vice President for

Operations.

14. Overall, the review of operating programs involves a
systematic, =zero—-based examination of budget requirements for a
clearly identified set of operational tasks. In addition, the budget
proposals are reviewed with special attention to the proposed balance
between deparimental staff, use of consultants, supporf from other
parts of the Bank, and use of the Bank’s cooperative programs with
FAO, WHO, UNESCO and UNIDO. Analysis of past years’ work programs
provides reference points by which to judge the feasibility and cost

effectiveness of the proposed manpower balances.



15. Budgeting for the Bank’s support functions, to the extent
feasible, employs input/output ratios which capture key relationships
between operational work and support functions. The extent to which
these input/ output ratios should reflect economies to scale in the
Bank’s administrative processes is one of the most important
unresolved budget issues. Special efforts are under way to strengthen
the programming and budget process in the administrative programs of

the Bank.

16. Overall, the budget process 1is designed to track the
Bankwide input/output relationships with reference to a set of
"ratios" which, captured in the attached formats (Table VIj and Annex
Table 22), are being used by Senior MaAagement to monitor the overall
efficiency of Bank operations. At the level of individual departments
the budget pfocess is increasingly being used to induce the Bank’s
managers to construct their budgets task-by-task so as to allow review
of budget proposals with reference to past input/output relationships,
either in the same department or in other parts of the Bank. Equally
important, the programming and budgeting system is also increasingly
being used by, individual managers to monitor actual costs against
planned costs. To the extent that this monitoring takes place against
fairly detailed program cost categories, it is gradually introducing a
reasonable level of cost consciousness into the management of the

Bank’s operations.



Areas Needing Attention

17. In formulating the Bank’s budget it has been the goal to
maintain on average a rate of real growth in the Bank’s administrative
expenses slightly below or equal to the real growth in the volume of
lending operations. Maintenance of this crude but basic measure of
Bank Group efficiency has been considered essential in order to be
responsive to the concerns expressed by different parts of the Bank’s
constituency over the growing size and the efficiency of the Bank. As
we understand these concerns, they do not challenge the current broad
perception of the Bank’s developmental mission and its operation as a
"full-service" institution, but deriye from the view that a $400
million budget which is allowed to grow in step with real growth in
commitment capacity should be adequate to give the Bank the resources
to respond to the changing demands of the “80s, provided continued
emphasis is being placed on agile, cost-conscious management at all

levels of the institution.

18. While there seems to be a consensus that the budget should
not grow faster than the Bank’s lending output, this goal recently has
proven unatgainable. In the years FY76-80 total administrative
expenses have increased at an average rate of 5.87% per year compared
to an increase in real commitment levels of 4.47 per year and a rate
of increase in the number of lending opefations of 5.3%Z per year. Our

work on longer-term budget perspectives indicates similar, if not



greater, difficulties in attaining this goal in the years ahead.
Moreover, even if this goal were to be'attained, our projections based
on current input/output relationships and rather optimistic
assumptions about improvements in operational efficiency indicate that
5% real growth per annum in Bank lending would by the late ‘80s
require the employment of about 4,000 professionals with an
administrative budget of the order of $650 million in constant 1981
dollars. In view of the concerns which are already being expressed
about the present size of the Bank (2,500 professionals and a budget
of $400 million), this extrapolation further highlights the need to
question the longer-term viability of our present modus operandi and

the resultant input/output relationships.

19. In the near term we consider it important that the following

actions be taken to contain budget growth within the desired limits:

- the special program component of the budget which funds
programs which are entirely discretionary will have to be
determined with more selectivity and with reference to an

explicit budget constraint.

- The average input/output relationships in operational
activities need to be reviewed and where possible reset
on the basis of an increased reliance on task-specific
budgeting. In connection with this review, quéstions

should be raised about the continued cost-effectiveness



and affordability of several aspects of the Bank’s
current  modus operandi. In this context earliest
attention needs to be given to the cost-effectiveness of
the internal project documentation and quality assurance

processes.

The workings of the Bank’s programming and budgeting
system need to be reexamined at all levels with the view
to enhancing the incentives which these processes provide
for efficient conduct of Bank operations. Specifically,
budgeting for lending and supervision work which together
account for half of the Bank’s budget is still too
mechanical and too  dependent on historical cost
experience. Moreover, budgeting for these operational
aétivities is perceived as perpetuating past
inefficiencies and penalizing the efficient, cost-
conscious operational managers. Overall, the budget
process needs to be extended in a consistent manner
beyond the scope of the centralized system into the

departments and divisions.

A productivity improvement strategy designed to offset
the costs of improving the quality of Bank operations
needs to be formulated and implemented. Promising areas

for productivity improvement are: investments in data
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management, and improvements in general computing support
for the Bank’s highly paid professional staff. Increased
employment of qualified 1local contract staff by an
expanded network of operational field offices should also

be explored.

A program review process needs to be put in place outside
the budget process to ensure that programs which have
lost their priority claims on the Bank’s resources are
identified and phased out in an orderly fashion to set

resources free for new, high priority initiatives.

In operations this will require a sector-by-sector review
of the relatively costly sectoral diversity of the Bank’s
present lending activities and a reassessment of the
balance between banking and free consulting services in

the Bank’s assistance to its higher income borrowers.

In special programs this will require a. zero-based

examination of the Bank’s non-banking functions and the
exercise of increased selectivity in the expansion of

these discretionary programs.

In support programs this will require further progress

toward the formulation of explicit service standards and

cost/performance criteria based on standards set by



comparator organizations which are working under the

discipline of the market.

All of the above actions will require that a strategic
planning exercise be mounted to examine the Bank’'s
current operational objectives and options relative to
the longer-term assistance needs of the Bank’s borrowing
member countries. This planning exercise should include
an explicit reassessment of the longer-term ﬁiability of
the Bank’s present modus operandi in terms of its
implications fo? the growth of the institution and the

deployment of its staff and budget resources.

Specific, actionable proposals in each of these areas
could be developed upon completion of the FY82 budget

process.
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Frequencies and Dates for Major Flements in the
Bank’s Programming and Budgeting Processes

Fiscal Year: July 1 to June 30

Planning and Programming Frame: Rolling five-year plans with "firm"

targets, ceilings, etc. for year one.
A Synopsis of the FY81 Programs and

Budgets is attached (Attachment II).

Review of Country Programs: For major borrowing countries a Senior

Management Review of the country program
is to be held every 12-18 months.
Programs for other borrowing countries

are to be reviewed on a 3-year cycle.

Bankwide Lending Program Review: All country lending allocations are

being reviewed once-a-year generally
in March/April with up-date of these
allocations before the start of the
budget process in November.

Work Program and Budget = Start of annual budget process: December
Formulation:




Program and Budget Monitoring:

ATTACHMENT T

Page 2 of 3

Budget recommendations to President: April
Budget recommendations to Board: May

Board review of programs and

budgets: June

formal allocation/confirmation of

budgets to departments: July

Retrospective Review of Previous
Year’s Program and Budget by

Management: October/November
Midyear Review with Board: February

Review of Status of IBRD/IDA Lending
Program for current and subsequent
fiscal year: Monthly Report to Senior

Management

Review of Loans and Credits Ready
for Board Consideration (Board
Schedule): Weekly memo covering

next three months' schedule

Review of loans/credits under imple-

mentation: Twice a year, with report
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to Board in April

Board Reviews of following programs in
addition to current Bankwide program

and budget review:

- Research Programs (March)

- Economic Development Institute (May)
- Operations Evaluation (April)

= Structural Adjustment Lending (April)

-~ Grant Assistance Programs



Attachment IT

SUMMARY OF FYBO AND FYB1 PROGRAMS AND BUDGETS

FY80 FY81
Estinate
in FY81
Original Budget Final Original Current 4
Programs Memorandum Outcome Programs Estimate Change
Comnzitments
= IBRD ($ millioms) 7600 7600 7644 8600 8600 -
= IDAS (§ millions) 3500 3400 3838 - 67 a/ N.a.
IDA6 (SDR millions) 2750 b/ 2750 ~ -
($ millions) 3600 b/ 3514 ¢/ -2.4
= IFC ($ millions) 420 420 681 5711~ 750 © +#31.3
No. of Operations
- IBRD/IDA 252 247 247 256 256 -
- IFC 3l 51 55 58 58 -
Disbursements ($§ millions)
=~ IBRD 4300 4500 4363 5200 5200 -
- IDA 1500 1350 1411 1750 1750 d/ -
- IFC 280 280 312 340 440 T +29.4
of which Own 185 185 150 230 260 +13.0
Account

IERD Borrowing Program

($ millions) 5300 5324 5322 6600 6600 -
Ket Income {$ millions) .
~ IBRD 471 571 588 554 595 +7 .4
- IFC 20.4 20.4 20.7 24.5 271 +10.6
Higher Level Staffyears
~ IBRD/IDA 2445 2427 2411 2577 e/ 2537 -1.6
- IFC 196 197 196 213 213 =

Adninistrative Expenses

($ millions)
- IBRD/IDA 333.0 334.0 338.3 402.4 Ef 405.0 §f +0.6
= IFC 26.7 26.3 h/ 25.9 Ef 32.5 1} 32.4 Ef -0.4

Balance of IDA5 resources carried forward into FY8l.

The originally approved IDA program of §$3,600 million has since been denominated
as SDR 2,750 million in accordance with the decision of the Executive Directors
to express IDA6 coumitments and obligations in SDRs. The conversion to SDRs

used exchange rates of October 5, 1979, those used in valuing contributions

to IDAG. i

The estimated current dollar equivalent of the SDR 2,750 million IDA program
consisting of the sum of dollar equivalents of SDR 630 million inm comaitments
approved through December 31, 1980 using exchange rates as of the dates of nego~
tiation of each credit (5822 million) and of the SDR 2,120 million balance of
that FY8l progranm using exchange rates as of January 19, 1981 ($2,692 nillion).
Includes the dollar equivalent of a small amount of disbursements in SDRs under
IDA6 comzitments.

The initially approved total of 2,561 paid staffycars plus 16 paid staffyears
approved for the China work progranm.

The initfally approved budget of $392.1 million plus $4.1 million approved for
the China work program and $6.2 million approved for the interim salary adjustment.
Estimate of current budgetary nceds to {cplezent approved FYBl work program based
on nidyear review of departcental budgets; sece paras 32-33.

Excludes extraordinary expenses on acquired assets of $0.6 willion in FYB0 and an
estimated $0.6 million in FYBl.

The originally approved budget of $32.0 plus 50.5 million approved for the interim
salary adjustoent,



Ts Total IRED/LUA Administrative Lspenses

(LN
X lncreaee §m
I Imcre Bl m

Tle Wo, ef Scafl at Ead 7T B/
Righer-Levol (IL) =
Bacy., Clerlcal, Ase’t. Level 8

Tatul

1 Increass

II1. Bo. ef Pald and Effectivae BL Eralliynare
Effecti L Etallysars
Countty Economic and Sector Work
Lenat ing .
Bupcrvislon
Ocher of
Totals Eilective Stalfyenrs
Maln. & 04 13 OUpersting Deptss

L

Total Operating Pald WL Staffyenrs
Total Support Fald ML Stalfyescs
Total Benk Pald NL Stalfyosrs = Kabsts

92
E1)
sl

.41

= I lacrecss
IVe lending
IaRD = Losne (5b)
= Ba. Frojrcta Approaved
Avge Amnt (5a)
hrge Amount ($H1m)
Credite (35) W/
Po. Frojucts Agproved
Avg. Maount [§a)
Avje Mmount (581m)
Commitecnt Detlator 1f
Total Mo, Frojects Approved
Fipeline Increans (bqulv. Project)
Total Egulv. Froj. Processed
Bad Yaar Pirelivet
Bquivelent Frojecta
Prujects Fanses Apprafesl Depdrture
X of Vext Yeur's Progras
K Completion of Puture FY's Landing Frograms
Year 1
Tear 1
Taar 3
Taar &
dvg. 5W per Project Approved (Incl. Drogped Fruj.)
dvg. SW per “Stasdard® Project 3/ !

0.2
“
9.3
86.9
0.1
18
67
30.2
2.
s

Ind -

Bupervielon/TCks

- Mo. of Projects under Supervision W/
v, £ o € "S§tandard" Froject u
No. of Flus coapleted

Avgs PR S per FCR Completed n/

Bo. ef Formel Economic Reports Cospleted
basic
Othar

Vil Bo. of LITs complated

Vill. Be. of Formal Bactor Beports Complated
Gther Direct Dutput = Uperating Depts. BY
Techalcal Assletance
Ald Loardination
Mdvisory
Palicy
Bewcarch
Gthar
Total .

Progras Costs ss I of Total®
Cauntry Lcoacals & Ssctar Work
Land ing
Bupeivialon
Brseacch
Oypural foasl Raview sad Polley Work
All Cthar

B Suppart ST as I'ef Tetal WL 91X
-Bagsnece por WL UY (s FUAL 90Q0) o
EL Balarles of
Vetal Perssmal Burviess 3/
Opsrationsl Treval
thesd g
Commnlc ai foas
Ollica Dotwpancy

Bovw it Travsl
Gbmi Overlnsd

Tetal

[u—
Conput lag 3N
Al Cperatieg Uit Lxpesseh 14y, 2
AdL Beppect Dmit Lepossas 145
A1) Besdguarters Puit Dxpesess
ALl Flald valt Lagessss -
Toial Brpessas ‘Il’d

Iann/1nAs  INPUT/OUTPUT DATA AMD SELECTED MEASUKES OF LIFICTLNCT AY FISCAL YEAR

33 Lo ki) nri T2 £4} nmn s _n__rg i 18
Sl.) 76,5 854 10%.4 IM.2 I3T.S IRS.0 3.0 2D.0
Tel-b  A82.0 2162 JaE.d  270.1 21030 MUl IR 3.0
MTL 2883 MIT ST 2281 J1.6D 11T 10.0E 128X
FLDE S ST T ST I S P2 40T 69T D L
537 1321 1837 1% 1ead  2oa0  aiez
6 1ass 1567 bevs  Bed 19i8 2ulo
Teay ELCY N FFO S T S 7 71 S [T ¥ 177 |
— e SR U <l o i
1821 42 872 18 Jax LI S5dF Lk
1% w2 w3
L] b+ | w7
161 20 58
i 13 21
¥y TS  Tiel
W TR T
506 652 16y 852 7 loes 1162 1aa
a9 457 sar 559 ok LR £13 [AT]
Y& Ty Toe Tol Tsar T T Tiew
e R S e < S D e s i
1202 229F 154 1371 1003 F.T 883 6.7%
1.4 1.é 1.% 1.0 2.1 1.2 4.3 .0 5.8 k.l
[T} 1 ™ n 3 s 1 141 161 137
1.1 1.9 .6 Wl W e 25 25 4R
.y 3.0 5.0 2.0 5.5 .2 [T ] 3.0 Su.% 3.5
[ U 0.6 1.0 1 o Lot A7 1.3 .y
E ] 50 3 o 75 o) &8 7 o7 ¥
13.3 1141 1.3 1T 181 15.% a2 g 135 13.4
328 A2l 351 Ml 422 348 M M. 3L 1.2
B2 7 3 N ALYl ST 81.2 1. Ta.8
i iy lay 140 1 174 (1 2is 1 13
B +4 +25
1% s 57
8 1 0
18 161 193
BT (214 153
.21 [ 2 L33
m FTH 91
{5 w3 "
[+ [ T
125 128 133
1% 1% 1
1oy 111 1358
.7 12.3 1.
] ki ] L
11.4 18,5 n.g
R LA
n 5 “
3 42 3]
& 38 -
] 13 11
o n 1
- n £ b5
E: b 4
3 kil n
33 w0 sz
T8 TH
W e 1
3 13 n W 28 M
u b [+ 1 15 13
3 3 3 s & &
& 3 3 3 3 L]
» » » 13 1) n
“ “ a“ u w » 3 1Y e
.5 3.0 .1 7.2 .. .0 L
.6 BT gl 9D % M 100. 1.0
Bede 122 7 Y 12 D e 160
1.1 1.¥ 1.0 1.9 L.y e 1.7 1.3 3
4 104 0.8 ¥ X V.0 [ 1.0
(8l () (Y (B8] 1.9 [N 1.3 [N
5.3 1.4 8.1 3.3 LY 5.8 a4 b=
T N3 I By T B3 a vt
new  eeen  Sees  maew  Shme Seme. ——
] (o 4.3 3.9 3.4 (] (] 3.3 3.3
DA ) 5.0 20 e B B e 1IN LéLa
1303 183 13w MR W e 1240 1113 17L0 MTLA
MO8 L8t B BB ML 13D 1307 Bev.l 1NN
180 100 19l 182,00 180 Jud.) 2067 18R QaT.6
A I 130,35 1303 13N0 0 B3N 133 180 130.8 1302
e - - ——— —— e—— S — - ——— ———

mn

276,70/
3.
15.91
$.21

151
1iey
37

——

351

127
129

14
b

132

g & £,

1831
m

[T

——

J.51

1.6
(L)
31
57.3
3.8
i
37
7.3
3.0

+14
el

ksl
2

19

(L}
rs
151

111
(EL

1595
1.3

L1
0.4

aL.0
wr.a

T ne
1.4
..l
3.4

ETH

L% ]

(L 1% |
ez

137.7
1954

15%.7

Attachment TII

T
Rat. Rrog.
4080 T4
a06.0 A6
1.0 1802
5.41 5.3
FIPTR 1 L1
31 ELTA S
ETLE B T3

—
4.01gf L

270 264
Teu 1y
e A
tgs 212
FUET L
=TTy 1}
1684 l801F/
a2 Siig/
i
e ——
3,”5! 8.3
B8 9.6
141 1e2
CYP TR LI
bl 9.
3.3 &l
1?7 ue
31y M7
3.9 4.7
tov.o0  lwo.0
T 28
+32 -
150 68
e ‘398
2 Pxl]
U1 L
1 738
51 333
142 133
P 102
139 139
L&z 132
1695 1770
1.2 1.6
123 130 .
10.8 10.0
1 1
58 5
b 11 3
“ ™
1 5
12 1
Su w
L] 3
EH 0
L1 AT
nI nr
—— e
1n 1
n 1w
1] w
3 o |
. L]
» »
nh,.0»
al.7 4.
ue.é wr.a
10 174
14 1.1
.3 1.7
b L
3.4 [
.7 3.2
—— bt
[N} &
1508
iad.y
1343 153.8

Bation
Latr
ver
fatl)

13.4%
307

! o
) -
LI B2

Lt

N totel

donex Talls

&) Excluder the accrusl (-
wacation pay of §le.d mil
chatged to PNV wapeus

Btafl o= duty gyeare
Lhtough FrRh. Excludes ¢
bursable techafesl aasle:
stalf from K176 onwari:

&

Incteame over autherise
peeltlons lo preslous jeo

A pald wtallyvar In & puli
2 P

whis
O.8 il

average
Cive staffyear; en eflect
stallycar {s & paid via:
lens tine spent on mas -

sleide

nlst

ton, Leave, |
plus  (unpat
Sew  Annex b.

& te.
oveiline.

e

Excludrs
mlzal
yeu

telubursable te:|
aselataine

nee  Chrough FYiB.

Includes s notlonsl sllocs
of elight poid ataffyes:
Biom the coatlngency.

Iacludes & moticnal allnes
of 12 patd statfyears
tha ceoatingency.

Aocunts  ef 104 comlteen
for TNl snd FYHZ express
a8 dollar  equivalents
the $67 mil plus
2,73 commitarnta estiza
for YYS1 and the Suk 1)
commitmeals prograsocd |
FY82. Sce Annex Table |

Index, FUEL = lu0.

Melghted sversge mwmumis:
constant FYi0 progrem
sector wmix of projects

Bunbar of projects for whi
loas end credit balances o
etill balsg disburasd.

Melghted avarage sssumiog
ennstant FIle-18 secior =
ol prolecta.

Includes satimates of stal
Clme spust 1n provicus Fis
FOs tsssed o cuffent yeais

Expensas  saprasscd
dallars walng
Bank afaln
=peica lat

8/ Baleries doilated te ol
dollare walng the re ¢
tha punersl salary
te slww  Lhe nat  efisct
promotice, merlt AReroass
ahd tutmover. Changes 10

fute do put conirli

changees  Im ollar woill oo
ia this sectlen of ihe (au. s

stall costs sxcluwli
travel.

besel e

&/ Overlasd facluding flald
elfles csala.



Attachment TV

Anrex Table 22
WOPLD RAYYE CPOUP: OVFPHFAL ANT SUPFCOPT COSTS PIR OFITATILG Il'l’:l‘_Il-_l._r\"l L ':T‘-ﬁi'?'ﬂll.‘ af

z
Chanpe
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E. PENSION

The Staff Retirement Plan

1. The SRP provides pension, surviving spouse and disability
benefits to Bank Group staff. The basic pension formula is 2% of the
highest three-year average pensionable remuneration for each year of
service. Pensioners can elect a currency other than the U.S. dollar
(approximately 12% have), if they submit proof that they will reside
in the country concerned. All pensions are indexed against inflation

in the currency in which they are paid.

2. Pensionable remuneration is the gross equivalent of net
salary, calcuiated according to a formula developed by the United
Nations based on average national income taxes, but weighted heavily
towards the U.S. tax system. In most cases, the pension base produces
higher gross salaries than the salaries produced under the Bank’s new

"average deductions" tax reimbursement system.

3. The SRP is not integrated with U.S. Social Security. U.S.
staff are required to pay Social Security and are entitled to all
Social Security benefits. Non-U.S. staff do not pay Social Security

taxes or receive Social Security benefits.

4. The staff contribute 7% of their pensionable remuneration to

the SRP. The Bank’s contribution rate is determined each year by the



Plan’s actuary. The Bank’s contribution for FY81 was 18.2% of

pensionable remuneration (about 29% of net salaries).

5. The Plan’s assets presently amount to $500 million and are
expected to grow to $1 billion by 1985. The present target portfolio
distribution is as follows: 52% U.S. common stocks, 20% U.S. fixed
income investments, 20% investments outside the U.S., usually equity,
and 8% real estate. About 3% of the U.S. common stock assets are
targetted for venture capital and special situations. In recent
years, the Plan’s total returns have been consistently above the A.G.

Becker median returns for institutional portfolios.

Issues

6. As with all sponsors of defined benefit pension plans, the
Bank faces .the long-term problem of financing open-ended, inflation-
indexed liabilities in a period of high inflation and volatile
exchange rates. The problem is more serious in the Bank’s case
because the Plan has a currency option and pensions are also indexed
against inflation. Most pension plans are affected only by

inflationary salary increases.

7 i Two more immediate issues face the Plan: (i) the pension
base must be reviewed to determine if it is still representative of an
appropriate basket of national tax systems, and whether it should be

brought in line with the tax reimbursement system for U.S. nationals;



and (ii) consideration must be given to what, if anything, can be done
for staff members whose beginning pension entitlements in their home
currency ﬁave been eroded because their home currency has appreciated
strongly against the dollar over the past several years. Both these
issues as well as several minor ones are to be addressed in an

upcoming review of the SRP.

Reference Document
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REPORT TO PARTICIPANTS

OF THE
STAFF RETIREMENT PLAN
FROM THE
PLAN ADMINISTRATOR
ON THE
OPERATIONS
OF THE
PLAN FOR 1979

Section 1: Highlights of Report

1. This report describes the administration and finances of the Staff
Retirement Plan (SRP) for the year ending December 31, 1979.

2. The Plan experienced good investment results in 1979. The rate of
return on the total portfolio was 14.4%. The rate of return on the total
portfolio and the rates of return on each segment of the portfolio again
exceeded the rates of return of appropriate market indices and most other
institutionally managed portfolios. As part of its long-term strategy,
the Pension Finance Committee (PFC) increased the portion of the Plan’s
assets allocated for nondollar investments and real estate and made
changes in the management structure of the U.S. common stock and U.S.
fixed income segments of the portfolio.

3. The 1979 investment returns were sufficient to offset increases in
the Plan’s liabilities caused by salary and pension increases granted dur-
ing the year. As a result, the Plan showed an experience gain for the
year, the first since 1975. The emphasis on equity investments and the
changes we introduced over the past two years in our management structure
have contributed to these encouraging results. We are pleased with these
results but participants should be aware that the economic outlook remains
extremely wuncertain and that as in the past we should expect to suffer
temporary reversals. In the long term, however, we are hopeful that our

investment strategy and management structure will lead to superior perfor-
mance.

4, During the year, the PFC, acting on the advice of the Plan’s Con-
sulting Actuaries, changed the assumptions used in the Plan’s annual
valuations to bring them more in 1line with recent experience. The
Actuaries advised also that the Bank change the method for calculating its
contribution to the Plan. The change was endorsed by the PFC, Bank
Management, and the Staff Association, and approved by the Executive
Directors. Under the old method, contributions took two forms, a regular
contribution of 21% of pensionable remuneration, shared in a 2-1 ratio by
the Bank and staff, and a separate payment, paid by the Bank alone, to
amortize the 1liabilities not covered by the regular contribution. Under
the new method, all liabilities will continue to be funded and the staff
contribution will continue at 77% of pensionable remuneration. The Bank
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Plan Benefits
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Funding Aé-rm\ ts

8. ‘The Plan benefits are paid from the Retirement Fund, which is
financed by contributions from participants and the Bank. Participants
pay 7 percent of their pensionable remuneration as their current regular
contribution. The Bank 1is responsible for all other costs that are




required to keep the accumulation of assets on schedule. From 1976-79,
the Bank’s total contribution ranged between 17.9% and 18.9% of pension-
able remuneration; for 1980, the Bank will contribute about 18.2% of pen-
sionable remuneration. Benefit payments are small in relation to contri-
butions because the Bank is a relatively young organization, i.e., there
are relatively few pensioners in relation to staff in active service and
average annual pension payments are relatively small, but payments will
grow rapidly as more participants retire.

9. Because payments are small in relation to contributions, the
Retirement Fund is growing rapidly. At the end of 1979, the market value
of the Fund was $348 million. It has tripled in the past five years and
is expected to more than double in each of the next two five-year periods.
At some point in the future, benefit payments will approach the level of
contributions. Thereafter, income from the investment of the Fund’s
assets, and eventually the assets themselves, may have to be drawn upon to
pay benefits.

Actuarial Valuation

10. Each year the Plan’s financial condition is reviewed by the
Plan’s Actuaries through a process called the actuarial valuation. The
valuation involves the preparation of long-range projections of contribu-
tion and benefit flows for each participant in the Plan, which are then
discounted back to the valuation date to obtain their present value. On
the actuarial balance sheet, the present value of the contribution flows
appear as assets and the present value of the benefit flows appear as
liabilities. The Actuaries use two types of assumptions in making these
projections: non-economic assumptions, a set of rates specifying the pro-
bability of different events, such as death, disability, retirement, and
withdrawal, occurring in each year of a participant’s lifetime; and
economic assumptions, the assumed rates of salary and pension increase and
investment return. The Actuaries measure the experience wunder each
assumption during the valuation year to see if there has been a gain or
loss, that is they ascertain whether the amounts of the various benefits
actually paid have been more or less than expected, whether salaries have
risen more or less than expected and whether the investment return has
been more or less than expected. If the Plan’s net experience under the
package of assumptions has been favorable during the year there 1is an
experience gain; and the Bank’s contribution rate during the next year
goes down; if the reverse occurs, there is an experience 1loss and the
Bank’s contribution rate during the next year will increase.

Investment Policy

11. The Pension Finance Committee has adopted an investment policy for
the Plan that emphasizes (i) equity-type investments such as common stocks
and real estate and (ii) diversification among a wide variety of
investments. The equity policy was adopted because the return on the




Plan’s assets needs to be sufficient in the 1long term to offset any
increases in liabilities caused by higher-than-assumed salary and pension
increases granted to offset the effects of inflation. Historical experi-
ence has shown that in spite of temporary setbacks and even periods of
negative returns, equity-oriented portfolios have withstood better the
effects of inflation and provided higher long-term returns than bond-
oriented portfolios, the other broad portfolio strategy open to the Plan.
The diversification policy was adopted to reduce the impact on the total
portfolio of a loss on any one investment and to provide higher long-term
returns. Historical experience has shown that widely-diversified port-
folios, although they do not achieve the best return in any one period,
achieve high returns in the long term and achieve the highest returns for
the degree of risk assumed. At present, the Plan’s target asset mix 1is
52% U.S. common stocks, 20% non-U.S. investments, 20% U.S. fixed income
investments and 87% real estate. Within each portfolio segment specific
investment strategies have been developed. Further details on these stra-
tegies are contained in Section 5.

12. Because the Plan follows a highly diversified investment policy,
the Plan’s returns should not be compared to the returns of investment
pools that follow specific, concentrated strategies such as money market
funds and mutual funds that invest solely in U. S. common stocks, nor to
the returns offered by savings institutions and credit unions. The most
meaningful comparison of the Plan’s returns is with the returns of other
pension portfolios that follow similar investment strategies as is done in
Appendix D.

Plan Management

135 Responsibility for the Plan is vested in two Committees, the Pen=-
sion Benefits Administration Committee (PBAC) and the Pension Finance Com=-
mittee (PFC), and a Staff Retirement Plan Administrator. The Compensation
Department and the Staff Association also have active roles in the Plan.

14. The PBAC is responsible for administering all benefits of the
Plan and resolving any questions that arise as to interpretation of the
related provisions of the Plan. The PBAC has nine members; the Chairman;
two Executive Directors; two nominees of the Staff Association; the Chair-
man of the PFC, who is an ex-officio member; and three other members who
may, but need not be, staff members.

15. The PFC is responsible for all financial aspects of the Plan, includ-
ing the soundness of the funding arrangements and the investment of the
Retirement Fund. The PFC has eleven members: the Chairman; two Executive
Directors; two nominees of the Staff Association; two outside experts in
finance, investments and pension funding; the Chairman of the PBAC, who is
an ex-officio member; and three other members who may, but need not be,
staff members.




16. The Staff Retirement Plan Administrator serves as Secretary to
both Committees and as head of the Staff Retirement Plan Office which is
attached to the Office of the Vice-President, Finance. The SRP Office has
two units, the Pension Administration Unit, which deals with all adminis-
trative aspects, including answering participants’ questions on Plan bene-
fits and processing benefit payments, and the Pension Investment Unit,
which deals with the investment of the retirement fund.

17. The Compensation Department keeps the Plan benefits under review
to assure that they are adequate to meet participants’ needs in light of
the Bank’s total compensation policies and prevailing practices in other
organizations.

18. The Staff Association nominates two members each to the PBAC and
the PFC. The Staff Association also has a separate working group to iden-
tify and study issues of importance to the staff on the SRP.

19. The memberships of the PBAC and the PFC are contained in Appendix
F.

Section 3: Financial Summary

Contributions and Benefit Payments

20. During 1979, the Bank paid $40 million into the Retirement Fund
and the staff paid $14.3 million. Pension and lump sum death benefit
payments during the year amounted to $6.3 million. An additional $2.2
million was paid out in lump sum withdrawal benefits. Lump sum payments
upon commutation of pensions amounted to $0.2 million. The Plan continues
to have a strong cash flow, with regular contributions running at about
six times current benefit payments.

Asset Values

21. The value of the assets in the Retirement Fund is normally meas-
ured by three methods: book value, market value, and adjusted value. The
book value represents the actual cost of investments, adjusted in the case
of bonds for any unamortized premium or accumulated discount. The market
value reflects currently quoted stock and bond prices. The adjusted value
is used for the purpose of actuarial valuations. Because actual invest-
ment returns fluctuate substantially from year to year, the Actuaries nor-
mally '"smooth" the results when calculating experience gains or losses.
This process is referred to as the asset valuation method. In order to
reduce the investment return fluctuations further, the PFC, acting upon
the advice of the Actuaries, adopted a new asset  valuation method wunder
which the adjusted value of the assets is based on their average market
value over the previous five years, adjusted for contributions and income
coming into the Retirement Fund. The old method was to value fixed income

e




investments to yield 6 percent to maturity and equity investments at the
lower of 90 percent of market value or the three-year average market
price. The table below shows the book value, market value and adjusted
value of the Plan’s assets over the past five years. For 1975-78, the
adjusted value is shown under the old asset valuation method; for 1979,
under the new method. The o0ld method would have produced a value of
$351.9 million for 1979.

Assets (USS$ million)

1975 1976 1977 1978 1979
Book Value 131.7 166.4 203.7 253.6 337.0
Market Value 133.7 186.4 210.4 261.2 348.0

Ad justed Value 137.2 17447 207.1 252.2 328.6



Section 4: Results of Actuarial Valuation, and Changes in Actuarial
Assumptions and Funding Method

Actuarial Valuation

22. The results of the actuarial valuation as of December 31, 1979 are
juxtaposed below with those as of December 31, 1978. Further details on
the valuation can be found in Appendix E.

(US$ million)
12/31/78 12/31/79

Assets
Value of present assets 252.2 328.6
Present value of future regular contributions
by the participants and by the Bank 490.1 507.0
Present value of additional payments by the
Bank towards unfunded liability T 105.9
Total Assets 857.5 941.5
Liabilities

Present value of liabilities in respect
of present participants 778.3 835.8

Present value of liabilities in respect
of retired participants and beneficiaries

of retired participants 79.2 105.7
Total Liabilities 857.5 941.5
23. The decrease in the unfunded liability (from $115.2 million to

$105.9 million) results from a net experience gain of $4.9 million (see
Appendix E), and a net decrease of $4.4 million because of changes in the
actuarial assumptions.



24, The valuation disclosed also that the termination liability of the
Plan is $263 million, well below the $348 million year-end market value of
the Plan’s assets. The termination liability is being used by a growing
number of pension plan sponsors as a measure of the financial condition of
their plans. It represents the liability, determined under the current
actuarial assumptions, in respect of benefit rights acquired up to the
valuation date assuming termination of the Plan as of that date.

Changes in Actuarial Assumptions

25. On the advice of the Plan’s Actuaries, the PFC made certain
changes 1in the actuarial assumptions used in the Plan’s annual valuation.
As discussed previously in paragraph 21, the five-year moving market aver-
age method was adopted for valuing the Plan’s assets. The economic
assumptions were changed to reflect more accurately current inflation
expectations: the rate of annual increase in pensionable remuneration,
actually a graduated set of rates based on age, was increased from about
5% on average to about 9% on average; the rate of annual pension increases
was increased from 2% to 6%; and the rate of return on investments was
increased from 6% to 10%. These changes reflect an increase in the
assumed rate of inflation from 2% to 6% in all the economic assumptions.
Also, changes were made in the non-economic assumptions, that is the set
of rates specifying the probability of different events, such as death,
disability, retirement and withdrawal occurring in each year of a
participant’s lifetime, to bring the rates in line with the Plan’s recent
experience.

Change in Funding Method

26. Under the provisions of the Staff Retirement Plan, the Bank is
responsible for all costs 1in excess of the staff contributions. Since
1975, the Plan has received contributions in two forms: a regular contri-
bution of 21%Z of pensionable remuneration, shared in a 2-1 ratio by the
Bank and staff, and a separate payment, paid by the Bank alone, to amor-
tize over periods up to 40 years those projected liabilities, which were
referred to as "unfunded liabilities," that were not covered by the regu-
lar contribution rate. The PFC has felt for some time that the use of the
term "unfunded liabilities" for certain of the Plan’s projected costs
gives a misleading impression of the Plan’s financial condition, particu-
larly as the condition is quite sound when measured by the more meaningful
standard of the spread between the market value of the Plan‘s assets and
the termination liability (see para. 24). Last year, the PFC asked the
Actuaries to review the merits of alternative funding arrangements. The
Actuaries recommended that the SRP convert to a funding method under which
all contributions required to balance the Plan’s assets and liabilities
are expressed in terms of a single percentage of pensionable remuneration,
with 7% paid by the staff and the remainder by the Bank. This so-called
aggregate rate funding method is now used by many of the major U.S.



corporate sponsors of pension plans. The proposed change was endorsed by
the PFC, Bank Management, and the Staff Association, and approved by the
Executive Directors. The new funding method will start on July 1, 1980
in conjunction with the start of the Bank’s fiscal year. The Bank will
contribute 18.2% of pensionable remuneration for the year; the staff will
continue to contribute 7%. Each year thereafter the Bank’s contribution
rate will change depending on the results of the previous year’s actuarial
valuation. Details on the computational differences between the present
method and the aggregate rate method are contained in Appendix E.

Section 5: Investment Results

27. The rate of return on the Plan’s assets measured in terms of
market value was a positive 14.4 percent as against returns of positive
7.0 percent for 1978 and minus 3.6 percent for 1977. Rates of return on
the Plan’s investments are not measured against an absolute standard but,
for each segment of the portfolio, against appropriate indices of overall
market performance and against the returns achieved by other large insti-
tutional portfolios. The results of these comparisons over the past 10
years are shown in Appendix D.

28. The Plan’s assets are invested utilizing the services of profes-
sional management firms in accordance with guidelines and objectives esta-
blished by the PFC. The assets are divided into four categories, U.S.
common stocks, U.S. fixed income investments, nondollar investments and
real estate. During 1979, the PFC channeled most of the Plan’s net con-
tributions into nondollar investments and real estate. The target alloca-
tion and the actual allocations as of December 31, 1978 and December 31,
1979 are set out in the table below:

Dec. 31. 1978 Deci781 ;#3979

Target Actual Allocation Actual Allocation
Asset Category Allocation (%) $ (milion) % $ (million)
U.S. Common Stocks 52 164.0 63 207.7
U. S. Fixed Income 20 62.4 24 64.2
Non Dollar Investments 20 23.5 g 56.0
Real Estate 8 11.3 4 20.1
Total 100 2612 100 348.0 100

The emphasis on equity investments inside and outside the United States

was a major contributor to the Plan’s favorable investment returns in
1979.
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29. The U.S. common stock (USCS) assets are divided into passive and
active segments. The passive portion currently amounts to about 45 per-
cent of total USCS assets (50 percent as of year-end 1978). T %
invested in an index fund managed by Wells Fargo Bank of San Francisco,
California. An index fund is a pool of stocks having the objective of
duplicating the returns earned by a market index, in this case the Stan-
dard & Poor’s Index of 500 stocks, the most widely accepted measure of
stock price movements in the U.S. The objective of the passive segment is
to ensure that at least that portion of the total USCS portfolio comes
close to matching the return on the S&P 500. For most past periods, the
S&P 500 has exceeded the returns of the majority of institutionally
managed stock portfolios. The passive segment also forms a low-cost,
broadly-diversified and efficiently-managed base for the total USCS port-
folio and allows the active managers to assume higher levels of risk in
the pursuit of exceptional investment returns by concentrating their hold-
ings in those companies and market sectors in which they have a particular
expertise or in which they perceive exceptional opportunities.

30. At the beginning of 1979, the active portion was managed by two
firms, J. W. Redmond & Co. of Washington, D.C. (JWR) and Torray, Clark &
Co., Inc. (TCC) of Chevy Chase, Maryland. In April of 1979, after an
extensive analysis of the different investment strategies and a survey of
investment managers, the PFC decided to transfer the USCS assets managed
by JWR to three new managers: Brokaw Capital Management, Inc. (BCM) of New
York, New York; Grantham, Mayo & Van Otterloo, Inc. (GMV) of Boston, Mas-
sachusetts; and Wilmington Capital Management Inc. (WCM) of Wilmington,
Delaware. BCM and GMV were retained to apply a rotational or opportunis-
tic investment strategy, that is a strategy calling for aggressive sec-
toral moves in response to the manager’s perception of market conditions.
WCM was hired to complement TCC in scanning the universe of small and
large capitalization stocks using a strong fundamental value orientation.

Each of the four active USCS managers manages about 14 percent of USCS
assets.

31. Since 1976, the U.S. fixed income (USFI) assets have been split
between two managers, J.W. Redmond & Co. (JWR) of Washington, D.C. and
Fischer, Francis, Trees & Watts, Inc. (FFTW) of New York, New York. Dur-
ing 1979, the PFC reviewed the USFI segment, and to improve the segment’s
diversification, decided to split it into three sub-segments: (i) an
actively managed portfolio of high-grade corporate and government bonds,
referred to as the high-quality segment; (ii) an actively managed port-
folio of higher-yielding, publicly-traded, but less liquid investments,
including discount bonds, convertibles, preferred and utility stocks, and
covered call options, referred to as the high-yield segment; and (iii) a
portfolio of higher-yielding, non-publicly traded investments, including
mortgages, euro—dollar and US corporate bonds, referred to as the private
placement segment. JWR and FFTW will continue to manage the high-quality
segment, each wusing a different investment strategy. The PFC selected
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Morgan Guaranty Trust Co. of New York, New York to manage the private
placement segment and First Investors of New York, New York and AIM Advi-
sors of Houston, Texas to manage the high-yield segment.

32. At the beginning of 1979, the nondollar assets were managed by
Fiduciary Trust Company of New York, New York. During 1979, the PFC
decided to transfer the assets managed by Fiduciary Trust to Morgan
Guaranty Trust Co. of London, England, Rotrusco B.V., a subsidiary of
Robeco of Rotterdam, the Netherlands, and a nondollar index fund managed
by State Street Bank and Trust Company of Boston, Massachusetts. Each of
the new managers has about one-third of the total nondollar assets. The
nondollar index fund is designed to track the performance of the Capital
International Index, an index of common stock performance in Europe, Aus-
tralia and the Far East. As with the USCS index fund, the nondollar index
fund forms a low-cost, broadly-diversified, and efficiently-managed base
for the total nondollar portfolio and allows the active nondollar managers
to concentrate their assets in the countries and sectors of the market
they feel will achieve the best returns.

33, The real estate segment is presently invested in four real estate
equity funds managed by Corporate Property Investors, Inc. of New York,
New York, the Equitable Life Assurance Society of New York, New York, the
Prudential Life Insurance Company of Newark, New Jersey, and Wells Fargo
Bank of San Francisco, California. The Wells Fargo fund was added during
1979. The PFC intends to investigate the merits of real estate invest-

ments outside the U. S. during 1980.

Bernard Holland
Staff Retirement Plan Administrator

Attachments:
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APPENDIX A

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

Staff Retirement Plan

1._
: Summary of Relevant Statistics
& on Plan Participation
1975 1976 1977 1978 1979
Number of Participants
(as of December 31) 4,440 4,769 4,843 5,011 5,283
Enrollment During the Year 601 603 510 502 572
Terminations During the Year by:
Withdrawals 190 190 233 217 196
Transfers from the Bank Group 10 9 5 i b | 4
Death 6 2 14 8 7
Q Normal Retirement 17 20 29 25 30
Early Retirement, Immediate Pension 15 15 21 31 16
Early Retirement, Deferred Pension 11 38 127 40 41
Disability Retirement v - 7 2 6
Number of Retired Participants and
Beneficiaries 464 530 722 811 882
(as of December 31)
In Receipt of Benefits 387 423 508 573 646
Not Yet in Receipt of Benefits 7 107 214 236 236
“.
_‘_t

Pension Investment Unit
May 1980
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March 28, 1980

To: Pension Finance Committee,
Pension Benefits Administration Committee

From: Masaya Hattori, Controller

Submitted herewith are the December 31, 1979 and 1978 Statement of
Changes in Fund Balance, Composition of Fund Balance and Statement of
Investments of the Staff Retirement Plan Fund of the Bank. The statements

are submitted pursuant to Section 8.7 of the Staff Retirement Plan.

REPORT OF INDEPENDENT ACCOUNTANTS

1801 K Street, N.W.
Washington, D.C. 20006
March 28, 1980

To the Pension Finance Committee

Staff Retirement Plan of the

International Bank for
Reconstruction and Development

In our opinion, the accompanying Statement of Changes in Fund Balance,
Composition of Fund Balance and Statement of Investments present fairly the
financial position of the Staff Retirement Plan Fund of the International Bank
for Reconstruction and Development at December 31, 1979 and 1978, and the changes
in the fund balance for the years then ended, in accordance with the provisions
of the Staff Retirement Plan and in conformity with generally accepted
accounting principles consistently applied. Our examinations of these
statements were made in accordance with generally accepted auditing standards
and accordingly included such tests of the accounting records and such other

auditing procedures as we considered necessary in the circumstances.

A //m//



International Bank for Reconstruction and Development

Staff Retirement Plan

Statement of Changes in Fund Balance

Fund Balance at beginning of year

Contributions:

Contributions by Bank and IFC (Note 1)

Contributions by participants

Payments for unfunded liability (Note 2)

Net receipts from staff retirement plans of other
international organizations on behalf of trans-
ferred participants

Benefit Payments:

Contributions, withdrawal benefits and interest
paid to former participants on withdrawal

Pension and other benefit payments

Commutation payments

Investment Activity:

Income from investments
Net gain (loss) on sales of investments

Fund Balance at end of year

Composition of Fund Balance

Cash

Investments - at cost (see accompanying Statement
of Investments)

Accrued income on investments

Accounts receivable (principally due from brokers)

Less: Accounts payable (principally due to brokers)

Year ended December 31

Appendix B
Page 2 of 4

1979

1978

$253,638,475

$203,740,329

$ 28,635,873
14,343,857
11,335,380

880,809

$ 24,503,251
12,278,526
4,374,859

334,071

$ 55,195,919

$ 41,490,707

$ (2,212,230)
(6,340, 058)
( 210,902)

$ (1,598,823
(5,010, 355]
( 460,877)

$ (8,763,190)

$ (7,070,055

$ 20,508,903
16,401,898

$ 14,426,370
1,051,124

$ 36,910,801

$ 15,477,494

$336,982,005

$253,638,475

December 31

1979 1978

$ 3,507,442 $ 71,756
334,786,636 252,902,262
*1,735,851 1,317,368
368,307 472,459
$340,398,236 $254,763,845
3,416,231 1,125,370
$336,982,005 $253,638,475




Appendix B
Page 3 of 4

International Bank for Reconstruction and Development

Staff Retirement Plan

Statement of Investments

December 31

1979
Market Value

1978
Market Value

Book Value Book Value

Obligations of U.S. Government
and its instrumentalities

$ 19,975,220

$ 20,061,990

$ 14,053,250

$ 13,845,484

Non-U.S. Government obligations 2,949,324 2,793,034 - -
Corporate and convertible bonds 30,453,318 28,117,884 25,808,265 25,536,247
Short-term investments 47,861,166 47,861,169 43,480,512 43,495,181
cr.ommon stocks 215,624,873 227,419,708 159,027,461 165,942,586

Preferred stocks 548,900 562,500 - -
Real estate investment funds 17,373,835 19,002,489 10,532,774 11,699,184
Totals $334,786,636  $345,818,774 $252,902,262  $260,518,682
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International Bank for Reconstruction and Development (ﬂ\

Staff Retirement Plan i

Notes to Financial Statements

December 31, 1979 and 1978

Note 1 — Operations and Basis of Accounting

The Staff Retirement Plan is for the benefit of the employees of
the International Bank for Reconstruction and Development (the Bank) and the
International Finance Corporation (the IFC). Every participant contributes
a percentage of his remuneration to the Fund. The Bank and IFC, as provided
by the Plan, contribute that part of the actuarial cost not provided by the

contributions of the employees.

Administrative expenses are paid by the Bank and IFC and are not

included in the accounts of the Fund. €

Investments are recorded at cost or amortized cost. Gains and losses
on sales, measured by the difference between the average cost and the proceeds

of sales, are recorded at the trade date.

Note 2 - Amortization of Unfunded Liability

On April 22, 1975, the Bank and IFC made arrangements for payment of
the unfunded liability at December 31, 1974 over a forty-year period and for
payment of any future actuarial experience gains or losses incurred in any one
year over 15 years, and any future.changes in past service liabilities due to
changes in the Plan or in actuarial assumptions over 30 years. At December 31,
1979, the unfunded liability was $105.9 million ($115.2 million - 1978). The
change in the unfunded 1liability includes a reduction of $ 4.4 million resulting

from changes in actuarial assumptions.

0
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Appendix C
- INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
C. STAFF RETIREMENT PLAN
SUMMARY STATEMENT OF ASSETS, 1977-1979
- Book Value Market Value
F ($ million)
12/31/77 12/31/78 12/31/79 12/31/77 12/31/78 12/31/79
Instrument Type
U.S. Government Obligations 28.0 14.0 20.0 27.4 13.8 20.1
Non-U.S. Government Obligations - - 2.9 - - 2.8
Corporate Bonds and Notes 27.1 24.7 28.6 27.7 24.1 26.0
Commercial Paper, CDs and TDs 8.9 38.9 23.2 8.9 38.9 23.2
Resale Agreements 8.6 4.8 17.2 8.6 4.8 17.2
Total Bond-Type Instruments 72.6 82.4 91.9 72.6 81.6 89.3
Convertible Bonds and Notes .9 1.1 1.9 1.0 1.4 2.1
Common Stocks 120.2 158.9 223.6 126.4 165.8 235.4
Total Equity-Type Instruments 121.1 160.0 225.5 127.4 167.2 237.5
Real Estate 7.8 10.5 17.4 8.2 11.7 19.0
Total Investments lJ 201.5 252.9 334.8 208.2 260.5 345.8
Other Assets 2.2 o7 2.2 2.2 «7 2.2
C.-rotal Assets 203.7 253.6 337.0 210.4 261.2 348.0
Z Total
12/31/77 12/31/78 12/31/79 12/31/77 12/31/78 12/31/79
Instrument e
U.S. Government Obligations 13.8 5.5 5.9 13.0 5.3 5.8 |
Non-U.S. Government Obligations - - .9 ~ - .8
Corporate Bonds and Notes 13.3 9.8 8.5 13.2 9.2 7.5
Commercial Paper, CDs and TDs LA 15.3 6.9 4.2 14.9 6.7 |
Resale Agreements 4.2 1.9 5.1 4.1 1.8 4.9 I
Total Bond-Type Instruments 35.7 32.5 27.3 34.5 31.2 25.7
Convertible Bonds and Notes o4 b «6 5 «5 «6
Common Stocks 59.0 62.7 66.3 60.1 63.5 67.6
Total Equity-Type Instruments 59.4 63.1 66.9 60.6 64.0 68.2
|
Real Estate 3.8 4.1 5.2 3.9 4.5 5.5 l
Total Investments 98.9 99.7 99.4 99.0 99.7 99.4
Other Assets 1.1 +3 +6 1.0 +3 -6
Total Assets 100.0 100.0 100.0 100.0 100.0 100.0

C

lj A detailed list of investments as of December 31, 1979 is available
for review in the Staff Retirement Plan Office (Room J-605)




Appendix D
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
Staff Retirement Plan
Investment Performance Analysis
Percentage Rates of Return¥
Annual Performance
1975 1976 1971 1978 1979
Total Fund 24.5 16.5 (3.6) 7.0 14.4
U.S. Common Stocks 29.6 18.4 (8.4) 4.9 18.7
Nondollar Investments - 10.3 5.3 33.8 10.8
U.S. Fixed Income Investments 11.6 17.4 3.8 4.5 3.3
Real Estate - 9.5 11.5 17.1 16.2
Indices
Becker Total Funds 1/ 22.9 16.6 (2.8) 5.4 13.1
Becker Equities 2/ 29,1 16.6 (5.5) 7.2 17.6
Becker Fixed Income 3/ 11.6 15.6 3.8 1.4 1.4
S&P 500 37.3 23.6 (7.4) 6.5 18.7
Capital International Index 4/ - 3.7 19.2 33.9 6.0
Salomon Brothers Bond Index Ef 14.6 18.6 1.7 (0.1) (4.2)
Curulative Annual Performance
Year 5 Year 10 Year
Total Fund 5.7 11.3 5.0
U.S5. Common Stocks 4.5 11.8 4.1
Nondollar Investments 14.1 - -
U.s. Fixed Income Investments 3.9 8.0 7.6
Real Estate 15.1 - =
Indices
Becker Total Funds 1/ 4.8 10.6 4.3
Becker Equities 2/ 6.5 11.8 3.8
Becker Fixed Income 3/ 2.1 6.7 6.8
S&P 500 5.4 14.8 5.9
Capital International Index 4/ 19.2 19.1 9.7
Salomon Brothers Bond Index 5/ (0.9) 5.8 6.2

*All rates of return are annualized and time-weighted.

1/ Median rate of return on total funds for the A. G. Becker sample of 4,000
U.S. institutional portfolios.
2/ Median rate of return on equity funds for the A. G. Becker sample
of U.S. institutional portfolios.
3/ HMedian rate of return on bond funds for the A. G, Becker sampla of
U.S. institutional portfolios.
4/ An index of common stock performance in Europe, Australia and the Far East.
5/ An index of high-grade corporate bond performance in the U,S.

Pension Investment Unit
April 1980




George B. Buck Consulting Actuaries, Inc. APPENDIX E
Two Pennsylvania Plaza, New York, New York 10001 Page 1 of 8
Telephone 212|279 4400

April 18, 1980

Mr. Bernard J. Holland E3LJ(:’
Pension Plan Administrator Cd\]SULTANTS
International Bank for Reconstruction
and Development
1775 Pennsylvania Avenue, N.W.,
Room J-616
Washington, D:C. 20433

Re: December 31, 1979 Valuation of the Staff Retirement Plan

Dear Mr. Holland:

We have completed our actuarial valuation of the Staff Retirement Plan of

the International Bank for Reconstruction and Development as of December 31,
1979 and, following our past practice, we are writing in advance of our formal
report to communicate the valuation results.

Our calculations were based on employee data which you furnished and which
included:

(i) 5,267 active participants with a total annual net remunera-
tion of $138,328,093 and a corresponding gross remuneration

of $216,294,603;

(ii) 16 participants not in contributory service, who were included
for accrued benefits only; and

(iii) 881 retired participants and beneficiaries, entitled to annual
pensions of $8,573,772 (some of which were not yet payable).

The valuation was based on the revised actuarial assumptions adopted by the
Pension Finance Committee effective with the current valuation. These revised
assumptions include an interest rate of 10%, compounded annually; a graded
salary scale which averages about 9.0%; an annual rate of cost-of-living
increases in pensions equal to 6%; and the use of the 5-year moving market
average asset valuation method. In addition, the decremental probabilities
were substantially revised in line with the Plan's recent experience. The
full set of revised assumptions will be appended to our formal report on

the valuation.

The results of the valuation are presented in the following valuation balance
sheet, which shows the present and prospective assets and liabilities of

the Plan as of the valuation date. The amount shown as ''Present Assets'

was determined on the basis of the new asset valuation method.

It should be noted that the assets shown on the balance sheet exclude an

amount of $4,554,304 paid in 1979 towards the unfunded liability payment
due on January 1, 1980.

a subsidiary of Buck Cdnauitanis, Inc.
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VALUATION BALANCE SHEET
PREPARED AS OF DECEMBER 31, 1979

ASSETS
Present assets $ 328,623,360
1 Present value of prospective contributions:
! (a) From participants, at 7% of gross remuneration 168,982,817
: (b) From the Bank, at 14% of gross remuneration 337,965,634
3 (c) From the Bank towards unfunded liability 105,914,165
| Total Assets $ 941,485,976
LIABILITIES
{ Present value of benefits payable on account of
. present retired participants and beneficiaries $ 105,667,923
Present value of prospective benefits on account
of present participants 835,818,053
Total Liabilities $ 941,485,976

The unfunded liability of $105,914,165 can be broken down as follows:

(a) Remaining portion of the $68.2 million unfunded

liability established as of December 31, 1974 $ 65,715,860
(b) Less: remaining portion of 1975 experience gain (5,616,111)
(c) Plus: remaining portion of unfunded liability
created as a result of the 1976 amendments 2,034,629
| (d) Plus: remaining portion of 1976 experience loss 5,479,867
(e) Plus: remaining portion of 1977 experience loss ’ 23,710,877
(f) Plus: remaining portion of 1978 experience loss 23,577,260
(g) Less: net experience gain for 1979 (4,552,973)

(h) Less: reduction in unfunded liability resulting
from changes in assumptions (4,435,244)

Net unfunded liability as of
December 31, 1979 $§ 105,914,165

George B. Buck Consulting Actuaries, Inc.
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Mr. Bernard J. Holland
April 18, 1980
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APPENDIX E

Page 3 of B

The net experience gain of $4,552,973 was the result of differences between
the actual experience and that which was anticipated under the actuarial

assumptions (before their revision).

These differences can be analyzed as

follows:
| tem Gain (Loss)
1. Service Retirement 242,655
2. Disability retirement 1,484,895
3. Death before retirement 1,479,552
4. Other terminations 2,832,767
. Post-retirement mortality (493,985)
6. Salary increases (28,868,965)
7. Cost-of-living increases in pensions (5,630,774)
8. Investment return (as computed under asset
valuation method previously being used) 36,753,127
9. New participants during year (including
net transfers to and from other organizations) (2,373,349)
10. Changes in currency exchange rates affecting
pensioners being paid in foreign currencies (167,427)
1. Increase in minimum and maximum children's
benefits under Section 4.8 (705,523)
Total experience gain (net) 4,552,973

The following table summarizes the additional payment required to be made by
the Bank (over and above its regular contributions of 14% of gross remunera-
tion), in accordance with the funding policy adopted in 1975:

George B. Buck Consulting Actuaries, Inc.
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AMORTIZATION OF UNFUNDED LIABILITY e
: REMAINING : PAYMENT DUE : YEAR OF
ITEM 5 PORTION ON : ON JANUARY 1, = EAST
:DECEMBER 31, 1979: 1980% : 1981 *% : PAYMENT
(a) Initial amount ; ; ; ;
established on . : : :
December 31, 1974 : § 65,715,860 : $ 4,276,110 : $ 6,394,262 : 2014
(b) 1975 experience ; ; ; ;
gain : (5,616,111) : (631,955) : (767,376) : 1991
(c) 1976 Plan ; ; ; ;
amendments : 2,034,629 : 145,298 : 204,535 : 2007
(d) 1976 experience ; ; ; ;
loss : 5,479,867 : 583,968 : 718,538 : 1992
(e) 1977 experience ; ; ; ;
loss : 23,710,877 : 2,406,540 : 2,999,193 : 1993
(f) 1978 experience ; ; ; ;
loss : 23,577,260 : 2,290,170 2,889,642 : 1994
(g) 1979 experience ; ; ; ; t)
gain : (4,552,973) : N/A s (598,597) :+ 1995
(h) 1979 assumption ; ; ; ;
changes : (4,435,244) N/A : (470,487) : 2010
Total :§ 105,914,165 : $ 9,070,131 : § 11,369,710 :

*Based on a 6% interest assumption.
**Based on a 10% interest assumption.

An estimate was made of the current termination liabilities, that is, the

vested liabilities as defined in Opinion 8 of the Accounting Principles Board.

The actuarial value was estimated to be $263 million, based on the revised
assumptions.

In accordance with the Pension Finance Committee's recent deliberations an
the current discussions being held at the Bank, we have also calculated th
current valuation results assuming the actuarial funding method is changed
to the aggregate method. Under this method, the unfunded liability would

be eliminated from the valuation balance sheet, and the present value of
prospective contributions from the Bank would become the balancing item

between the assets and the liabilities of the Plan. The Bank's contributi
rate would then be determined by dividing this amount by the present value
future remuneration for all present participants on the valuation date.

George B. Buck Consulting Actuaries, Inc.
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The application of this procedure as of December 31, 1979 would result in
the Bank's aggregate contribution rate being set at 18.20% of covered gross
remuneration. It should be noted that, under this method, the present assets

would include the contributions made in 1979 towards the unfunded liability
payment due on January 1, 1980.

Respectfully submitted,
GEORGE B. BUCK CONSULTING ACTUARIES, INC.

Robert D. Baus
Consulting Actuary

Wobosp. LA

Richard M. Leblond
Consulting Actuary

George B. Buck Consulting Actuaries, Inc.
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Technical Annex
Differences Between Present and
Proposed Methods
1. A funding method represents the manner in which the results of the

actuarial valuation, that is the actuarially determined assets and liabili-
ties of the Plan, are used to determine the current contribution require-
ments, i.e. the amount of money that should be paid into the Plan in the
year following the valuation date.

- Calculation of Liabilities

2. Under both the present and proposed methods the first step is to cal-
culate the Plan liabilities. Using the actuarial assumptions, the proba-
bility and associated cost of each participant withdrawing, retiring, dying
or becoming disabled in each year from the valuation date to his/her
expected separation date is determined. The costs calculated in each year
are then reduced to their present value, that is the present value of lia-
bilities. At the same time the Actuaries project the salaries expected to
be paid to each participant in each year through his/her expected date of
separation. These amounts are also reduced to their present value, that is
the present value of future salaries.

= Calculation of Contributions under Present Method

3. Under the present method, the next step 1is to deduct from the
present value of liabilities (i) the value of the current assets and (ii)
21% of the present value of future salaries, which represents the present
value of the expected normal contributions of the Bank and staff. Any
remaining liabilities are called "unfunded liabilities'" and are amortized
by special payments over different periods depending on the Actuaries’
estimate of the source of the unfunded liability: 40 years for unfunded
liabilities in existence as of December 31, 1974; 30 years for unfunded
liabilities that arise from benefit improvements or changes in the
actuarial assumptions; and 15 years for unfunded liabilities that arise
from deviations between actual and expected experience with the actuarial
assumptions from year to year. Assuming there are no benefit changes or
assumption changes in a year, any change in the unfunded liability will be
due to experience gains or losses that have occurred during the year.

4. The 21% contribution rate was arrived at in 1974, on the basis of
the current actuarial assumptions, as the rate which over the expected
career lifetime of an average new entrant would be approximately sufficient
to meet the liabilities accumulating on his/her behalf. There is a general
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: belief that the unfunded 1liabilities are a temporary phenomenon, due
b largely to the impact of inflation, and that when economic conditions
improve the 21% normal contribution will be sufficient to meet all the
Plan’s 1liabilities. This may occur but we have no way of knowing when it
will occur. Moreover, there are simply too many variables, some of them

highly unpredictable, to develop a fixed contribution rate for an open-
ended benefit scheme like the Plan..

- Calculation of Contributions under Proposed Method

5. Under the proposed method, the next step after calculating the
present values of liabilities and future salaries would be to deduct from
the present value of liabilities (i) the value of the current assets and
(11) 7% of the present value of future salaries, representing the present
value of the staff’s future contributions. The remaining liabilities would
then be divided by the present value of future salaries. The resultant
"aggregate rate" would be the rate required to balance assets and liabili-
ties and would be the Bank’s required contribution rate for that year. The
following example develops for 1979 the calculation of the unfunded liabil-

ity under the present method and the aggregate rate under the proposed
method.

!
|
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Step 1 (Same for both methods)

$ million
Actuaries first estimate: Present value of liabilities 941.5
Present value of future salaries 2,414.0
Value of present assets 328.6
Step 2 (Present method)
Actuaries then take: Present value of liabilities 941.5
and subtract: 21% of present value of future
salaries -507.0
and value of present assets -328.6
The result is the unfunded liability 105.9
Step 2 (Proposed method)
Actuaries take: present value of liabilities 941.5 ‘l"
and subtract: 7% of present value of future
salaries -169.0
and value of present assets -328.6
443.9
Then: They divide the resulting number by the
present value of future salaries
443.9
25140

The result is the aggregate rate = 18.39%%

*The aggregate rate shown in the valuation is 18.20%. The differ-
| § ence 1is Dbecause the actuaries included $4.6 million of contribu-
tions made in 1979 toward the amortization payment due on January
1, 1980, in the wvalue of present assets for the aggregate rate
method, but did not include them for the present method.
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. Robert Johnston, Executive Director, from 1/1/79 to 8/15/79
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F. CONTROLLER’S GROUP

Functions and Responsibilities

l. The Controller’s Group is essentially a service organization

providing financial, control and accounting services to the Bank

Group. It is responsible for:

(1)
(ii)
(1i1)
(iv)

(v)

(vi)

(vii)

the accounting of the Bank;

the financial administfation of loané and credits;
the administrative expense functions of the Bank;
the financial administration of trust funds;

the provision of supporting services to the regional

organizations and the ~ Legal Department in the

negotiation of loans, and the Treasurer's Department

‘in the investment of liquid resources;

the preparation of short-term financial projections;
and

the collection of data and reporting on the source of
procurement of goods and services financed from the

proceeds of loans and credits.



Current Issues

2., Currency Pooling System. For World Bank loans negotiated

prior to July 1, 1980, borrowers were required to repay their loans in
the various currencies in which the loans were disbursed. Because it
was impossible to disburse the same currencies equally under all
loans, the individual loans differed in currency composition and,
consequently, in the exchange risks that they presented to the

borrowers.

3. All World Bank loans negotiated after July 1, 1980 have been
brought under a currency polling system. Under the new system, the
risks of currency fluctuations in conmection with Bank loans are
equalized among all borrowers. Those borrowers with loans negotiated
prior to July 1, 1980 have been invited to join the system for the

undisbursed portion of their loans.

4, While currency pooling will equalize exchange risk as
between borrowers, it will not affect the total exchange risk for
borrowers as a group. The latter is dependent on the Bank’s
borrowing, investment and disbursement practices, and there has been
pressure from time to time in the Board and elsewhere for a critical

review of these practices.



85, Use of SDRs in the Bank’s Accounts. While the Bank’s

capital has been expressed in SDRs since April 1, 1978, the SDR has
not been adopted as the Bank’s official unit of value for financial
statement presentation. The question of whether it should be so

adopted is under examination.

Reference Document

F.1.01 The Currency Pooling System






-

World Bank
August 1980
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September 1980

World Bank
1818 H Street, N.W.
Washington, D.C., 20433, U.S.A.
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Introduction

Under the terms of World Bank loans that were negotiated before
July 1, 1980, the borrowers were required to repay their loans in the
various currencies in which the loans were disbursed. Because it was
impossible to disburse the same currencies equally under all loans, the
individual loans differed in currency composition and, consequently, in
the exchange risks that they presented to the borrowers in relation to
a common denominator such as the U.S. dollar.

All World Bank loans negotiated on or after July 1, 1980, are sub-
ject to a new arrangement called the Currency Pooling System. Under the
new system, the risks of currency fluctuations in connection with Bank
loans are equalized among all borrowers. This paper describes the way in
which the system works. A more detailed explanation is being prepared as
a guide for the accountants and auditors of borrowers.

Chapter 1 explains the concept of the system. Chapter 2 deals with
the operation and accounting procedures connected with it. In Chapter 3
the new system is compared with the system that is applicable to loans
negotiated before July 1, 1980. Chapter 4 sets forth the procedure for
transferring to the system the undisbursed balances on loans negotiated
before July 1, 1980. An annex provides a technical illustration of the
operation of the system.



Chapter 1

The Concept

The purpose of the newly established Currency Pooling System is to
equalize among all borrowers at any time the risks inherent in fluctuations
in the exchange rates of the currencies disbursed and repayable on all Bank
loans included in the system. Equalization is achieved by pooling all cur-
rencies disbursed and outstanding on participating loans and by expressing
the outstanding principal amount of each such loan as a share of the pool;
the share of each loan in the pool is equivalent to the value of its out-
standing principal amount divided by the aggregate value of the outstanding
principal amounts of all loans in the pool. Thus, whereas under the old
system loan-service obligations under the terms of each loan were directly
and exclusively related to the amounts in various currencies disbursed on
that loan, under the Currency Pooling System loan—-service obligations on
each participating loan are related to all amounts in various currencies
disbursed and outstanding on all loans in the system.

The Currency Pooling System ensures that the currency composition of
the obligation to pay principal and interest on any participating loan will
at any time be the same as that on any other loan in the pool. This objec-
tive is accomplished by revaluing the pool of currencies daily, using the
U.S. dollar as a common denominator, determining the rate of appreciation
or depreciation of the pool for each day, and revaluing the principal out-
standing on each loan in the pool by this rate. By this procedure the cur-
rencies disbursed and outstanding in the pool are in effect prorated among
all participating loans according to their respective shares in the pool.



Chapter 2

How the System Works

When a loan is made, the amount of the loan is credited to a Loan
Account, the purpose of which is to record the Bank's commitment and its
drawdown by the borrower. Disbursements from the Loan Account are re-—
corded in that account in U.S. dollars. The principal outstanding on a
borrower's loan is reflected in a Borrower's Indebtedness Sub—Account.
Disbursements on a loan and repayments of principal are recorded in this
account in U.S. dollars. A Withdrawals Outstanding Account is also main-
tained to reflect the disbursements at their original dollar values and
loan repayments converted into U.S. dollars at the exchange rates prevail-
ing at the time of disbursement.

The currencies disbursed on pooled loans are recorded in a Central
Disbursement Account. The amounts of the currencies recalled for the
principal maturities under the loans are deducted from this account on
their respective due dates so that the balance of the account at any time
represents the pool of currencies disbursed and not yet due for repayment
on all loans in the system. The Central Disbursement Account is a con-—
solidated account of the pooled principal on all loans included in the
system.

At the opening of each day, before any transactions of that day have
been recorded, the preceding day's closing balances of the currencies in
the Central Disbursement Account are revalued, in U.S. dollar equivalents,
using the exchange rates of the day. The proportionate change in the value
of the pool is called the revaluation factor of the day.

The principal of each loan that is not yet due at the close of busi-
ness the preceding day is multiplied by the revaluation factor to give
the revalued opening balance of the Borrower's Indebtedness Sub—Account.
This balance is identical to the U.S. dollar equivalent of the loan's share
of the currencies in the pool at the opening of business at the exchange
rates of the day. Once the balances outstanding from the preceding day
have been revalued, transactions can proceed. Whether those transactions
are disbursements or repayments, they are converted into their U.S. dollar
equivalents at the exchange rates of the day. The U.S. dollar equivalent
balance of any loan at the end of the day is thus the opening balance after
revaluation, minus the U.S. dollar equivalent of any amount due, plus the
U.S. dollar equivalent of any disbursement on that loan.

Calculation of Repayments of Principal

At the time that a loan is made, an amortization schedule is agreed
upon. The schedule is expressed in U.S. dollars and represents at any




time the disbursements outstanding at their historical U.S. dollar equiva-
lents, plus the undisbursed balance of the loan. Because of daily revalu-
ations, the amount outstanding as shown in the Borrower's Indebtedness
Sub—Account will not be the same as the disbursements outstanding at their
original dollar values. The ratio of the principal outstanding in the
Borrower's Indebtedness Sub-Account at current rates of exchange to the
disbursements outstanding at their original dollar values is called the
amortization adjustment factor. A repayment is calculated by multiplying
the amount shown in the original amortization schedule by the amortization
ad justment factor. If in the course of time, for example, exchange-rate
movements increased the dollar value of the disbursements outstanding, by
say, 10 percent, the dollar value of the amount to be repaid would also

be increased by 10 percent.

Indexing

All loans included in the system can be regarded as loans indexed in
U.S. dollars, payable in various currencies, on which each disbursement is
indexed to the day-to—day variations in the total U.S. dollar value of the
pool. The indexes to be used are the revaluation factor, defined earlier,
which measures the rate of variation of the U.S. dollar value of the pool
from the preceding day because of changes in the exchange rates; the cumu-
lative revaluation factor, which is the product of the daily revaluation
factors for all the days in a period and which measures the variation in
the U.S. dollar value of the pool caused by changes in the exchange rates
during the period; and the amortization adjustment factor, also defined
earlier, which is identical to the average cumulative revaluation factor
for the withdrawals outstanding on the loan weighted by the amount of the
withdrawals. A more detailed explanation of the calculation of these in-
dexes and their use in the calculation of the pooled principal of a loan
on any given date is provided in the Annex.

Reports and Statements to the Borrower

A Disbursement Advice is sent to the borrower each time that a dis-
bursement on the loan is made, giving the borrower details of the disburse-
ment transaction. At the end of each semimonthly period, statements are
sent to the borrower showing all the activities that have taken place and
the balances of the Loan Account, the Borrower's Indebtedness Sub-Account,
and the Central Disbursement Account for the period. The semimonthly state-
ments give full details as to exchange rates, daily loan shares, amortiza-
tion adjustment factors, and daily revaluation factors.




Loan Service

Since the value of the principal repayment obligation and the value
of loan charges——that is, commitment charges and interest--that are due
cannot be determined in advance of the due date, the borrower makes provi-
sional loan-service payments on the basis of a provisional bill prepared
by the Bank. The provisional bill gives the provisional amount in the
currency designated for payment on the basis of the information that is
available two months before the due date. If the funds received in loan
service from the borrower exceed the amounts actually due, the excess is
returned to the borrower unless the amount is insignificant, in which case
it is carried forward to the next loan-service due date. If the funds re-
ceived are insufficient to meet the amount due, the amount of the shortfall
is established in the currency previously designated for payment and the
borrower is billed for this amount for settlement. If the shortfall is in
loan charges and the amount is not significant, it is settled on the next
loan-service due date.

After the due date, a statement is sent to the borrower showing the
actual amounts due and the excess or shortfall, if any, of funds received
and informing the borrower of the way in which the excess or shortfall is
to be settled.

All funds received by the Bank from a borrower in payment of principal
or loan charges are applied in settlement of the borrower's payment obliga-
tion on the due date. If the funds received by the Bank on or before the
due date are the amounts billed but are insufficient to meet the values due
they are applied to principal, if any, commitment charges, and interest in
that order. Any part of the borrower's obligation not settled on the due
date becomes a late payment obligation in the currency previously desig-
nated by the Bank for payment. Funds received by the Bank after the due
date are applied to commitment charges, interest, and principal, if any,
in that order.



Chapter 3

A Comparison with the 0ld System

There are two principal differences between the loans made under the
Currency Pooling System and the loans negotiated before July 1, 1980, which
are designated old loans. They concern the definition of the principal
outstanding and the definition of the repayment obligation of loan maturi-
ties. The principal outstanding on an old loan consists of the currencies
disbursed on that loan. Since the currency that the Bank selects for dis-
bursement varies from time to time, depending on the currencies available
for disbursement, the currency composition of the principal outstanding at
any time may be significantly different from one loan to another. The var-
iation in the currency composition of the principal outstanding among old
loans at any time implies unequal rates of appreciation or depreciation of
the U.S. dollar values of the principal outstanding during any given period.
This can cause unequal gains or losses in value among the borrowers and
unequal rates of realized gains and losses in exchange on repayment.

In contrast, the principal outstanding on any loan under the Currency
Pooling System has at any time the same currency composition as other loans
and consequently carries the same exchange risks. In addition, the rate of

variation in the U.S. dollar value of a disbursement on a loan is identical
for all disbursements made on the same day on all loans, for any given
period of time.

Exchange Losses and Gains

The second difference is in the repayment obligation for the loan
amortization maturities, which are expressed in U.S. dollars in the loan
agreement. For old loans the repayment obligation on any maturity is
established in a currency or currencies selected by the Bank from among
the currencies then outstanding on the loan. The amount in currency is
equivalent, at the exchange rate when the currency was disbursed, to the
amount of the maturity listed ‘in the loan agreement. Under this arrange-
ment, the borrower repays to the Bank, during the life of the loan, the
exact amount in each currency that was disbursed on the loan. The order
in which the Bank recalls those currencies for the respective maturities,
however, will produce different realized exchange losses or gains, in
current U.S. dollars, depending on the movements of exchange rates.

Under the Currency Pooling System the U.S. dollar value of the re-
payment obligation is determined by the application of the amortization
adjustment factor to the amount of the maturity, and the selection of the
currency repayable will not affect the current U.S. dollar value of the
amount that is to be repaid.
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While the system will equalize exchange risks among borrowers, it
will not provide any protection against the overall risk of fluctuations
in the values of currencies used by the Bank for lending. That risk will
continue to be borne by the borrowers as a group.

Loan Administration and Accounting

The Currency Pooling System should reduce the accounting that must
be done by the borrower. At present, the principal outstanding on an old
loan consists of the various currencies disbursed and outstanding on that
loan. On the average, there are about ten currencies outstanding on a
loan, while several loans have as many as twenty-six, and accounting in
each of those currencies is required. Under the Currency Pooling System,
borrowers need only to keep a Loan Ledger--the counterpart of the Bank's
Loan Account—--a Withdrawals Outstanding Ledger--the counterpart of the
Bank's Withdrawals Outstanding Account--and a Principal OQutstanding Ledger
--the counterpart of the Borrower's Indebtedness Sub—Account in the books
of the Bank--all three to be kept in U.S. dollars. The amount of each
disbursement in the three ledgers will be identical, and the balances in
the three ledgers will be reconcilable by the application of the relevant
index numbers.

Further, the borrower will be relieved of the administrative burden
of acquiring several currencies, some of which may not be easily obtain-
able, for debt-service payments every six months. On old loans, principal
and interest are payable in the several currencies outstanding on the loan,
while commitment charges are payable in U.S. dollars. Under the Currency
Pooling System, loan service due for a loan on a given date will normally
be payable in a single currency designated by the Bank.




Chapter 4

Undisbursed Balances on 0ld Loans

As stated in the Introduction, the Currency Pooling System applies to
all loans negotiated on or after July 1, 1980. 1In view of its advantages,
it has been decided to give borrowers the option to include the undisbursed
portion of old loans in the system. The procedure for exercising this
option is as follows:

. The Bank sends a letter to the borrower inviting its consideration to
the transfer of the undisbursed portion of existing loans into the pool.

. The borrower gives notice to the Bank that withdrawals from the loan
on and after a date determined by the Bank should be covered by the Cur-
rency Pooling System.

After receipt of such a notice, the Bank and the borrower execute a
letter agreement to amend the loan agreement.

. Upon receipt by the Bank of satisfactory evidence that the execution
and delivery of the letter agreement have been duly authorized or ratified
and that the letter agreement is legally binding on the borrower in accord-

ance with its terms, the Bank dispatches a notice of effectiveness to the
borrower.

All disbursements after the date of this notice of effectiveness are
made under the new system. The original amortization schedule remains in
force, but the currencies disbursed and outstanding on the loan as of this
date are recalled first in repayment, and repayments of the principal dis-
bursed under the system will commence only when these previously disbursed
currencies have been fully repaid.
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Technical Illustration

Introduction

2% In this Annex, the operations of the Currency Pooling System are explained
using a three—currency, three—loan model, covering disbursements and repayments
over nine transaction days in two consecutive pool periods. The data are pre-
sented in the form of six tables that appear at the end of the Annex.

2. Table 1 illustrates the operation of the Central Disbursement Account.
Table 2 shows the corresponding accounting in the Loan Account, Withdrawals
Outstanding Account, and the Borrower’s Indebtedness Sub-Account. Tables 3.1
and 3.2 illustrate the relationship between the Revaluation Factor and the
Amortization Adjustment Factor for the two periods. And Tables 4.1 and 4.2
illustrate the method by which interest is calculated.

3. It should be noted that all currency amounts and their U.S. dollar equiva-
lents in withdrawal terms have been expressed to the number of decimal places
(two) necessary to conform to usage. However, any amounts resulting from
valuations, revaluations, or distribution, are expressed to six decimal places
(rounded) in order to minimize the influence at the second and third decimal
places. For the same reason, all factors have been expressed to the eleventh

decimal place (rounded) and ratios expressed as percentages have been expressed
to nine decimal places (rounded). ‘

Central Disbursement Account = Table 1

4. In the Central Disbursement Account, the currency amounts of principal
transactions and their U.S. dollar equivalents, calculated at the respective

Applicable Exchange Rates (AERs), are recorded for each day. Balances are estab-

lished in currencies and in U.S. dollar equivalents for the close of each day.
The currency balances are then carried forward to become the opening balances
of the following day. These are revalued at the AERs of the following business
day to form the revalued opening balances in U.S. dollar equivalents of that
day. The Revaluation Factor for the Pool is computed each day as a ratio of
that day’s total U.S. dollar value of the opening currency balances to the pre-
vious day’s closing total U.S. dollar value of those (same) currency balances.

Loan Accounts, Withdrawals Outstanding Accounts and

Borrower’s Indebtedness Sub—Accounts — Table 2

e The Loan Account, Withdrawals Outstanding Account, and the Borrower’s

Indebtedness Sub—Account for each loan are maintained in U.S. dollar equiva-
lents only.

6. The Loan Account is credited with the amount of the loan, which is ex—
pressed in U.S. dollars. The borrower has the right to withdraw currencies
from the Loan Account. These withdrawals are charged to the Loan Account at
the U.S. dollar equivalent of the currency that the Bank disbursed in order




to furnish the borrower with the currency withdrawn. The balance in the Loan
Account is the undisbursed amount of the loan; total withdrawals plus the Loan
Account balance equals at all times the amount of the loan.

7. The Withdrawals Outstanding Account is a subsidiary account which records
the principal outstanding and not yet due in terms of the loan amount.

8. The Borrower’s Indebtedness Sub—Account reflects the daily value in U.S.
dollar terms of the loan’s principal outstanding and not yet due (pooled prin-
cipal), or the loan’s share of the currencies in the Central Disbursement
Account (the Pool). In Table 2, the activities of the Borrower’s Indebtedness
Sub—Account are shown under the heading "Principal Outstanding."

9. Individual transactions are recorded at their U.S. dollar equivalents at
the Applicable Exchange Rates of the day in the Borrower’s Indebtedness Sub-—
Account, while their value in withdrawal terms is entered into the Withdrawals
Outstanding Account. For disbursements, the Loan Account will also be reduced
by the amount of the withdrawal, to show the new amount of the undisbursed
balance.

10. At the close of each day, balances are established in the Loan Accounts,
Withdrawals Outstanding Accounts, and in the Borrower’s Indebtedness Sub-
Accounts. The sum of the closing balances of the Borrower’s Indebtedness
Sub—Accounts will be equal to the U.S. dollar value of the closing balance
of currencies in the Central Disbursement Account (see Table 1).

11. Loan Share ratios are calculated for each day as a ratio of the U.S.
dollar value of a loan’s closing balance in the Borrower’s Indebtedness Sub—
Account to the U.S. dollar value of the closing balance of currencies in the
Central Disbursement Account. Loan Share ratios represent the share of each
loan in the currencies disbursed and outstanding in the Central Disbursement
Account.

12, The balances in the Borrower’s Indebtedness Sub—Accounts at the close of
each day are revalued on the following business day by the application of the
Pool Revaluation Factor to form the opening balances for the new day.

13. Table 2 also displays the daily Amortization Adjustment Factor for each
loan. This ratio expresses the relationship between the opening balance of a
Borrower’s Indebtedness Sub—Account and the withdrawals outstanding. It is
used to tramslate principal amounts from their current U.S. dollar values to
their respective values in withdrawal terms, or vice versa. The relationship
between the Amortization Adjustment Factor and the Pool Revaluation Factor is
explained in paragraphs 30. through 33.
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Pool and Loan Activities

14. The model used to illustrate the currency pooling methodology consists of
three loans as follows: '

Loan 3001 Loan 3002 Loan 3003

Loan amount 1000.00 2000.00 3000.00
(UnSl dollars)

15, Disbursement and repayment transactions under this pooling system are
assumed to occur on nine transaction days in three currencies: currency A,
currency B, and the U.S. dollar. These transactions have been designed to take
place in two periods and are summarized in the table below.

Period I Loan 3001 Loan 3002 Loan 3003
Day 1 Disbursement A 200.00
Day 2 Disbursement B 620.00
Day 3 Disbursements A 760.00 $ 300.00
Day 4 Disbursement $ 500.00
Day 5 Repayment (Maturity of
$ 100.00)
-B  345.57
Period II
Day 5 Disbursements A 350.00 $ 100.00
Day 6 Disbursement A 170.00
Day 7 Disbursements §$ 200.00 A 495.00
Day 8 Disbursement B 740.00
Day 9 Repayment (Maturity of
$ 200.00)
-B 794.29

16. The following Applicable Exchange Rates (AERs) have been assumed for the
two nondollar currencies over the two pool periods:

Currency A Currency B
Day 1 2.00 3.00
Day 2 1.95 3.10
Day 3 1.90 3.20
Day 4 1.80 3.30
Day 5 1.75 3.40
Day 6 1.70 3.50
Day 7 1.65 3.60
Day 8 1.60 3.70
Day 9 1.55 3.80




17. On any day, the respective Loan Accounts are charged with the U.S. dollar
equivalents at the day’s AERs of the currencies of withdrawal, which are the
same as the currencies of disbursement. For instance, on Day 3, Loan Account
3002 is charged with $400.00 equivalent (A 760.00 at AER 1.90) and Loan Account
3003 is charged with $300.00 equivalent ($300.00).

18. The respective Borrower’s Indebtedness Sub—Accounts are debited on Day 3
with the U.S. dollar equivalents of the currencies disbursed to the borrowers
under their loans, at the day’s AERs for those currencies. These U.S. dollar
equivalents will be the same as those charged to the individual Loan Accounts

and will also be entered into the balances of the Withdrawals Outstanding Account,
viz., $400.00 equivalent to Loan 3002 and $300.00 equivalent to Loan 3003.

19. The Central Disbursement Account is debited with the currency amounts dis-
bursed and their U.S. dollar equivalents at the day’s AERs for those currencies.
Accordingly, on Day 3, the Central Disbursement Account is debited with A 760.00
and $400.00 equivalent for currency A, and $300.00 for the U.S. dollar.

20. There being no further transactions on Day 3, closing balances are estab-
lished for the Central Disbursement Account in the currencies as well as in U.S.
dollar equivalents, and for the Loan Accounts and Borrower’s Indebtedness Sub-
Accounts in U.S. dollar equivalents alone. The closing currency balances of the
Central Disbursement Account for any day are determined by adding the currency
amounts of the disbursements for that day to the opening currency balances of
that day; likewise, the U.S. dollar equivalents of the closing currency balances
in the Central Disbursement Account for any day are determined by adding the
U.S. dollar equivalents of the disbursements for that day in each currency to
the revalued U.S. dollar equivalents of the opening currency balances on that
day. i

21. Accordingly, the closing balances of the Central Disbursement Account for
Day 3 are A 960.00 ($505.263158 equivalent), B 620.00 ($193.750000 equivalent),
and $300.00, making up a total of $999.013158 equivalent for the Pool. The
closing balances (undisbursed principal) for the individual Loan Accounts on
Day 3 are: Loan 3001, $900.00; Loan 3002, $1,400.00; and Loan 3003, $2,700.00.
The closing balances on Day 3 in the Borrower’s Indebtedness Sub-~Accounts are:
Loan 3001, $101.360393 equivalent; Loan 3002, $597.652765 equivalent; and Loan
3003, $300.000000 equivalent, making a total of $999.013158 equivalent. It will
be observed that the closing balance in U.S. dollar equivalent of the currencies
outstanding in the Central Disbursement Account is equal to the total of the
closing balances of the Borrower’s Indebtedness Sub-Accounts.

22. Once the closing balances for a day have been established, the Loan Share
ratio for each loan is computed in order to determine the share of each loan
in each of the currencies in the Pool. Based on the balance outstanding in
the Borrower’s Indebtedness Sub-=Account for each loan at the close of Day 3,
the respective Loan Shares in the total Pool of $999.013158 equivalent are—-




$101.360393
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x 100

10.146051850%

4 §597.652765
Loan 3002: $999.013158 x 100

4 $300.000000
Loan 3003: §999. 013158 x 100

59.8243136457%

]

30.029634505%

23. Central to the currency pooling concept is the fact that each loan has a
proportionate share in each currency in the Pool. Since all transactions in
each currency have been translated into U.S. dollar equivalents at a single
exchange rate, the closing balance of the Borrower’s Indebtedness Sub-Account
for a loan will represent the total U.S. dollar value of that loan’s share of
the currencies in the Pool. Thus, at the close of Day 3, using the Loan Share
ratios for that day, the distribution of currencies among the individual loans
will be as shown in the following table:

Loan Share Loan 3001 Loan 3002 Loan 3003 Pool
ratios (10.14605180%) (59.824313645%) (30.029634505%) (100.,000000000%)
‘Day 3 Currency Uss$ Currency Us$ Currency Us$ Currency Uss$

AER Amount Equiv. Amount Equiv. Amount Equiv. Amount Equiv.

9 ..

B 3.20 62.905521 19.657975 370.910745 115.909608 186.183734 58.182417 620.00 193.750000

97.402098 51.264262 574.313411 302.270216 288.284491 151.728679 960.00 505.263158

US$ 1.00 30.438156 30.438156 179.472941 179.472941 90.088904 90.088904 300.00 300.000000

Totals 101.360393 597.652765 300.000000 999.013158

24. The closing balances in currencies in the Central Disbursement Account
for Day 3 are carried forward to Day 4 to form the opening currency balances
for that day. In the illustration, the balances carried forward to Day &4 are:
currency A, 960.00; currency B, 620.00; and U.S. dollars, 300.00.

25. The opening currency balances in the Central Disbursement Account on Day 4
are valued at that day’s AERs for the respective currencies to provide the
revalued balance (U.S. dollar equivalents) for each currency and for the Pool.
Thus, on Day 4, the respective opening balances in U.S. dollar equivalents for
the three currencies are: currency A, 960.00 at AER 1.80 = $533.333333 equiv-
alent; currency B, 620.00 at AER 3.30 = $187.878788 equivalent; and U.S. dol-
lars 300.00, making a revalued balance of $1,021.212121 equivalent for the
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Pool. The ratio of the total revalued U.S. dollar equivalent of the opening
balance of currencies on Day 4 to the total U.S. dollar equivalent of the
(same) closing balance of currencies for Day 3 is the Revaluation Factor for
Day 4 and is calculated as: $1,021.212121 = 3,02222089151.

$999.013158

26. The revalued opening balances of the Borrower’s Indebtedness Sub—~Accounts
for Day 4 are determined by applying the Pool Revaluation Factor for Day 4 to
the respective closing balances of the Borrower’s Indebtedness Sub—Accounts

on Day 3 carried forward to Day 4. Thus, the revalued balances at the opening
of Day 4 are—-

Loan 3001: 1.02222089151 x $101.360393 = $103.612711
Loan 3002: 1.02222089151 x $597.652765 = $610.933142

Loan 3003: 1.02222089151 x $300.000000 = $306.666267

This makes a total of $1,021.212120 for all the loans. Since the currency compo-
sition of the individual loans is identical to that of the Central Disbursement
Account and remains unchanged from the close of one day to the opening of the
next, the revalued opening balance in the Borrower’s Indebtedness Sub—Account
for a loan will correctly reflect the total of the revalued U.S. dollar equiva-

lents of that loan’s share of currencies in the Pool, as shown in the following
table:

Loan 3001 Loan 3002 Loan 3003 Pool
Day 4  Currency Uss Currency Us$ Currency Uss$ Currency uss
AER Amount Equiv. Amount Equiv. Amount Equiv. Amount Equiv.
A 1.80 97.402098 54.112277 574.313411 319.063006 288.284491 160.158051 960.00 533.333333
B 3.30 62.905521 19.062279 370.910745 112.397195 186.183734 56.419313 620.00 187.878788
US$ 1.00 30.438156 30.438156 179.472941 179.472941 90.088904 90.088904 300.00 300.000000
Totals

103.612712 610.933142 306.666268 1,021.212121

27. For principal recalls it is necessary first to determine the value of the
recall on the due date. This is done by application of the Amortization Adjust-—
ment Factor to the amount of the maturity in withdrawal terms. Thus, Loan 3002
has a maturity of $100.00 in withdrawal terms due on Day 5. The Amortization
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Adjustment Factor for Loan 3002 on Day 5 is 1.01638722364. The value of the matu-
rity in current U.S. dollar terms on Day 5, therefore, is $100.00 x 1.01638722364
= $101.638722. After the currency in which the maturity is to be requested from
the Borrower has been designated, the current U.S. dollar value of 101.638722
must be translated into its equivalent amount in that currency using the Applic-
able Exchange Rate of the due date. In the example, the currency designated

for repayment by the Borrower is currency B. The Borrower’s obligation for the
maturity, therefore, is $101.638722 x AER 3.40 = B 345.57. On the due date,

this amount and its U.S. dollar equivalent of 101.638235 are credited to the
Central Disbursement Account; the Borrower’s Indebtedness Sub=Account for Loan
3002 is credited with $101.638235; and the withdrawals outstanding are reduced

by $100.00, which is the value of the maturity in withdrawal terms.

28, The procedures described in the preceding paragraphs will continue to

be applied from one day to the next in the operation of the Currency Pooling
System.

Revaluation Factors, Cumulative Revaluation Factors and Amortization
Ad justment Factors — Tables 3.1 and 3.2

29. In the preceding paragraphs and in Chapter 2, mention has been made of the
Revaluation Factor and the Amortization Adjustment Factor and the application
of each in the Currency Pooling operation. The relationship between these two
factors 1is explained in paragraphs 30. through 33. below.

30. Tables 3.1 and 3.2 illustrate how the daily Amortization Adjustment Factors
for each loan are derived from the Pool Revaluation Factors and the withdrawals
outstanding under each loan. The first part of each table displays the cumula-—
tive revaluation factor for each transaction day (horizontal) at the beginning
of each succeeding day (vertical). Thus, the first figure of 1.02564103000
(Day 1, Table 3.1) is the cumulative revaluation factor for Day 1 transactions
on Day 2. Since Day 1 was the first day of the Pool, this factor is nothing
but the Revaluation Factor for Day 2. The second figure of 1.01360392827 under
Day 1 is the cumulative revaluation factor for Day 1 tramnsactions on Day 3. It
is obtained by multiplying the Revaluation Factor for Day 2 by that for Day 3:
1.02564103000 x .98826382586 = 1.01360392827. Successive multiplications of
the daily Revaluation Factors through the beginning of Day 5 produce the cumu-
lative revaluation factor of 1.04274231256 for Day 1 transactions on Day 5.

For the succeeding transaction days (Days 2 through 4, Table 3.1, and Days 5
through 8, Table 3.2), the procedure is the same: The first figure in the

multiplication chain for each transaction day is the Revaluation Factor for
the following day.

31. The second part of each table shows how the cumulative revaluation factors
can be applied to the historical values of the withdrawals outstanding on the
opening day and the daily transactions of a given period to derive the current
value of the principal outstanding in the Borrower‘s Indebtedness Sub—Account.




For example, Loan 3002 had withdrawals of $1,000.00 equivalent outstanding at
the opening of Period II (Table 3.2) and had two transactions —— the first a
disbursement of $200.00 equivalent on Day 5, and the second a disbursement of
$200.00 equivalent on Day 7. The value of the borrower’s total principal
obligation at the opening of Day 9 is derived as follows:

(opening withdrawals outstanding (Day 5) x opening Amortization Adjustment
Factor (Day 5) x cumulative revaluation factor for Day 5 on Day 9)

(Day 5 transaction x cumulative revaluation factor for Day 5
transactions on Day 9)

(Day 7 transaction x cumulative revaluation factor for Day 7
transactions on Day 9).

Numerically, this translates to:
($1,000.00 x 1.01638771100 x 1.05289514892)

+ ($200.00 x 1.05289514892)

+ ($200.00 x 1.02757829180)

$1,070.149690 + $210.579030 + $205.515658

$1,486.244378.

32. The Amortization Adjustment Factor, as defined earlier, is the ratio of
the opening balance of the Borrower’s Indebtedness Sub=Account to the opening
balance of withdrawals outstanding. In Tables 3.1 and 3.2, the Amortization
Adjustment Factors have been computed daily for each loan from the daily
figures for the principal outstanding and withdrawals outstanding.

33. From the foregoing, it can be seen that the Amortization Adjustment

Factor for a loan, on any day, is simply the weighted average cumulative re-
valuation factor for that loan up to that day, using the historical transac-
tion values as weights. For example, the Amortization Adjustment Factor for

Loan 3002 on Day 9 is $1,486.244378 - 1,06160312714. This result can be
$1,400.00

expanded to

($1,000.00 x 1.07014969033) + ($200.00 x 1.05289514892) + ($200.00 x 1.02757829180)
$1,400.00

from the derivation in paragraph 31. above. The factors in the numerator of
this expression are the cumulative revaluation factors for the opening with—
drawals (Day 5), the Day 5 withdrawal and the Day 7 withdrawal, respectively,
on Day 9. The U.S. dollar amounts are the historical transaction values of 'ﬁ
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the opening withdrawals outstanding at the beginning of Period II and the
withdrawals on Day 5 and Day 7, effectively constituting the weights.

34, To be noted also is that on the day of a principal recall, the Amortiza-
tion Adjustment Factor after giving effect to the recall is likely to be dif-
ferent from that before deducting the recall. This is because the U.S. dollar
equivalent credited to the Borrower’s Indebtedness Sub—Account for a recall in
a currency other than the U.S. dollar is likely to be different from the U.S.
dollar value determined for the recall from the balance of the Borrower’s
Indebtedness Sub—Account before recall. This difference in the U.S. dollar
amounts could be seen in the example of the principal recall discussed in
paragraph 27. The value of the maturity due from the Borrower was calculated
to be $101.638722364. This, in turn, was translated into currency B, the cur-
rency designated for the repayment, at the Applicable Exchange Rate (AER) of
the due date. This currency amount, however, was rounded to the appropriate
number of decimal places to conform with usage. Translated back to U.S. dollar
equivalents at the same AER, this rounded currency amount produced a figure of
$101.638235 equivalent.

Interest — Tables 4.1 and 4.2

35. Interest accrues daily on a loan’s pooled principal outstanding, and the
interest payment obligation will be the U.S. dollar value of interest accrued
as of the due date. To compute the interest charge for a semi—~annual period,
the following methodology is adopted:

- Each disbursement is multiplied by the number of days it was
outstanding during the interest period.

= The product is revalued by the Cumulative Revaluation Factor
for the period the disbursement was outstanding.

= The revalued products (commonly referred to as charge numbers)
for individual disbursements are aggregated and multiplied by
the daily interest rate (the interest rate divided by 365 or
366, as appropriate) to arrive at the U.S. dollar value of
the interest obligation payable on the due date. This obli-
gation is payable in the currency designated by the Bank at
the exchange rate of the due date.

36. Table 4.1 illustrates the application of this method of interest compu—
tation. The withdrawals are tabulated by day, because each day’s withdrawals
would be outstanding for a different number of days in the period and because
each would have a different factor for determining its value on a specified
date. Thus, in the illustration, Day 5 is assumed to be an interest payment
date for Loan 3002. The number on which the interest charge for Loan 3002

on Day 5 would be based is the sum of the products for each of the Days 1

-
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through 4 of the withdrawals on that day, the Cumulative Revaluation Factor

for obtaining the value of those withdrawals on the due date (Day 5), and the
number of days for which those withdrawals had been outstanding on the due date.
The amount of $1,936.194369, derived in this manner, represents the cumulative
interest charge number for Loan 3002 on Day 5. The daily interest rate of the
loan would be applied to this figure to obtain the U.S. dollar value of the
borrower’s interest payment obligation.

37. To facilitate semimonthly reporting to borrowers, the interest charge
numbers are calculated for each semimonthly period based on the withdrawals
outstanding at the beginning of the period and the disbursements during the
period. To avoid having to carry forward individual withdrawals and their
Cumulative Revaluation Factors separately from one semimonthly period to the
next for as long as those withdrawals remain outstanding, the System uses the
Amortization Adjustment Factor. This factor is applied to the total of with-—
drawals outstanding at the beginning of a semimonthly period as a proxy for the
Cumulative Revaluation Factors, up to that date, for the individual withdrawals
comprising the total. This is possible because, as explained in paragraphs 30.
through 33., the Amortization Adjustment Factor is a weighted average of the
Cumulative Revaluation Factors for the individual withdrawals outstanding, and
also, because interest would accrue on these withdrawals for the entire semi-
monthly period. At the end of each semimonthly period, then, the opening
withdrawals outstanding and the individual new disbursements are multiplied by
the number of days for which the respective amounts were outstanding in that
semimonthly period. The individual products and the cumulative charge number
brought forward at the beginning of the semimonthly period are revalued by the
appropriate Cumulative Revaluation Factors for the semimonthly period, and the
results are aggregated and carried forward to the next semimonthly period.

This process is continued until the due date for payment of interest.

38. Table 4.2 illustrates how withdrawals and charge numbers are carried

over from one semimonthly period to the next and revalued. As an example, for
Loan 3001, the withdrawals of $100.00 equivalent brought forward on Day 5 are
multiplied by the number of days (4) in Period II. The result is valued on

Day 9 by the product of the Amortization Adjustment Factor for Loan 3001 on

Day 5 (viz., 1.04274231000) and the Cumulative Revaluation Factor for Day 5 on
Day 9 (viz., 1.05289514892), giving a charge number of $439.159328. The cumu-~
lative charge number of $417.096925 brought forward for Loan 3001 on Day 5 is
revalued on Day 9 by the Cumulative Revaluation Factor for Day 5 on Day 9 (viz.,
1.05289514892), producing a charge number of $439.159329. The cumulative charge
number for Loan 3001 on Day 9 then, is the sum of $439.159328 and $439.159329,
i.e., $878.318657. The same result could have been obtained by computing the
charge number based on the original withdrawal of $100.00 on Day 1 for the
number of days during which that withdrawal was outstanding between Day 1 and
Day 9 (viz., 8) and by revaluing the resulting product by the Cumulative Reval-
uation Factor for Day 1 on Day 9 (viz., 1.04274231256 x 1.05289514892).




The Currency Pooling System

Table 1: Central Disbursement Account

Day

Day

Day

Day

Day

Day

Day

1 (Exchange Rate/Revaluation Factor)

Opening Balance
Recalls
Disbursements
Closing Balance

Opening Balance
Recalls
Disbursements
Closing Balance

Opening Balance
Recalls
Disbursements
Closing Balance

Opening Balance
Recalls
Disbursements
Closing Balance

Opening Balance
Recalls
Disbursements
Closing Balance

Opening Balance
Recalls
Disbursements
Closing Balance

Opening Balance
Recalls
Disbursements
Closing Balance

Opening Balance
Recalls
Disbursements
Closing Balance

Opening Balance
Recalls
Disbursements
Closing Balance

Currency Amounts

U.S. Dollar Equivalents

A B § A B ] Total
(2.00) (3.00)

200.000 100000000 100.000000

200.000 100.000000 100.000000
(1.95) (3.10) (1.02564103000)

200.000 102.564103 102.564103

620.00 200.000000 200,000000

200,000 620.00 102.564103  200.000000 302.564103
(1.90) (3.20) (0.98826382586)

200.00 620,00 105.263158 193.750000 299.013158

760.00 300.00 400.000000 300.000000 700.000000

960.00 620.00 300.00 505.263158 193.750000 300.000000 999,013158
(1.80) (3.30) (1.02222089151)

960.00 620.00 300.00 533.333333 187.878788 300.000000 1,021.212121

500.00 500,000000 500,000000

960.00 620.00 800.00 533.333333 187.878788 800.000000  1,521.212121
(1.75) (3.40) (1.00638454616)

960,00 620,00 800.00 548.571429 182.352941 800.000000  1,530.924370

-345.57 -101.638235 -101.638235

350.00 100.00 200.000000 100.000000 300.000000

1,310.00 274.43 900.00 748.571429 80.714706 900.000000 1,729.286135
(1.70) (3.50) (1.01139815477)

1,310.00 274.43 900.00 770.588235 78.408571 900.000000 1,748.996806

170.00 100.000000 100.000000

1,480.00 274.43 900,00 870.588235 78.408571 900.000000 1,848.996806
(1.65) (3.60) (1.01309004262)

1,480.00 274.43 900.00 896.969697 76.230556 900.000000 1,873.200253

495,00 200,00 300,000000 200.000000 500,000000

1,975.00 274 .43 1,100.00 1,196.969697 76.230556 1,100.000000  2,373.200253
(1.60) (3.70) (1.01489339846)

1,975.00 274.43 1,100.00 1,234.375000 74.170270 1,100.000000  2,408.545270

740.00 200.000000 200.000000

1,975.00 1,014.43 1,100.00 1,234.375000 274.170270 1,100.000000  2,608.545270
(1.55) (3.80) (1.01249874456)

1,975.00 1,014.43 1,100.00 1,274.193548 266.955263 1,100.000000 2,641.148811

~794.29 -209.023684 ~209.023684




The Currency Pooling System
Table 2: Loan Accounts, Withdrawals Outstanding, and Borrowers' Indebtedness Sub-Accounts |
(Amounts in U.S5. dollar equivalents) 1
POOL LOAR 3001 LOAN 3002 LOAN 3003 I
b Principal Loan Withdrawals Principal Loan Withdrawals Principal Loan Withdrawals Principal
(Revaluation Account Outstanding Outstanding Account Outstanding Outstanding Account ODutstanding Outstanding
Factor )  (1,000.00) Account Account (2,000.00) Account Account (3,000.00) Account Account
(Amortization
Day 1 Ad justment
Factor b
Opening Balance 1,000.00 2,000.00 3,000.00
Recalls
Disbursements 100.000000 =100.00 100.00 100.000000
Closing Balance 100.000000 900.00 100.00 2,000.00 35000.00
(100,000000000) (Loan Share %)
Day 2 (1.02564103000) (1.02564103000)
Opening Balance 102.564103 900.00 100.00 102.564103 2,000.00 3,000.00
Recalls 3
Disbursements 200.,000000 -200.00 200.00 200.000000
Closing Balance 302.564103 900.00 100.00 102.564103 1,800.00 200.00 200.000000 3,000.00
(33.898305180) (66.101694820)
Day 3 {0.98826382586) (1.01360393000) (0.98826382500)
Opening Balance 299.013158 900.00 100.00 101.360393 1,800.00 200.00 197.652765 3,000.00
Recalls
Disbursements 700.000000 -400.00 400.00 400.000000 =300.00 300.00 300.000000
Closing Balance 999.013158 900.00 100.00 101.360393 1,400.00 600.00 597.652765 2,700.00 300.00 300.000000
(10.146051850) (59.824313645) (30.029634505)
Day & (1.02222089151) (1.03612711000) (1.01822190500) (1.02222089333)
Opening Balance 1,021.212121 900.00 100.00 103.612711 1,400.00 600.00 610.933142 2,700.00 300 0 306.666267
Recalls
Disbursements 500,000000 =500.00 500.00 500.000000
Closing Balance 1,521.212121 900.00 100.00 103.612711 900.00 1,100.00 1,110.933142 2,700.00 300.00 306.666267
(6.811194150) (73.029469504) (20.159336280)
Day 5 (1.0063B454616) (1.04274231000) (1.01638722364) (1.02B74730667)
Opening Balance 1,530.924370 900.00 100,00 104,274231 900.00 1,100.00 1,118.025946 2,700.00 300.00 308.624192
Recalls =101.638235 a/ =100.00 -101.638235
Disbhursements 300.000000 -200.00 200.00 200.000000 -100.00 100.00 100.000000
Closing Balance 1,729.286135 900.00 100.00 104.274231 700.00 1,200.00 1,216.387711 2,600.00 400,00 408.624192
(6.029900367) (70.340453577) (23.629645998)
Day 6 (1.01139815477) (1.05462765000) {1.02521023833) (1.03320438250)
Opening Balance 1,748.996806 900.00 100.00 105.462765 700.00 1,200.00 1,230,252286 2,600.00 400.00 413.281754
Recalls
Disbursements 100.000000 =~100.00 100.00 100.000000
Closing Balance 1,848.996806 900.00 100.00 105.462765 700.00 1,200.00 1,230.252286 2,500.00 500.00 513.281754
(5.703782973) (66.536203957) (27.760013015)
Day 7 (1.01309004262) (1.06843277000) (1.03863028417) (1.04000126800)
Opening Balance 1.873.200253 900.00 100,00 106.843277 700.00 1,200.00 1,246.356341 2,500.00 500.00 520.000634
Recalls
Disbursements 500.000000 - 200.00 200.00 200.000000 =300.00 300.00 300.000000
Closing Balance 2,373.200253 900.00 100.00 106.843277 500.00 1,400.00 1,446.356341 2,200,00 800,00 820.000634
(4.502075915) (60.945398062) (34.552525981)
Day B8 (1.01489339846) (1.08434536000) (1.04849821643) (1.04026653875)
Opening Balance 2,408.545270 900.00 100.00 108.434536 500.00 1,400.00 1,467.897502 2,200.00 800.00 B832.213230
Recalls
Disbursements 200.000000 =200.00 200,00 200.000000
Closing Balance 2,608.545270 900.00 100.00 108.434536 500.00 1,400.00 1,467.897502 2,000.00 1,000.00 1,032.213230
(4.156896844) (56.2726481 5) (39.570454915)
Day 9 (1.01249874456) (1.09789832000) (1.06160312714) (1.04511460000)
Opening Balance 2,641.148811 900.00 100.00 109.789832 500.00 1,400.00 1,486.244378 2,000,00 1,000.00 1,045.114599
Recalls =209.023684 ‘Ef =200.00 =209.023684
Disbursements
Closing Balance
!.f Maturity of $100.00 on Loan 3002; B345.57 ($101.638235 equivalent) recalled.
b/ Maturity of $200.00 on Loan 3003; B794.29 ($209.023684 equivalent) recalled.
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T Table 3.1 Da Cunulative Revalual Factors
gl
L]
F

Carried Day 5
Over Day 1 Day 2 Day 3 Day 4 Recalls
"] I. Central Disbursesent Accountt
= .4 Daily and Cumulative Revaluation Factors
Day 2 1.02564103000
Day 3 1.01360392827 0.98826382386
Day & 1.03612711119 1.01022392912 1.02222089151
Day 5 1.04274231256 1.01667375043 1.02874730798 1.00638454616
: : hmortization
3 Principal Withdrawals A justment
I1. Borrowsrs' Accounts: Opening Balances Dutstanding Outstanding Factor
A. Loan 3001
1. Withdrawals 100.00 - - - =
2. Principal
Day 2 102. 564103 102, 564103 100.00 1.02564103000
Day 3 101.360393 - 101.360393 100,00 1.01360393000
Day & 103.612711 - - 103.612711 100,00 1.03612711000
Day 5 104.275231 - - = 104,274231 100.00 1,04274231000
B. Loan 3002
< 1. Withdrawals = 200.00 400.00 500.00 =100.00
2. Principal
Day 2 - - - -
Day 3 - 197.652765 197.652765 200.00 0. 98826382500
& Day & - 202.044786 408.B88357 610.933143 600.00 1.01822190500
Day 5 - 203.334750 h11.498923 503.192273 1,118.025946 1,100.00 1,01638722364
3. Recalls Day 5 =101.638235 1,016.387711 1,000.00 101638771100
€. Loan 3003
1. Withdrawals - = 300.00 = -
2. Principal
= Day 2 e = = =
Day 3 - - - - -
Day 4 = - 306, HE6TET 306. 666267 300.00 1.02222089000
Day 3 - - 308, 624192 = J0B. 624192 300.00 1,02874730667
All Loans
1. Withdrawals 100.00 200.00 T00.00 500.00 =100.00
2. Principal
Day 2 102. 564103 102. 564103 100,00 1.02564103000
Day 3 101.360393 197.652765 299.013158 300,00 0.99671052667
Day 4 103.612711 202.044786 715.554624 1,021.212121 1,000,00 1.02121212100
Day 5 104.274231 203, 334750 720.123116 503.192273 1,530.924370 1,500.00 1.02061624667

3. BRecalls Day 3 ~101.638235 1,429.286135 1,400.00 1.02091 866786
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Iskls 3.2: SafipsndiSomiaiine Revaluation Feckors,
ol @ of rawals,and Princi standi
Pariod 11
(All smounts in U.S. dollar equivalents)
Carrlied Day 9
Over Day 5 Day & Day 7 Day 8 _Becalls
1. Central Disbursement Account:
Daily and Cumulative Revaluation Factors
Day 6 1.01139815477
Day 7 1.02463739972 1.01309004262
Tay 8 1.03989773279 1.02817839630 1.01489339846
Day 9 1.05289514892 1.04102933344 1.02757829180 1.01249874456
Amortization
Principal Withdravals Ad Justment
I1. Borrowers' Accounts: Opening Balances Dutstanding Outstanding Factor
A. Loan 3001
1. Withdrawals 100.00 . = 52l = =
2. Amortization Adj. Factor Day 5 104274231000
3. Principal
Day & 105.462765 - 105.462765 100.00 1.05462765000
Day 7 106 ,843277 - - 106.843277 100.00 1.06843277000
Day 8 108.434536 - - - 108.434536 100.00 1.08434536000
Day 9 109.789832 - - - - 109789832 100.00 1.09789832000
B. Loan 3002
1. Withdrawals 1,000.00 200.00 - 200.00 -
2. Amortization Adj. Pactor Day 5 1.01638771 100
). Principal
Day & 1,027.972655 202.279631 1,230.252286 1,200.00 1.02521023833
Day 7 1,041.428861 204,927480 = 1,246.356341 1,200.00 1.03863028417
Day 8 1,056.939276 207.979547 k 202.973680 1,467.897503 1,400.00 1.04849821643
Day 9 1,070.1496%90 210.579030 - 205.515658 - 1,486.244378 1,400.00 1.06160312714
C. Loan 3003
1. Withdrawals 300.00 100,00 100.00 300.00 200.00 ~200.00
2. Amortization Adj. Factor Day 5 1.02874730667
3. Principal
Day & J12.141938 101.139815 413.281753 400.00 1.033204382 50
Day 7 316.227890 102.463740 101.309004 520.000634 500,00 1.040001 26800
Day 8 320.937598 103.989773 102.817840 304 . 468020 832.213231 B00.00 1.04026653875
Day 9 324.948915 105.289515 104.102933 308.273488 202.499745 1,045.1 14600 1,000.00 1.0451 1460000
4. Recalls Day 9 =209.023684 B36.090916 B00.00 104511364300
IIl. All Loans
1. Withdrawals 1,400.00 300.00 100.00 500 .00 200.00 =200.00
1. Amortization Adj. Factor Day 5 1.02091866786
3. Principal
Day & 1,445.577360 303.419446 1,748.996800 1,700.00 1.02882165059
Day 7 1,464.500029 307.391220 101309004 1,873.200253 1,800.00 1.
Day 8 1,486.311411 311.969320 102.817840 507 446699 2,408.5452T0 2,300.00 1.04719359565
Day 9 1,504.888438 J15.868545 104.102933 513.789146 202.499749 2,641.148811 2,500.00 1.05645952440
4. Recalls Day 9 ~209.023684 2,432.125127 2,300.00 1.05744570739
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tem

Table4.l: Interest

Period 1

(Amounts in U.5. dollar equivalents)

A

II. All

1. Borrowers' Accounts

Loan 3001

1. Brought Forward

2, Withdrawals

3. Cumulative Revaluation Factor, Day 5

4. Number of days

5. Cumulative lnterest charge number, Day 5
Loan 3002

1. Brought Forward

2. Withdrawals

3. Cumulative Revaluation Factor, Day 5

4. Number of days

5. Cumulative interest charge number, Day 5
Loan 3003

1. Brought Forward

2. Withdrawals

3. Cumulative Revaluation Factor, Day 5

4. Number of days

5. Cumulative interest charge number, Day 5

Loans

Brought Forward

Withdrawals

Cumulative Revaluation Factor, Day 5
Kumber of days

Cumulative interest charge number, Day 5

Day 1

Opening Balances
Charge Dﬂ&r Withdrawals

Day 1 Day 2
100.00
1.04274231256
i

417.096925

200.00
1.01667375043
3

610.004250

100.00 200.00

1.04274231256 1.01667375043
4 3
417.096925 610.004250

£

400.00
1.02874730798
2

822.997846

300.00
1.02874730798
2
617.248385

700.00
1.02874730798
2
1,440.246231

E

500.00
1.00638454616
1

503.192273

500.00
1.000638454616
:
503.192273

s
=
=

417.096925

1,936,194369

617.248385

2,970.539679




The Currency Pooling System

Table 4.2: Interest

Period 11

(Amounts in U.5. dollar equivalents)

I.

II.

A.

Borrowers' Accounts

Loan 3001

1. Brought Forward

2. Withdrawals

3. Cumulative m:lﬁtlon Factor, Day 9
4. Number of days

5. Cumulative interest charge number, Day 9

Loan 3002

1. Brought Forward

2. Withdrawals

3. Cumulative Revaluation Factor, Day 9
4. HNumber of days

5. Cumulative interest charge number, Day 9

Loan 3003

1. Brought Forward

2. Withdrawals

3. Cumulative Revaluatiom Factor, Day 9
4. Number of days

5. Cumulative interest charge number, Day 9

All Loans

Brought Forward

Withdrawals

Cumulative Revaluation Factor, Day 9
lluy.‘ur of days

Cumulative interest charge number, Day 9

Day 5
Openi Balances
Charge Number Withdrawals Day 5
417.096925 100.00
1.05289514892  1.09789831977 a/
1 4
439.159329 439.159328
- 1,000.00
200.00

1.07014969139 a/ 1.05289514892

4 4
4,280.598766 842.316119
617.248385 300.00
100.00
1.05289514892  1.08316304865 a/ 1.05289514892
1 4 4
649.897830 1,299.795658 421.158060
1,034.345310 1,400.00 300.00
1.05289514892  1,07492031283 a/ 1.05289514892
1 4 4
1,089.057159  6,019,553752 1,263.474179

3

100.00
1.04102933344
3

312.308800

100.00

1.04102933344

3
312.308800

£

200.00
1.02757829180
2

411.031317

300.00
1.02757829180
2

616.546975

500.00

1.02757829140

2
1,027.578292

Day 8 Total
878.318657
5,533.946202
200.00
1.01249874456
1
202.499749 3,502.207072
200.00
1.01249874456
¥
202.499749 9,914.471931

&/ (Amortization Adjustment Factor, Day 5) x (Cumulative Revaluation Pactor for Day 5 on Day 9).
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G, INTERNAL AUDIT

Le The scope of audit of the Internal Auditing Department (IAD)
is designed principally to review and evaluate the adequacy and
effectiveness of the Bank’s systems and internal controls with due

regard to the economy and efficiency with which resources are used.

2. The Department reports to the Senior Vice President,

Finance. To enhance its independence, the President has authorized
the Director IAD, in writing, to have full access to him should he
wish to bring any matter to his attention. The Joint Audit Committee

of the Board of Directors has also extended this facility to him.

3. An important issue currently being discussed with the Joint
o Aundit Committee (JAC) of the Board of Directore relates to the extent
of information to be provided by IAD. The JAC under its terms of
reference is required each year to "assess the adequacy and efficiency
of IAD's work." To assist it, IAD currently provides its master and
annual work programs, a list of reports issued during the year, and
two sample audit reports for discussion. In addition, it arranges for
one or two briefings in the course of the year. The JAC also receives
from the External Auditors, in their Annual Report to the JAC, a
statement oﬁ the extent of reliance placed by them on IAD’s work. At
a recent meeting of the JAC, IAD was asked to circulate a 1list of
audit reports issued in CY1980 for the JAC to select a number of
reports for review, possibly by a sub-committee of Alternate Executive
Directors. The issue to be resolved concerns the nature and extent of

; the review to be provided by the JAC.







