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DECLASSIFIED 
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WBG ARCHIVES 

December 15, 1966 

LC/M/66-14 

Minutes of Loan Committee held on Thursday, 
December 8, 1966 at 3:00 p.m. in the Board Roam 

A. Present 

B. 

Mr. S. R. Cope, Deputy Chairman 
Mr. G. Alter 
Mr. O.H. Calika 
Mr. R. w. Cavanaugh 
Mr. E. E. Clark 

In Attendance: 

Mr. w. J. Armstrong 
Mr. w. Brakel 
Mr. L. Cancio 
Mr. A. J. Davar 
Mr. P. Gall 
Mr. w. M. Keltie 

Mexico - Mexico City Drainage Project 

Mr. M. L. Hoffman 
Mr. A. M. Kamarck 
Mr. H. B. Ripman 
Mr. A. Stevenson 
Mr. J. M. Malone, Secretary 

Miss A. 1. Maher 
Mr. R. S. Nelson 
Mr. M. Ross 
Mr. R. B. Steckhan 
Mr. M. L. Weiner 

1. The Committee considered the memorandum .from the Western Hemisphere Depart-
ment entitled "Mexico - Proposed Bank Loan for Mexico City Drainage Project" 
dated December 6, 1966 (LC/0/66-75). Mr. Cope informed the Committee that 
Mr. Woods had decided against "breaking the link" between the terms enjoyed by 
the country and those enjoyed by the project, as recommended in the memorandwn. 
Mr. Woods felt that the term of the loan should be based on project consider
ations and should be uniform between the Bank, the country and the project. He 
had however left open the question of what the precise term of the loan should 
be, a question which the Committee was asked to consider. 

2. The Committee noted that while the Bank frequentlY took into consideration 
the financial position of a project entity in arriving at the~ of a loan, this 
case was different in that the project was not being set up under a separate 
authority but would be administered by the Department of the Federal District 
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which derived its revenues from general tax sources. The idea of making a loan 
to the Federal District for ten years had evolved from discussions with the 
Mexican Minister of Finance and had not been based strictly on project consider
ations as such, but more on the debt servicing and taxing capacity of the 
Federal District and the internal public financial policy of the Federal Govern
ment which had hoped to use the project as a vehicle for imposing additional 
financial discipline on the Department of the Federal District. The arrangement 
recommended in the memorandum had been designed to strengthen the hand of the 
Federal Ministry of Finance in forcing the Federal District to increase public 
savings from property tax revenues and to make such savings available for high 
priority investment, either within the Federal District or in other areas. The 
desired increase in revenues could be achieved however without setting up the 
Trust Fund as described in the memorandum. While not linking these revenues 
directly to the project might make it marginally more difficult for the Government 
to obtain the desired results, the necessary measures could still be made a 
condition of the Bank loan. 

3. Considering these fiscal objectives aside for the time being, the Committee 
noted that the project itself would have a long economic life and that a 20-year 
term would not only be appropriate for the project as such but would also satisfy 
the dual objective of accommodating the country's short term debt service problem, 
which argued for as long a term as possible. The Committee decided therefore that 
the Bank should be prepared to negotiate a 20-year loan jointly to the Nacional 
Financiera and the Department of the Federal District substantially on the basis 
set forth in the appraisal report. 

Adjournment 

4. The meeting adjourned at 4:50 p.m. 

Secretary's Department 
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NO~ICE OF MEETING 
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November ), 1966 

A meeting or the Loan Co~~ittee will be held on Wednesday, 

November 9, at 2:30p.m. in the Board Room. 

AGENDA 

Bank/IDA Policy on Reimbursement of Past Expenditures 

The Committee will consider the attached report entitled 

"Bank/IDA P9licy on Reimbursement of Past Expenditures", dated 

November 2, 1966, 't-lhich was prepared by~· Baum in consultation 

with Mr. Knapp and Mr. Aldewereld. 
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• November 2, 1966 

I 
BANK/IDA POLICY ON REIHBURSE11ENT OF PAST EXPENDITURES 

I 
I 

1. Existing Policy and Practices 

Operational Memorandum 6.05 on Loan/Credit Disbursement provides 
in part as follows: 

"In the course of loan negotiations the Bank may be asked to include 
in the loan an amount for expenditures for goods and services already 
~ade. The Bank may agree to include such expenditures for a period 
of one year before the date of approval of the loan by the Executive 
Directors. In very exceptional circumstances the Bank may include 
expenditures made more than one year earlier, but the enterprise has 
to demonstrate that there is really urgent reason to do so and that 
it could not be reasonably expected to finance these 1old items' of 
expenditure out of its o-vm resources. 11 

A study has been made of all of the loans/credits made in calendar 
1966 (through October) in the fields of agriculture, education, public 
utilities, transportation and water supply. Of the 41 loans/credits, 24 
included sane item of reimbursement. In most cases, the amount of the re
i.rnbursement v1as small and in the aggregate the reimbursements amounted to 
13% of the total value of the loans/credits. These figures include the 
India railway credit, the Japanese expressway loan and the Singapore power 
loan; if these three are excluded, the proportion drops to (%. 

The reimbursements covered most of the items normally included in 
. a project, from consulting services for preliminary engineering and feasi
bility studies through detailed engineering to expe.ndi tures for civil works 
and the purchase of equipment. In terms of numbers, most of lhe reimbursable 
items 'tvere consulting services involved in the preparat~on of the project, 
but construction items and equipment were the more important in terms of 
value. 

A study has also been made of the 70 projects which are now in the 
pipeline (i.e. which have been appraised or are nearing appraisal). In 25 
of these projects, or roughly .35%, some item of reimbursement has been pro- · 
posed; ho't·lever, the amounts involved are very small, and in total the re- ·. 
imbursable items account for less than 3% of the value of the loans/credits. 
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2. Issues Involved 

• I 2 foo 

l 
I 
I 

Reimbursement for pas ~ expe9di tures is subject to the criticism 
that it amounts to a "free" tra .1sf~r i foreign exchange. It should therefore 
not normally 'be i .ncluded in pro~ecr f" nancing. However, an advance undertak
ing to consider reimbursement or cert in i terns if .and when a project is brought 
to the stage of loan or credit pegcltictio.ns rna , in selected cases, have cer- · 
tain positive .advantages. Thest afe: . 

· a) It may provide uslfu~ leverage ~o persuade the Borrower to 
undertake the necf ssfy prel:tmil ary studies; 

b) It may help finan~e the /studies and engineering required 
before a project can lbe l app:-ais~d, without the time-consum
ing process of a UND~ ~ant or aln engineering loan/credit; 
and . ,, 

l 
c) It may make it po~sible l for urgent works to proceed promptly, 

and by accelerating the :timetable of the project bring its 
benefits at an ea~lier date and lenhance the economic return. 

It is conclud~d, therefore, ,that so~e reimbursement of past expend
itures should be permitted in justified cases J However, the n1les and pro
cedures should be tightened to make it clear that such reimbursement is con
sidered exceptional and the need for it must be established in each case; 
also, more rigorous time limits should be fixed for reimbursement, and prior 
approval from the appropria·te Df3partment Heads should be obtained before 
entering into any undertaking with the prospe ~tive Borrower to consider items 
for eventual reimbursement. In any case such

1
undertakings should explicitly 

reserve the right of the Executive Directors to review the matter when they 
consider the relev,.nt loan or c;redit agreement · Specific recommendations 
along these lines are set fort ,r belowi 

1 

), Criteria to be Followed · 1· 

The decision whether Lr not! to accePt an item for reimbursement in
volves a consideration of all the factors in each case, and ~o hard-and-fast 
rules can be laid down. The· following are some of the principal points to 
be taken into account: · ' 

I 

a) Urgency- The degree · of . urgency attached to the procurement 
of the consulting services, civil works, or equipment for which reimbursement 
is requested. . i; ' , .· . . · 1 

b) Alternative Sources .of Financing The extent to which the 
Borrower might reascr.abl:V.:OO expected to provide the necessary funds from ·its ' 
own resources, or from other s~;rces '. of permapent financing • 

. · ·, ::· . '. :• 

. I· 
· .'I 

I 
II 

I 
I 

,; 
j 
'I 
I 

.. -~· . · .. .. [ . 

I 
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c) Amount - At one t xtrem , the ount should not be de minimis; 
at t he other, it should not be ko lar e as to constitute a substantial part 
of the cost of the project. Nor

1
sp1

1

ci ic limij s are suggested, since they 
depend both on the absolute a.1~o t of the ite and on its size relative to 
the total. 

d) Time Period - Thr otde the item, the stronger are the objec
tions to reimbursement. Speciff c ! im limitsj are recommended below. 

e) Purpose - Reimb~se en is in rinciple more acceptable for 
consulting services (feasibili~y s ud es, man4gement studies, preliminary 
and/ or detailed engineering) re

1

qui:red before i(he project can be appraised 
and negotiated, than for the iln~till xpendit~res on civil engineering t.Jorks, 
equipment purchases, or sirnila I' it~ms which 1 e the main purpose of the 
project itself. . I · 

f) Extent of Advanc I Consu tation The absence of advance con-
sultation on the matter betwee11 th~ Banlc IDA nd the Borrower prior to nego
tiations makes reimbursement m~re ol bjf ctionabie. 

II 

4 ,! I • Recommendations .1 

'I I 
The following rules and procedures hould be followed in the future 

in handling requests for reimb~rserenf : 
I 

a) No undertakings to consider items :for reimbursement should be 
made by missions in the field. l All such requ~sts should be referred to the 
\vorking Party, v1hich will examine each case on its merits, taking into ac
count the criteria referred t.o ~ above. ; The repomrnendation of the vJorking 
Party should be approved by the Department heads concerned (Area and Projects; 
and Development Services in th~ case ,of feasil' ili ty studies). 

I I 
b) The recomr,1enda tion should take f nto account t he criteria 

outlined above, and approval snould be given pnly in cases in which it is 
judged that it would not be possible or appropriate, for reasons beyond the 
Borrol-ler' s control, to proceed ~ at o.nce to loan or credit negotiations. 

I ' I 
c) The maximwn limif for the reimbprsement of engi neering services 

should be 12 months and for civil wo~ks and ef uipment ~ix months, to be ex- · 
ceeded only in most exceptiona} circumstances,; even within these limits any 
reimbursement must be considered as exception'al and has to be J"ustified on I I ' 

its merits. ! I I 
I I . 

d) Reimbursement sh~uld be approved only if the procedures follotved 
are acceptable to the Bank (selection of consultants, prequalification . of con-
tractors' international competitive uidding, ietc. ) • . ' . . 

I! .. 
I . I .. 
I 

I 

.. ·. 
-:· .·:, , 

' . 

.. ·· : .. 

·. .. . .., . 
. •' 

. . 
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e) It should be made clear to the Borrower that the expenditure for 
which reimbursement is requested is made at its own risk, and that the Bank/ 
IDA's agreement to consider the item for reimbursement in the event that a 
loan/credit is made implies no commitment on behalf of the Executive Directors. 
BorroHers should also be informed that the passage of time ·before the relevant 
loan or credit agreement can be presented to the Executive Directors, even if 
the delays are for reasons beyond the Borrower 1 s control, may make it increas
ingly difficult - if not impossible - to recommend inclusion of the reimburse
ment in the eventual loan/credit. 

W. C. Baum 
Projects D~partment 

·. 
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MEMORANDUM TO THE LOAN I COMMITTEE 

I 
Report on Review of Disbursement ·Policies of the Bank and the Association 

I . : I 
Attached is . a draft by Mr. Nurick to be considered at this . . . J . . . I 

afternoon• s meeting·· ot' the Loan · Committee. in conjWlction with the 
. ·. \ . . . ; ·. . j 

Report of the Committee·- .on --~·~bursement Poticies, dated June 21, 1966. 
:·, ;· . ' . :• 
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·il 
I 
II 

:! . l 
EFFEGr OF CI~NGES IN cosr 0 Al10UNTS 

OF LOANS; LOAN POLICY ASPECTS 
I 

, I 
1. The report on Disb~rsement Policies of the Bank/IDA points out 

· :. I I 
that in .some cases the disbursyment techniquej1 used in disbursing a loan 

r i 
may itself affect the amount of a loan if there is a saving in the total 

I 

cost of a project or its foreign exchange component; and the r~port 
I 

• I 

recommends that it be decided iri each case ad a matter of loan policy 
!f .. I I 

whether it is intended that a 1baving[in the ~ost of the project or its 
; . I. . ; I 

. . : . ' 

foreign exchange compqnent . . shoUld .or j should · Ifot automatically result in 
. • . I • ·. I 

a reduction of the amount . of tpe loan~ The q~sbursement technique on tne 
., . . . .. I 

J.oan can then be adapted to · th~s de'cision. This memorandum summarizes 
.. ·. I 

the main aspects of loan policy involved and /suggests certain criteria 
I 

I 

to be used in making such a determination. This memorandum applies to 

both Bank loans and IDA credits. 

2. Whether or not to ,reduce the amount of a loan if the project 

~ costs less than was originallY estimated depends essentially on the 

rationale by which the amount of the loan was determined in the first 

place. The basic issue of loan policy is whether the Bank intends (i) 

to finance a particular porti~n of the total cost of ~ project or the 

costs of particular goods, (whether that portion or those goods represent 

foreign exchange costs or local costs) or (ii) whether it intends to 

supply the borrower with a given amount of foreign exchange regardless 

of the cost of the project. In the former case the Bank should expect 

to share in any savings in the portion it intended to finance; in the 

latter case, .it should not. In determining that question, clearly all 
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the circumstances of the loan should be examined and in vie't-r of the wide 

variety of loans which the Bank makes and the .many different reasons why 

the Bank makes them, it is difficult to lay do1m precise rules which can 

fit all cases. It is possible, however, to prescribe some general 

criteria which can be applied, although with discretion. 

J. For this purpose, it would be useful to try to break down into 

categories the various ways in which the Bank determines the amount of its 

loans. Tnese categories together with comments about each of them are set 

out belmv. The breakdown is based not only on the loan documents themselves 

but also on the rationale for the loans which, although not reflected in 

the loan documents, has been used in determining the amount of the loan. 

It should be emphasjzed that these categories are broad and that 

particular loans may well overlap into more than one category and some 

loans may not fit into any of them. 

(i) A loan made for a well defined project designed to cover only 

part or all of the actual foreign exchange costs, e.g. a loan to 

construct a dam or power plant in a countr,y where the Bank wants 

to lend onlY for foreign exchange expenditures on a specific list 

of goods. 

In this kind of a case, the amount of the · .. loan is related 

specifically to the actual foreign exchange cost. ConsequentlY, 

if the foreign exchange cost vlere reduced, the amount of the loan 

could be correspondingly reduced without jeopardizing the suc~ess~ 

ful completion of the project. This would appear, therefore, to 

be a clear case where (unless the circumstances described in 

I 

I 

--... ~- I. I .I 
I ~----;, -;.., 
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I 
paragraph (IV) are preE

1

entr t:1e gener r ~rinciple of Bank 

sharing should be follc'wed~ 

(ii) A loan intended to financ~ a specf,ic list of equipment or 
I I 

services required for ~ prOje j t, but ithout regard to whether, 

as the result of inte~atibna~ compet~tive bidding, the procure

ment is undertaken in fore~gn; or loca. currency, e.g. the power 
. I 

loans to Brazil and Mexico. I 
I I I 
I 

It would seem that 1the s~e considerations which apply 
. I 

to the loan described in paragraph (i~ should also be applied 

in this case. I 
1 I 

(iii) A loan which is designed to furniph a given amount of foreign 

exchange, such amount being based on ~e notional (estimated) 

foreign exchange cost of a project: 
!i ' . 

In this case, in view of 
1

1the dif~iculties in continuing 
I I 

to keep this notional ~ost UX:der rev~u, it •~ould not be 
, i r 

practical to provide for a reduction of the loan based upon a 
i I 

reduction in such notional c.ost. However, if total project 

costs are reduced, the ill g. erier~l princ.1ple of Bank sharing should 
t • ~ ' 

I i . . I 
be followed _unless .theij· borro'ier can . demonstrate that.. the 

. . I . . I 
notional fo·re'ign. exchange· cost· will ·riot be covered if the amount 

of the loan is redUceaV: · ! .. · · · ·I• 
.. ,.. . :- ·I· 

(iv) A loan which is d~~igned to ·furnish a pre-determined amount 
! I 

of foreign exch~~ge and where the prJject has been chosen 
I 

simply as the vehicle ,for supplying ~he given amount of money, 

e.g. loans to Ita~, Japan, Australia and Yugoslavia; the 
it 

Indian import loan. 
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These cases are at the opposite extreme from those described 

in paragraphs (i) and (ii) above, even though the loans may be 

for specific, well defined projects. Since the purpose of loans 

of this kind is to furnish a given amount of foreign exchange, 

the Bank should not share in a reduction in the cost of the 

project. 

4. In between these extremes are other types of loans v1hich are 

more difficult to classify. These are loans where the rationale for the 

.amount of the loan is a m~{ture of project considerations and considera-

tions regarding the econo~ of the countr,y. Here too, it would seem that 

the Bank should adopt as a general rule the principle that it shall share 

~or have the right at its option to share) i~ any saving in the cost of 

a project, unless the circumst~ces ~re such ~s to indicate that this may 

defeat the purpose of the loanl 
I 

(v) ·A loan for a specific, w, ll defined project, but (usually in 

the case of relatively~1~ poor countries) where the amount of the Bank 
' I I 

contribution is determ: ed not by the foreign exchange component 
I' -- -~ 

or any other specified f req~ements a the project but rather by 

ability of the countr,y / to co tribute to the cost of the project. 

If there is a redu~~ti 1 ~ the t /tal cost, it would seem that 

the Bank should share ha reduct~on; for if the actual cost 
I - -' 

had been known to the r w en it m,de the loan presumably the 
. I . I 

Bank would have correspon injly redu ed the amount of the loan 

in the first place. F! t Ier ore, in a case like this, it would 

--~--,.......,....~-· 



.· 

. . · 

- 5 -

appear to make no difference whether the reduction in cost is due 

to a reduction in the foreign exchange cost (actual or notional) 

or in the local cost. For, no matter 'Hhere the reduction lies, 

the amount of the loan can be reduced without jeopardizing the 

successful execution of the project, (except perhaps llhere the 

·country is short of foreign exchange and the reduced loan vlOuld 

not even cover the actual foreign exchange cost). 

(vi) A loan ~1hich is designed to finance an instalment of a 

continuing program, e.g. a loan which is designed to cover say the 

expenditures over two years of a railway program lasting five years 

or an agricultural credit loan ~1hich is designed to finance the 

importation of foreign equipment as part of a general agricultural 

program. 

This kind of a case is one which may be in the middle of the 

extremes and where the result will depend particular~ on the 

circumstances. 

For example, let us take a case where the loan is designed 

to pay for the cost of say, 10 locomotives or 100 tractors and 

the amount of the loan is based on their estimated c9st. If their 

actual cost is less than estimated and the loan can then be use

fullY applied to additional locomotives or tractors, there would 

be no point in reducmg the amount of the loan. On the other hand, 

it may be that the railroad or agricultural program being financed · 

cannot useful~ employ additional locomotives or tractors (or that 

the Bank is not certain 'tvhen the loan is made that it can do so); 

in that case, the Bank should have the right to share in any saving • 

I -



l 
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II 
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I 
I 

l 
5. £!.&Bony loans do not ·ffit neatly int9 the above categories and 

the rationale for determining 1their ~~~ount mhy be based on a consideration 
I 

of factors about which it wotqd be dangerous! to generalize. For example, 
I I 

the amount of a loan to a private or a government corporation may be based 
I I I 

on the working capital needs Jf the ~orro1•er/; in such a case, to reduce 

the a~ount of a loan because br a r~duction 1n project costs might weaken 

the financial position of the ! borroJer. Cas/es of joint financing with 
! I 

other lenders (e.g. the Volta loan ~ Ghana)
1 

often involve special cir-

1 I cumstances and should be examined case by case. 
: I 

6. Once it iS decided as a : matter · ~f loan policy whether or not 

to reserve to the Bank the·. right to i reduce ·the amount of the loan because 
. ·.·. . ·. 1-.. ··. . : . . . . ·f • 

of a reduction in cost, su~tabie_ contractual arrangements for disbursement . . . I 
• • • . • , • • . I 

should then be made. This memorandum does ~ot discuss the various 
I 

arrangements which could be entered into. However, it should be noted 
I 

that in a special case where :there is doubt iwhen a loan is made whether 

or not the Bank should share in a saving in cost, the arrangements could 

~) be such as to give the Bank ~he right to share and the Bank could then 

decide at the proper time whether or not to exercise the right. 
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A meeting of the Loan Committee will be held on Wednesday, 
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AGENDA 

Report on Review of Disbursement Policies of the Bank and the Association 
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of the report of the Committee on Disbursement Policies, dated June 21, 

1966, beginning with Chapter IX on page 24. 
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A meeting of the L()an ~?~i~.~e~ ~llr held on Monday, 

October 24, at 2:30p.m. in ~he .Bo~rd Room. .. .j . . . . ' 
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.I 
:! AGENDA 
I 
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Report on Review of Disbursement Policies of the Bank and the Association 

The Committee will continue its discussion, begun on October 12, 

of the report of the Committee on Disbursement Policies, dated 

June 21, 1966. 
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Minutes of Loan Committee Meeting held on Friday, 
September 2, 1966, at 3:00 p.m. in the Board Room 

A. Present 

Mr. J. Burke Knapp, Chairman Mr. s. R. Cope 
Mr. S. Aldewereld Mr. R. J. Goodman 
Mr. G. Alter Mr. A. M. Kamarck 
Mr. R. W. Cavanaugh Mr. J. H. trJilliams 
Mr. E. E. Clark Mr. J. M. Malone, Secretary 

In Attendance: 

Mr. P. E. Booz Mr. F. Pevey 
Mr. B. Chadenet 1-1!'. J. D. Roulet 
Mr. G. F. Darnell Hr. vl . B. Schick 
Mr. x. de la Renaudiere Mr. s. Takahashi 
Mr. G. R. Delaume Mr. A. R. Whyte 

B. Cameroon - Pro~~sed Bank Loan and IDA Credit for a Plantation Project 

1. The Committee considered the memorandum of August 30, 1966 from 
the Africa Department entitled "Cameroon - Proposed Bank Loan and IDA 
Credit for a Plantation Projectn (LC/0/66-54). 

2. The Committee noted that the proposed amount of IDA assistance 
was based primarily on country grounds, but had been adjusted slightly to 
take account of certain aspects of the project. Taking account of other 
projects in the present pipeline, the Cameroons would be receiving an IDA 
blend of about 3:1. Although the IDA funds would be fully disbursed be
fore disbursement of the Bank funds would begin, the Africa Department 
felt that it would be adviseable to make a firm Bank commitment now in 
order to encourage the completion of CAMDEV's development program, to per
mit CAMDEV's management to plan on a long term basis and to ensure the 
benefits of the investment in new planting by providing funds for the 
processing facilities required to realize them. 
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). The Committee noted the recommendation in paragraph 48 of the 
Appraisal Report, that exemption of CAMDEV from import duties be made a 
condition of any Bank loan or IDA credit for the project. In the past, 
however, the Bank and IDA had accepted existing import duties, even those 
of a discriminatory nature, and, although maintaining the import duties and 
taxes at their existing levels would complicate tendering for the equipment 
needed for the project because of Common Market preferences and would lessen 
the financial benefit of the project to CAMDEV, it was felt that the Bank 
and IDA should not insist on an exemption as a condition of their financial 
assistance. CAi"VlDEV ha.d recently applied to the Federal Government for such 
an exemption, for which statutory provisions existed, and it was possible 
that an exemption would be granted in due course. If the exemption were 
not granted, the Bank and IDA should require the Government to contribute 
corresponding additional equity to CAMDEV especially in view of the fact 
that the Bank and IDA were prepared to finance substantial portions of 
the local costs of the project. 

4. With regard to the need for making the entire commitment now, 
rather than adopting a two-tranche approach, the Committee noted that, in 
spite of the fact that IDA funds would be drawn down first, to some extent 
avoiding the IDA "disbursement problem", the overall disbursement period 
would still be seven years, which was longer than usual. However, one of 
the provisions of the Bank's new agricultural policies at the beginning 
of 1964 had been to accept, when necessary, slowly maturing projects which 
contributed to long-range agricultural development. The project at hand 
was a classic case, and, while the proposed disbursement period did not 
encompass the entire development program, which was ongoing and would not 
stop with the end of Bank/IDA disbursements, seven years was the minimum 
period which would encompass both the costs of the new planting and those 
of the processing facilities which were necessary to obtain the correspond
ing benefits. It was noted further that a scaling-down of the project, 
i.e. financing less new planting at one end and less processing facilities 
at the other, might decrease the amount initially committed, but would not 
have any significant affect on the overall period of disbursement. However, 
it might significantly reduce the profits to be realized by CAMDEV. 

5. With regard to the definition of the cost of the project and 
the relative proportions to be financed by the Bank and IDA and other 
sources of finance, it was noted that the presentation in the Appraisal 
Report made it difficult to relate the amount of Bank/IDA assistance to 
the cost of the project, which was not clearly defined. It was agreed 
that the presentation of project costs and their allocation between various 
sources of finance should be clarified to enable the reader to see more 
easily what proportion of the costs was being financed by Bank/IDA assist
ance. The Committee noted in this connection the recommendation of the 
Africa Department, which was supported by the Economic Committee, that the 
Bank group cover at least 75 per cent of the total cost of projects in the 
Cameroon. 
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6. A number of presentational changes in the Appraisal Report were 
recommended, including, among others, the deletion of paragraph 56. 

7. The Committee agreed with the recommendation that we finalize 
our discussions with FED for a coordinated approach to the financing of 
CAMDEV 1 s development program, and then invite the Cameroon Government 
and CAMDEV to send representatives to Washington to negotiate a $7 
million Bank loan and an $11 million IDA credit for the financing of 
CAMDEV 1 s development substantially on the conditions set forth in para
graph 81 of the Appraisal Report (but subject to the conclusions stated 
in paragraph 3 above). 

Adjournment 

8. The meeting adjourned at 4:40 p.m. 

Secretary's Department 
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August 12, 1966 

Minutes of Loan Committee Meeting held on Wednesday, 
July 27, 1966 at 3:00p.m. in the Board Room 

A. Present: 

Mr. J. Burke Knapp, Chairman Mr. M. L. Hoffman 
Mr. s. Aldewereld Mr. F. Pavey 
Mr. E. E. Clark Mr. H. B. Ripman 
Mr. s. R. Cope Mr. M. L. Weiner 
Mr. B. A. de Vries Mr. M. A. SaeedJ Secretary 
Mr. A. G. El Emary 

In Attendance: 

Mrs. G. Fleming Mr. F. Lutolf 
Mr. D. Avramovic Mr. J. M. Malone 
Ivir. a. H. Calika Mr. c. W. Pinto 
Mr. L. Hansen Mr. A. Rivkin 
Hr. v. W. Hogg Mr. c. White 

Hr. G. c. Wishart 

B. Nigeria - The Kainji Project and the Overall Resource Gap 1966/67 

1. The Committee considered the Memorandum of July 22, 1966 
from the Africa Department entitled "Nigeria - The Kainji Project 
(Niger Dams Authority) and N.;geria's Overall Resource Gap" 1966/67 
(LC/0/66-51). 

2. Mr. El Emary summarized the background of the two alter-
natives suggested in his Memorandum. He emphasized that the 
proposals outlined for the Kainji Project should be viewed in the 
light of a minimum resource gap for the economy as a whole of $53 
million for the current fiscal year (April 1966-March 1967). This 
was not a balance of payments but a budgetary gap which required 
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additional non-project and/or local currency financing. The gap 
had emerged due to the shortfall in external financing of the public 
sector program which was expected at 50% during the Nigerian Six 
Year Development Plan but was forthcoming at the rate of only 16% in 
the first three years of the Plan. Given the support expressed by 
the Consultative Group for the Plan and the Bank's participation in 
defining the minimum resource gap, the Nigerians now looked to the 
response to their request for additional financing as a test of the 
continued effectiveness of the Consultative Group. The Africa 
Department considered the Kainji Project as the best vehicle open 
to the Bank of disbursing additional funds during the current fiscal 
year. The possibility of the United states releasing part of the 
remaining $12 million of its loan for Kainji for expenditures out
side the u.s. as well as the possible contribution of certain European 
countries towards financing the Niger Dams Authority and thereby 
helping to fill the resource gRp would in all probability depend on 
the Bank takDlg the initiative. 

). Mr. Knapp suggested that the first question was of financing 
Kainji Dam and this should be considered only in the light of the 
revised cost estimates and the additional foreign exchange component 
of these costs. The original cost estimate for the Project was 
$208 million, of which the Bank and other borrowers undertook to 
finance foreign ex,~hange costs of $141.7 million, some 70% of the 
total cost. The preliminary revised estimates put the total cost at 
$236 million with a foreign component of $159 million. The first 
question should have been how to finance the $17 million of additional 
foreign exchange cost, and the $12 million left tu1covered by the U.s. 
Loan. Instead, the proposal concentrated on local financing leaving 
the additional foreign exchange requirement uncovered. He also 
emphasized that one third of the cost was still a modest contribution 
to be expected from the Nigerian Government. 

4. It was noted that the choice between the alternatives 
proposed by the Africa Department and the one offered by Mr. Knapp 
was in part a question of timing. If the Bank financed only part 
of the foreign exchange cost and no other donor provided local 
cost financing, the Nigerians would hardly receive anY relief for 
the 1966/67 resource gap. If it was impossible to help finance 
the project along one of the lines suggested by the Africa Depart
ment, the problem of the resource gap w·ould still remain. 

5. It was suggested that the Consultative Group had been 
set up to deal precise~ with problems like the resource gap in 
question, and therefore tl1ose members of the Consultative Group 
who were concerned with the Kainji Project should be asked to look 
into the matter. It was agreed, however, that the Bank should 
have a definite position of its own in mind before approaching 
these countries. 
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6. A question was raised as to the possibility of the United 
States releasing any of the remaining $12 million for local currency 
costs, and whether a~ of the countries benefitting from the orders 
for NDA, could be asked to provide additional financial assistance 
for the project. Mr. El Emary replied that the chances of getting 
the u.s. to release funds for local currency costs were uncertain. 
So far as the possibility of other countries providing finance for 
this portion was concerned, he said that part of the orders had 
gone to India from which it was obviously difficult to expect a 
contribution. 

1. A question was raised whether the execution of the 
Nigerian Development Program would suffer in the event of the 
failure of the Bank to supply additional funds :for the project. 
Mr. El Emary suggested that it certainly 'tvould as the balance of 
the development program was not only fixed but for the most part 
concerned on-going projects already externally financed. Some of 
these projects might have to be reduced or delayed, a possibility 
which the Bank vJ·ould strongly advise Nigeria not to follow. Mr. 
Knapp replied that he would have thought the Nigerian overall 
program was sufficiently large and flexible so that it could be 
expected to make adjustment for such emergencies. 

8. Mr. I{napp said that whereas the Bank might be prepared 
to finance up to 60% of the additional foreign costs of the Kainji 
Project, it was hard to believe that the Nigerians could not 
finance the local costs for this highest priority project. The 
Bank could not distort its lending approach by pumping more money 
into this project in order to fill a resource gap in the economy. 

9. The Committee agreed that 

(a) The Bank should be willing to study the possibility 
of helping to finance the additional foreign exchange 
component of the Project vJhen revised cost estimates 
are available. 

(b) The problem of resource gap should be brought up 
w·ith members of the Consultative Group and the Bank 
should have definite proposals for them to discuss. 

c. Adjournment 

10. The meeting adjourned at 4:30 p.m. 
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Mtnutes of Loan Canmi. ttee Meeting held on 
Wednesda.y, June 29 1 1966 at 2;30 p.m. in the Board Roan 

A. Present: 

Mr. J. Burke Knapp, Chairman 
Mr. G. Alter 
Mr. I. P. M. Cargill 
Mr. B. A. de Vries 
Mr. D. J. Fontein 
Mr. P. c. Loh 

In Attendance: 

Mr. R. Jones 
Miss A. L. Maher 
~ir. G. s. Mason 

B. Pald..stan - Lendins Policz 

Mr. F. R. Poore 
Mr. H. B. Ripman 
Mr. A. Stevenson 
Mr. J • H. Williams 
Mr. J. M. Malone, Secretary 

Mr. 0. J. McDiarmid 
Mr. s. N. Mcivor 
Mr. G. c. Wishart 

1. The Canmittee considered the memorandum of June 24, 1966 fran the South 
Asia Department anti tled "Pakistan - lending Policy11 (J£/0/66-46). 

2. The Committee was infonned that the Bank would be recanmending to the 
Consortium total aid of $550 million this year, of which approximately 
$300 million would be for projects and $250 million would be in the f'orm 
of' non-project aid. A speeqy decision an the latter was most important to 
the Pakistan Government since in mid-July they were planning to re-introduce, 
and if possible, expand the program of import liberalization. 
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3. It was noted that Pakistan's economic performance had been 
good, though one unpleasant surprise had been Qontained in the 
new budget recently announced in Pakistan. The revised estimate 
of defense expenditures during the fiscal year 1965-66 had 
been considerably higher than the amount which the mission had 
been given and which had been used in the report to the Consortium. 
The level of defense expenditure had resulted in a resort to 
deficit financing, and stronger monetar,y measures would probably 
be needed in the coming year to offset the impact of this 
deficit on the price level and the balance of payments. The 
Bank was satisfied, however, with the increase in domestic 
resource mobilization for the financing of the development 
program, the share of which would rise from 47% to 51% in the 
coming year. These additional savings were made possible by a 
projected 30% increase in tax revenues combined with a 17% 
cut in defense expenditures from their estimated level in 
1965-66. In the coming year the Government hoped to avoid 
any further recourse to deficit financing aside from that amount 
which they expected to be offset by foreign budgetary support 
assistance. 

4. The Government had submitted a list of projects for consider
ation by the Consortium, requiring total assistance of $400 million 
but a number of these were not ready for financing. Of the 
$300 million of projects which the Bank thought could be ready 
to go forward, roughly half consisted of additional assistance 
for projects or enterprises already assisted in the past. Thus 
on~ about $150 million represented new projects. 

5. · The.Committee noted the Economic Committee's conclusion 
that Pakistan ~hould continue to be classified as a soft blend 
country. However in view of Pakistan• s recent good performance 
in exports there was still room in 1966/67 for additional Bank 
lending. The Part I countries had already been informed that 
IDA would probab~ allocate about $60 million for Pakistan this 
year. On the Bank's side, PICIC should be able to use about 
$35 million, making a total Bank/IDA contribut~on of about $95 
million. This, when compared with the total figure.' of $550 
million, was roughly similar to the Bank/IDA share in previou~ 
years. 

6. It was noted that the structure of industry in Pakistan, 
unlike that in India, made it difficult for the Bank and IDA 
to provide non-project assistance for industrial imports on the 
Indian model. Last year we had supported the liberalization 
program through a $25 million IDA credit for the import of 
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commercial vehicle components for asseml>iY·'iri . f~kl.s~. 
We had had problems with some Executive Directors· : on .Jm~ .. : 
credit and if they wemnot solved satisfactorily some other. 
means would have to be worked out for providing the necess·ary 
amount of non-project assistance this year. 

. ~ . ·-. . 

7. It was noted that the recent emergency had resulted in an 
interruption in the processing or projects. Furthermore, the 
general tendency for the Bank and IDA to hold orr until the 
pr~par~n of projects was further advanced had added to the pause. 
The project pipeline was therefore not as full as would have 
been desirable. 

8. With regard to the proposed financing of 60 percent of project 
costs it was noted that no rigid cost sharing formula was used 
for Pakistan, but that the wide gap between the direct foreign 
exchange needs of projects and the total foreign exchange needs 
argued in favor of financing a higher share of projects costs 
where this could also be justified on project grounds. It was 
noted that raising the percentage of costs to be financed on 
projects would provide only with some delay resources which 
could be used to support the import liberalization program,due 
to the fact that disbursements on projectS are- normally spread 
over a number of years. However, action now would ease the 
problem in future years. 

9. The Commit tee considered that the Bank and IDA should be 
prepared to commit during the fiscal year 1966-67 $35 million 
from the Bank and $65 million from IDA, or a total Bank/IDA 
contribution of $100 million. The Bank share would probably 
consist of a loan to PICIC, while the IDA share might contain 
a substantial amount of assistaDce to support the liberalization 
program. 

Adjournment 

10. The meeting adjourned at 3:50 p.m 
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Minutes of Loan Cormnittee Meeting held on 
Thursday, May 26, 1966 at 3:00 p.m in the Board Room. 

A. Present: 

Mr. J. Burke Knapp, Chairm?Il Mr. A. M. Kamarck 
Mr. B. Chadenet Mr. F. R. Poore 
Mr. s. R. Cope :Hr. A. Stevenson 
Mr. A. G. El Emctry Mr. M. 1.· Weiner 
Mr. R. J. Goodman Mr. J. M. Malone, Secretary 

In Attendance: 

Mr. J. H. Adl~r Mr. T. M. Jones 
Mr. w. c. Baum !vir. R. A. D. Loven 
Mr. G. C. Billington Mr. F. Luto r 
Mr. M. Co jot Mr. F. Pavey 
Mr. J. N. E. De Gryse Mr. L. B. Rist 

Mr. J. D. Roulet 

B. Mali and Senegal - Railway Projects 

1. The Committee considered the memor~~da of May 24, 1966 from the 
Africa Department entitled "Mali - Railway Project" (LC/0/66-38) and 
"Senegal - Railways Project11 (LC/0/66-39). 

2. The Committee noted that the proposed credits, which had been under 
consideration for a long time, would be the first IDA credits to be made 
to each of these countries. Consideration of the project had been 
delayed in part by the very difficult economic position and unsatis
factory performance of Mali. While the Government had agreed in 
general to the measures recommended by the Bank, some clarification 
of its economic policies would have to be obtained during negotiations, 
including a more specific indication of its policies on the price of 
groundnuts. Senegal's economic performance on the other hand was 
satisfactory and Senegal had recently been categorized as a "soft 
blend" country. After the proposed Railway Projects there was little 
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if anything in sight in the way of additional projects for Bank/IDA 
assistance in the two countries, except for a possible port project 
in Senegal. In view of the uncertainty surrounding Mali's economic 
performance, however, it would be of great help if additional projects 
suitable for IDA assistance could be found to provide as much incentive 
as possible for the Government to adopt the politically difficult 
measures which were being recommended. 

3. With regard to the projects themselves it was noted that the 
proposed amendment of the Convention to allow for different freight 
rates in each country on international traffic would probably 
be the most difficult question to negotiate. With regard to the 
arbitration procedure proposed it was noted that, as a result of 
its rate covenants, the Association itself would be an interested 
party in the event of any proposed rate increases and therefore 
might become involved in a conflict of interest if called upon to 
nominate an arbitrator in case of a dispute. As an alternative 
solution, it was suggested that in case of dispute over a proposed 
rate increase, the arbitration procedure provided for in the Convention 
should apply. However, in order to avoid undue delays, the Committee 
felt that the Convention should be amended to give either party the 
right to invoke such arbitration procedure. The arbitrator, to be 
appointed by the President of the International Railway Federation 
(UIC), should not require the consent of the Association as a 
condition of his appointment. 

4. The further condition that no material change could be made in 
the Convention without the prior approval of the Association was felt 
to be too far reaching and when credit documents were drafted the 
condition should be qualified to spell out more specifically what 
IDA's interest was, limiting the condition, say, to "changes adversely 
affecting the projectn. 1-fuether or not this condition should be made 
a covenant or an event of default depended on the borrower's attitude 
during negotiation~, since in some cases it was unconstitutional for the 
government to make such a c·ovenant. In either case, however, the effect 
would be the same. 

5. A supplementary letter would specify targets for rates of return on 
net fixed assets up until 1970-71, tilth the provision that similar or 
higher rates of return should be achieved thereafter. However, these 
targets should not be made absolutelY inflexible in view of the fact 
that the railways did not enjoy a monopoly but were open to competition 
from road transport and hence could not effectively control the level 
of their profits within the time span of one year. The supplementary 
letter should therefore stipulate that the railways would take "all 
reasonable steps" to achieve these target rates by the indicated dates. 
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6. The Committee considered the proposed reimbursement by IDA 
of expenditures on project items going back to January 1, 1965, 
a problem accentuated by the fact that these expenditures had 
been financed by means of suppliers credits rather than by 
advances out of the borrower's own funds. It was noted that the 
delay in the consideration of the projects had been partlY due 
to conditions imposed by the Association unrelated to the projects 
themselves. Moreover, the latter had been under active consideration 
for some time preceding the date when the expenditures in question 
were made. In view of the precarious position of the railways at the 
time the orders were placed, the act of entering into the suppliers 
credits in question had been a sound decision and in fact the onlY 
way of keeping the railways operating, and it was clear that the 
credits had been obtained in anticipation of reimbursement from IDA. 

1. With regard to the conditions peculiar to the Senegal project, 
it was noted that an explicit criterion would be negotiated for the 
allocation of the groundnut traffic to the railways versus road 
transport on the basis of comparative cost rather than on political 
grounds as had been the practice in the past. With regard to the 
coordination of transport in Senegal, all that was sought was a 
clarification of the Government's policy. When this had been obtained 
it would be possible to judge whether or not the policy was adequate. 
Finally, it was noted that the target rates of return for 1970-1971 
should be S% in both cases rather than 5% in Senegal and S. i% in Mali. 

8. In general, it was noted that the reason for specifying such a 
large number of detailed conditions and issues to be clarified during 
negotiations was the fact that the railways were in precarious 
financial condition, thereby making it necessary to obtain firm 
assurances on practically every point affecting the railways' opera
tions. 

9. The Committee agreed with the recommendation that we proceed with 
negotiations of IDA credits of $9.1 million for the Mali railway project 
and $9 million for the Senegal railways project, substantially in 
accordance with the conditions outlined in the respective appraisal 
reports, except for the above-mentioned modification of the proposed 
arbitration procedure and the provisions regarding changes in the 
G.onvention; and that in view of the complementary nature of the 
projects part of the negotiations of the two credits be held with 
both borrowers concurrently. 

C. ADJOURNMENT 

The meeting adjourned at 4.45 p.m. 
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Minutes of Loan Committee Meeting held on 
Friday, May 20, 1966 at 3:00 p.m. in the Board Room 

A. Present: 

Mr. J. Burke Knapp, Chairman Hr. B. A. de Vries 
Mr. G. Alter Mr. A. G. E1 Emary 
Mr. A. Broches 1/ Hr. L. Nurick 
Mr. R. w. Cavanaugh Mr. A. Stevenson 
Mr. B. Chadenet Mr. G. M. Street 
Mr. s. R. Cope Mr. J. M. Malone, Secretary 

In Attendance: 

Mr. L. Cancio 1/ Miss A. L. Ma.hor 
Mr. R. A. ChaUfournier 1/ Mr'. o. Maiss 
Ivlr. w. Diamond (IFC) - Mr. M. Piccagli 
Mr. R. J. Gavin Mr. D. F.ichards on 
Mr. A. Gue 1/ Mr. L. B~ Ri.st 
Mr. F. H• Howell Mr. o. A. Schmidt 1/ 
Mr. s. s. Husain 1/ Mr. I. A. Sirken 17 
Mr. D. w. Jeffries (IFC) Mr. G. Vacche1li 
Mr. T. M. Jones !1r. l"ie L. Weiner 1/ 
Mr. w. H. Keltie 1/ Mr. G. K. Wiese 
Mr. F. H. Lamson-Scribner 1/ Mr. v. 1Nouters 
Hr. D. c. Lecuona _!./ 

B. Brazil - Future Lendin~ 0Eerations 

1. The Committee considered the memorandum of M~ 17, 1965 from the Western 
Hemisphere Department entitled "Brazil - Future Bank Lending Operations 11 (LC/0/66-
36). 
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2. The Committee was informed that the forthcoming popular election in the 
fall would probably not result in an impressive mandate for the Gover~ment, and 
that there was a possibility of a deterioration in the Government's support 
which might undermine some of the economic reforms which the Government had 
undertaken. However, the Bank's minimum conditions for lending would remain un
altered and, while the findings of the economic mission which had just returned 
from Brazil cast some doubt on the Government's intentions, it was felt that there 
was still a reasonable chance of achieving these goalso There would be another 
discussion in the Economic Committee on the findings of the mission as well as 
further discussions with the Brazilian authorities, particularly on the point of 
maintaining a flexible exchange rate which the Brazilians seemed extremelY reluc~ 
tant to do. 

3. The Committee's attention was drawn to the estimated "international · 
procurement component" of the five projects proposed for Bank lending in para
graph 10 of the memorandum. It was explained that the "international procurement 
component," as distinguished from the foreign exchange component, referred to all 
items of procurement which lent themselves to international competitive bidding 
and thus represented the maximum foreign exchange requirement. Since domestic 
suppliers enjoyed a 15% preference margin in the evaluation of bids, the actual 
foreign exchange requirements for the projects were likely to be less. 

4. With regard to the projects themselves, the Committee noted that the 
proposed Bank lending program had purposely been estimated somewhat on the high 
side in order to provide the Brazilians with the largest possible -incentive for 
achieving the necessary institutional changes. In any case, the program now 
proposed was still too far in the future to provide the basis for an accurate 
assessment of project costs or loan amounts. 

5. With regard to the proposal that a margin of preference be .a·.pplied to 
domestic contractor's overheads and profits on the highway projects,the issue 
was left for later decision. On one hand, it was felt that this would increase 
the complications regarding the selection of a proper base for calculating the 
margin of preference for domestic suppliers in general, including contractors. 
The Area Department informed the Committee that, on the other hand, the proposal 
was intended as a way of getting Brazil to abandon its current policy, which 
amounted to virtual total exclusion of foreign contractors from bidding on public 
works. In any case Brazilian contractors would probably not need a margin of 
preference to win the bidding on the highway projects because of their natural . ~ 
cost advantages. It was noted that the winning bid for the civil works on the 
Jaguara power project had been submitted by a Brazilian firm and was 25% less 
than the lowest foreign bid. 

6. With regard to the proposed informational meeting on Brazil in July, the 
Area Department was planning discussions with Minister Campos· · the following week, 
but felt that little could be accomplished by such a meeting in view of the un
certainties surrounding the elections and their possible effect on the Govern
ment's economic performance. (It was subsequently decided, however, at the · 
request of Minister Campos to proceed with plans for the meeting as scheduled). 

7. The Committee agreed with the recommendation that the Bank: 
a) prepare to be in a position to lend up to $150 million to Brazil for 

the projects described, or suitable alternatives, starting in January 1967, 
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subject to the conditions spelled out in paragraphs 4, 5 and 9 of the memorandum 
and subject to political developments; and 

b) continue its long-term program of project identification and prepara
tion in the fields of power, industry, transport and agriculture. 

C. Turkey - Lending Prospects and_ Propo~ IDA Credit for an Industrial Bank 
(TSKB) •11 

1. The Committee also considered the memorandQm of May 16, 1966 from the 
Europe and ~liddle East Department entitled ttTurkey - Lending Prospects and Proposed 
IDA Credit for an Industrial Bank (TSKB)." (LC/0/66-35). At the meeting, the 
Europe and Middle East Department also submitted for the Committee's consideration 
the attached supplementary note to memorandum LC/0/66-35. 

2. The Committee noted that Turkey was classified as a blend country although 
it had not received a Bank loan since the early 1950's. The Committee accepted 
the special reasons advanced by the Area Department for allocating $15 million of 
IDA money to the -present operation, but in view of the fact that there was a demons
trated need for $25 million of external financing for TSKB during the next two 
years, the question was raised of whether an additional $10 million might not be 
provided in the form of a Bank loan. Against this proposition, it was argued that, 
since the amortization payments on a Bank loan would be geared to the repayments 
from sub-borrowers, and since the average term of TSKB's loans was less than 8 
years, this would place the Bank in an embarrassing position vis-a-vis the Turkish 
Consortium in the light of the emphasis placed on Turkey's debt burden problem 
during the Consortium discussions. It was pointed out, on the other hand, that 
TSKB could allocate to the Bank loan their longer loans, and that in any case many 
development banks in countries with a relatively weak financial position (e. g. 
ICICI and PICIC) had been able to accept relatively short amortization periods with 
the understanding that they could come back to the Bank for new foreign exchange 
resources as required. Furthermore, a blend of $15 million IDA credit and a $10 
million Bank loan would produce a reasonably "soft blend" total even if the 
amortization period on the Bank loan was rather short. 

3. vfith regard to the possibility of a second private development finance 
institution, it was not known whether sufficient demand existed to support such 
an institution, but it was felt that encouragement should be given to indigenous 
efforts which complemented those of the TSKB rather than competing with them. 
Furthermore, before considering filling the gap with a new private institution, 
the Bank and IFC should endeavor to find out why the existing institution was not 
filling the gap itself, as stated in paragraph 26. This question. should be raised 
with the representatives of the TSKB during negotiations. 

4. V>Jith regard to the Turkish electric power industry, the Bank had recently 
been disappointed to learn that the proposal submitted to the Turkish Parliament 
for a national power authority had not been at all what the Bank had hoped for. 
Thus, in some respects, we were back where we started with regard to possible tech
nical assistance. However, the Bank should not give up its efforts to secure a 
proper re-organization of the industry. 
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5. The Committee agreed that the suggestion of making a $10 million Bank 
loan in conjunction with the proposed $15 million IDA credit for the TSKB should 
be considered further, but that in the meantime IDA should be prepared to nego- 
tiate the credit as recommended in paragraph 32 of the memorandum. (It was sub
sequently decided to offer the TSKB a Bank loan of $10 million in addition to the 
$15 million IDA credit.) 

D. Adjournment 

The meeting adjourned at 5:20p.m. 
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Memorandum from Europe and Middle East Department 

TURKEY 

Supplementary Note to Memorandum LC/0/66-35 
of M~ 16, 1966 - PART I - LENDING PROSPECTS 

1. Electric Power - Gokcekaya Dam and Hydroelectric Project 

The Turkish Government has just requested the Bank and IDA to consider 
financing the proposed Gokcekaya Dam and Hydroelectric Project - a 3 unit, 
300,000 kw installation to be built on the Sakarya River, approxllnately 
50 lan downstream from the Sariyar Dam, 160 km west of Ankara and 210 km 
east of Istanbulo 

2. The total cost of the project as now estimated by EBASCO is $67 million, 
of which $24 million is the estimated foreign exchange requirement. The 
foreign exchange costs of the project were to have been financed originally 
by a $20 million u.s~ AID loano However, only one of two bids by American 
firms was considered responsive, and it had been considered teo hj .. gh. It 
was ·(ihen decided to have international bidding on the entire project to 
supplement AID•s $20 million loan 1-1hich would remain available for 
procurement from the United States. In addition~ the United States plans 
to finance associated transmission lines for $12 million. The Turkish 
Government hopes that between $10 and $15 million of the foreign procurement 
for Gokcekaya will be from the United States under the AID loan, leaving 
between $10 to $15 million for other foreign procurement under a Bank loan 
or an IDA credit. 

3. We believe that the bulk of the procurement would be outside the United 
States under international bidding since the United States probably would 
not be competitive in either the equipment required for building tho 
concrete arch dam, or in the permanent equipmento We also b8lieve the 
foreign exchange required could significantly exc-:.ed the estimate of 
$24 million, especially since the EBASCO estimates; as required by the 
Turkish Government, assume extensive local procurement. 

4~ Therefore, the amount of financing required by the Bank or IDA.') even if 
provided in conjunction with an AID loan of up to $20 million.9 coul d be 
$25 million or more, in view of the possibility that most of the pi"'ocurement 
would be outside the United Stateso 

5. It is still uncertain whether a thermal plant would be preferable 
economically to the Gokcekaya Dam project, particularly if the second 
round of bids also greatly exceed the cost esti:r.l:ttes. The Governm~nt is 
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extremely reluctant to consider alternative proposals to Gokcekaya, and 
has given the project a high priority and shows great determination to have 
the project undertaken as promptly as possible. 

6. As set forth in our memorandum to the Loan Cormni ttee of May 16, the 
Bank and IDA have been actively seeking projects suitable for financing in 
Turkey. The Gokcekaya project is clearly an important part of Turkey's 
electric power development plans, and appears to merit the high priority 
which the Government has assigned it. We are active in the electric 
energy field in Turkey, with our proposed technical assistance on the 
reorganization of the power industr,r, the IDA credits for the private 
Cukurova Electric Power company, and our proposed $25 million for ~inancing 
the transmission lines in the Keban project in 1967 or 1968. 

Conclusions and Recommendations 

7. I recommend, therefore, that we express our willingness to consider 
financing the Gokcekaya project or a substitute. We should stress from 
the start, first, that we would have to satisfy ourselves on Turkey's 
broad power planning in light of current conditions, and that the capacity 
represented by Gokcekaya, if still needed, would not be provided more 
economically by thermal expansion; second, that there would be full 
international bidding; and thirdly, that the amount of Bank or IDA 
financing required could be provided within our overall program of lending 
for Turkey. 

s. R. Cope 
Director 
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Minutes of Loan Committee Meeting held on 
Thursday, May 12, 1966 at 10:30 a.m. in the Board Room 

A. Present: 

Mr. J. Burke Knapp, Chairman Mr. A. G. El Emary 
Mr. G. Alter Mr. R. J. Goodman 
Nr. R. 1~. Cavanaugh Mr. A. M. Kamarck 
Mr. B. Chadenet IYir. A. Stevenson 
Mr. E. E. Clark Mr. J. M. Malone, Secret ary 
Mr. s. R. Cope 
Mr. R. H. Demuth 

In Attendance: 

Mr. B. R. Bell Mr. s. Y. Park 
Mr .. J. Bravo Hr. M. :::Jiccagli 
Hr. R. A. Chaufournier Mr. H. B. Ripman 
Mr. u. Finzi Mr. 1. B. Rist 
Mr. M. 1. Hoffman Mr. o. A. Schmidt 
Mr. F. H. Howell J.V1r. A. Shibu.sm~Ja 

Mr. H. Mirza Mr. H. 1. vJeiner 
Mr. D. S. Mitchell Mr. G. Kc Wiese 

B. Colombia - Future Bank Lending Operations 

The committee considered the memorandum of }fuy 4, 1966 fram the 
Western Hemisphere Department entitled "Col ombia - Future Bank 
Lending Operations" {LC/0/66-29). 

1. The Committee noted that: 
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(a) Since the memorandum had been written, the President-elect 
had informed the Bank that he wanted to postpone the meeting of the 
Consultative Group until after his govermnent took office later this 
year. This postponement would necessitate some modifications of the 
recommendations in the memorandum regarding the Consultative Group and 
the joint financing of projects. On the economic side it would provi de 
the Bank with further opportunity to review the progress of the stab~liza
tion program, a quarterly review of which was currently in progress in 
collaboration with the IMF and the U.S. Government. (Preliminary indica
tions were that the government's fiscal performance during the first 
quarter of 1966 had been reasonably good.) The Bank's economic report 
would then be updated prior to its presentation to the Consultative Group, 
but in the meantime the conclusions of the report would be discussed with 
the President-elect. 

(b) The figures given in the memorandum for the total investment 
program, the total need for external assistance and the tot al Bank lend
ing program, while probably upper limits, were not grossly ove~stated. 
Some slippage might occur, however, which would be taken account of in 
finalizing the economic report. The main risk Has the extent to whi ch 
particular donors would not finance certain t~~es of projects (e.g. the 
IDB might be able to do less than anticipated in financing social in
frastructure projects). However, this would not affect overall foreign 
exchange requirements greatly since such projects entailed l argely local 
costs. In the event of such a shortfall the Bank would encourage group 
members to provide greater amounts of program type assis t ance, the need 
for which could be more accurately assessed at the time of the updati ng 
of the economic report prior to the group meeting. It was important to 
build into the overall program some contingency items to provide the 
needed flexibility and to avoid giving the misleading linpression that the 
program proposed would neatly fill a precisel y measurabl e resource gap. 

(c) The qualification set forth in the memorandum ~ith regard 
to the necessity of power interconnection as a preconditi on for lending 
should not be interpreted as an easing of the Bank's position but was 
merely a recognition of the reality of inter-regional rivalry and suspic
ion. It was suggested that, should agreement not be reached, the Bank 
indicate to the Consultative Group the exte_nt to Hhich resources were 
being wasted as a result of the postponement of interconnection. With 
regard to the road user charges study, it was noted that the lending 
should equally be made conditional upon the implementation of the recommenda
tions of the concurrent management study. In general it was agreed that, 
in the event the government did not fulfillall of the conditions set forth 
by the Bank for lending in a given sector but no~~etheless wished to present 
projects in that sector for the consideration of the Consultative Group, 
the Bank would inform the group of the Government's wishes but would feel 
free to comment on the conditions remaining unfulfilled. 

(d) With regard to the proposed Bank lending program, the Bank 
should emphasize the projects that it was prepared to consider rather 
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than expressing its intentions in terms of a global tar get figure. In 
any event there were no other projects which could be readily substituted 
in 1966/67 if one or more of the projects in the Bank's lending program 
should slip. t~ile the G~vernment's investment program could not be 
implemented without further substantial commitments, the Bank's total 
commitments in Colombia were already high in relation to other countries 
and would be considerably higher as a result of the proposed lending pro
gram for the coming fiscal year, a fact which further emphasized the need 
of obtaining as much financial assistance for Col ombia as possible from 
other sources. 

(e) 1N.hile a final discussion of joint financing arrangements 
v-muld be deferred until the Consultative Group met, a cons iderable amount 
of preparatory work coul d be completed prior to that time so that the 
group members would be in a position to make decisions at the meeting. 
It was recognized however, that the principles involved would necessitate 
policy decisions at a fairly high level, not only by the participating 
governments but by the Bank also. The idea of joint financing was still 
in an eA~erimental stage in the Bank and should be discussed thoroughly 
before a final policy decision was made. Such a discussion might take 
place in conjunction with the review of Consultative Gro~p procedures, 
which is tentatively scheduled in connection with the next Annual £.1eeting. 
In the meantime the Bank would sound out likely participants on the feasi
bility of the ne1v "package" approach. (There 't'lfas little chance of securing 
joint financing for the telecorr~unications project since the only large 
order forthcoming might well be placed in the United Stat es, which had 
until now evinced little interest in joint financing.) 

2. The Committee agreed with the recormnendation that the Bank: 

(a) Convene a meeting of the Consultative Group later this year 
after the new government takes office and, in the meantime, continue to 
review the ~overnment 1 s economic per formance and hold prelimi nary discussions 
with individual group members on the possibilities of joint financing of 
future projects. 

(b) Inform the Government that it was prepared to make new loans 
for the projects listed, and on the conditions listed, in the memorandum, 
provided that the President-elect indicates ·that the new government will 
continue and improve the policies outlined in the iiemorandum of Under
standing dated December 17, 1965; and 

(c) Continue its long-term program of project identi fication and 
preparation. 

). Adjournment: The meeting adjourned at 12:20 p.m. 
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Minutes of Meeting of Loan Committee held on 
Tuesday, April 26, 1966, at 3:00 p.m. in the Board Room 
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1-ir. s. R. Cope, Deputy Chairman 
Mr. G. Alter 
Mr. A. Broches 
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Mr. A. M. Kamarck 
Mr. A. Stevenson 
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Mr. G. Conrad 1/-
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Mr. c. Finne 1/ 
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B. East Africa - Proposed Loan for the East African Posts and Telecom
munications AdmLnistration 

1. The Committee considered the memorandum of April 22, 1966, from 
the Africa Department entitled "East Africa - Proposed Loan for the East 
African Posts and Telecommunications Administration" (LC/0/66-24). 

2. The Committee noted that: 

(a) Although there were elements within the three countries con
cerned (Kenya, Tanzania and Uganda) which favored breaking up the East 
African Common s·ervices Authority (EACSA), a question which was under 
review by a ten-man commission, there was general agreement that the Posts 
and Telecommunications should be kept as a common East African Service 
(although it might possibly be reestablished as a statutory corporation). 
In any event, if necessary, the Posts and Telecommunications could be broken 
up into three separate national systems without drastically affecting the 
Bank's project. The Africa Department expected negotiations but not Board 
presentation or signing before the commission's report would be available. 
While, as a general principle, the Bank should encourage the East African 
countries to integrate the ultimate decision rested upon political consider
ations. 

(b) While there were no project grounds for extended amortization, 
the three East African governments had heavy external debt obligations 
falling due in the 70 1s, making more liberal amortization advisable in order 
to reduce debt service payments during the critical period. However, it 
was noted that the case for an axtended grace period was not as clear since 
the peak in debt service occurred sooner than seven years. It was pointed 
out that the borrower might not want to pay the additional interest result
ing from seven years• vs. five years' grace. On the other hand, it was 
noted that the Bank was considering the possibility of setting up a consul
tative group for East Africa (which was eligible for "blend" financing) and 
might then be in the position of pressing the members to liberalize their 
aid giving terms. In order to set a good example while strengthening its 
own position vis a vis such a group, the Bank should go as far as possible 
toward softening the terms of its own lending to East Africa. However, 
most of the anticipated future operations in the East African countries 
would be on IDA terms, so that there was no compelling reason for liberaliz
ing the terms of Bank lending in the present case. 

(c) The proposed Bank loan would cover only 72% of the foreign 
exchange component, since it was tailored primarily to the EAPT's capital. 
requirements and since a large part of procurement was tied to existing 
sources of supply and could not be subjected to international competitive 
bidding. There was some feeling that the Bank loan should cover the 
entire foreign exchange component; however, it was pointed out that, in 
most of the anticipated future operations, Bank/IDA financing would cover a 
substantial proportion of the local costs of the projects in addition to 
the foreign costs. 

(d) The ADB was not ready to participate in the negotiations but 
wanted to keep the door open for a possible financial participation within 
the Bank-financed project and was anxious to be a full partner with the 
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Bank and IDA in joint projects in Africa. While it was the Bank's stated 
policy to cooperate as much as possible with regional lending institutions, 
and while satisfactory working arrangements existed with the older, better 
established institutions such as the IDB, there would be considerable diffi
culties in working out similar arrangements with the newer,less experienced 
institutions such as the African and Asian Development Banks and the 
Central American Bank for Economic Integration. The Bank had a moral obliga
tion to arrange for as much joint appraisal and supervision of such projects 
as possible, in order to impart the benefit of its longer experience to the 
staff of the new institutions. However, this created difficulties, since, 
if appraisal and supervision were really on a joint basis, they would beanme 
inefficient, awkward and unreliable, while the Bank's taking the dominant 
role, rather than allowing the regional institution to participate on an 
equal basis, might be unacceptable to the latter for reasons of prestige. 
The Projects Department suggested two possible alternatives which might 
avoid the difficulty of overlapping or conflicting responsibilities, par
ticularly in cases when an ongoing investment program was being financed: 
first, it might be possible for the Bank and its regional partner each to 
finance a separate time segment of the program instead of financing the 
same segment jointly; or, second, it might be possible to divide the program 
physically, limiting the responsibility of each institution to an easily 
definable part of the program, e.g., power generation vs. transmission and 
distribution. In general, however, the Bank would still want to appraise 
and supervise each entity or project as a whole, including all relevant 
aspects regardless of the sources of financing involved. 

3. In conclusion, the committee agreed that: 

(a) The Bank should invite the governments of Kenya, Tanzania and 
Uganda to send representatives to Washington to negotiate a loan of up to 
the $13 million for the five year investment program of the EAPT. The loan 
would be substantially on the conditions set forth in the appraisal report, 
except that the term would be 25 years. In view of the considerable differ
ence of opinion regarding the grace period, Mr. Cope would discuss the 
matter with Mr. Knapp. The Bank would be willing, in this particular case, 
to disburse in respect of payments going back to November 1, 1965. 

(b) The Bank should attempt to secure participation by the African 
Development Bank in the proposed loan and should agree with the ADB on a 
satisfactory working arrangement for cooperation between the two. 

(It was subsequently decided, after discussion with Mr. Knapp, that the 
grace period should be five years as proposed in the appraisal report rather 
than seven years as recommended by the Africa Department.) 

C. Iceland - Proposed Burfell Project 

1. The Committee also considered the memorandum of April 22, 1966, 
from the Europe and Middle East Department entitled "Iceland - Proposed 
Burfell Project" (LC/0/66-26). 

2. The Committee noted that: 

(a) The question of Iceland's market eligibility had already been 
decided. The Chairman reported that the President felt that, while Iceland 
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should pay a market rate for loans which could be considered of a normal 
size for the country, the interest rate on the Burfell loan should be the 
Bank's standard interest rate in view of the fact that the amount of extern~l 
borro1v.ing involved was extremely large for an economy the size of Iceland, 
and of the fact that the Bank's position had become crystallized during the 
course of the negotiations between Iceland and Alusuisse which had taken 
more than three years. As far as Iceland's access to the market was con
cerned, the underwriters were pessimistic. In fact, it seemed possible 
that the planned issue of bonds by the Government would not meet expecta
tions. In that case it might be necessary to resort to short or medium-
term borrowing by private placement with the New York banks until market 
conditions improved. Alternatively, the Government might provide the 
necessary funds for the Burfell project from other sources, including its 
reserves. In any case, the Guarantee Agreement would contain the usual 
provision obligating the Government to provide whatever funds were necessary 
to meet any short-fall. 

(b) With regard to the project itself, although the rate of return 
was marginal,there were few alternatives. Iceland had few natural resources 
other than fishing and of these the Burfell project was the most promising 
although it was recognized that the estimated rate of return of 7~ was 
modest. Iceland had made as good a bargain in its negotiations with 
Alusuisse as could be expected. 

(c) The standard provision in the Guarantee Agreement whereby the 
Government would agree to provide all funds needed for the compl etion of 
the project would be sufficient to cover the risk of an escalati on of costs. 
As far as rate increases were concerned, the situation should be explored 
during negotiations. As a minimum, all necessary action by the Borrower 
to put the increases in effect should be taken before the loan was signed. 

3. The Committee agreed that: 

(a) Representatives of the Republic of Iceland and the Landsvirkjun 
be invited to negotiate a loan of $18 million for a term of 25 years includ
ing a 4-1/2-year grace period in accordance with the conclusions and recom
mendations set forth in the appraisal report; and 

(b) In accordance with the decision announced at the Senior Staff 
Meeting of April 13, 1966: 

(i) The proposed loan would be made at the Bank's standard 
interest rate; and 

(ii) Representatives of the Government would be advised that 
future lending to Iceland would be at the market eligible rate. 
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February 21, 1966 

Minutes of Loan Committee Meeting held on 
Monday, February 7, 1966 at 3 :00 p.m. in the Board Room 

I 

A. Present: 

Mr. J. Burke Knapp, 
Mr. G. Alter 
Mr. B. Chadenet 
Mr. s. R. Cope 
Mr. A. G. El Flnary 
Mr. R. J. Goodman 

In Attendance: 

Mr. D. Avramovic 
Mr. J. A. Edelman 
Mr. L. M. Hansen 
Mr. N. Horsley 
Mr. F. J. Lethem 
Mr. P. Is on 

Chainnan Mr. M. L. Hoffman 
Mr. A. M. Kamarck 
Mr. s. N. Mcivor 
Mr. L. Nurick 
Mr. F. R. Poore 
Mr. J. M. Malone, Acting Secretary 

Mr. -F. Lutolf 
Miss A. Maher 
Mr. 0. Maiss 
Mr. A. Rivkin 
Mr. J. P. Uhrig 
Mr. J. H. Williams 
Mr. G. c. Wishart ,.. 

B. Nigeria - Nigerian Consultative Group - Prospective Bank Lending 
to Nigeria 

1. The Committee considered a memorandum from the Africa Depart-
ment entitled 11Nigerian Consultative Group - Prospective Bank Lending 
to Nigeria" (LC/0/66-8) dated February 3, 1966, together with the 
Economic Committee's "Conclusions and Reconunendations on the Economy 
of Nigeria" (EC/M/66-5), dated February 4, 1965. The Committee was 
informed that the members of the Consultative Group had adopted a 
'~usiness as usual" attitude and were generally favorably inclined 
toward providing assistance to the new Nigerian Government. 
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2. · The area department emphasized that the proposal put forward 
to the Consultative Group by Nigeria showed major progress in delimiting 
planned development expenditure, so that the plan could now be considered 
a closed one rather than the open-ended type of program which existed 
when the Bank economic mission visited the country last summer. With 
respect to financing, the Committee noted that domestic resource 
mobilization to finance the plan, amounting to about 40% of total plan 
investment, should be considered reasonably satisfactory in the African 
context. Although a somewhat higher domestic effort might be possible 
and although uncertainty existed as to the extent to which investment 
targets were likely to be fulfilled, there was little doubt that a 
substantial financial gap (possibly as much as £100 million) would 
remain to be filled from new external borrowing, i.e. in addition to 
drawings on existing undisbursed commitments. 

3. The Committee felt that, in view of the recent political events 
in Nigeria and the present uncertainty regarding future political devel
opments, it would be difficult for either the Bank or the Consultative 
Group members to make firm commitments at this time to fill the estimated 
two-year financial gap. Furthermore, both the Bank and the members of. 
the Consultative Group would need guidance on the total amount of new 
commitments required in order to produce disbursements within the plan 
period sufficient to fill the gap. As far as the Bank was concerned, 
it would be dangerous, even with all the appropriate qualifications, 
to become identified with the figure of $280 million in loan commitments 
for the next two Nigerian fiscal years, as proposed in the area depart
ment memorandum. Furthermore, there did not appear to be any solid 
prospect of enough firm projects to realize this amount. Therefore at the 
meeting in Paris, the Bank should specify only what it was prepared 
to consider in the way of commitments during the coming Nigerian fiscal 
year, April 1, 1966 to March 30, 1967 (perhaps $100 million), but could 
indicate that it would hope to increase this amount in the following 
fiscal year. The Committee felt that since the Bank would have to 
explore the legal requirements which might have to be satisfied by 
the new government, any statement of the Bank's intentions should be 
made subject to the satisfaction of such requirements. 

4. As far as terms were concerned, it was noted that the Economic 
Committee had confirmed that the recent improvement in Nigeria's pros
pects warranted promoting the country from the blend C8.tegory to Bank 
only. Howe-:rer, it was also noted that Nigeria had a difficult debt 
service problem and that its IDA eligibility should be kept under 
review. In the meantime, subject to reviewing case-by-case the particular 
project or enterprise consi4erations, Bank lending to Nigeria should in 
general be expected to run for periods of 2$ years or more including 
S years or more of grace. 

$. The Committee agreed that, because of the Bank 1s own special
ized role, it could and often did expect other lenders with whom it 
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cooperat ed to go further than it was prepared to go itself in the 
direction of financing local costs of projects, adopting liberal 
criteria for the eligibility of projects and providing non-project 
(or, "program") assistance. The Committee was informed that, even 
if the Bank and the Consultative Group were willing to finance 100% 
of the cost of conventionally eligible projects, a considerable gap 
would still remain due to the nature of the plan and the fact that 
already existing commitments had largely pre-empted most of the 
conventionally eligible project content of the plan. Thus a need 
for some program-type aid (budget support) would remain, to which 
the Bank should draw attention in Paris. 

6. In summar,y, the Committee agreed that: 

a. The Bank should inform the Consultative Group that we 
considered the plan a suitable framework for our own lending 
decisions and the aid decisions of donor countries. 

b. The Bank should encourage ·members of the Consultative 
Group to finance a high proportion of currently eligible 
projects, to consider broadening the definition of eligibility 
and, especially, to provide program-type aid not tied directly 
to specific projects. 

c. The Bank should inform Nigeria and the Consultative Group 
that it was prepared to enter into new commitments of approx
imately $100 million in 1966-6~with a possibility of higher 
commitments next year, subject to satisfactory performance, 
to satisfactory appraisal of individual projects, and to the 
satisfaction of any legal requirements which might now exist. 

d. The Bank should be prepared to finance, in addition to 
the foreign exchange component of projects, a substantial 
proportion of the local currency costs, taking into account 
the needs of the individual projects; but the percentage of 
the total cost to be so financed should not normally exceed 
60% in the absence of special justification. 

e. Subject to reviewing case-by-case the particular project 
or enterprise considerations, Bank lending to Nigeria should 
in general be expected to run for periods of 25 years or more, 
including 5 years or more of grace. Proposals for capitalizing 
interest where it would be appropriate to the project could also 
be considered. 

C. Adjournment 

The meeting adjourned at 5:15 p.m. 
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February e.., 1966 

Minutes of Loan Committee Meeting held on 
Friday, January 21, 1966 at 4:00 p.m. in the Board Room 

A. Present: 

Mr. s. R. Cope, in the Chair Mr. M. L. Hoffman 
Mr. G. Alter Mr. F. R. Poore 
Mr. A. Broches Mr. J. A. Edelman 
Mr. A. Stevenson Mr. B. B. King 
Mr. B. Chadenet Mr. J. M. Malone, Acting Secretary 

In Attendance: 

Mr. J. Andreu Miss A. L. Maher 
Mr. w. c. Baum Mr. o. Maiss 
Mr. B. Bell Mr. c. s. Monsod 
Mr. w. Brakel Mr. J. F. Rigby 
Mr. R. A. · Chaufournier Mr. H. B. Ripman 
Mr. A. Churchill Mr. F. A. Steuber 
Mr. c. Fligler Mr. s. Takahashi 
Mr. P. Kuczynski Mr. E. P. Wright 

B. Costa Rica - Bank Loan for Agricultural Credit Project and Further 
Lending Program 

1. The Committee considered the memorandum of January 17, 1966 
from the Western Hemisphere Department entitled "Costa Rica - Bank Loan 
for Agricultural Credit Project and Further Lending Program" (LC/0/66-6). 
The Committee was informed that Costa Rica's economic prospects were 
generally favorable but that the Bank, w·hich was already the largest single 
lender to Costa Rica, would be substantially increasing its already 
relatively high commitments to that country by adopting the recommended 
program. Cos·ta Rica's fiscal performance had been poor for a number of 
years, and in fact Costa Rica's loan service payments to the Bank had 
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frequently been delayed as a result of this and other administrative 
difficulties. Working closely with the IMF, the Bank had now obtained 
general agreement on specific fiscal measures designed to remedy the 
situation. Tax measures for 1966 had already been defined and additional 
measures for 1967 were being cleared v-rith the President of Costa Rica. 
In the meantime, the I1inister of Finance had reacted fa~orably to the 
proposed tranche approach, which he felt w·ould assist him in obtaining the 
desired fiscal reforms. 

2. With regard to the projects themselves, the Committee noted that 
the second stage of the road program should not be finally appraised until 
the first stage was successfully implemented. This meant that the project 
would probably not be appraised until early 1967, rather than December 1966, 
as estimated in the memorandum. 

3. Mr. Alter suggested that the Bank should consider joint financing 
arrangements for some of the projects. In view of the Bank's continuing 
close contact with the major project executing agencies and the interest 
of other lenders, including the Bank for Central American Economic Integration, 
the Committee felt that this was desirable in principle but might lead to a 
dilution of our relationships with the borrow·ing agencies and possibly also 
to undue constraints on effectiveness and delays in execution of the projects. 

4. The Committee then considered the tranche approach recommended for 
the agricultural credit project, noting that, aside from the Minister of 
Finance's favorable reaction to the proposal, the major argument in its 
favor was predicated on the very high priority of the investments involved, 
which were expected to be quick - and high-yielding, thereby enhancing the 
leverage of the second tranche. The Committee noted, however, that the 
disbursement period was estimated to be '5 years, although most of the funds 
were expected to be disbursed within the first three years. Moreover, in 
the discussion which followed, the Projects Department argued that a two 
tranche loan, with the effectiveness of the second tranche tied to the 
financial performance of Costa Rica, would weaken our control over the 
performance of the project and that it would be preferable to split the amount 
into two separate loans rather than two tranches, while, on the legal and 
administrative side, a number of complications could be thereby avoided. 

5. The General Counsel added that it would be difficult to draft 
conditions of effectiveness for a second tranche with sufficient precision, 
and that there might easily be uncertainty or dispute as to the fulfillment 
of the conditions w·hich might cause delays beyond the control of both the 
Bank and the borrower, and in the end might either lead to cancellation or 
in effect to waiving the conditions of effectiveness. The Western Hemisphere 
Department, however, felt that the conditions of effectiveness for the second 
tranche could be formulated as measurable, unequivocal criteria. With regard 
to the waiver of the commitment charge on the second tranche, the General 
Counsel felt that the Bank was either committed or not, once it had agreed 
to make a loan, and that if it was not intended that the Bank should be fully 
committed, it would be better to recognize this by making a separate loan for 
the second tranche. The commitment in principle to make the second loan could 
be subjected to conditions framed in somewhat less precise terms than vJ·ould 
be required in the case of a tw·o-tranche loan. · · 
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6. In view of the Projects Department's expressed preference for a 
two-loan approach, the Western Hemisphere Department decided to withdraw· 
its recommendation of the tranche approach, pending further discussions 
with the Projects Department. The Committee agreed, however, that the 
Western Hemisphere Department should be authorized to discuss with the 
Costa Rican authorities the general lines of a lending program of about 
$50 million over the next 18 months, as outlined in the memorandum. 

C. Adjournment 

The meeting adjourned at 5:05 p.m. 
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January 25, 1966 

Minutes of Loan Committee Meeting held on 
Monday, January 17, 1966 at 3:00p.m. in the Board Room 

A. Present: 

Mr. S. R. Cope, in the Chair Mr. E. E. Clark 
Mr. G. Alter Mr. R. J. Goodman 
Mr. R. H. Demuth Mr. F. R. Poore 
Mr. A. G. El Emary Mr. 
Mr. A. Stevenson Mr. 

B. A. de Vries 
J. M. Malone, Acting Secretary 

Mr. B. Chadenet 

In Attendance: 

Mr. J. H. Adler Mr. o. Maiss 
Mr. R. A. Ghaufournier Mr. v. Masoni 
Mr. M. Ballesteros Mr. D. S. Mitchell 
Mr. D. S. Ballantine Mr. S. Y. Park 
Mr. H. F. Havlik Mr. c. E. 1~ebb 
Mr. w. M. Keltie Mr. E. P. Wright 
Mr. A. D. Knox Mr. o. Yenal 

B. Peru - Future Bank Lending Operations 

1. The Committee considered the memorandum from the Western Hemisphere 
Department entitled "Peru - Future Bank Lending Operationstt (LC/0/66-2) 
dated January 7, 1966, which proposed a lending program of about $130 million 
during 1966 and 1967. The possibility of lending such a substantial amount 
over a sufficiently long time period gave the Bank the required leverage to 
ensure that the Peruvian Government would adopt the recent Bank economic 
mission's recommendations, which they had already accepted in principle. 
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These measures were outlined in paragraph 7 of the Economic Committee's 
"Conclusions and Recommendations on the Economy of Peru" (EC/M/66-1) dated 
January 6, 1966. The Committee was informed that the Peruvian economy was 
strong, that export performance had been good, but that a substantial 
increase in public investment was required to achieve the structural changes 
needed to strengthen the economy. This in turn made necessary the specific 
fiscal measures recommended by the mission. The Congress had recently 
enacted a 7~ expenditure cut for 1966 and there was a reasonable likelihood 
that the fiscal reforms for 1967 would also be adopted. 

2. The Committee was informed that recently negotiations had been 
resumed between the Peruvian Government and the International Petroleum 
Corporation, but that, until the issue had been resolved to the satisfaction 
of the u.s., the USAID was unlikely to resume lending in Peru. In these 
circumstances it was still premature to consider setting up a consultative 
group for Peru. The Committee felt, however, that the Bank should continue 
to maintain the close contact it already has with other lenders, actual 
and potential, and to consult with them informally on prospective lending 
operations and on the country's performance. The Committee noted that if 
AID assistance were not forthcoming Peru's investment program would have to 
be adjusted and, while such an adjustment might not affect the Bank's 
lending operations, it might easily affect the project composition of Peru's 
investment program. In the meantime the Bank should proceed on the assumption 
that about $110 million would be forthcoming from AID, primarily for the 
development of the country's social infrastructure. 

3. The Committee was informed that, on the basis of the information now 
available, there appeared to be no "project" grounds either for or against 
the tranche approach to the financing of the education project, although 
the divisibility of the project -permitted such an approach. It was argued, 
however, that this project should be used as a firm symbol or instrument of 
the more general conditionality of the lending program, that the conditionality 
of further loan commitments for 1967 might not provide leverage at the proper 
time, and that the conditionality of disbursements should also be considered 
in this case to obtain leverage at the proper time. On the other hand, the 
small amount involved in a second tranche could add little weight to the 
leverage already inherent in the $100 million lending program, which was 
subject to the same conditions. Moreover, it was still not clear whether 
the timing of the project would be such as to enable us to use it for addition
al leverage on Peru's 1967 fiscal policy. The Committee felt, therefore, 
that any possible benefits to be gained from the proposed tranche approach 
in this case would probably be more than outweighed by the complications 
involved. However, this question could be reconsidered as the situation 
developed and new facts emerged. 

4. With regard to the longer term lending program, the Committee noted 
that, while the Olmos irrigation project was probably within the capacity of 
the Government to execute and administer, the Bank's experience had indicated 
that special attention should be given to arrangements on the agricultural 
side, including land settlement, introduction of new techniques, and water 
distribution. Moreover, the Government should continue its current studies 
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of other new projects, the results of which when known might indicate a 
higher priority alternative to Olmos. Finally it was recognized that very 
high priority should be given to projects for rehabilitating existing 
irrigation works. The IDB was now considering a loan for this and thus no 
action by the Bank was necessary. 

5. The Committee agreed substantially with the recommendations in 
paragraph 17 of the memorandum, i.e. that the Bank should be prepared to 
consider loans to Peru totaling about $130 million up to the end of 1967 
representing approximately 60% of the cost of the projects listed in the 
memorandum. Loans for the three projects proposed for 1966 would be subject 
only to satisfactory appraisal reports, although we would expect that the 
Government's financial program for 1967 would be defined in a satisfactory 
manner before presentation of the education project to the Board. The longer 
term lending program of about $100 million would go forward if the 
Government's economic policies as now indicated progressed along the lines 
stated in the memorandum of understanding of October 1965. Further 
consideration of · a consultative group would be deferred but the Bank's 
close contact and consultation with other lenders and with the Peruvian 
Government should be maintained. Finally, by rejecting the tranche approach 
in the case of the proposed education project, the Committee did not imply 
that such an approach could hot be reconsidered in other more appropriate 
cases. 

C. Adjournment 

6. The meeting adjourned at 4:30 p.m. 
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Minutes of Loan Committee Meeting held on 
Thursday, January 13, 1966 at 3:00 p.m. in Room 1038 

A. Present: 

Mr. s. R. Cope, in the Chair Mr. B. A. de Vries 
r1r. G. Alter Mr. A. G. El Emary 
Mr. L. Cancio Mr. R. G. Goodman 
Mr. R. W. Cavanaugh Mr. M. L. Hoffman 
Mr. B. Chadenet Mr. s. N. Mcivor 

Mr. J. M. Malone, Acting Secretary 

In Attendance: 

Mr. B. Bell Mr. o. Maiss 
Mr. w. Brakel Mr. M. Piccagli 
Mr. R. A. Chaufournier Mr. s. Takahashi 
Mr. E. Lerdau Mr. J. H. Vignes 
Mr. J. C. Lithgow Mr. E. P. Wright 

Mr. B. Zinman 

B. Venezuela - Bank Lending Program 

1. The Committee considered the memorandum from the Western Hemisphere 
Department entitled, "Venezuela - Bank Lending Program11 (LC/0/66-1) dated 
January 6, 1966, which proposed that the Bank should adopt the approach of 
making adequate fiscal performance a condition of lending, even though 
Venezuela was very creditworthy. The Committee noted that the Bank's 
initiative, supported by the IMF, the IDB, the ClAP and the U.S. Government, 
in urging the Venezuelan Government to adopt revenue measures was aimed at 
increasing the Bank's small leverage in this field. 

2. The Bank had learned that the Venezuelan Government already intended 
to adopt revenue measures which would be adequate from the Bank's viewpoint. 
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In the event that the Government did not live up to its intentions, the 
Bank should not refrain from lending to Venezuela altogether, but might cut 
back the program somewhat, retaining projects in which its involvement 
would produce the greatest benefits in terms of improved performance on 
the part of borrowers in sectors of the economy where help was needed. 

3. Mr. Alter was planning to visit Venezuela at the beginning of 
February, and would inform the Government that the proposed lending program 
was conditional on the implementation of the measures recommended. These 
measures were to be considered by the Venezuelan Congress when it reconvened 
in March. The Committee agreed that, unlike the case of Colombia, the 
understanding reached between the Bank and the Venezuelan Government should 
remain informal at this time, and need not be recorded in an official 
document, although the Bank might prepare a letter to the Government at a 
later date in which the understandings on the Bank lending program and the 
financial conditions related thereto would be reflected. 

4. The Committee then turned to the consideration of the projects 
listed in the memorandum, noting that while the Bank's involvement could 
produce benefi.ts in terms of more efficient organization and management of 
the projects, they had not been selected only with this in mind, but 
formed a part of the Venezuelan Development Program, conformed substantially 
with the recommendations of the recant Bank economic mission, so far as 
priorities in the various sectors were concerned, and appeared to be 
justified from an economic viewpoint. The Committee felt that we should 
make it clear to the Venezuelans that we were not committing ourselves wholly 
and exclusively to the financing of this list of projects, but that these 
were projects in which we were sufficiently interested to warrant further 
discussion. Also we should inform the Venezuelans of what remained to be 
done in order to make these projects acceptable and to prepare them for a 
final appraisal. In the case of the Santo Domingo Hyroelectric Project, 
the Committee felt that it was premature to discuss Bank assistance for the 
specific project, in view of the nature of the information available, but 
that we could refer to further lending for the next phase of CADAFE's 
expansion, provided that there were substantial improvements in CADAFE's 
organization and management. 

5. The Committee noted the reference in the memorandum to the possibility 
of joint financing of groups of projects, which was already being considered 
in Colombia. In the past, the Venezuelan Government had told the Bank it 
could not agree to joint financing of projects because of certain limitations 
in its legislation. ~~. Alter said he would discuss this matter during his 
proposed visit to Venezuela with a view toward making it possible for joint 
financing on future projects in Venezuela. 

6. The Committee agreed with the concluding recommendations of the 
memorandum, i.e., we should inform the Venezuelan Government that, on the 
assumption that it would undertake a tax program along the lines outlined 
to us and that the development program proceeded satisfactorily, we would 
be prepared to consider a lending program in the amount of about 
$200 million, using the projects described in the memorandum as the basis 
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for further discussion. If we were not satisfied with the extent of the 
measures taken by the Government, we might wish to withhold consideration 
of some of the projects while concentrating on others which would allow 
the Bank to have some leverage for improvements in sectors where help was 
needed. 

C. Adjournment 

1. The meeting adjourned at 4:30p.m. 
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