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LOAN COL-1MITTEE 

Attached for information are the Minutes of a Special Loan 

r-1eeting to revie'tv- the position the Bank should take on a rate 

covenant 'vhen negotiating the proposed loa n for the Keban Trans-

mission L ne project, h e ld in Room 1204 on September 6, 1968 . 

Committee: 

Mr. J. Burke Knapp, Chai nnan 

~ r . S. R. Cope, Deputy Ch ai rrr.an 
Mr. ~ Aldewrrcld, Vice Pr .sident 

Directors, Ar ~a Department<.; 

Di rector, Projec s Department 
Genera l Counsel 
Di rector, Economics Department 

Director, Development St'rvices Dc:parb;;cnt 

TrCil ' u rer 

- Dl STRi BUT! ON -

Nark Cher niavsky 
Secretary 

Loan Committee 

Copies for Informat i on: 

Pr es i Oen ( 

The Ecor10rr:;c .t1dviser to the President 

ir D.,nis l ic:~ett, Vice Pre i d ,~ 

Mr. M. Shoatb, Vice Prd. i dent 

Directors~ other Depar G~ents 
S1ec1al Aaviser to the fTcsid·.:m 
Exe~utive Vice President (IFC) · 
Vice Presidcn'. (lr':) 
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11-1/M/ 68-15 
September 12, 1968 

Minutes of Special Loan Heeting to revie',;r the position the Bank should take 
on a rate covenant when negotiating the proposed loan for the Keban Trans-
missi?_I!__!:_~~e _pr~ ect ~-!~~!-~-- ~-1!-- Room !.~-~---~n. --~-~E!.~~1;Jer _ _?_,__1_9_?~-------·---- __ 

1. Present: Messrs. Knapp (Chairman), Assa, Chadenet, Fontein~ Knox, 
Raizen, D. RichardsonJ Schaad , Sella and Cherniavsky. 

2. Issue: Subsequent to the Loan Committee meeting to consider the 
proposed loan of $25 million to Turkey for the Keban Transmission Line project 
{see LC/M/68-28), preliminary talks had begun with the Government and the 
Etibank (the Go 7 ernment agency embracing a consolidated electric po'l:ver group) 
from lvhich it had emerged tl at the Government seemed unprepared to accept a 
covenant that electricity tariffs be set and maintained so as to achieve a 
minimum return of between 8% and 10% on a realistically valued assets base. 

3. Discussion 1 The meeting t>Jas told that the Government did not see eye 
to eyewitli- i:he Bank on this matter because (a) it did not allm-1 the ''market -
mechanism philosophy" to play a suffici.ent role anJ specifically it was no t 
prepaced to establish electric polver tariffs which would permit the po·Her 
group t o earn a reasonable rate of return (approximating the opportunity cos t 
of capital) and to generate adequate cash towards expansion and (b) the 
Government did not tvant to circumscribe its freedom to subs · dize the electric 
power ind stry by agreeing to a rate of return covenant for the 25 year life 
of the loan simply for the sake of a $25 million loan from the Bank . In fact 
the Government lvould probably be unwillir~s to accept any firm commitment on 
tariffs beyond 1972 . 

4. In the : .~ank's view, an undertaking to "t>Jork toHards" a satisfactory 
rate of return v1as all the more necessary because of he very heavy burden 
which the electricity investment program would place on the Government's 
resources if it was to be financed largely out of general revenue. The Bank 
considered that as a · mini:-Jum the Turks should agree to a 15% tariff increase 
in 1970 an4 a further 8% increase in 1972, ~ich would yield a rate of return 
on Hhat Hould then be the revalued and consolidated assets of the poHer group 
(i. e. Etibank's assets and those of DSI Hhich Here operated by Etibank, plus 
neH assets, such as Keban and Gokcekaya~ .;rhich would be coming into operation) 
of about 8. 5% a 1d cash generation 'tvhich would cover some 22% of the 1968-197 2 
construction program. Since the Bank had already yielded to the Turks on the 
timing and scope of the reorganization of the electric pm11er industry, as 
embodied in the TEK bill nm~ before ParliamGnt, it was imp·ortant that the 
Bank have an adequate co~~itment regarding the rate of return in order to 
assure that TEK 'tl7as run to the extent possible as a commercial enterorise. 
Such an obligation t..Tas already provided in general terms under the oending 
. E < bill but since electri ity t\1BS considered "a basic commodityn vlhose 
rates could be set at subsidized levels y the Council of l1inisters, this 
provision on its own would amount to little more than an obligation on the 
part of the Government to cover TEKvs operating costs. 
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5. Decision: The Chairman conmented that the Dank's position on this 
matter had been clear to the Government all along and ~v-ould not come as a 
surprise to the Keban syndicate, who indeed might welcome it even though 
the Bank's refusal to participate Yould leave a financing gap. Hbile the 
Bank should be generous in allo\ving the Go\rernment ttme to ~o1ork towards a 
satisfactor y rate of return, particularly during the immediate period when 
netv assets were coming into operation (in fact , vJha.t micrht be considered 
inadequate tariffs no\·l might be adequate at a later date when the expanded 
system was working to capacity), the Bank must obtain a satisfactory commit
ment from the Government if it was to· go ahead with the loan. 

Cleared with Messrs. Knapp 
Chadenet 
Fontein 

Hark Cherni.avsky 
Secretary 
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Special 

Loan Meetingsto discuss the margin of preference to be accorded 

to local suppliers of boulder stone for ·the sea defense 

project (Guyana), held in Room 1204 on August 14, and August 28,. 

1968o 

Hark Cherniavsky 
Secretar y 

Loan Corrmd ttee 
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Di rec..:or, Projects Departmeot 

General Counsel 
Director, Economics Der•artment 
Director, Development Services Department. 

President 

lhe Econo~ic Adviser to the President 
Sir Denis Rickett, Vice President 
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LH/M/68- 14 
September 10, 1968 

Minutes of Special Loan Meetingsto discuss the margin of preference to be accorded 
to local suppliers of boulder stone for the sea defense project (Guyana), held in 
Room 1204 on August 14 and August 28, 1968. 

1. Present: Hessrs. Knapp (Chai rman), Afrouz, Alter, Baum, Chadenet, Cope, 
Davar, Evans, J. Malone, R. Nelson, Sassoon, H. Scott, P. Wright and Cherniavsky. 

2. Issue: The proposed loan to Guyana for the sea defense project (LC/0/68-71 
dated August 12, 1968) would call for the expansion of local production capacity 
of bo lder stones and aggregate from about 150,000 tons in 1967 to a peal< level 
of 300,000 tons per year. Because a time lag might occur in the expansion of 
capacity and imported stone might prove cheaper than local, the Projects Depart
ment recommended that the Bank should either (a) require the Government to issue 
import licenses to contractors if the timely executlon of the project lvas threat
ened or if overall costs were expected to increase because of a shortage or higher 
prices of locally quarried stone, or (b) require the Gover1unent to permit con
tractors to import stone subject only to a 15% preference for local stone. The 
Area Department's position was that it was the Bank's normal policy to concern 
itself only with procurement of equipment and materials directly fipan.ced under 
a Bank loan and not with goods procured by civil works contractors and that a 
change in such policy 'vas not called for, as the .t ·mely completion of the project 
at reason:1ble cost could be assurerl if the Bant required the Govc:r.nment (a) to 
take steps to expand local quarryi .. 1g capacity by the end of 1969 to a level 
suffi .ient to meet the anticipated demands of the project, and (b) to promptly 
issue import licenses if the timely execution of the project was threatened by 
a shortage of local stone. 

3. Discussion: The Projects Department stated that boulder stones and 
aggregates represented about one-thi.Ld of the pr j-ect construe ion costs and it 
was therefore in~ortant that they were obtained at reasonable cost and that 
there 'tv as control on local prices through alternative sources q~ supply. It 
would not be sufficient for the Bank to rely simply on assurances from the 
Government that local production would be expanded by 1969 to meet the project's 
requir ements. 

4. The Area Department's position was that its recommendati.on would offer the 
Bank.sufficient protection against undue price increases and/or local shortages 
and that the cir cumstances did not warrant departure from the Bank's normal 
policy of not "looking behind" a civil tvorks contract. The Government would have 
an incentive both to e}~and local production and hold do\vn local prices since any 
cost overrun v1ould have to be met out of its own resources. Since a significant 
portion of the stone required \'Tould be boulder stone and since such stone \vas 
not available in Trinidad and could not therefore be brought from there in ballast, 
it was doubtful if the landed price of imported boulder stone from other sources, 
in ~Jhich case regular and heavy ocean freight would have to be borne, would in · 
fact be competitive. The Projects Department commented that the amount of boulder 
stone required 'vould have to be studied f rther and did not agree ith the Area 
Department's conclusion about quantity needed or the availability of such stone 
in Trinidad, and that it could not dismiss the possibility that impo.rted stone 
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would be cheaper than local stone if a shortage developed. 

5. Decision: The Chairman con~ented that there were precedents for the Bank 
requiring part of the civil works contract to be open to international competitive 
bidding and he felt that this was one of those cases because of the exceptional 
importance of one building material in the total cost. He therefore felt that 
the Government should be required to issue import licenses if the contractor 
could show that he was unable to obtain bids from local suppliers in quantities 
and at the time required at a price no more than 15% above the landed cost of 
imported stone . However, at a further Special Loan Heeting on August 28, 1/ the 
l-lestern Hemisphere Department reported that the Guyanese Government were unwilling 
to accept the proposal~J.ll£t_inly- ou~ th_~ _g'!90i~h~~~ft .-bia-til<e~ __ ob~-iiat{~·,;· -· t:-;,-·issl!~e~·-· 
impo-rt-li-censes - for- stone would leave little incentive to local producers.·~··t:o:--make 
in estments - ecessa·ry ·---o···lncrease .. capacity on~·competitive lines. Guyana's 
'fledgling' ":i.ndust.ria:r··a:evelo'{)ment. t~ould .. not~' benefit from ~fhe' project and' in the 
circumstances, such an obligation would also prove to be politically embarrassing 
to the Government prior to the forthcoming elections. 

6. Following a further discussion on Au ust 29, it was decided that the Bank 
could delete reference in the loan agreement to the import of stone. However, 
the loan documents should indicate that he Bank wo~1ld withhold approval of a 
civil works contract and the financing thereof, if in the Bankis judgment, it 
imposed an excessive burden on tle proj ec t cost or involved undue delay in the 
project's implementation. In order to provide a firm basis for such a judgment, 
the pote~tial bidders should be asked to submit alternative offers based on (1) 
local stone and (2) imported stone or, at their option, any combi~ation thereof. 
It would be recorded in the minutes of the negotia .. ions that, since the Bank vn1s 
expected to finance 'only the foreign exchange cost of domestic stone and not its 
full price, the Bank would be prepared to accept a premitun of about 25% for the 
local stone element in the bids submitted , and that if the lowest acceptable bid 
was the one based on imported stone, the GDvernment would ptom kly issue import 
licenses to the contr actor. 

ll At ended by Messrs. Knapp (Chairman)~ Alter~ Cope, Davar, Evans, Haynes, 
Higginbottom, Sassoon and Cherniavsky. 

Cleared 'tvith Hessrs. Knapp 
Chadenet 
Alter 

Dis tt·ibution: Loan Committee 
Participants 

··. 

Nark Cherniavsky 
Secretary 
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MEHORANDUl1 TO THE LOAN COMM/ 6--"r\'-' 

Please substitute the attached Minutes of a Special Loan 

Meeting held to discuss the use of the undisbursed balance on 

the Salandi Irrigation Proj ect (India), for those distributed 

on August 23 (LM/N/68-13) which misstated he "issue" in 

paragr ph 2. 

Committee: 

Mr. J. Burke Knapp, Chairman 
1-ir. S.R. Cope, Deputy Chairman 
Mr. · s: AI dewerel d, Vice President 
Directors, Are Departme~ts 

· rector, Projects Department 
oeneral Counsel 
Director, Economics Deoartne1t 
Director, Development Services Department 
Tr asu rer 

~~rk Cherniavsky 
Secretary 

Loan Committee 
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Copies for lnfomation: 

Pres ident 
The Economic Adviser to the President 
Si Denis Rickett, Vice President 
Mr. M. Shoaib, Vice President 
Di rectors, other Departments 
Special Adv iser to the Pres ident 
Executive Vice P esident (IFC) 
Vice Pr sident (I FC) 
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U1/H/68-13/1 
August 26, 1968 

Minutes of Special Loan Meeting to discuss the use of the undisbursed balance on 
the Salandi Irrigation Project (India) held in Room 1204 on Ausust 8 at 3:30 p.m. 

1. Present: Messrs. Knapp (Chairman), Chadenet, Clyde, Cope, Goodman, 
Guinness, Kirk, Nurick, Street and Cherniavsky. ~ 

\,...,. 
2. · Issue: Hr. Goodman's memorandum of August 1 to 11r • . cope ("India - Salandi 
Irrigation Project") reported that there was an unused balance of about $1.5 
million in Category I (imported equipment) of the project which the Indians 
wished to have transferred to Category II (civil works). The working party agreed 
that there should be a transfer of about $1.1 million, excepting the Projects 
Department , which considered that in view of the poor performance on the project 
and because the equipment to be financed out of Category I was no longer required, 
IDA should cancel all of the unused balance in accordance with the normal treat
ment accorded to project "savingsn . 

3. Discussion: It was recalled that the credit, which had been signed in 
November 1961, had been substantially revised in 1966 after a ong period of 
highly deficient performance, during which Category II disbursements had been 
suspended. Since that time review missions (the most recent in May 1968) had 
found that progress on the project was satisfactory even though the Indians had 
disbursed some $0.4 million and which it ~1as agreed among the working party should 
now be cancelled. l/ The Area Department's view was that since the project was 
now proceeding on schedule, the transfer of about $1.1 million to cover civil 
works would be justified, particularly since under the revised project the IDA 
credit would only be financing 38-5% of total costs against the originally 
intended 50%. 

4. The Projects Department's position was essentially that to ngree to this 
transfer ~vould be to condone the Indians' poor performance~ particularly their 
failure to purchase as and 'tvhen needed, the equipment for which IDA financing had .... -~· 
been made available. (See Hr. Bartsch's memorandum to Hr. Evans of Ju.ne 12). \..--··v 
Having failed to procure the equipment, the In ians had kept the reject on 
schedule only by borrowing equipment and/or by overburdening other equipment and 
using it uneconomically. · The Department was concerned lest the r eposed transfer 
would be ake~ as a precedent, thus frustrating the Bank's long and hard efforts 
to improve Indian procurement procedures. 

5. Decision: The Chairman said that this was a difficult case and he would 
certainl have said no if an extension of the closing date had been requested. 
However, given the relatively small amou t involved and the fact that the project 
was in fact proceeding substantially according to he revised schedu e, he would 
favor giving the Indians the benefit of -he doubt and proceeding as recommended 
by the Area Department. 

]_/ The p ecise amount of cancellation would be determined by the 
Projects Department . 

lea red t·li th :t-1essr • Knapp 
Crade1et 
Goodman 

Distributio Loa.n Committee 
Participan s 

N.ark. Cherniavsky 
Secretary 
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Attached for information are the Minutes of a Special 

Loan Heeting to discuss the use of the undisbursed balance on 

the Salandi Irrigati on Project (India), held in Room 1204 on 

August 8, 1968. 

Mark Cherniavsky 
Secretary 

Loan Committee 
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Coi'nm i ttce: 

l~r. J. Burke Knapp, Chai nnan 

·Hr. S. R. Cope, Deputy Chai rman 

~1r. S. Al de~·;erel d. Vice President 

Directo rs, A ea Departments 

Di r ctor, Projects Department 

General Counse l 
D~ rector, Economics DcpartiTICr'l t 
Director, Devel OJ:Xnen t Servi c s Departmen · 

Treasurer 

Copies for Information: 

President 

The Economic Adviser to the President 

Sir Denis Rickett, Vice t resident 
Mr. M. Shoaib, Vice President 
Directors, other Departments 

Special Adviser to the Presi ent 
Executive Vice Presiden t (IFC) 

Vice President (I FC ) 
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111/M/68-13 
August 23, 1968 

· Minutes of Special Loan Heeting to discuss the use of the undisbursed balance on 
the Salandi Irrigation Project (India) held in Room 1204 on August 8 at 3:30 p.m. 

1. Present: Hessrs. Knapp (Chairman), Chadenet, Clyde, Guinness, Kirk, 
Nurick , Street and Cherniavsky. 

2. Issue: Hr. Goodman's memorandum of August 1 to Mr. Cope ("India - Salandi 
Irrigation Project") reported that there was an unused alance of about $1.5 
million in Category I (imported .quipaent) of the project which the Indians 
wished to have transferred to Category II (civil works). The working party , with 
the exception of the Projects Department,considered that in view of the poor 
performance on the project and because the equipment to be financed out of 
Category I t~Tas no longer required, IDA should cancel all of the unused balance 
in accordance with the normal treatment accorded to project "savings". 

3. Discussion: It was recalled that the credit, which had been signed in 
November 1961, had been substantially revised in 1966 after a long period of 
highly deficient performance, during which Category II disbursements had been 
suspended. Since that time review missions (the most recent in May 1968) had 
found that progress on the project was satisfactory even though the Indians had 
failed to order some heavy earthmoving equipment against which IDA would have 
disbursed some $0.4 million and which it was agreed among the l·Iorking party 
hould now be cancelled. l/ The Area Depar ment's view was that since the 

project l-JaS n W proceeding on schedule, the transfer of about $1.1 million to 
cover ci il works would be justified? particularly since under the revised 
project the IDA credit would only be financing 38.5% of total costs against the 
originally intended 50%. 

4. The ... rojects Department's position was ssentially that to agree to this 
transfeL would be to condone' the Indians' poor performance, particularly their 
failure to purchase as and when needed, the equipment for which IDA financing 
had been made available. (See Mr. Bartsch's ~morandum to Mr . Evans of June 12) . 
Having failed to procure the equipment, the Indians had kept the project on 
schedule only by borrovrlrrg equipment and/or by overburdening other equipment 
and using it uneconomically. The Department ~as concerned lest the proposed 
transfer would .be taken as a precedent, thus frustrating the Bank's long and 
hard efforts to ~mprove Indian procurement procedures. 

5. Decision: The Chairman said that this was a difficult case and he would 
certainly have said no if an extension of the closing date had been requested. 
However, given the relatively small amount involved and the fact that the project 
as in fac t proceeding substantially according to the revised schedule, he ould 

favor giving the Indians the benefit of the doubt and proceeding as recommended 
by the A ea Department~ · 

ll The precise amount of the cancellation would be determined by the Projects 
Department. 

Cleared \·Tith Messrs. Knapp 
· Chadenet 

Goodman 
Distribution~ ·oan Committee 

Participants 

Mark Cherniavsky 
Secretary 
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SEP 0 9 2014 August 6, 1968 

WBG ARCHIVES 

~1EHORA..~Dill1: TO THE LOA.t\1 COHHITTEE 

Attached for infor mation are the Hinut es of a Special 

Loan Heeting to discuss the disbur sement basis for a propos ed 

loan for a wa t er supply pr oject in Tuni s ia, held in Room 1204 

on July 9, 1968. 

Committee: 

Mr. J. Burke Knapp, Cha i 1man 
Mr. S.R. Cope, Deputy Chairman 

Mr. S. Al dewerel d, Vice President 

Di rcct rs, Area Departments 

Director, Projects Department 
Gf,ncral Cour~ sel 

Di rector, Economics Department 

Mark Cherniavsky 
Secr etary 

Loan Commi t tee 

- D! S1Ri BUTI ON -

Copies for Information: 

President 

The Econ mic Adviser o the President 
Sir Denis Rickett, Vice President 
Mr. M. Shoaib, Vice President 
Directors, a · her Department 

Special dviser to the President 
Execut ive Vice Presi ent ( IFC) 

Vice r resident (IFC) 

J 

Director, Dev8lcpn~(1 t Services Dep rtment 
Trcasu rer 
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LN/M/68-12 
August 6, 1968 

hinutes of Special Loan l·leeting to discuss the disbursement basis for a proposed 
l oan for a \vater s•Jpply project in Tunisia, held in Room 1204 on July 9. 

1. Present : Messrs. Knapp (Chairman), Bell ~ Cope, J ennings, Knox, Lejeune9 
Sella, Springuel, Thys and Cherniavsky . 

2. Issue: The Chai~man had called a meeting to seek clarification on the 
disbursement basis for the proposed Bank loan of $15 million for the national 
water supply project in Tunisia. 

3. Discussion: The appraisal report proposed (paragraph 4.17) that disburse-
ment of the $15 million Bank loan and parallel $5 million Swedish loan proceed 
on a 3:1 basis (excepting i nterest during construction) against (a) the c.i.f . 
cost of imported goods and the acutal foreign exchange cost of cons ultants 
services and (b) 48% of expenditures on a ll contracts for construction and local 
supplies awarded after international co~petitive bidding. Thus, in the case of 
(b) , the Bank would be disbursing against 36/~ of the expenditures, \:vhich was 
estimated to be somevJhat less than the average foreign exchange component of such 
expenditures, whether or not the orders went to local contractors . 

4.. The Chairman said that the appraisal report stated that the Bank was 
financing foreign e:xchange expenditt1.res and that the S\vedes v1ere financing foreign 
exchange expendi ures and local costs. In fact, however , all disbursements under 
(b) ere being made on a 3 to 1 basis and the Bank was therefore financing 75% 
of all costs (including local costs) which \..rould be covered by the Bank and Stvedish 
loans . The Chairman said that while he understood that the Swedes would in this 
case have agreed that local costs covered by the joint loans be attributed fully to 
thent~ and not 75% to the Bank, he thought that this might turn out to be an 
exceptional arrangement since the Swedes (and more generally, other bilateral 
l enders) also had their reasons for keeping local currency financ i ng to a minimum. 

5. Decision~ The Chai.rman said that he proposed no chanees in the substance or 
he form of the disbur.,ement procedures for thi proposed loans bu t he called 

attention to the fact that cost-sharing formulas and the consequent matter of 
"attribution11 vould become of special importance in identifying the source of 
procurement under second replenishment credits. 

Cleared with Messrs. Knapp 
Bell 
Lejeune 

Distribution~ L an Co ~ittee 
Participants 

• > 

!Iark Cherniavsky 
Secretary 
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Ul/M/68-11 
August 6, 1968 

Hinutes of Special Loan Ueeting to consider possible Bank financing for a pipeline 
from Bolivia to Argentina, held in Foam 1204 on July 17. 

1. Present: 1-iessrs. Knapp (Chairman), Baum, Dell, Broches, Chaufournier, Cope, 
Geolot, Sassoon, Skilling& van der Ueer and Cherniavsky. · 

2. Issue: The Chairman had called a meeting to consider ~tr. Alter's memorandum 
of July 9, 1968 "Bolivia - Gas Pipeline to Argentina" which recommended that the 
Bank give considerat.on to making a loan for this project. 

3. Discuss ion: It l~as estimated that the total project cost would be about 
$42 million, inciuding some $18 million for the pipe and $10 million for instal
lation thereof. The Bank would regard a debt equity ration· of 2 to 1 as satisfac
tory. 

4. The meeting was told that the Argentines had already expressed interest in 
supplying pipe and would provide export credit if they were given the order. The 
Chairman pointed out that joint-financing of the pipeline by the Bank and the 
Argentines might be acceptable provided the order Has placed in Argentina after 
international competition, but there lvould be a problem for Bank participation if 
the proj ect involved tied procurement. It was noted that Argentina would be in a 
good position, because of competitors' transportation costs, to win the contract 
for pipe provided they could meet the specialized technical requirements. The 
size of foreign exchange costs other than for pipe was still unknown. If, as 
might well be the case, they were small) the amount of Bank funds that could be 
used for foreign exchange expenditures would be correspondingly small. 

5. Decision: The Chairman concluded that the Bank should pursue the possibility 
of participating in this scheme, since it would be an important regional project 
involving a partner with the requisite know .ow, in a country where there uas 
little that could be done on the Bank side. Provj.ded the major elements of the 
project - a satisfactory sales contract for the gas s a sound financial set-~up for 
the operating company (inc~uding an adequate contribution by Gulf), and interna
tional conpetition for the major ite~~ of procurement -were agreed to the Bank's 
satisfact on, other problems would probably fall into place and a package might 
well emerge which would.be suited for a loan . 

Cleared t-11 th Hessrs. Knapp 
Bell 
Chaufournier 

Distribtti n: Loan C ~tttee 
Partic·pants 

Hark Cherniavsky 
Secretar y 



INTERNA TI ON AL BAN K FOR RECONS TP.UCT ION AND DEVELOPMENT 

·I CONFIDENTIAL ] INTE RNAT I ONA L D VE LOPMENT ASSOCIAT ION 

LM/H/68-10 

July 29, 1968 

. fl.,_ tJC:r c... ,:, ~ "'"r4 
DECLA -1 

SEP 0 9 201 1 I 
WBG ARCHIVES 

HEHORANDill1 TO THE LOAN CONliTTTEE 

Attached for information are the Minutes of a Special 

Loan Heeting to discuss the proposed IDA credit for agricultur al 

development in Papua and New Guinea, held in Room 1204 on 

July 9, 1968. 

Mark Cherniavs ky 
Secretary 

Loan Committee 

- DISTRIBUTION-·-------------- ~------
Comm i ttce: 

1-.1 r. J . B:J rk e Kn ap p, Ch a i nn an 
~ir. S.R. Cope, Deputy Chairman 

-~ir. S. Al dewerel d, Vice Presiden t 
Directors, Area De artments 

Director, Projects 0Ppar ment 

General Counsel 

Oi rector. [c~nomi cs Depar tment 
Oi_rector, Development Servi ces Depa rtment 
Treasurer 

Copies for Information : 

President 

The Economic Adviser to the President 
Sir Denis Rickctl, Vice President 
Mr. M. Shoaib. Vice President 
Director:> , oih..:r f'!epartmcnts 
Special Adviser to the Pres ident 
Exccuti· c Vi .e President ( IFC} 
Vice Pr~s 1d e~t (IFC) 

------------ -·---·-··· --------- ·---~--- ----------------·---·--' 



: . .... ·#~ ... 

LM/H/68-10 

July 29, 1968. 

l1inutes of Special Loan Meeting to discuss the proposed IDA credit for 
agricultural development in Papua and New Guinea, held in Room 1204 on 
July 9t 1968. 

Present: Messrs. Knapp (Chalrman), Baig, Bell, Cargill, Cope, Darnell , 
de Silva\} Evans, Goodman, Kraske, Lecuona, P. Nelson~ Rowe , Sella and 
Cherniavsky. 

1 . Issue: The Chairman had called a meeting to discuss questions related 
to the on-lending arrangements for the proposed IDA credit of $6 million 
for agric ltural development in Papua and Ne~v Guinea. The quest· ons raised 
by the Chairman concerned the terms and interest rates of ~ub-loans to 
beneficiaries, the channeling of the proceeds of the IDA credit and the use 
of counterpart funds by the Papua and New Guinea Development Bank (PDB) . 

2. Disc ssion: Part of t1e proceeds of the IDA credit would be re-lent by 
the PDB (a) to oil palm smallholderss- at 6% interest, with a term of nine 
years including four of grace; (b) to coconut planters, at not less than 
6%, with a term of up to 20 years, including up to 11 of g ace and (c) to 
beef cattle ranchers, at not less than 6%, 1;..rith a term of up to 12 years 
including five of grace. PDBvs minimtun relending rate of 6% appeared to be 
on the low side, but ~-.ras comparable to interest rates for similar purposes in 
Australia. 

3. The Govera~ent would on-lend part of the proceeds of the IDA credit t o 
PDB at 1~% for a term of 25 years. It ~as eA~lained that PDB had only 
recently been established and therefore required a substantial spread for 
institution building purposes. The Chairman wondered whether, in these 
circumstances, the proceeds of the IDA credit should not be passed on t o PDB 
as an equ ty contribution by he Government~ or, at least, as a loan for the 
full term of·the IDA credit ther by giv ng PDB maximum se of counterpart 
funds generat d. ~t t~as reported, however, that the A stralians favored 
the proposed 25 year term in order to place stronger fiuancial discipline 
upon PDB's management, which was desirable in view of PDB's limited experience 
in the field of development lending. 

4. Dec sion: It was agreed that the ssue should be discussed during 
negotiations tith an open mind to PDB's needs for long-term financing. The 
Chairman pointed out that he counterpart fund problem was about to be 
revieo~ed by the Board of Directors so that the Bank's attitude in this case 
might be guided by the deliberations of he Board on his matter. 

Cleared wi h Messrs. Knapp 
Evans 
Goodman 

D s ributi n: Loan Committee 
Participants 

Hark Cherniavsky 
Secretary 
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LM/U/68-9 
July 18, 1968. 

Minutes of Special Loan Meeting to discuss a proposed assistance program in 
Congo (Kinshasa), held on Tuesday, July 2, in Room 1205 . 

1. Present: Hessrs. Knapp (Chairman), Baum, J~elll) Cq e, Delawne, 
de la Renaudiere , de lvilde, El Emary, Evans, Graves, Payen, Wouters , Young 
and Cherniavsky. 

2. Issue: The Chairman had called a meeting to discuss the recommendations 
in Hr. El Emary 's memoranda of June 17 and June 26, 1968 "Congo (Kinshasa) -
Proposed 1 ssistance Programs" . In the light of a Bank/UNDP meeting on June 24, 
the June 26 memorandum proposed in essence that: (i) The Bank assist the 
Congolese Government in submitting to UNDP applications for technical assistance 
for water transport (to be financed by illfDP in an amount of US$0.7 million) and 
highways (for which an IDA credit or if necessary a Bank loan of $2.2 million 
\vas proposed together with a UNDP grant of $1.3 million); (ii) the Bank Group 
offer to make a credit or loan of US$5 million to finance urgent imports of 
maintenance equipment, spare parts and materials to initiate the road 

aintenance program; (iii) the Bank enter into discussions looking owards 
the establishment of a development finance company in the Congo and (iv) the 
Bank express ~illingness to discuss technical assistance for agricultural 
development projects. In transmitting these proposals to the Government, the 
Bank would at the same time press for action by the Government on certain 
subje ts, including constructive steps to resolve outstanding disputes with 
foreign investors (particularly Union !1iniere). 

3. Discussion: The meeting 'tvas told that a mission would have to be sent 
to the Congo before the end of July if the Bank were to take advantage of the 
UNDP offer of technical assistance since the Government's applications for 
( i) above \vould have to be filed wi.th UNDP by August 31 if they were to be 
given advance approval by the Agency Consultative Board in Octob t, thus 
enabling the Bank, as executing agency, to proceed with the necesoary contracts 
prior to fina l approval by the UNDP Governing Council in January 1969. Since 
U}IDP could f. ance only part of the proposed ~echnical _ass~~tance program, it 
was important that the Bank/IDA should take up the remainder and -also finance 
the concomitant imports reconm1ended under (i.i) to allow integral execution of 
the. overall highway reorganization and rehabilitation program. In the 
circums a ces , it was better that the Bank provide the necessary loan or loans 
now rather than wait until IDA funds were available, even though in principle 
the Congo was to be considered an IDA country. Bank loans of $7.2 million to 
the Congo would not significantly exacerbate the country's debt-servicing 
problem. The proposed program was required as a matter of urgency, since in 
their existing state the roads v1ere a major bottleneck to the recovery of the 
economy, pa ticularly in the agricultural sector. The Congolese recognized 
the urgency of initiating a road program and improving the management of the 
transport sector and were already exploring way~ and means of doing this. 

4. The meeting was told that o the matter of compensation for foreign 
investors, particularly Union ~tlniere, there had as yet been no response to 



1 

- 2-

the Bank's will·ngness to ediate, but there were signs of some improvement 
in relations between the Congo and Belgium, which should facilitate a settle
ment. The Chairman co~ented that the Bank Group could certainly not 
contemplate the development finance company proposal until the Congo had made 
some concrete proposals on the settleme t of the Union Miniere dispute, and 
that the Pres ident had indicated reluctance to go beyond financing the technical 
assistance part of the transport program until there was concrete evidence of 
progress on the compensation issue. 

5. Decision: The Chairman sa d that he thought financing for the Congo 
should be done through IDA, either -v;hen the replenishment became effective or 
perhaps if and when a transfer · of Bank profits ~vas made to IDA. He therefore 
felt that while Bank staff should continue to advance preparations for 
financing both parts of the proposed program, and plan on having a mission in 
the Congo by the end of July in order to meet UNDP's deadlines, the decision 
whether to finance all of the proposed program or only the technical assistance 
component, and what prior conditions the Bank would require on the compensation 
issue, would have to await the President '.s return to the Bank. 

Cleared with Hessrs. Knapp 
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· El Emary 
Bell 

Loan Committee 
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·Mark Cherniavs ty 
Sec etary 
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LH/M/68-8 
July 16, 1968 

Minutes of Special Loan Meeting to further review the appointment of Technical 
Managers in Brazil for the livestock development project, held in Room 1204 on 
June 28. 

1. Present: :Hessrs. Knapp (Chairman), Alter, Chadenet, Cope, Evans, ~fcMeekan, 
Sassoon, Stoops, Wiese and Cherniavsky. 

2. Issue: At a Special Loan Meeting on June 17 (see Minutes L~/M/68-7 dated 
June 21, 1968) to discuss the appointment of Technical ~1anagers in Brazil for the 
livestock development project, it was decided to present the Brazilians with three 
choices. Messrs. Wiese and Stoops subsequently reported that the Brazilians had 
rejected the first two proposals and before they had a chance to submit the Bank's 
third proposal, the Brazilians had presented them with a counter-proposal. Under 
this proposal, CONDEPE (the Executing Agency) would begin to carry out the project 

with its own funds for a period of about one year, and the Bank would be asked to 
disburse only after it had become satisfied with project execution. 

3. Discussion: During discussions with the Brazilians , it emerged that CONDEPE 
had already received from the Government the equivalent of about $2.5 million. 
This would be sufficient to cover about one year's total disbursement to ranchers 
for loans. The third tentative Bank proposal to initially limit its disbursements 
to $10 million would mean that the "cut-off date" would run substantially beyond 
the end of 1969. By then, Bank disbursements would probably not exceed $5 million. 
It was agreed that the Bank should t berefore now propose a solution different from 
this third alternative. Under this solution the Bank would specify a cut-off date 
for disbursements of December 31, 1969 (long enough to give the Brazilians a fair 
chance to begin satisfactory execution of the project), without however putting a 
ceiling on the amount of Bank disbursements and without prejudicing the Bank's 
right to suspend disbursements at any time under the Loan Agreement's general 
performance covenant (Section 5.01 (a)). Disbursements beyond this date would be 
made only if the Bank, which would follow the project closely in the meantime, was 
satisfied with prior project execution or if the Government modified arrangements 
for subsequent implementation to the Bank's satisfaction. 

4. Decision: With the Chairman's approval, the following cable was later sent 
to the Brazilians: 

"Following careful review outcome recent discussions Wiese/Stoops in 
Rio on livestock project Bank proposes following alternative solution. 
Bank prepared disburse up to December 31, 1969. Disbursements beyond 
this date would be made only if Bank, ~n1ich will follow project 
closely, is satisfied with prior project execution or if Government 
modifies arrangements for subsequent execution to mutual satisfaction. 
Kindly cable Government's acceptance of above proposal which in no 
way prejudices all other provisions contained in Loan Agreement 
516 BR including in particular section 5.01 (a) of said Agreement. n 

C !eared with Hessrs. Knapp 
Wiese 
Stoops 

Distribution: Loan Committee 
Participants 

Mark Cherniavsky 
Secretary 
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LM/M/68-7 
June 21~ 1968 

Minutes of Special Loan Heeting to discuss the appointment of Technical Hanagers in 
Brazil for the livestock development project, held in Room 1204 on June 17~ 1968 
at 11:00 a.m. 

1. Present: Messrs. Knapp (Chairman), Aldewereld, Alter, Broches, Chadenet, 
Evans, Husain, MdMeekan, Sassoon, Stoops and Cherniavsky. 

2. Issue: The Loan Agreement for the livestock development project in Brazil 
(Loan 516-BR) stipulated that the Brazilians would appoint three qualified and 
experienced livestock experts as Project Directors of the three regional offi ces 
on terms and conditions satisfactory to the Bank. Although CONDEPE's nominations 
for these positions had been found unsatisfactory, the Bank had acquiesced provided 
that senior and experienced Technical Managers were appointed to each project 
office. The names which CONDEPE had now submitted for these positions had also 
been found unsuitable. 

3. Discussion ~ The Projects Department stated that the three Brazilian 
nominees for the Technical Manager positions were people with an academic back
ground, with no broad practical experience in developing and maintaining commercial 
cattle ranches and with insufficient knowledge of specialized techniques to improve 
pasturage in the conditions peculiar to Brazil. It would not be sufficient, as the 
Brazilians suggested, to recruit foreign experts in an advisory capacity. Men we~P
needed who would take on operational responsibilities; they must ensure that the 
offices were run effectively and impart on-the-job training to the Brazilians. 
Inadequate leadership in the technical field could jeopardize the success of the 
project. 

4. It was pointed out that the Appraisal Report had indicated that the Bank 
would require the Project Directors to be "internationally recruited." This did 
not of course exclude the appointment of qualified Brazilians and the Bank had 
recently made it clear that the sole criterion for selection of the Technical 
Manager positions would be qualifications and experience. However, the Brazilian!~ 

were still under the impression that the Bank was "insisting on" foreigners and had 
responded by stating that foreigners would not be acceptable for these posts. 

5. The Chairman commented that if the only course open to the Bank was to 
reject CONDEPE's nominations, logically the Bank should be prepared to cancel the 
loan if better Brazilian candidates were not available or if CO~IDEPE was not 
prepared to accept expatriates. This would have serious repercussions for the 
Bank'"s relations v1ith Brazil and he therefore felt that, despite the Bank's serious 
reservations about the success of the project with CONDEPE's Project Director 
appointees and Technical ~funager nominees, the Bank should ultimately base its 
judgment on the initial results of the project. 
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6. Decision: The Government should be informed that its nominees as Technical 
~~nagers were unsatisfactory to the Bank and should be presented with three choices· 

(i) CONDEPE should nominate new candidates for Bank approval; or 

(ii) The Bank should nominate for consideration by CONDEPE suitable 
expatriates (including possibly Uruguayans and Paraguayans) 
for the Technical Managers' positions; or 

(iii) Failing (i) or (ii) above, the Bank should inform the Government 
that it would be prepared to accept CONDEPE's nominees if the 
Government would agree to the Bank initially limiting its 
disbursements to $10 million. In the meantime the Bank would 
undertake very close supervision of the project and review its 
progress. Disbursements beyond the initial $10 million would 
be made only if, on the basis of supervision and review, the 
existing arrangements were found to be satisfactory or if they 
were modified to the Bank's satisfaction. 

7. It was agreed that the Bank would communicate its position to the Brazilian~ 

through Hr. Wiese, now in Brazil, and t-ir. Stoops, who would join him there. A 
fo~al ~etter should only be sent after these discussions. 

Cleared with Messrs. Knapp 
Alter 
Evans 
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LM/M/68-6 
May 23, 1968 

Minutes of Special Loan Meeting to discuss the role and content of supplementary 
letters, held in Room 1204 on Hay 10, at 4:00 p.m. 

1. Present: Messrs. Knapp (Chairman), Aldewereld, Alter, Armstrong, Broches, 
Chadenet, Cope, Krombach, Renger, Sella and Cherniavsky. 

2. Issue: The Chairman had called a meeting to discuss the extent to which 
contractual obligations and other matters of substance affecting a borrower 
should be contained in supplementary letters (which are not normally distributed 
to the Executive Directors) rather than in the Loan Agreement and/or President's 
Report. The issue had arisen in connection with the preparation of the President's 
Report and attachments on the proposed $14 million loan for the Bogota Water 
Supply Project. 

3. Discussion: Mr. Broches said that, mainly in order to reduce the volume and 
detail of paper going to the Board, more and more matters of substance were being 
put into supplementary letters and the practice had reached a stage which 
threatened to transgress the basic principle that agreements into which the Bank 
entered should have been seen and approved by the Board. This practice was also 
undesirable in that the contents of supplementary letters were often wrongly 
believed by the borrower to be less binding than the Loan Agreement itself. The 
desire to standardize loan agreements and to make them short and simple should 
definitely not be at the expense of making them incomplete. Matters of substance 
should be contained in the Loan Agreement (or an attached annex); only routine 
matters should go into the supplementary letters. 

4. There was general agreement with Mr. Broches' criticism of recent practice, 
and with the principle that supplereentary letters should contain only details 
which were truly supplementary to substantive commitments in loan agreements. 

5. Decision: It was agreed that loan agreements which were already negotiated 
or substantially advanced should not be reopened, but that in such cases (including 
the agreements on the Bogota Power and Water Supply Projects) the President's 
Report should fully describe any substantial obligations of the borrowers and 
guarantors which had been incorporated in supplementary letters. It was also 
agreed that the representatives of the Legal Department on Working Parties should 
in future ensure that: 

(i) loan agreements cover all matters of substance, either in the main 
body of the agreement or in an attached annex; 

(ii) supplementary letters revert to their original role of covering 
only matters of supplementary detail. 

Cleared with ~1essrs. Knapp 
Broches 
Alter 

Distribution: Loan Committee 
Participants 

Mark Cherniavsky 
Secretary 
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LM/M/68-5 

February 16, 1968 

Minutes of Special Loan Meeting held in Mr. Knapp's Office on Friday, 
February 9, 1968 at 2:30 p.m. to decide what action to take with regard 
to two agricultural loans in Morocco and to discuss future lending to 
Morocco 

Present: Messrs. Knapp (Chairman), Aldewereld, Bart, Broches, Chadenet, 
Evans, El-Fishawy, Goffin, Kodder.itzsch, Lejeune and CherniavskY. 

1. Issue: For some time the Bank had been tr,ying to assist the Moroccans 
in improving the administration and organization of their agricultural 
sector, and the Moroccans had recently requested Bank loans for three 
new agricultural projects (the Tadla, Sebou and DERRO projects). In 
view of the recent Supervision Mission's findings that performance with 
respect to the two existing agricultural loans (Agricultural Credit 
Project 433-MOR and Sidi Slimane Project 389-MOR) was highly deficient 
and unsatisfactory, the Bank should decide what sanctions it would 
apply on these projects and in what circumstances it would be prepared 
to start processing one or more of the new projects which the Moroccans 
had submitted for financing. 

2. Discussion: The Area Department, amplifying the recommendations 
contained in their memorandum dated Februar,y 8 to the Chair.man, stated 
that they favored preferring a little bit of carrot to the Moroccans 
as well as applying the stick on one of the two existing agricultural 
projects. In their view, it !Ould be a serious mistake for the Bank 
to put Morocco completely in the "deep freeze" by closing the door on 
the prospect of further Bank operations. The Moroccans should be told 
that as soon as agreement was ·reacped on the reorganization of the 
Ministry of Agriculture in a manner satisfactor,y to the Bank, the Bank 
would be prepared to appraise the Tadla project and take a preliminary 
look at the other two projects. Further processing of the Tadla and/or 
Sebou projects should be made conditional on satisfactory action on the 
Ministry's reorganization and on a return to adequate performance under 
the two existing projects, both as regards general organizational 
matters and the remedying of specific breaches of the Loan Agreements. 

3. The Projects Department stated that while the Moroccans had 
recognized the need, in the course of the recent discussions, for 
reorganizing agricultural services, the Minister concerned had so far 
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stopped short of exchanging an aide-memoire with the Bank or committing 
anything to paper, apparently because of the absence of delegation and 
the fear of the King's reaction. At the working level, the Mission had 
found that officials had little control of the problems which beset the 
two projects. The Supervision Mission's Reports spelt out ver.y clearly 
the general and specific remedies which the Moroccans must apply and, 
in the Projects Department's submission, the Bank should not in any way 
compromise the leverage it had on the Moroccans by processing new pro
jects before the Bank's minimum corrective requirements had been met. 
The Chairman commented that while the poor performance under the Agricul
tural Credit Project would not itself "contaminate" or preclude success 
with the Tadla project, the present organization of Ministr.y of Agricul
ture clearly would. 

4. Decision: (a) Agriculture Credit Project 
The undisbursed balance of about $0.2 million under 

Part B of the project should be cancelled and the undisbursed balance of 
about $5.6 million (less approximately $0.35 million being processed 
against Application 18) under Part A of the project suspended forthwith. 
The Bank should indicate the specific remedial actions to be taken 
promptly by the Government in order to permit resumption .. 
of disbursements under Part A of the Project. Mr. Bart would give notice 
to the Moroccans of this decision by letter as soon as he reached Morocco. 

(b) Sidi Slirnane Project 
The Bank should indicate by showing and discussing a 

draft aide-memoire to be delivered by Messrs. Bart and Goffin to the 
Moroccan Government that unless "remedial actions" are taken "in the 
immediate future", the Bank would "consider" suspending disbursements 
on the loan. Such "remedial action", vJhich should be explained in detail 
to the Moroccans should include both 

(i) a change in project administration giving 
adequate power to the Project Manager and 

(ii) specific action on the more important points 
noted in the l1ission's Supervision Report of 
Januar.y 15 (para. 5). 

(c) Future Lending for Agricultural Projects 
The Moroccans should be infor.med that until they 

took action on ( i) and ( ii) in sub-paragraph (b) above, and began to 
proceed with reorganizing the 11inistr.y of Agriculture along the lines in
dicated in paragraph 4 of the aide-memoire attached to Mr. Chadenet 1 s 
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letter to Mr. Tahiri. of December 18, 1967, the Bank would not be--' . 
willing to proceed with appraisal of any new agricultural project in 
Morocco. If the r-Ioroccans shmv-ed signs of taking such actions, a new 
mission would be sent to verify what progress had been made and whether 
the suspension of disbursements for the Sidi Slimane project need re
main under consideration. If the mission's findings were favorable, 
then the Bank would proceed with appraisal of the Tadla project. The 
Moroccans could be told now about the possibility of such a mission and 
its significance. 

Cleared with Messrs. Knapp 
Chadenet 
Lejeune 

Distribution: Loan Committee 
. Participants 

Mark Cherniavsk,y 
Secretary 
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February 16, 1968 

Minutes of Special Loan Meeting to discuss the El Chocon-Cerros Colorados 
Project held in Mr. Knapp's office on Januar,y 24, 1968 at 4:45 p.m. 

1. Present: Messrs. Knapp (Chainnan), .Alter, Bell, Cope, Chadenet, 
Chaufournier, Fajans, Knox, Nurick, Sheehan, Skillings, and Miller. 

2. Issue: The Projects Department's revised economic evaluatiOn -.of the 
El Chocon-Cerros Colorados project based on a revised estimate of the 
investment cost of the project and its alternative indicates that the 
economic rate of return is unlikely to exceed 7-1/2% nor is it likely to 
drop much below 7%. The revision helped to ~ove some of the uncertainty 
regarding the rate of return which had previously been estimated to range 
between 5-3/L% and 7%. However the rate of return was still in the marginal 
categor,y and so the question of eligibility for Bank lending still existed. 

3. Discussion: The .Area Department was willing to consider Bank financing 
for ~he project only if the Argentines could not be persuaded to carr,y out 
a thermal program and provided that: 

(a) The Bank was able and willing to lend not only for 
El Chocon but also for other projects in Argentina; and 

(b) The Bank could induce the Argentines to rationalize 
the remainder of their investment program. 

4. The present Project Department cost estimate of US$489 million for the 
El Chocon project, excluding interest during construction, was about half 
way between the estimate of Sir Alexander Gibb and Partners (US$L46 million) 
and the estimate based on the study done by Jacobs Associates of San Francisco 
(US$526 million). The foreign exchange cost of US$265 million did not 
include the foreign exchange component {estimated at US$35 million) of goods 
which might be procured locally. The total cost estimate might be slightly 
reduced when a study presently underway by Gibb was completed. If the thermal 
alternative (most likely a nuclear development) was adopted the total capital 
cost would be approximately US$300 million but the foreign exchange cost 
would be of the same order of magnitude as under this hydro alternative, 
(shown below). In any case Argentina had to make a choice; if they proceeded 
with El Chocon the· .Bank should obtain an assurance that they would postpone 
~ nuclear development for m~ years. 

Civil Works 
Transmission S,ystem 
Electrical and Mechanical Plant 
Other (contingencies administration, etc.) 

Total Cost F.E. Cost 
(u.s. $ Millions) 

228 
110 
54 

...21 
489 

121 
40 
47 
57 

265 
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5. It was considered that a loan of less than $75-100 million would not.: 
give the Bank a dominant position in the financing arrangements. It was 
pointed out that even a Bank loan of $100 million might present difficulties 
in organizing joint financing, since the Bank would be providing less than 
40% of the foreign exchange cost. It was agreed, however, that it was 
premature to discuss possible methods of joint financing until much further 
information had been assembled regarding the different components of the 
project and the costs thereof. 

6. It was noted that the Argentine authorities were very anxious to bring 
this project to fruition and that we had not received many projects from 
Argentina during the recent past. The meeting noted the possibility of 
other projects suitable for Bank financing in Argentina, i.e., roads, 
SEGBA III, livestock, and the Acindar project. More up to date ·in£or.matian 
on the existing capital needs would be available when the Bank economic 
mission returned from Argentina. 

Decision 

7. The 7-7~ rate of return range was not sufficient grounds for rejecting 
the project as on balance there were more factors in favor of the project 
than against it. It was decided to infonn the Argentine authorities that 
while the Bank would have favored a less capital intensive thermal altern
ative it. t-rould be willing to help finance El Chocon. It was noted that 
an appraisal team would not be available to go to Argentina until 1'-iay or 
June but this date would not delay the starting date for the project. 

Cleared with Messrs: Knapp 
Fajans 
Knox 

Distribution: Loan Committee 
Participants 

D. !-tiller 
Acting Secreta:cy 
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LM/M/68-3 

February 12, 1968 

· Minutes of Special Loan J.lft"eeting to discuss the Bank's position on operations in 
Z~bi~4-1}elQ. _in~'1frR~~M.~J?g!.p J?Pj,ge on Thursrda:£9 J~1;1ar;rJA1 1968 

1. Present: Messrso Knapp (Chairman), Aldewere1d, BaniD*~ E1 Emar.y, Chadenet, 
R. Dean*, Knox*, Kruithof*, IvfacKay~~, Hcivor, H. Scott*, C. White* (*Part time 
only). 

2. Issue: The meeting had been called to review the Bank 1 s position on subjects 
which the Zambian delegation had raised with ~fr. 1nJoods on January 17, 1968. 

3. Discussion: (a) Highways: The delegation had asked for early financing of 
three sections of the Great North Road for which bids had already been invited 
and contracts awardedo It was recalled that at the time of the first highway 
loan (469-ZA) to Zambia, the Bank had promised retroactive financing for these 
sections in case th~y were fom1d to be suitable for a second Bank loan and subject 
to the expend.i tures being othe:z wise eligible for Bank financing. It was decided 
to inform the Zambial'ls of the Bank's willi..11gness to investigate ~"i. thout delay 
the procedures followed in in-.ri ting tenders and awarding contracts. If these 
were to be found in li:r~e with Dank procedures, the Projects Department would 
arrange for an appraisal mission in l1arch 1968. 

4. (b) Education: It tAias noted that the Zambian delegation had preferred to in
clude in the proposed education lo&~ the government's secondary school program 
rather than to pr0ceed with a more limited project of technical education first, 
and a secondar,r school project at a later date. It was decided to offer the 
delegation assistance in project preparation in cooperation with UNESCO. If the 
UNESCO mission could do its work promptly and successfully, every effort would be 
made for the Bank to appraise the project by the end of March 1968. 

5. (c) Forest~: The Zambian Government had objected to the establishment of a 
separate commercial entity to implement the proposed forestr,y project. The 
Zambian delegation had stated that the Government desired that the project be 
implemented by the Forestry Department. It was decided to inform the delegation 
that this suggestion would be reviewed in the Bank, and, if necessar,y, in the 
field, in an attempt to find a mutually acceptable solution. 

6. (d) Kafue Power Scheme: The Zambian delegation had stated that bids had been 
received for the construction of the main works of the project, including 
gener~ting equipment, power station, tail-race tunnels, spillway and transmission 
lines.* Bank 1s staff had estimated the cost of the dam at Meshe-Teshie at 
~Z.B million and the transmission lines at about LZ.4-5 million. It was clear 

~It is believed that, in fact, the bids did ~ cover transmission lines. 
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· that since the Government r s decision to build a 500 Mtv station at Kafue (capable 
of extension to 750 MYJ) tvas obviously irrevocable, the immediate development of 
Kariba North, although more economic, would not be taken in hand. It was then 
considered whether the amounts involved in the Kafue contracts, for which bids 
had been opened, might be regarded as "sunken costs" and whether, therefore, the 
Bank couJd consider financing the up-stream dam and the transmission lines. Some 
were of the opinion that these investments were not essentially different from 
other parts of the project and that there would be difficulties in demonstrating 
the justification for financing them in isolation from the justification for the 
whole project. 

7. It was decided that the Bank should not offer to consider financing the con
tracts for which bids had just been received but if the Government of Zambia were 
to ask for financing of the up-stream dam and the transmission lines, the Bank 
would consider such financing o !n addition, the Zambian delegation should be in
formed that the refusal to fi:iJ.t:'.nc~ Kafue should not be taken as meaning that the 
Bank would not be interested j:~1 pa:r·ticipating in power development in Zambia in 
the future. 

8. (e) Diversion TunneJ.s at Kariba: The Zambian delegation had explained the 
position on the building of tl1e tunnels as follows: 

(i) That the tunnels should be built on and from the North Bank; 

(ii) That the Zambian gov~rnment would not have any direct dealings 
with the rebel government in Rhodesia; 

(iii) That the financial arrangements should not involve the Zambian 
goverrunent in guaranteeing more than 50% of the loan for the 
construction. 

9. The Bank would have no difficulty with the first two points, but the third 
point could only be met either by an arrangement with ~"le British Government to 
reduce some of the Zambian guarantees in respect of the existing Kariba loans 
by the amount of one half. of the loan for the tunnels, or by a grant to Zambia 
for one half of the foreign exchange cost of the tunnelso 

10. It was noted that the method which had been worked out a year to eighteen 
month~ earlier, when the construction of Kariba north was being considered, would 
have enabled the project to be financed without involving recognition of, or 
direct dealings with, the Smith regime in Rhodesia. At that time the reaction of 
the U.K. Government had seemed "very positive 11 but it vras doubted that L~ the 
present circumstances the same reaction would be given to similar suggestions to 
finance the cost of the diversion tunnels. 
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11. It was decided to inform the Zambian delegation that :Mr. Aldewereld would 
speak to U.K. officials while he was in IJondon on Monday, January 22, about the 
possibilities of the U.K. agreeing to a release of a part of the Zambian guarantee 
on the Bank's existing Kariba loans, so that, if a loan were made to Zambia for 
the diversion tunnels on the North Bank, Zambia would not have at risk more than 
one-half of the total loans for the Kariba project. 

12. A suggestion was made that the U.K. might be prepared to make a grant within 
its aid program to Zambia for half of the foreign exchange cost of the tunnels 
which would remove the problem of guarantees, and that this also be taken up in 
discussions with the British Government. It was decided, however, that this was 
mainly a Zambian problem and that the question of a grant was one for the Zambians 
to raise themselves. 

Cleared with Messrs • Kn£~,!)!) 
Aldewereld 
El Emary 

Distribution: Loan Cornmi ttee 
Participants 

A. Kruithof 
Acting Secretar,y 
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IM/M/68-2 

January 15, 1968 

M~nutes of Special Loan Meeting to discuss bid evaluation of conductor wire for the 
Keban 380 kv transmission line, held in Mr. Knapp's office on January 4, 1968 at 
TI.:OO a.m. 

1. Present: Messrs. Knapp (Chairman), Bell, Chadenet, Cope, Fontein, T. Jones, 
Knox, Lithgow, Nurick and Cherniavsky. 

2. Issue: Bids would shortly be invited for supplying about 18,000 tons of 
conductor wire for the Keban 380 kv transmission line. The Projects Department 
recommended evaluating foreign bids and the one expected local bid net of duties l/ 
and either (a) adding an agreed percentage of preference to the c.i.f. cost of the 
foreign bid only (i.e., granting the local supplier protection based on total cost) 
or (b) adding an agreed percentage of preference to the foreign component of the 
foreign bids and the local bid (i.e., granting the local supplier protection on the 
value added only). 

2. Discussion: The Projects Department stated that there was one local supplier 
of conductor wire in Turkey, who used imported aluminum billet and imported 
galvanized strand; the cost per ton of finished wire, on a large order, would pro
bably be a minimum of about $690, some 67% of this amount (about $465) being 
di:rectly attributable to the cost of the imported materials. Foreign bidders could 
probably offer finished conductor wire in the quantities envisaged at about $635 
c.i.f. Turkish port. 

3. The Area Department pointed out that the Turkish lira was recognized as over
valued and a devaluation of the rate of exchange by one-third was expected during 
1968. It was very likely, however, that the bids would precede any devaluation and ~ 

at the present rate of exchange, the application of the Bank's standard 15% margin 
of preference on the value added (alternative (b) above) gave no real advantage to 
the Turkish supplier. The Area Department therefore recommended granting a 25% 
margin of preference on the value added as "compensationn for the overvalued rate of 
exchange, but only as long as there was no devaluation of the lira. 

4. Decision: The Chairman said that he accepted the logical case for basing 
preferences on value added rather than on total cost and recognized that in this 
instance, when the import component of the local supplier's total cost was easily 
identifiable, the use of the value added concept would be simple. However, in 
many cases the Bank would get into interminable disputes with borrowers over the 

!/ Existing customs duties and other taxes at the port or entry wer~ a major 
problem in this case, being 101.6% on finished wire and 62.2% and 68.8% on 
aluminum billet and galvanized strand respectively. 
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calculation of value added and he saw no need to move away in this case from the 
total cost concept. The Chairman therefore favored giving the local supplier a 
15% margin of preference on total cost (alternative (a) above); if it was alleged 
thatthis gave an effective margin of preference to the local supplier far in excess 
of 15%~ the Bank could point to the handicap of the overvalued exchange rate. The 
Chairman agreed that this decision did not imply that the Bank would evaluate 
subsequent bids (e.g. for transmission towers) in exactly the same manner. 

5. The Chairman also agreed that the Bank should be prepared to reimburse the 
borrower for expenditures incurred on and after January 1, 1968 and before the 
effective date of the proposed loan, assuming there was no undue delay in pro
cessing the loan. 

Cleared with ~1essrs. Knapp 
Cope 
Knox 

Distribution: Loan Committee 
Participants 

Mark Cherniavsky 
Secretary 
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LH/M/68-23 
December 9, 1968 

}1inutes of Special Loan deeting held on December 2, 1968 in Room A-1212 to discuss 
the effect of the Shashi project (Bots·pana ) on dovJnstream riparians. 

1. Present: Messrs. Cope (Chairman), Baum.., Broches, Knox, Kruithof, I .. ejeune, 
Williams and Cherniavsky. 

2. Issue: The Shashi project in Botswana, under s ·tudy by the Bank, would 
include the construction of a dam on the Shashi river. This dam would affect the 
flow in the Shashi river dmmstreams of the dam site~ possibly reducing the flclv 
in the Limpopo river. Since the lower portion of the Shashi river forms the 
Botswana/Rhodesia border and the Limpopo river the Rhodesia/South Africa border 
(before flowing into Mozambique) the proj ect would affect water rights among the 
Shashi and Limpopo riparians - i.e., South Africa, Portugal (for Hozambique) ·and 
the United Kingdom (for Rhodesia). 

3. Discussion: General Counsel noted that, ·according to the consultant's 
feasibility study, regular meetings between the r~parians "were understood" to 
be held and each country "advised?i the other of propos.::d abstracti.ons from rivers. 
In this matter, however, the Baruc should not rely on secondary sources. As a 
first step \ve should ascertain \vhat exchange of information had in fact taken 
place. Subsequently the Bank should solicit confirmation from the riparians that 
they \-lould have no objection to the propos ed dam on the Shashi. The Pub.lic 
Utilities Department commented that, on present information, it appeared that the 
dam would significantly affect the Shashi river flot·J only on the Botswana/Rhodesia 
border and the effect on the Limpopo riparians would be negligible. 

4. Decision: The Chairman endorsed General Counsel's recommendation. 

Cleared t·li th Hessrs. Cope 
Knox 

. Sassoon 

Distribution: Loan Committee 
Par ticipants 

Nark Cherniavsky 
Secretary 
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LM/M/68-22 
December 6, 1968 

Minutes of Special Loan Meeting held on November 27, 1968 in Room Al212 
to discuss whether the Bank 1s consent should be requir-ed for key 
management appointments under the proposed Ivory Coast oil palm and 
coconut projecto 

lc Present: Messrso Cope (Chairman), Aldewereld, Baum, Broches, 
Chaufournier, Cheek, Evans, Halbe, Rowe, Suratgar and Cherniavsky~ 

2o Issue: The Agriculture Projects Department recommended that 
in negotiating the proposed loan to the Ivory Coast for an oil palm 
and coconut project, th~ Bank require that a number of key management 
appointments be subject to its consente The Area Department considered 
that only the appointments of the Directors General of SODEPALM and 
PALMIVOIRE should be subject to Bank consent and that all other appoint
ments be subject only to consultation with the Bank. 

3o Discussion: Mro Chaufournier recalled that when the Loan 
Committee had discussed this project (see Minutes LC/M/67~10 dated 
October 24, 1967), it had been suggested that consultation would be 
sufficient~ He also noted that OM 5o04 made it clear that the Bank 
should require consent in exceptional cases onlyQ It was, he believed, 
agreed that the management set~p for the project was at present satis" 
fa0tory and the appraisal report indicated that there would be no 
difficulty in filling key positions~ If in these circumstances consent 
was required, he believed it would be tantamount to making it a general 
rule for all agricultural projects in Africa. 

4. Mro Evans said that since the Ivorians would apparently accept 
consent without objection, he would prefer it to consultation since in 
the last analysis this gave the Bank greater control over a project 
which might well encounter serious management difficulties at a later 
stage. A "mix" of consent and consultation, as suggested by the Area 
Department, might well dilute the Bank 1s authority and mean even less 
effective control over the project than with consultation throughout. 
Ivlr3 Broches· commented that he tvould prefer consultation throughout 
since some Board members opposed consent and it could in certain cir
cumstances work against the Bank if, for example, it caused the 
borrower to act passively and to put on the Bank the responsibility of 
getting a project completedo 

5. Decision: The Chairman said that since it was agreed that the 
management set-up was at present satisfactory, consultation throughout 
appeared sufficient, unless after discussions with the Bank 1s financing 
partners it appeared desirable for the Bank to conform to their own 
requirements of consent for the two senior postso He also noted that 
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the provision vrl1ich the Bank proposed to seek to enable PAU~IVOIRE 
to obtain fair prices for domestic sales for palm oil (paragraph 16 
of the Area l"iemorandum) might well have to be further examined after 
negotiations had got underw~. 

Cleared with Messrs. Cope 
Chaufournier 
Evans 

Distribution: Loan Committee 
Participants 

Mark Cherniavsky 
Secretary 
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LlVI;}l/ 68-21 
November 19, 1968 

lfuutes of Special Loan Heeting to discuss possible Bank financing of the 
Bolivian gas pipeline project, held in Room 1204 on Wednesday, November 6 
at 9:15a.m. 

1~ Present: Messrso Knapp (Chairman), Carmic~el, Cope, D. Elliott, 
Sasseen, Skillings and Cherniavs~. 

2. Issue: Further to the meeting of July 17 (See IM/M/68-11 dated 
August 6, 1968) to consider possible Bank financing of the Bolivian gas 
pipeline project, further discussions had been held with the Bolivian 
authorities and Gulf about a financing plan. 

3. Discussion: The meeting was told that for political reasons the 
Bolivian -Government did not want Gulf to have more than a So% ownership 
interest i~the pipeline comp~. Gulf, on its part, was willing to 
guarantee, J jointly and severally with YPFB (the Bolivian Government 
oil concern) all obligations of the pipeline company but would not 
duplicate security arrangements by purchasing preferred stock or 
subordinated strips of Bank loan as well. Gulf proposed that the 
financing be met half by the IBRD and half by New York Banks, without 
any cash contribution from Gulf. 

4c It was noted that the reason for Bank participation in this 
project, which in principle could be financed wholly by Gulf, was that 
Gulf wanted a Bank "presence" (but would not apparently require a force 
majeure clause which would argue more strongly for Bank participation) 
and the Bolivians wanted to limit foreign ownership and attract private/ 
official capital on a 50-50 basis. 

5. Regarding procurement, the meeting was told that the contract 
award for pipe would probably be in December and payments might begin 
in Februar,y. The Bank loan would not be submitted to the Board until 
at least May, thus raising a retroactive financing problem. The 
Chairman commented that while there were persuasive reasons for allowing 
procurement to go ahead as planned, retroactive financing was a 
sensitive issue and it was important that the Executive Directors be 
kept informed of the status of procurement through normal channels. The 

. justification for agreeing in this case was Bolivia's obligation to 
deliver gas to Argentina by July, 1970. 

6. Decision: The Chairman said that the basic reason for Bank 
participation in the project was the Bolivian insistence on a 50-50 
private/official financing plan. He would recommend that the Bank 
indicate its willingness in principle to meet half of the project 
costs, the remainder to be cove-red by New York Banks (who would have 

Y The relationship be~ueen Gulf (the parent company) and Bolivian 
.Gulf in this and other matters would have ~be clarified to ensure 
that Gulf's obligations extended back to the parent compa~e 
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claims on the pipeline company pari passu with IBRD), provided Gulf 
would guarantee all of the pipeline company's obligations, and that 
Gulf's guarantee obligated the parent company. 

Cleared with Messrs. Cope 
Carmichael 
Skillings 

Distribution? Loan Commit tee 
Participants 

1-'Iark Cherniavsky 
Secretary 
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Ul/M/68-20 
November 18, 1968 

!· inutes of Special Loan 'Neeting to discuss the change of legal seat of CANEL from 
France to Algeria, held in Room 1204 on i1onday , Noyember 4 a._t_2_~_. c_o_ . ....~P._•_m_. ______ _ 

1. Present: Messrs. Knapp (Chairman), Benjenk, Broches, Cope, Delaume, Kreuter, 
Lejeune, Springuel and Cherniavsky. 

2. Issue: In May 1967 the Algerian Government had requested CAMEL, the borrower 
under the U.S. $20.5 million loan for gas liquifaction, to move its "siege social" 
from France to Algeria. The Bank had not been informed of the seriousness of this 
demand until a year later and because CAMEL had ignored it, the Algerians had in 
July 1968 suspended the preferential exchange regime accorded to CAMEL as a foreign 
company operating in Algeria, thus placing C~lliL in a difficult financial position. 
C~~L's shareholders were now apparently prepared to accede to the Algerian's demand 
and Mr. Lejeune's memorandum of November 4 to Mr. Knapp reviewed recent events and 
recommended a course of action for the Bank. 

3. Discussion: The meeting noted that the Bank had told CA}ffiL's shareholders 
that the transfer of the company to Algeria was a matter for them alone and in no 
way created, in the Bank vs view, new political risks which could justify enlarging 
the scope of the force majeure clause in the shareholders' guarantee agreement. 
The Bank's main concern was that CM~EL's legal existence should continue 
uninterrupted, thereby safeguarding all the long term cont racts, including the 
Bank's loan and guarantee agreements and the sales contract with British Methane, 
the latter being the sole source of income for CAMEL. Therefore the Bank could 
approve the transfer of CAMEL's "siege socialu only Hhen the maintenance .of .. ~ CAMEL' s 
personality had been formally preserved through an exchange of diplomatic 
notes between France and Algeria. Once the notes had been exchanged and the Bank 
had given its consent to the transfer, there was a reasonable possibility that 
relations bet~veen CAHEL and the Algerian Government could be mended and the Bank 
could use its influence, e.g. through project supervision, to make certain that 
CAJffiL's status in Algeria be adequate to the continuance of its operations as a 
company in Algeria. 

4. Decision: The Chairman agreed with Mr. Lejeune's recommendation that the 
Bank send a cable to C~ffiL , either approving the transfer of the company to Algeria 
if the Bank learned that an exchange of notes had taken place between the French 
and Algerian Governments, or indicating that no Bank approval would be forth
coming until such an exchange had taken place. 

Cleared with ~-1essrs. Cope 
Broches 
Lejeune 

Distribution: Loan Committee 
Participants 

Mark Cherniavsky 
Secretary 
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LM/M/68-19 
November 18, 1968 

Minutes of Special Loan Meeting to discuss a loan to Iran for the Dez Irrigation 
Project, held in Room 1204 on Mond~y, November 4 at 2:45 p.m. 

1. Present: Messrs. Knapp (Chairman), Benjenk, Broches, Cope, Darnell, Evans, 
Golan, Hartwich, T. Jones, Lejeune, Votaw and Cherniavsky. 

2. Issue: During negotiations for the proposed $30 million loan to Iran for 
the Dez Irrigation Project (Stage I), the Iranian representatives had been 
instructed to seek Bank agreement to allocating any part of the 57,000 ha. project 
area to "agribusiness" (large-scale mechanized farming). The Bank's original 
proposal was that only 3,800 ha. be set aside for agribusiness in the project area, 
the remaining 53,200 ha. to be developed for improved traditional farming. 

3. Discussion: The Agriculture Project's Department stated that the project had 
been appraised as a smallholder's scheme with only a small area set aside for agri
business since this would be a new venture and it was uncertain how it would work 
out. Agribusiness would require foreign firms with capital and knowhow possibly 
in cooperation with Iranian interests. So far no firm offers had materialized. 
Certainly it was highly improbable that the Iranians could attract agribussiness 
to anything like 57,000 ha. within the next two years or so. Moreover the Bank 
might not wish to be associated with an operation on this s cale, since it would 
involve eviction of the indigenous farmers who have recently acquired title to the 
land under the Agrarian Reform. It would also disrupt the peasant farmers already 
settled in the Dez Pilot Irrigation Area which had been financed by the Bank in 
1960. Finally, allowing the Iranians to allocate "up to" 57,000 ha. to agribusiness 
in areas selected by would-be agribusinesses would make it impossible to plan in 
time investments for improved traditional farming and concomitant technical 
services over the non-agribusiness project area and would in practice mean that 
irrigated land, instead of being fully utilized as water became available,woul d 
lie unproductive until agribusiness got underway in that area. 

4. Hr. Lejeune's memorandum of October 31 to Hr. Knapp, suggested a possible 
compromise, namely that the Bank agree to allocate 20,000 ha. of specified areas to 
agribusiness, provided (inter alia) that the Iranians agree that the land would 
revert to improved traditional farming if, by certain cut-off dates (determined by 
the time at which water became available) the agribusiness had not materialized. 
This possibility had be~n discussed with the Iranians negotiators, who had, however, 
received subsequent instructions from Teheran to seek full flexibility (i.e., agri
business for up to 57,000 ha.) or to adjourn negotiations. 

5. Decision: The Chairman commented that it would seem likely, as Mr. Lejeune 
had suggested, that there had been some crossing of wires in Teheran since a 
"57,000 ha. or nothing" position was extreme and unreasonable. If it really was 
the case that the Iranian representatives could not now consider the 20,000 ha. 
proposal, then negotiations should be adjourned to give the Iranian delegation the 
opportunity to discuss the situati.on with their Government. If necessary, a small 
mission should be sent to Teheran as soon as possible to explain the Bank ' s position 

· and explore the Iranian's motives. 

Cleared with Messrs. Cope 
Leieune 
Golan 

Distribution: Loan Committee 
Participants 

Mark Cherniavsky 
Secretary 
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UI/M/68-18 
October 29, 1968 

Minutes of Spec .al Loan heeting to discuss procurement under the proposed loan to 
India for the Tarat Seeds P-::-oject, helc in Room 1204 on September 27. 

1. Present_; 1-~essrs. Knapp (Chairman), Aldm.;ereld, Cargill, Chadenet, Cope, 
Darnell, Dunn, Evans, Goodman, Kirk, Neuner, Nurick, Pickering, Street, Votaw, 
l~appenhans, l-liehen and Cherniavsky. / 

2. Issue: The memorandum and attachment from the Asia Department "India -
Tarai Seeds Projectn (LC/0/68-81 dated September 24, 1968) raised two important 
issues for consideration before negotiation of the proposed loan: (a) the 
criteria for agreeing with the borrm~er on the precise list of goods lvhich would 
be subj ec t to inter 1at:i.onal cm.petitive lddding and (b) the level of preference 
for comparing the bids of domestic manufacturers with those of foreign suppliers. 

3. Discussion: It was recalled that the Loan and Econoiuic Committees had met 
jointly on September 26 to consider the report from the Bell Harking Party 
entitled "International Competitive Bidding and Preferences for Domestic Suppliers" 
and had concluded that the Bank should normally accord domestic suppliers a margin 
of preference of 25 percent or the existing level of duties, whichever was lower, 
vJith a. vlaiver of the "25 percent rule11 when there \;Jere special circumstances, for 
example, a clearly overvalued exchange rate. It was recognized that, for reasons 
already explained else\vhere, .!/ the appropriate ceiling for India would be 2 7. 5 
percent. 

4. So far as the question of lfrcserved" pr~cure~ent J:./ was concerned, the 
consensus at the Septe1Jber 26 meeting had been that the Bank (with very few 
exceptions ) would not finance even the fore.:gn exchange component of such procure
ment. The Bank might acc.;pt such procurement in a project 'tvhich it vJas financing 
if (i) it was judged no to place an undue burden on the economic and efficient 
execution of the project and (ii) it was agreed in advance what specific items 
would be reserved. 

5. The meeting was told that the "burden;t which reserv d procurement might 
place on the Tarai seeds project could in fact be particularly troublesome for 
the Bank . The Projects Dep·artment stated that the performance and delivery date 
of locally fabr cated trac ors was unreliable and could jeopardize a project where 
timing vJas so critical. There were no test ·ng facilities or other means for the 
Bank to form an obi ective judgment on the dependability and suitability of Indian 
tractors or other farm machinery required for the project. Consequently, the · 
Banlr \vould have to rely on participating farmers~ good sense and experience by 
permit ting them to choose bettveen locally fabricated r d imported tractors o 

1./ See r inutes of Loan Committ c Heeting on International Competitive Bidding 
(LC/M/67-11 dated December 14, 1967) and Mr. Cargillvs references thereto 
in the attachment to LC/0/68-81 mentioned above. 

2/ "Reserved" procurcmen is procure~1ent reserved for domestic suppliers even 
though it could feasibly be supplied either by international or local 
suppliers , and vhich the B·nk '~ould ordinari ly require to be subject to 
interna tiona l ompetitive bidding; it does not incl~de procurement limited to 
local suppliers because the Bank re"'ognizes that. international competitive 
bidding is imprac ical or inappropriate .. 
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This, of course , lould preclude reserved procurement. Mr. Cargill coomented that 
there was in fact a strong possibility that the Indians would go along lvith the 
Bank so far as tractors were concerned. In any case India was a net importer of 
tractors and in such c:i.rcumstances the Government should not object to the 
importation of tractors for this particular project. 

6. It was further noted that another major item which the Indians might wish 
to reserve for local procurement t·Tas land-levelling machinery to be employed by 
local contractors. It was agreed that if the ~ndians did not press this point it 
would be perfectly feasible to work out a formula for giving local contractors a 
margin of preference to reflect their use of doiTestic rather than imported 
machinery. It appeared , hm.;ever, that if the Indians ins is ted upon reserving 

. land-levelling machinery for local procurement, it would be very difficult to 
establish any clearly defined criteria for making a judgment, after the bids were 
in, 'tvhether this restriction \Jould place "an undue burden on the economic and 
efficient execution of the project.n 

7. The Chairman noted that the amount of the loan earmarked in the appraisal 
report for inVPStment items ($9.2 million) represented some 50 percent of the 
proj ect investment costs. He felt that the Bank might be aLle to meet 60 percent 
of the investment costs of the project, but the amount of the loan ~vould have to 
be fixed, not as a percentage of total investment costs, but as a percentage of 
the cost of the project after deduction of any reserved items, no part of which 
the Bank \vould finance, in accordance with paragraph 4 above. In addition, the 
loan should also include ~n amount for financing fertilizer imports, as suggested 
in the appraisal report. 

8. Mr. Cope uggest~d that the counterpart funds from the sale of fertilizers 
financed by the Bank be passed on to the Tarai Development Corporation (TDC) . In 
this connection there lrlas some discussion of having the TDC as the borrower, but 
it was generally felt that this would te inappropriate since not all of the project 
funds would need o pass _through the TDC~ which had not~been envisaged as an 
investment agency. 

9. Decision: The Chairman said that the discussion had clarified the issues 
but that precise solutions on procurement would have to be settled during 
nego tiations. In outline, he considered that (i) if the . Bank were to offer the 
Indians a.level of domestic preference equal to existing tariff duties up to a 
ceiling of 27.5 p~rcent~ this would represent a significant softening of the 
Banl:~s previous position 'and - t1e Ban<. should therefore expect India to ask for 
little or no reserved procurement; (ii) if the I ndians were to ask for reserved 
procurement on land-levelling machinery the Bank would have to make a broad 
judgment in advance as to whether this condition .vas acceptable; (iii) to the extent 
that negotiations fith the Indians took place before the Board discussion on 
preferences for domestic suppliers, the Bank would have to explain that its 
position as still under review and (iv) the Bank should now consider financing 
up to 60 percen of the project costs as defined in paragraph 7. Finally, he 
recommended that thought be given to pa~sing on to the TDC as lvorking capital the 
counterpart funds from fertilizer sales financed by the Bank loan. 

Cleared with Messrs. Knapp 
Chadenet 
Goodman 

Distr· bution: Loan Committee 
Participants 

Hark Cherniavsky 
Secretary 
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U1/H/68-17 

October 24~ 1968 

Hinutes of Special Loan Heeting to discuss 'tvhether the appointment of an advisor 
to tl e Nigerian Industrial Development Bank (!\IDB) ·should be ·a condition f pre
senting the proposed $6 million loan to the .Board or a coLdition of the loan's 
effectiveness~ held in Room 1204 on October 17. 

1. Present: Hessrs. Knapp (Chairman), Asante, Diamond, El Emary, Mcivor, 
Pollan~ Scott and Cherniavsky. 

2. Issue: The appraisal report on the proposed $6 million loan to the Nigerian 
Industrial Development Bank (DB ·-42, dated August 22 9 1968) recommended that before 
the loan was submitted to the Executive Directors~ arrangements be made to hire 
an advisor satisfactory to the Bank. The Africa Department agreed that the appoint · 
ment of an advisor Has an essential prerequisite to the disbursement of money under 
the loan, but felt that in view of the possible delays in _hiring one, his appoint
ment should be made a condition of the 1oan~s effectiveness rather than a condition 
of Board presentation. 

3. Discussion: The meet:Lng v.;ras told that loan negotiations ~vere expected to 
begin in the second half of r:ovember, permitting Board presentation at the end of 
the year at the earliest . The Area Departn1ent felt that in view of the Bankvs 
uneasy relations with Nigeria, particularly over this loan which had already been 
subj ect to very long delays, t t;as important to sho'tv that we \•Iere in earnest and 
to present the loan to ·the Board as soon as possible after negotiations. The 
Nigerians regarded Board presentation as a landmark and to postpone it might raise 
suspicions in their minds that the Bank \·:as "not serious". 

4. Mr. Diamond said that the defect to such an approach ,,ras that it t-:ould put 
pressure on the Bank to make the loan effective once it had been approved, whether 
or not an entirely satisfactory appointee tad been fo·nd and mutually agreed. 
There vlas in fact a very reasonable chance that an advisor would be found in the 
next tt.,ro or three months , in \IJhich case the ai~ount of delay involved "t-Jould be 
sligl:t or e e nil, and he sa v no reason for the Bank to expose its position now 
by agreeing in ad ance to submit the loan to the Board before an advisor was found. 

5. .Decision: The Chairman said tl.at as a general principle the Bank preferred 
to settle problems of this kind before Board presentation rather than to risk a 
long delay in the effectiveness of a loan after Board approval. He also felt that 
the conclusion of loan negotiations sho ld pro ide ample evidence that we tvere 
"serious". Although a final decision ,eed not be taken until negotiations had been 
completed - at which time an advisor migt1t alr~ady have been suggested or even 
appointed- he was inclined towards tle approacL advocated by Hr. Diamond. 

Cleared lvith Hessrs. Knapp 
Diamond 
El Emary 

Distribution: Lo qn Committee 
Part i ipants 

Earle Cherniavsky 
Secretary 
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LM/ N/ 68-16 

October 14, 1968 

Minutes of Special Loan Meet ing to discuss t1e amount of the proposed l oan 
to :Halagasy for a beef - cattle development project, held in Room 1204 on 
September 18, 1968. 

1 . Present: ~!essrs. Knapp (Chairman) , Baum, Broches, Cope , de la 
Renaudiere, El Emary, Evans, Hassid, Knobel$ }lclvor, Payen, Rovani, van 
Gent and Cherniavsky . 

2. Issue: The appraisal report on the beef-cattle development proj ect 
i n Malagasy Republic (T0-684 dated August 9, 1968) recommended that the 
Bank make a loan of $2 . 1 million for the project, with a contribution of 
$2 million from the Government, equivalent to about 50% of the t otal project 
cost, including working capital and interes during construction. The Area 
Department considered such a governmental .contribution to be high in relation 
to Nalagasy's local resources and recommended that the Bank make a loan of 
about $2.8 million~ equivalent to 66% of the total project cost. 

3 . Dis~ion: It was pointed out that a Bank loan of $2.8 million 
'ttJould mpose a high ·debt-service on the ranch agency and postpone by several 
years the date at ~hich the agency could begin to accumulate a positive cash 
balance. The Area Department therefore recommended that the proceeds of the 
Bank Loan be contributed to the ranch agency as quasi-equity~ i .e., a kind of 
subordinated loan 9 at an interest .rate of 6-1/2%, interest and amortization 
to be payable after the income generated by the ranches had accumulated an 
adequate level of liquid assets. 

4 . Decision: The Chairman commented that Y.Jhile he favored increasing 
the amount of the loan to $2.8 mil .ion, it seemed unnecessary t o place all 
of the Bank loan as quasi-equity vhen the problem could probably be solved 
by extending the period of grace beyond the proposed seven yearso The pro
j ected operatine and income expenses should therefore be recalculated on the 
basis of a $2.8 million loan and a nine year grace period to see what effect 
t he increase in d.ebt would have on the agency's cumulative balance. (Subsequen.• 
t o the meeting, it was decided that a nine year grace period would be accept
able) . 

Clea ed with Messrs. Knapp 
El Emary 
Baum 

Hark Cherniavsky 
Secretary 
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Meeting to discuss the Singapore Port Project (Loan 462-SI), held 

in Mr. Cope's office on Monday, December 11, 1967. 
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LH/M/68-1 

January 3, 1968 

_1inutes of Special Loan Meeting to discuss t he Singapore Port Project 
(Loan 462-SI), held in ~1r . Co~e's office on December 11, 1967 at 2:30p.m. 

1. Present: Messrs. Cope (Chairman), Baum, Bell, Brakel, Goodman, 
Jentgen, Scheiner, Street, van Helden, Webb and Cherniavsky. 

2. Issue: The Port of Singapore Authority (PSA- The Borrower) had requested 
a change in the project description, and the Area Department was proposin~ a 
postponement of the closing date, to substitute for four general-cargo berths ~ 
two berths designed to handle containerized. traffic as well. The Asia Depart
ment and Projects Department recommended submission of PSA's proposal to the 
Executive Directors on a ''no objection" basis, without reconsideration of the 
interest rate should the Bank 1 s standard rate be raised above the 6% of the 
loan. 

3. Discussion: The Projects Department explained that the introduction of 
containers by the shipping lines had taken place much more rapidly than was 
foreseen when the loan was signed. PSA~ having had the benefit of various 
advisers, now intended to construct facilities to handle containers and gen
eral cargo at two berths, one cross berth and one auxiliary narrow· berth, 
instead of four berths of lighter construction to handle general cargo only, 
envisaged in the original project. The Projects Department supported this 
recommendation as appropriate to Singapore in order to provide facilities 
having the maximum flexibility in view of its position as the leading entre
pot port in the area. 

4. It was noted that it was too early to say when containerization would come 
to Southeast Asia, and, in the absence of any agreed tariff structure for 
handling containers, what impact it would have on PSA's finances and the 
project's economic rate of return. However, there was no doubt that it was 
sound business judgment for PSA to be prepared for containerization by con
structing slightly more expensive facilities which could handle general cargo, 
either conventionally or in containers, rather thru1 those which could handle 
only the former. This might be considered a form of insurance, the cost of 
which could be considered reasonable in view of the key role of the port of 
Singapore in the tra~fic of the region and the known interest of the shipping 
lines in introducing containers at an early date. 

5. Decision: The Area Department's recommendation f or a change in the Pro.1ect 
Pescription and for a postponement o~ the Closing Date to be submitted to t he 
Executive Directors on a "no objection ' ~ basis was acceptable. It was decided 
that the President's Memorandum should be accompanied by a paper giving a 
detailed technical description of t he proposed changes in the project and 
explaining the factors which justified modifying the project despite uncer
tainties regarding the financial and economic impact of containerization. 

Cleared with Messrs. Cope 
Baum 
Goodman 

Distribution: Loan Committee 
Participants 

Mark Cherniavsky 
Secretary 
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