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Proposal to Offer IBRD Borrowers Additional Flexibility to  

Convert Loans with a Variable Spread  

 

 

 

I. Introduction 

 

1. This Proposal seeks the approval of the Executive Directors to extend the embedded 

interest rate conversions, currency conversions, and interest rate caps and collars currently 

offered on IBRD loans with a fixed spread to new and existing loans with a variable spread, 

without first having to convert such loans to a fixed spread.  This proposal builds on earlier 

Executive Directors’ approvals related to IBRD loans with a variable spread and fixed spread. 

The objective of this proposal is to allow borrowers of loans with a variable spread to easily 

access IBRD financial products to manage market risks at a lower cost. 

 

II. Background  

 

2. IBRD introduced in 1993 the Variable Spread Loan (VSL), a loan denominated in a 

single currency with an interest rate based on six-month LIBOR plus a variable spread.  The 

variable spread is recalculated every semester and varies according to IBRD’s actual funding 

cost.  The VSL provided borrowers with currency choice at the time of loan commitment.  

However, it did not provide borrowers the opportunity to subsequently transform the currency 

and interest rate characteristics of these loans.  In 1999, IBRD introduced the Fixed Spread Loan 

(FSL),
1
 which included embedded interest rate conversions, currency conversions, and interest 

rate caps and collars.
2
  IBRD also introduced free-standing hedges (currency swaps, interest rate 

swaps, interest rate caps and collars, and commodity swaps) linked to borrowers’ existing loans, 

to which borrowers could gain access by entering into a Master Derivatives Agreement (MDA) 

with IBRD.  By 2007, IBRD began offering borrowers the opportunity to transform VSLs into 

FSLs through amendments to the loan agreements in order to facilitate access to the embedded 

risk management options available for FSLs.
3
  In 2008, the Executive Directors approved the 

consolidation of the VSL and FSL products into a unified single product, the IBRD Flexible 

Loan (IFL).
4
  Under the IFL platform, loans with a variable spread over the reference rate (i.e. 

LIBOR) would be required to fix the spread over the reference rate before exercising IBRD’s 

embedded conversions options.
5
  

 

3. In summary, borrowers with VSLs seeking access to the risk management products 

offered by the Bank have two options available to them; either: (a) request an amendment to the 

                                                           
1
 “Enhancing the Value of IBRD Financial Products: Proposal to Introduce Loan and Hedging Products”, SecM99-

140, February 18, 1999. 
2
 The fixed spread allows the Bank to provide complete hedging for borrowers through market transactions. 

3
 “Proposal to Authorize the Amendment of Variable Spread Loans and Fixed Rate Single Currency Loans” R2007-

0130, June 11, 2007. 
4
 ”Proposal to Extend Maturity Limits for New IBRD Loans and Guarantees and to Simplify and Consolidate IBRD 

Loans into a Unified Single Product Line”, R2008-0007, January 18, 2008. 
5
 The reference rate for USD and JPY is six-month LIBOR and six-month EURIBOR for Euro; for currencies other 

than USD, Euro or JPY the reference rate specified in the loan agreement as the initial loan currency, or in the case 

of currency conversions the reference rate in the new currency. 
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relevant loan agreement to change the loan to an FSL, which has the embedded conversion 

options, upon payment of an additional fee of 0.03% per annum; or (b) negotiate and sign an 

MDA with IBRD in order to execute free-standing hedges with the Bank. 

 

4. Borrowers with IFLs with a variable spread also face a two-step process that requires first 

fixing the spread above the reference rate, at the prevailing fixed spread at time of conversion 

and paying a fee of 0.03% per annum; and then converting the reference rate of future loan 

servicing obligations from floating to fixed or vice versa, and/or converting the loan to another 

currency.  

 

III. Rationale 

 

5. In the current volatile market environment, borrowers are increasingly demanding 

flexibility and responsiveness from IBRD to help them manage market risks.  This Proposal will 

allow borrowers with loans with a variable spread to reduce their exposure to financial shocks by 

protecting themselves against interest rate and foreign exchange volatility; lock in rates in the 

prevailing low interest rate environment; and establish greater predictability of debt service 

payments.  At the same time, it will enable the Bank to respond to borrowers’ requests related to 

risk management; improve the quality of the Bank’s loan portfolio; and reduce IBRD’s risk, 

since countries will improve their ability to service their debt. 

 

6. Until the financial crisis in 2008, converting the variable spread to a fixed spread for an 

IBRD loan involved a fairly modest increase in cost.
6
  The difference in pricing between the two 

types of spreads was on average 11 basis points.  However, after 2008 the spread relative to 

LIBOR for borrowing at longer maturities in the capital markets widened for all triple-A issuers, 

including IBRD, relative to funding in shorter maturities.  Accordingly, the Bank increased the 

fixed spread on loans and as a result the pricing differential between the two widened.  While the 

differential has narrowed over the last two years, particularly for the longer maturities, the 

increase in cost to fix the spread of a loan remains higher than pre-crisis levels.  It currently 

ranges between 31 and 56 basis points depending on the average maturity of the loan.
7
   

 

7. Before 2008, loans with a fixed spread comprised over 70% of new loan commitments.  

Since the spread differential widened, this trend has reversed.  IFLs with a variable spread 

comprised about 90% of new loan commitments in fiscal year 2011.  Viewing the current 

differential as too high, borrowers are reluctant to use interest and currency conversions they 

have available under their existing IBRD loans with a variable spread, thus making them 

vulnerable to market volatility.  Furthermore, signing an MDA has proved onerous for some 

borrowers, especially at the sub national level, due to legal hurdles, accounting issues and 

information technology system limitations.  Graph 1 shows the evolution of the volume of fixed 

spread vis-à-vis variable spread annual loan commitments.   

  

                                                           
6
 The increase in cost was for eliminating the risk to borrowers of increases in IBRD’s funding cost which would be 

passed on in the variable spread. 
7
 IBRD charges maturity premia of 10 basis points and 20 basis points for loans with average repayment maturities 

of 12+ to 15 years and 15+ to 18 years, respectively – “2010 Review of New Loan Pricing” R2010-0151, June 23, 

2010. 
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Graph 1. IBRD Annual Loan Commitment Volumes per FY by Type of Spread 

 

 
 

8. Regardless of whether borrowers choose a variable spread or fixed spread for their loans, 

they expect to have easy access to IBRD’s conversion options to manage their risks.  They rely 

on IBRD financial products to provide them with ways to mitigate risks throughout the life of 

their loans and to reduce their vulnerability to financial shocks.  This proposal presents a long-

term solution that will provide variable spread borrowers the same conversion options available 

for fixed spread borrowers, without having to first convert their loans to fixed spreads, or sign an 

MDA.  This proposal would provide an extension of the risk management opportunities the 

IBRD offers to its clients, which is consistent with the direction being pursued by other 

multilateral development banks. 
 

IV. Proposed Conversion Options 
 

9. The Bank will offer borrowers the following risk management options, while maintaining 

the variable spread of the loan; i.e. the client would continue to bear the risk of variability in 

IBRD’s funding cost.  

 

a) Interest rate conversions will provide the borrower the option to fix the reference rate 

component of the interest rate on disbursed amounts automatically, over the life of the 

loan based on a pre-specified time interval or threshold amount (Automatic Rate Fixing–

ARF)
 8

 or on an ad hoc basis, and to unfix and re-fix the reference rate component of the 

interest rate on disbursed amounts. 

b) Currency conversions will provide the borrower the option of converting a loan in major 

currency (USD, EUR or JPY) into (i) local currencies at time of disbursement (Automatic 

Conversion into Local Currency–ACLC)
8
; (ii) other major or local currencies over the 

life of the loan on disbursed amounts;
9
 or (iii) other major currencies on unwithdrawn 

amounts.   

                                                           
8
 ARF and ACLC will not be offered to legacy VSLs due to operational limitations and expected low demand.  

Management will monitor the demand and may include this feature in future systems enhancements as demand 

warrants and operational limitations permit. 
9
 Forward starting conversions (i.e. for value on a future interest payment date) will be offered for currency 

conversions into local currency. Spot-starting conversions into local currency will not be supported due to the 
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c) Interest rate caps and collars will provide the borrower the option of capping or collaring 

the reference rate component of the interest rate. 

 

V. Potential Demand 

 

10. The set of loans with a variable spread for which borrowers could avail themselves of this 

product enhancement comprises a growing part of the IBRD loan portfolio.  Table 1 shows the 

outstanding volume of VSLs and IFLs with variable spread and the total IBRD loan portfolio.  

Over the next two years, Management expects to receive approximately US$5.0 billion to 

US$7.0 billion in conversion requests from borrowers using the proposed flexibility. 

 

Table 1. VSL and IFLs with Variable Spread and  Total IBRD Loan Portfolio 

(as of the end of October 31, 2011) 
In billions of U.S. dollars 

 VSLs IFLs with a 

Variable Spread 

Total IBRD 

Loan Portfolio 

Disbursed and Outstanding $36.3 $35.4 $131.5 

Undisbursed Amounts $5.0 $41.9 $61.9 
 

VI. Implementation and Outreach 

 

11. Conversion options for IBRD loans with a variable spread will be implemented in two 

phases: 

 

a) Phase 1: The Bank will offer ad hoc interest rate conversions, currency conversions and 

caps and collars to borrowers with IFLs with a variable spread and VSLs.  Management 

will accept conversion requests from borrowers of outstanding loans and prepare 

amendments to the relevant loan agreement(s).  Management will also accept requests 

from borrowers of new loans that contain the added flexibility.  During this phase, a mix 

of system support and manual intervention will be needed to effect conversions. 

b) Phase 2: Once the necessary systems enhancements to support clients’ conversion 

requests and automation are complete, ARFs and ACLCs will also be introduced for 

borrowers of IFLs with a variable spread. 

 

12. During the initial phase, outreach will comprise announcements on the World Bank 

Treasury’s website on the availability of these product enhancements, and communications from 

Country Directors to their clients.  At the beginning of the second phase, Management will 

undertake a broader outreach exercise in which information on the additional flexibility will be 

fully integrated into training materials and workshops.  Management expects to have phase 2 

ready by the first quarter of fiscal year 2013. 

 

 

 

                                                                                                                                                                                           

operational limitations and expected low demand. Management will monitor the demand and may include this 

feature in future systems enhancements as demand warrants and operational limitations permit. 
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VII. Operational Policy Aspects 

 

13. If the Board approves the policy changes recommended in this paper, Management will 

reflect those changes in revisions to Operational Policy (OP) 3.10 and Bank Procedure (BP) 

3.10, “Financial Terms and Conditions of IBRD Loans, IBRD Hedging Products, and IDA 

Credits".  Management will circulate the revised OP and BP 3.10 to the Board for information 

before issuing them to staff. 

 

VIII. Legal Aspects 

 

14. The proposal to extend the conversion options currently offered on IBRD loans with a 

fixed spread to loans with a variable spread does not raise any legal issues under the Bank’s 

Articles.  IBRD has in the past offered borrowers the opportunity to transform the currency and 

interest rate characteristics of their currency pool and single currency pool loans through 

amendments to their loans agreements.
10

  As noted in the background, IBRD has also been 

authorized to offer borrowers embedded conversion options and the opportunity to transform 

their VSLs into FSLs in order to facilitate access to the embedded risk management options 

available for FSLs.  The current proposal, if approved, would extend and consolidate these 

existing initiatives that seek to offer borrowers of loans with a variable spread more equitable 

and cost effective access to IBRD’s risk management products.  

 

15. The extension of the conversion options to new IFLs with a variable spread will require 

modifications to the IBRD General Conditions.  These modifications are to Section 4.02, Section 

4.05 and the Appendix (the Definitions).  The proposed new IBRD General Conditions 

highlighting the required modifications are attached as Annex A.
11

 

 

16. The extension of the conversion options to existing loans with a variable spread will be 

undertaken upon the borrower’s request.  As and when a borrower requests such conversions, the 

relevant loan agreement(s) will be amended, to the extent necessary, in order to: (a) modify 

and/or incorporate the interest rate and currency conversion options into the loan agreement;
12

 

(b) modify the amortization schedule; and (c) effect any other loan-specific amendments that 

may be required by its terms.  
 

IX. Operational Cost 
 

17. Consistent with previous approvals, this product enhancement would be offered on a full 

cost recovery basis.  Currently, the Bank charges transaction fees for interest rate conversions, 

                                                           
10

 “Review of Single Currency and Currency Pool Loans and Proposed Expansion of Currency Choice”, R96-122, 

June 7, 1996.  
11

 In addition to the modifications to introduce conversions for IFLs with a variable spread, the modifications to the 

General Conditions would include a provision to the effect that, in the event of default of an IFL with a variable 

spread on which the reference rate was fixed, the applicable default interest rate would be the reference rate for the 

currency of the loan for the relevant interest period plus the applicable variable spread plus 50 bps.  This is 

consistent with the treatment of default interest for FSLs and IFLs with a fixed spread or a fixed rate ("Review of 

Interest Charges on Overdue Principal Payments of Fixed Rate Loans and Special Treatment for Countries with 

Fixed Rate Loans Presently in Non-Accrual" R2007-0136, June 18, 2007). 
12

 Conversion options for VSLs will include fixing the variable spread, as currently offered for IFLs with a variable 

spread. 
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caps and collars, and currency conversions on loans with a fixed spread.  Transaction fees are 

charged to cover additional operational costs incurred by the Bank in the implementation and 

ongoing activities related to conversion transactions.
13

  Conversion of loans with a variable 

spread would bear transaction fees at the same rate as conversions on loans with a fixed spread 

plus an additional fee of 0.02% per annum to recover any additional costs incurred in the 

implementation of this proposal, such as system enhancements, legal expenses and costs incurred 

in the outreach effort.  Management may adjust the transaction fee from time to time to reflect 

changes in the cost of these conversions and inform the Executive Directors accordingly. 

 

X. Net Income Effect 

 

18. This proposal is expected to be income neutral, regardless of the level of demand, 

because the variable spread conversion options would not affect the components of net interest 

income from loans, namely (i) equity contribution, i.e. the savings for IBRD from not having to 

pay interest charges on its usable equity funding loans; and (ii) contractual lending spread on 

loans. 14
  The impact of a conversion on loan income would be fully offset by IBRD’s policy of 

entering into offsetting transactions with market counterparties.  Furthermore, the transaction fee 

for conversions is set to recover IBRD’s incremental operational costs. 

 

XI. Risk Mitigation 

 

19. Management will undertake the following measures to address the potential risks 

associated with this proposal: 

 

a)  Operational risk: Operational risks will be mitigated by implementing this proposal in 

two phases and by the close coordination, independent validation and control 

mechanisms put in place by Management to cover policy, legal and transaction aspects of 

this proposal.   

b) Market and credit risk: The Bank will manage any interest rate and currency risk arising 

from this proposal by entering into offsetting transactions with market counterparts, 

similar to those currently used to effect fixed spread conversions and free-standing 

hedges.  Volatile markets may affect the Bank’s execution of the hedging transactions 

and the resulting rates that would be passed through to borrowers.  The Bank will also 

continue to pass through to borrowers its cost of funding, as it currently does on variable 

spread loans. 

  

                                                           
13

 For details on transaction fees, refer to the Treasury website: 

http://treasury.worldbank.org/bdm/htm/Loan_Conversion_Options.html 
14

 For details on IBRD’s income dynamics, refer to “Medium-Term Strategy and Finance Paper”, SecM2011-01235, 

April 18, 2011, Table 2.1, page 11 and Box 2.1, page 12. 
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XII. Recommendation 
 

20. Management recommends that the Executive Directors approve the: 

 

a) extension of the offer by IBRD of embedded interest rate and currency risk management 

options to new and existing IFLs with a variable spread and VSLs, substantially on the 

terms summarized in this paper and with effect from the date of approval of these 

recommendations;
15

 and, 

b) proposed IBRD General Conditions for Loans substantially in the form attached hereto as 

Annex A. 

                                                           
15

 For loans negotiated before that date but not yet signed, the borrower shall be given an opportunity to change the 

loan terms either before or after Board presentation of such loan. 
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ARTICLE I 

Introductory Provisions 

Section 1.01. Application of General Conditions 

These General Conditions set forth certain terms and conditions generally 

applicable to the Loan Agreement and to any other Legal Agreement. They apply 

to the extent the Legal Agreement so provides. If the Loan Agreement is between 

the Member Country and the Bank, references in these General Conditions to the 

Guarantor and the Guarantee Agreement shall be disregarded. If there is no 

Project Agreement between the Bank and a Project Implementing Entity, 

references in these General Conditions to the Project Implementing Entity and the 

Project Agreement shall be disregarded. 

Section 1.02. Inconsistency with Legal Agreements 

If any provision of any Legal Agreement is inconsistent with a provision 

of these General Conditions, the provision of the Legal Agreement shall govern. 

Section 1.03. Definitions 

Whenever used in these General Conditions or in the Legal Agreements 

(except as otherwise provided in the Legal Agreements), the terms set forth in the 

Appendix have the meanings ascribed to them in the Appendix. 

Section 1.04. References; Headings 

References in these General Conditions to Articles, Sections and 

Appendix are to the Articles and Sections of, and the Appendix to, these General 

Conditions. The headings of the Articles, Sections and Appendix, and the Table 

of Contents are inserted in these General Conditions for reference only and shall 

not be taken into consideration in interpreting these General Conditions.  

 

ARTICLE II 

Withdrawals 

Section 2.01. Loan Account; Withdrawals Generally; Currency of Withdrawal 

(a) The Bank shall credit the amount of the Loan to the Loan Account 

in the Loan Currency. If the Loan is denominated in more than one currency, the 
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Bank shall divide the Loan Account into multiple sub-accounts, one for each 

Loan Currency. 

(b) The Borrower may from time to time request withdrawals of 

amounts of the Loan from the Loan Account in accordance with the provisions of 

the Loan Agreement and of these General Conditions. 

(c) Each withdrawal of an amount of the Loan from the Loan Account 

shall be made in the Loan Currency of such amount. The Bank shall, at the 

request and acting as an agent of the Borrower, and on such terms and conditions 

as the Bank shall determine, purchase with the Loan Currency withdrawn from 

the Loan Account such Currencies as the Borrower shall reasonably request to 

meet payments for Eligible Expenditures. 

Section 2.02. Special Commitment by the Bank 

At the Borrower's request and on such terms and conditions as the Bank 

and the Borrower shall agree, the Bank may enter into special commitments in 

writing to pay amounts for Eligible Expenditures notwithstanding any subsequent 

suspension or cancellation by the Bank or the Borrower (“Special Commitment”). 

Section 2.03. Applications for Withdrawal or for Special Commitment 

(a) When the Borrower wishes to request a withdrawal from the Loan 

Account or to request the Bank to enter into a Special Commitment, the Borrower 

shall deliver to the Bank a written application in such form and substance as the 

Bank shall reasonably request. Applications for withdrawal, including the 

documentation required pursuant to this Article, shall be made promptly in 

relation to Eligible Expenditures. 

(b) The Borrower shall furnish to the Bank evidence satisfactory to the 

Bank of the authority of the person or persons authorized to sign such applications 

and the authenticated specimen signature of each such person. 

(c) The Borrower shall furnish to the Bank such documents and other 

evidence in support of each such application as the Bank shall reasonably request, 

whether before or after the Bank has permitted any withdrawal requested in the 

application. 

(d) Each such application and accompanying documents and other 

evidence must be sufficient in form and substance to satisfy the Bank that the 

Borrower is entitled to withdraw from the Loan Account the amount applied for 
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and that the amount to be withdrawn from the Loan Account will be used only for 

the purposes specified in the Loan Agreement. 

(e) The Bank shall pay the amounts withdrawn by the Borrower from 

the Loan Account only to, or on the order of, the Borrower. 

Section 2.04. Designated Accounts 

(a) The Borrower may open and maintain one or more designated 

accounts into which the Bank may, at the request of the Borrower, deposit 

amounts withdrawn from the Loan Account as advances for purposes of the 

Project. All designated accounts shall be opened in a financial institution 

acceptable to the Bank, and on terms and conditions acceptable to the Bank. 

(b) Deposits into, and payments out of, any such designated account 

shall be made in accordance with the Loan Agreement and these General 

Conditions and such additional instructions as the Bank may specify from time to 

time by notice to the Borrower. The Bank may, in accordance with the Loan 

Agreement and such instructions, cease making deposits into any such account 

upon notice to the Borrower. In such case, the Bank shall notify the Borrower of 

the procedures to be used for subsequent withdrawals from the Loan Account. 

Section 2.05. Eligible Expenditures 

The Borrower and the Project Implementing Entity shall use the proceeds 

of the Loan exclusively to finance expenditures which, except as otherwise 

provided in the Loan Agreement, satisfy the following requirements (“Eligible 

Expenditure”): 

(a) the payment is for the financing of the reasonable cost of goods, 

works or services required for the Project, to be financed out of the proceeds of 

the Loan and procured, all in accordance with the provisions of the Legal 

Agreements; 

(b) the payment is not prohibited by a decision of the United Nations 

Security Council taken under Chapter VII of the Charter of the United Nations; 

and 

(c) the payment is made on or after the date specified in the Loan 

Agreement, and except as the Bank may otherwise agree, is for expenditures 

incurred prior to the Closing Date. 
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Section 2.06. Financing Taxes 

The use of any proceeds of the Loan to pay for Taxes levied by, or in the 

territory of, the Member Country on or in respect of Eligible Expenditures, or on 

their importation, manufacture, procurement or supply, if permitted by the Legal 

Agreements, is subject to the Bank‟s policy of requiring economy and efficiency 

in the use of the proceeds of its loans. To that end, if the Bank at any time 

determines that the amount of any such Tax is excessive, or that such Tax is 

discriminatory or otherwise unreasonable, the Bank may, by notice to the 

Borrower, adjust the percentage of such Eligible Expenditures to be financed out 

of the proceeds of the Loan specified in the Loan Agreement, as required to 

ensure consistency with such policy of the Bank. 

Section 2.07. Refinancing Preparation Advance; Capitalizing Front-end Fee 

and Interest 

(a) If the Loan Agreement provides for the repayment out of the 

proceeds of the Loan of an advance made by the Bank or the Association 

(“Preparation Advance”), the Bank shall, on behalf of the Borrower, withdraw 

from the Loan Account on or after the Effective Date the amount required to 

repay the withdrawn and outstanding balance of the advance as at the date of 

such withdrawal from the Loan Account and to pay all accrued and unpaid 

charges, if any, on the advance as at such date. The Bank shall pay the amount so 

withdrawn to itself or the Association, as the case may be, and shall cancel the 

remaining unwithdrawn amount of the advance. 

(b) Except as otherwise provided in the Loan Agreement, the Bank 

shall, on behalf of the Borrower, withdraw from the Loan Account on or after the 

Effective Date and pay to itself the amount of the Front-end Fee payable pursuant 

to Section 3.01. 

(c) If the Loan Agreement provides for financing of interest and 

other charges on the Loan out of the proceeds of the Loan, the Bank shall, on 

behalf of the Borrower, withdraw from the Loan Account on each of the Payment 

Dates, and pay to itself the amount required to pay such interest and other 

charges accrued and payable as at such date, subject to any limit specified in the 

Loan Agreement on the amount to be so withdrawn. 
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Section 2.08. Reallocation 

Notwithstanding any allocation of an amount of the Loan to a category of 

expenditures under the Loan Agreement, if the Bank reasonably determines at 

any time that such amount will be insufficient to finance such expenditures, it 

may, by notice to the Borrower: 

(a) reallocate any other amount of the Loan which in the opinion of 

the Bank is not needed for the purpose for which it has been allocated under the 

Loan Agreement, to the extent required to meet the estimated shortfall; and 

(b) if such reallocation will not fully meet the estimated shortfall, 

reduce the percentage of such expenditures to be financed out of the proceeds of 

the Loan, in order that withdrawals for such expenditures may continue until all 

such expenditures have been made. 

ARTICLE III 

Loan Terms 

Section 3.01. Front-end Fee.  The Borrower shall pay the Bank a front-end fee 

on the Loan amount at the rate specified in the Loan Agreement (the “Front-end 

Fee”). 

Section 3.02. Interest 

(a) The Borrower shall pay the Bank interest on the Withdrawn Loan 

Balance at the rate specified in the Loan Agreement; provided, however, that if 

the Loan Agreement provides for Conversions, such rate may be modified from 

time to time in accordance with the provisions of Article IV. Interest shall accrue 

from the respective dates on which amounts of the Loan are withdrawn and shall 

be payable semi-annually in arrears on each Payment Date. 

(b) If interest on any amount of the Withdrawn Loan Balance is based 

on a Variable Spread, the Bank shall notify the Loan Parties of the interest rate 

on such amount for each Interest Period, promptly upon its determination. 

(c) If interest on any amount of the Loan is based on LIBOR or 

EURIBOR, and the Bank determines that such Reference Rate has permanently 

ceased to be quoted for the relevant Currency, the Bank shall apply such other 

comparable Reference Rate for such Currency as it may reasonably determine.  

The Bank shall promptly notify the Loan Parties of such other rate. 
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(d) If interest on any amount of the Withdrawn Balance is payable at 

the Variable Rate, then whenever, in light of changes in market practice affecting 

the determination of the interest rate applicable to such amount, the Bank 

determines that it is in the interest of its borrowers as a whole and of the Bank to 

apply a basis for determining such interest rate other than as provided in the Loan 

Agreement and these General Conditions, the Bank may modify the basis for 

determining such interest rate upon not less than three months‟ notice to the Loan 

Parties of the new basis. The new basis shall become effective on the expiry of 

the notice period unless a Loan Party notifies the Bank during such period of its 

objection to such modification, in which case the modification shall not apply to 

such amount of the Loan. 

(e) Notwithstanding the provisions of paragraph (a) of this Section, if 

any amount of the Withdrawn Loan Balance remains unpaid when due and such 

non-payment continues for a period of thirty days, then the Borrower shall pay 

the Default Interest Rate on such overdue amount in lieu of the interest rate 

specified in the Loan Agreement (or such other interest rate as may be applicable 

pursuant to Article IV as a result of a Conversion) until such overdue amount is 

fully paid.  Interest at the Default Interest Rate shall accrue from the first day of 

each Default Interest Period and shall be payable semi-annually in arrears on 

each Payment Date. 

Section 3.03. Repayment 

The Borrower shall repay the Withdrawn Loan Balance to the Bank in 

accordance with the provisions of the Loan Agreement. 

Section 3.04. Prepayment 

(a) After giving not less than forty-five days' notice to the Bank, the 

Borrower may repay the Bank the following amounts in advance of maturity, as 

of a date acceptable to the Bank (provided that the Borrower has paid all Loan 

Payments due as at such date, including any prepayment premium calculated 

pursuant to paragraph (b) of this Section):  (i) the entire Withdrawn Loan 

Balance as at such date, or (ii) the entire principal amount of any one or more 

maturities of the Loan. Any partial prepayment of the Withdrawn Loan Balance 

shall be applied in the manner specified by the Borrower, or in the absence of 

any specification by the Borrower, in the following manner:  (A) if the Loan 

Agreement provides for the separate amortization of specified disbursed amounts 

of the principal of the Loan (“Disbursed Amounts”), the prepayment shall be 

applied in the inverse order of the Disbursed Amounts, with the Disbursed 

Amount which has been withdrawn last being repaid first and with the latest 
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maturity of said Disbursed Amount being repaid first; and (B) in all other cases, 

the prepayment shall be applied in the inverse order of the Loan maturities, with 

the latest maturity being repaid first. 

(b) The prepayment premium payable under paragraph (a) of this 

Section shall be an amount reasonably determined by the Bank to represent any 

cost to it of redeploying the amount to be prepaid from the date of its prepayment 

to its maturity date. 

(c) If, in respect of any amount of the Loan to be prepaid, a 

Conversion has been effected and the Conversion Period has not terminated at the 

time of prepayment: (i) the Borrower shall pay a transaction fee for the early 

termination of the Conversion, in such amount or at such rate as announced by 

the Bank from time to time and in effect at the time of receipt by the Bank of the 

Borrower‟s notice of prepayment; and (ii) the Borrower or the Bank, as the case 

may be, shall pay an Unwinding Amount, if any, for the early termination of the 

Conversion, in accordance with the Conversion Guidelines. Transaction fees 

provided for under this paragraph and any Unwinding Amount payable by the 

Borrower pursuant to this paragraph shall be paid not later than sixty days after the 

date of prepayment. 

Section 3.05. Partial Payment 

If the Bank at any time receives less than the full amount of any Loan 

Payment then due, it shall have the right to allocate and apply the amount so 

received in any manner and for such purposes under the Loan Agreement as it 

determines in its sole discretion. 

Section 3.06. Place of Payment 

All Loan Payments shall be paid at such places as the Bank shall 

reasonably request. 

Section 3.07. Currency of Payment 

(a) The Borrower shall pay all Loan Payments in the Loan Currency; 

and if a Conversion has been effected in respect of any amount of the Loan, as 

further specified in the Conversion Guidelines. 

(b) If the Borrower so requests, the Bank shall, acting as agent of the 

Borrower, and on such terms and conditions as the Bank shall determine, 

purchase the Loan Currency for the purpose of paying a Loan Payment upon 
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timely payment by the Borrower of sufficient funds for that purpose in a 

Currency or Currencies acceptable to the Bank; provided, however, that the Loan 

Payment shall be deemed to have been paid only when and to the extent that the 

Bank has received such payment in the Loan Currency. 

Section 3.08. Temporary Currency Substitution 

(a) If the Bank reasonably determines that an extraordinary situation 

has arisen under which the Bank shall be unable to provide the Loan Currency at 

any time for purposes of funding the Loan, the Bank may provide such substitute 

Currency or Currencies (“Substitute Loan Currency”) for the Loan Currency 

(“Original Loan Currency”) as the Bank shall select. During the period of such 

extraordinary situation: (i) the Substitute Loan Currency shall be deemed to be the 

Loan Currency for purposes of these General Conditions and the Legal 

Agreements; and (ii) Loan Payments shall be paid in the Substitute Loan 

Currency, and other related financial terms shall be applied, in accordance with 

principles reasonably determined by the Bank. The Bank shall promptly notify 

the Loan Parties of the occurrence of such extraordinary situation, the Substitute 

Loan Currency and the financial terms of the Loan related to the Substitute Loan 

Currency. 

(b) Upon notification by the Bank under paragraph (a) of this Section, 

the Borrower may within thirty days thereafter notify the Bank of its selection of 

another Currency acceptable to the Bank as the Substitute Loan Currency. In 

such case, the Bank shall notify the Borrower of the financial terms of the Loan 

applicable to said Substitute Loan Currency, which shall be determined in 

accordance with principles reasonably established by the Bank. 

(c) During the period of the extraordinary situation referred to in 

paragraph (a) of this Section, no premium shall be payable on prepayment of the 

Loan. 

(d) Once the Bank is again able to provide the Original Loan 

Currency, it shall, at the Borrower‟s request, change the Substitute Loan 

Currency to the Original Loan Currency in accordance with principles reasonably 

established by the Bank. 

Section 3.09. Valuation of Currencies 

Whenever it becomes necessary for the purposes of any Legal Agreement, 

to determine the value of one Currency in terms of another, such value shall be as 

reasonably determined by the Bank. 
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Section 3.10. Manner of Payment 

(a) Any Loan Payment required to be paid to the Bank in the Currency 

of any country shall be made in such manner, and in Currency acquired in such 

manner, as shall be permitted under the laws of such country for the purpose of 

making such payment and effecting the deposit of such Currency to the account of 

the Bank with a depository of the Bank authorized to accept deposits in such 

Currency. 

(b) All Loan Payments shall be paid without restrictions of any kind 

imposed by, or in the territory of, the Member Country and without deduction for, 

and free from, any Taxes levied by or in the territory of the Member Country. 

(c) The Legal Agreements shall be free from any Taxes levied by or in 

the territory of the Member Country on or in connection with their execution, 

delivery or registration. 

 

ARTICLE IV 

Conversions of Loan Terms  

Section 4.01. Conversions Generally 

(a) The Borrower may, at any time, request a conversion of the terms 

of the Loan in accordance with the Loan Agreement in order to facilitate prudent 

debt management. Each such request shall be furnished by the Borrower to the 

Bank in accordance with the Conversion Guidelines and, upon acceptance by the 

Bank, the conversion requested shall be considered a Conversion for the purposes 

of these General Conditions. 

(b) Upon acceptance by the Bank of a request for a Conversion, the 

Bank shall take all actions necessary to effect the Conversion in accordance with 

these General Conditions, the Loan Agreement and the Conversion Guidelines. 

To the extent any modification of the provisions of the Loan Agreement providing 

for withdrawal or repayment of the proceeds of the Loan is required to give effect 

to the Conversion, such provisions shall be deemed to have been modified as of 

the Conversion Date. Promptly after the Execution Date for each Conversion, the 

Bank shall notify the Loan Parties of the financial terms of the Loan, including 

any revised amortization provisions and modified provisions providing for 

withdrawal of the proceeds of the Loan. 

(c) Except as otherwise provided in the Conversion Guidelines, the 



 

 

 10 
 

 

 

 

Borrower shall pay a transaction fee for each Conversion, in such amount or at 

such rate as announced by the Bank from time to time and in effect on the 

Execution Date. Transaction fees provided for under this paragraph shall be 

either: (i) payable as a lump sum not later than sixty days after the Execution 

Date; or (ii) expressed as a percentage per annum and added to the interest rate 

payable on each Payment Date. 

Section 4.02. Conversion to a Fixed Rate or Fixed Spread of Loan that 

Accrues Interest at a Rate Based on the Variable Spread 

(a)  A Conversion to a Fixed Rate of all or any amount of the 

Loan that accrues interest at a rate based on the Variable Spread to a Fixed Rate 

or a Currency Conversion of such amount shall be effected first by fixing the 

Variable Spread applicable to such amount into the Fixed Spread for the Loan 

Currency and adding to such Fixed Spread the Variable Spread Fixing Charge, 

followed immediately by the Conversion requested by the Borrower.   

(a)(b) A Conversion to a Fixed Spread of the full amount of the Loan 

that accrues interest at a rate based on the Variable Spread, shall be effected by 

fixing the Variable Spread applicable to such amount into the Fixed Spread and 

adding to such Fixed Spread the Variable Spread Fixing Charge, in accordance 

with the Conversion Guidelines. 

Section 4.03. Interest Payable following Interest Rate Conversion or 

Currency Conversion 

(a) Interest Rate Conversion. Upon an Interest Rate Conversion, the 

Borrower shall, for each Interest Period during the Conversion Period, pay interest 

on the amount of the Withdrawn Loan Balance to which the Conversion applies 

at the Variable Rate or the Fixed Rate, whichever applies to the Conversion. 

(b) Currency Conversion of Unwithdrawn Amounts. Upon a Currency 

Conversion of all or any amount of the Unwithdrawn Loan Balance to an 

Approved Currency, the Borrower shall, for each Interest Period during the 

Conversion Period, pay interest in the Approved Currency on such amount as 

subsequently withdrawn and outstanding from time to time at the Variable Rate. 

(c) Currency Conversion of Withdrawn Amounts. Upon a Currency 

Conversion of all or any amount of the Withdrawn Loan Balance to an Approved 

Currency, the Borrower shall, for each Interest Period during the Conversion 

Period, pay interest in the Approved Currency on such Withdrawn Loan Balance 

at the Variable Rate or Fixed Rate, whichever applies to the Conversion. 
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Section 4.04. Principal Payable following Currency Conversion 

(a) Currency Conversion of Unwithdrawn Amounts. In the event of a 

Currency Conversion of an amount of the Unwithdrawn Loan Balance to an 

Approved Currency, the principal amount of the Loan so converted shall be 

determined by the Bank by multiplying the amount to be so converted in its 

Currency of denomination immediately prior to the Conversion by the Screen 

Rate. The Borrower shall repay such principal amount as subsequently 

withdrawn in the Approved Currency in accordance with the provisions of the 

Loan Agreement. 

(b) Currency Conversion of Withdrawn Amounts. In the event of a 

Currency Conversion of an amount of the Withdrawn Loan Balance to an 

Approved Currency, the principal amount of the Loan so converted shall be 

determined by the Bank by multiplying the amount to be so converted in its 

Currency of denomination immediately prior to the Conversion by either: (i) the 

exchange rate that reflects the amounts of principal in the Approved Currency 

payable by the Bank under the Currency Hedge Transaction relating to the 

Conversion; or (ii) if the Bank so determines in accordance with the Conversion 

Guidelines, the exchange rate component of the Screen Rate. The Borrower shall 

repay such principal amount in the Approved Currency in accordance with the 

provisions of the Loan Agreement. 

(c) Termination of Conversion Period prior to Final Loan Maturity. 

If the Conversion Period of a Currency Conversion applicable to a portion of the 

Loan terminates prior to the final maturity of such portion, the principal amount of 

such portion of the Loan remaining outstanding in the Loan Currency to which 

such amount shall revert upon such termination shall be determined by the Bank 

either: (i) by multiplying such amount in the Approved Currency of the 

Conversion by the spot or forward exchange rate prevailing between the 

Approved Currency and said Loan Currency for settlement on the last day of the 

Conversion Period; or (ii) in such other manner as specified in the Conversion 

Guidelines. The Borrower shall repay such principal amount in the Loan 

Currency in accordance with the provisions of the Loan Agreement. 

Section 4.05. Interest Rate Cap; Interest Rate Collar 

(a) Interest Rate Cap. Upon the establishment of an Interest Rate Cap 

on the Variable Rate, the Borrower shall, for each Interest Period during the 

Conversion Period, pay interest on the amount of the Withdrawn Loan Balance to 

which the Conversion applies at the Variable Rate, unless on any Reference Rate 

Reset Date during the Conversion Period: (i) for a loan that accrues interest at a 
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Variable Rate based on the Reference Rate and the Fixed Spread, the Variable 

Rate exceeds the Interest Rate Cap, in which case, for the Interest Period to 

which the Reference Rate Reset Date relates, the Borrower shall pay interest on 

such amount at a rate equal to the Interest Rate Cap; or (ii) for a loan that accrues 

interest at a Variable Rate based on a Reference Rate and the Variable Spread, 

the Reference Rate exceeds the Interest Rate Cap, in which case, for the Interest 

Period to which the Reference Rate Reset Date relates, the Borrower shall pay 

interest on such amount at a rate equal to the Interest Rate Cap plus the Variable 

Spread. 

(b) Interest Rate Collar. Upon the establishment of an Interest Rate 

Collar on the Variable Rate, the Borrower shall, for each Interest Period during 

the Conversion Period, pay interest on the amount of the Withdrawn Loan 

Balance to which the Conversion applies at the Variable Rate, unless on any 

Reference Rate Reset Date during the Conversion Period: (i) for a loan that 

accrues interest at a Variable Rate based on a Reference Rate and the Fixed 

Spread, the Variable Rate: (iA) exceeds the upper limit of the Interest Rate 

Collar, in which case, for the Interest Period to which the Reference Rate Reset 

Date relates, the Borrower shall pay interest on such amount at a rate equal to such 

upper limit; or (iiB) falls below the lower limit of the Interest Rate Collar, in 

which case, for the Interest Period to which the Reference Rate Reset Date 

relates, the Borrower shall pay interest on such amount at a rate equal to such 

lower limit; or (ii) for a loan that accrues interest at a Variable Rate based on a 

Reference Rate and the Variable Spread, the Reference Rate: (A) exceeds the 

upper limit of the Interest Rate Collar, in which case, for the Interest Period to 

which the Reference Rate Reset Date relates, the Borrower shall pay interest on 

such amount at a rate equal to such upper limit plus the Variable Spread; or (B) 

falls below the lower limit of the Interest Rate Collar, in which case, for the 

Interest Period to which the Reference Rate Reset Date relates, the Borrower 

shall pay interest on such amount at a rate equal to such lower limit plus the 

Variable Spread. 

(c) Interest Rate Cap or Collar Premium. Upon the establishment of 

an Interest Rate Cap or an Interest Rate Collar, the Borrower shall pay to the 

Bank a premium on the amount of the Withdrawn Loan Balance to which the 

Conversion applies, calculated: (i) on the basis of the premium, if any, payable 

by the Bank for an interest rate cap or collar purchased by the Bank from a 

Counterparty for the purpose of establishing the Interest Rate Cap or Interest 

Rate Collar; or (ii) otherwise as specified in the Conversion Guidelines. Such 

premium shall be payable by the Borrower not later than sixty days after the 

Execution Date. 
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(d) Early Termination. Except as otherwise provided in the 

Conversion Guidelines, upon the early termination of any Interest Rate Cap or 

Interest Rate Collar by the Borrower: (i) the Borrower shall pay a transaction fee 

for the early termination, in such amount or at such rate as announced by the 

Bank from time to time and in effect at the time of receipt by the Bank of the 

Borrower‟s notice of early termination; and (ii) the Borrower or the Bank, as the 

case may be, shall pay an Unwinding Amount, if any, for the early termination, 

in accordance with the Conversion Guidelines. Transaction fees provided for 

under this paragraph and any Unwinding Amount payable by the Borrower 

pursuant to this paragraph shall be paid not later than sixty days after the effective 

date of the early termination. 

ARTICLE V 

 

Project Execution 
 

Section 5.01. Project Execution Generally 

The Borrower and the Project Implementing Entity shall carry out their 

Respective Parts of the Project: 

(a) with due diligence and efficiency; 

(b) in conformity with appropriate administrative, technical, financial, 

economic, environmental and social standards and practices; and 

(c) in accordance with the provisions of the Legal Agreements and 

these General Conditions. 

Section 5.02. Performance under the Loan Agreement and Project Agreement 

(a) The Guarantor shall not take or permit to be taken any action 

which would prevent or interfere with the execution of the Project or the 

performance of the obligations of the Borrower or the Project Implementing 

Entity under the Legal Agreement to which it is a party. 

(b) The Borrower shall: (i) cause the Project Implementing Entity to 

perform all of the obligations of the Project Implementing Entity set forth in the 

Project Agreement in accordance with the provisions of the Project Agreement; 

and (ii) not take or permit to be taken any action which would prevent or 

interfere with such performance. 
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Section 5.03. Provision of Funds and other Resources 

The Borrower shall provide or cause to be provided, promptly as needed, 

the funds, facilities, services and other resources: (a) required for the Project; and 

(b) necessary or appropriate to enable the Project Implementing Entity to perform 

its obligations under the Project Agreement. 

Section 5.04. Insurance 

The Borrower and the Project Implementing Entity shall make adequate 

provision for the insurance of any goods required for their Respective Parts of the 

Project and to be financed out of the proceeds of the Loan, against hazards 

incident to the acquisition, transportation and delivery of the goods to the place of 

their use or installation. Any indemnity for such insurance shall be payable in a 

freely usable Currency to replace or repair such goods. 

Section 5.05. Land Acquisition 

The Borrower and the Project Implementing Entity shall take (or cause to 

be taken) all action to acquire as and when needed all land and rights in respect of 

land as shall be required for carrying out their Respective Parts of the Project and 

shall promptly furnish to the Bank, upon its request, evidence satisfactory to the 

Bank that such land and rights in respect of land are available for purposes related 

to the Project. 

Section 5.06. Use of Goods, Works and Services; Maintenance of Facilities 

(a) Except as the Bank shall otherwise agree, the Borrower and the 

Project Implementing Entity shall ensure that all goods, works and services 

financed out of the proceeds of the Loan are used exclusively for the purposes of 

the Project. 

(b) The Borrower and the Project Implementing Entity shall ensure 

that all facilities relevant to their Respective Parts of the Project shall at all times 

be properly operated and maintained and that all necessary repairs and renewals 

of such facilities shall be made promptly as needed. 

Section 5.07. Plans; Documents; Records 

(a) The Borrower and the Project Implementing Entity shall furnish to 

the Bank all plans, schedules, specifications, reports and contract documents for 
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their Respective Parts of the Project, and any material modifications of or 

additions to these documents, promptly upon their preparation and in such detail 

as the Bank shall reasonably request. 

(b) The Borrower and the Project Implementing Entity shall maintain 

records adequate to record the progress of their Respective Parts of the Project 

(including its cost and the benefits to be derived from it), to identify the goods, 

works and services financed out of the proceeds of the Loan and to disclose their 

use in the Project, and shall furnish such records to the Bank upon its request. 

(c) The Borrower and the Project Implementing Entity shall retain all 

records (contracts, orders, invoices, bills, receipts and other documents) 

evidencing expenditures under their Respective Parts of the Project until at least 

the later of:  (i) one year after the Bank has received the audited Financial 

Statements covering the period during which the last withdrawal from the Loan 

Account was made; and (ii) two years after the Closing Date. The Borrower and 

the Project Implementing Entity shall enable the Bank‟s representatives to 

examine such records. 

Section 5.08. Project Monitoring and Evaluation 

(a) The Borrower shall maintain or cause to be maintained policies 

and procedures adequate to enable it to monitor and evaluate on an ongoing basis, 

in accordance with indicators acceptable to the Bank, the progress of the Project 

and the achievement of its objectives. 

(b) The Borrower shall prepare or cause to be prepared periodic 

reports (“Project Report”), in form and substance satisfactory to the Bank, 

integrating the results of such monitoring and evaluation activities and setting out 

measures recommended to ensure the continued efficient and effective execution 

of the Project and to achieve the Project‟s objectives. The Borrower shall furnish 

or cause to be furnished each Project Report to the Bank promptly upon its 

preparation, afford the Bank a reasonable opportunity to exchange views with the 

Borrower and the Project Implementing Entity on such report, and thereafter 

implement such recommended measures, taking into account the Bank‟s views on 

the matter. 

(c) The Borrower shall prepare, or cause to be prepared, and furnish to 

the Bank not later than six months after the Closing Date, or such earlier date as 

may be specified for that purpose in the Loan Agreement: (i) a report of such 

scope and in such detail as the Bank shall reasonably request, on the execution of 

the Project, the performance by the Loan Parties, the Project Implementing Entity 
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and the Bank of their respective obligations under the Legal Agreements and the 

accomplishment of the purposes of the Loan; and (ii) a plan designed to ensure 

the sustainability of the Project‟s achievements. 

Section 5.09. Financial Management; Financial Statements; Audits 

(a) The Borrower shall maintain or cause to be maintained a financial 

management system and prepare financial statements (“Financial Statements”) in 

accordance with consistently applied accounting standards acceptable to the Bank, 

both in a manner adequate to reflect the operations, resources and expenditures 

related to the Project. 

(b) The Borrower shall: 

(i) have the Financial Statements periodically audited in 

accordance with the Legal Agreements by independent 

auditors acceptable to the Bank, in accordance with 

consistently applied auditing standards acceptable to the 

Bank;  

(ii) not later than the date specified in the Legal Agreements, 

furnish or cause to be furnished to the Bank the Financial 

Statements as so audited, and such other information 

concerning the audited Financial Statements and such 

auditors, as the Bank may from time to time reasonably 

request; and 

(iii) make the audited Financial Statements, or cause the 

audited Financial Statements to be made, publicly 

available in a timely fashion and in a manner acceptable to 

the Bank. 

Section 5.10. Cooperation and Consultation 

The Bank and the Loan Parties shall cooperate fully to assure that the 

purposes of the Loan and the objectives of the Project will be accomplished. To 

that end, the Bank and the Loan Parties shall: 

(a) from time to time, at the request of any one of them, exchange 

views on the Project, the Loan, and the performance of their respective 

obligations under the Legal Agreements, and furnish to the other party all such 

information related to such matters as it shall reasonably request; and 
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(b) promptly inform each other of any condition which interferes 

with, or threatens to interfere with, such matters. 

 

Section 5.11. Visits 

(a) The Member Country shall afford all reasonable opportunity for 

representatives of the Bank to visit any part of its territory for purposes related to 

the Loan or the Project. 

(b) The Borrower and the Project Implementing Entity shall enable 

the Bank's representatives to: (i) visit any facilities and construction sites 

included in their Respective Parts of the Project; and (ii) to examine the goods 

financed out of the proceeds of the Loan for their Respective Parts of the Project, 

and any plants, installations, sites, works, buildings, property, equipment, records 

and documents relevant to the performance of their obligations under the Legal 

Agreements. 

Section 5.12. Disputed Area  

In the event that the Project is in an area which is or becomes disputed, 

neither the Bank‟s financing of the Project, nor any designation of or reference to 

such area in the Legal Agreements, is intended to constitute a judgment on the 

part of the Bank as to the legal or other status of such area or to prejudice the 

determination of any claims with respect to such area. 

ARTICLE VI 

Financial and Economic Data; 

Negative Pledge 

Section 6.01. Financial and Economic Data 

The Member Country shall furnish to the Bank all such information as the 

Bank shall reasonably request with respect to financial and economic conditions 

in its territory, including its balance of payments and its External Debt as well as 

that of its political or administrative subdivisions and of any entity owned or 

controlled by, or operating for the account or benefit of, the Member Country or 

any such subdivision, and of any institution performing the functions of a central 

bank or exchange stabilization fund, or similar functions, for the Member 

Country. 
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Section 6.02. Negative Pledge 

(a) It is the policy of the Bank, in making loans to, or with the 

guarantee of, its members not to seek, in normal circumstances, special security 

from the member concerned but to ensure that no other External Debt shall have 

priority over its loans in the allocation, realization or distribution of foreign 

exchange held under the control or for the benefit of such member. To that end, if 

any Lien is created on any Public Assets as security for any External Debt, which 

will or might result in a priority for the benefit of the creditor of such External 

Debt in the allocation, realization or distribution of foreign exchange, such Lien 

shall, unless the Bank shall otherwise agree, ipso facto and at no cost to the 

Bank, equally and ratably secure all Loan Payments, and the Member Country, in 

creating or permitting the creation of such Lien, shall make express provision to 

that effect; provided, however, that if for any constitutional or other legal reason 

such provision cannot be made with respect to any Lien created on assets of any of 

its political or administrative subdivisions, the Member Country shall promptly 

and at no cost to the Bank secure all Loan Payments by an equivalent Lien on 

other Public Assets satisfactory to the Bank. 

(b) The Borrower which is not the Member Country undertakes that, 

except as the Bank shall otherwise agree: 

 (i) if it creates any Lien on any of its assets as security for any 

debt, such Lien will equally and ratably secure the payment 

of all Loan Payments and in the creation of any such Lien 

express provision will be made to that effect, at no cost to 

the Bank; and 

(ii) if any statutory Lien is created on any of its assets as 

security for any debt, it shall grant at no cost to the Bank, 

an equivalent Lien satisfactory to the Bank to secure the 

payment of all Loan Payments. 

(c) The provisions of paragraphs (a) and (b) of this Section shall not 

apply to:  (i) any Lien created on property, at the time of purchase of such 

property, solely as security for the payment of the purchase price of such 

property or as security for the payment of debt incurred for the purpose of 

financing the purchase of such property; or (ii) any Lien arising in the ordinary 

course of banking transactions and securing a debt maturing not more than one 

year after the date on which it is originally incurred. 
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ARTICLE VII 

Cancellation; Suspension; Acceleration  

Section 7.01. Cancellation by the Borrower 

The Borrower may, by notice to the Bank, cancel any amount of the 

Unwithdrawn Loan Balance, except that the Borrower may not cancel any such 

amount that is subject to a Special Commitment. 

Section 7.02. Suspension by the Bank 

If any of the events specified in paragraphs (a) through (m) of this Section 

occurs and is continuing, the Bank may, by notice to the Loan Parties, suspend in 

whole or in part the right of the Borrower to make withdrawals from the Loan 

Account. Such suspension shall continue until the event (or events) which gave rise 

to the suspension has (or have) ceased to exist, unless the Bank has notified the 

Loan Parties that such right to make withdrawals has been restored. 

(a) Payment Failure. 

(i) The Borrower has failed to make payment (notwithstanding 

the fact that such payment may have been made by the 

Guarantor or a third party) of principal or interest or any 

other amount due to the Bank or the Association: (A) under 

the Loan Agreement; or (B) under any other agreement 

between the Bank and the Borrower; or (C) under any 

agreement between the Borrower and the Association; or 

(D) in consequence of any guarantee extended or other 

financial obligation of any kind assumed by the Bank or the 

Association to any third party with the agreement of the 

Borrower. 

(ii) The Guarantor has failed to make payment of principal or 

interest or any other amount due to the Bank or the 

Association: (A) under the Guarantee Agreement; or  

(B) under any other agreement between the Guarantor and 

the Bank; or (C) under any agreement between the 

Guarantor and the Association; or (D) in consequence of 

any guarantee extended or other financial obligation of any 

kind assumed by the Bank or the Association to any third 

party with the agreement of the Guarantor. 
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(b) Performance Failure. 

(i) A Loan Party has failed to perform any other obligation 

under the Legal Agreement to which it is a party or under 

any Derivatives Agreement. 

(ii) The Project Implementing Entity has failed to perform any 

obligation under the Project Agreement. 

(c) Fraud and Corruption.  At any time, the Bank determines that any 

representative of the Guarantor or the Borrower or the Project Implementing 

Entity (or any other recipient of any of the proceeds of the Loan) has engaged in 

corrupt, fraudulent, coercive or collusive practices in connection with the use of 

the proceeds of the Loan, without the Guarantor or the Borrower or the Project 

Implementing Entity (or any other such recipient) having taken timely and 

appropriate action satisfactory to the Bank to address such practices when they 

occur. 

(d) Cross Suspension.  The Bank or the Association has suspended in 

whole or in part the right of a Loan Party to make withdrawals under any 

agreement with the Bank or with the Association because of a failure by a Loan 

Party to perform any of its obligations under such agreement or any other 

agreement with the Bank. 

 

(e) Extraordinary Situation. 

(i) As a result of events which have occurred after the date of 

the Loan Agreement, an extraordinary situation has arisen 

which makes it improbable that the Project can be carried 

out or that a Loan Party or the Project Implementing Entity 

will be able to perform its obligations under the Legal 

Agreement to which it is a party. 

(ii) An extraordinary situation has arisen under which any 

further withdrawals under the Loan would be inconsistent 

with the provisions of Article III, Section 3 of the Bank's 

Articles of Agreement. 

(f) Event Prior to Effectiveness.  The Bank has determined after the 

Effective Date that prior to such date but after the date of the Loan Agreement, an 
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event has occurred which would have entitled the Bank to suspend the Borrower's 

right to make withdrawals from the Loan Account if the Loan Agreement had 

been effective on the date such event occurred. 

(g) Misrepresentation.  A representation made by a Loan Party in or 

pursuant to the Legal Agreements or in or pursuant to any Derivatives Agreement, 

or any representation or statement furnished by a Loan Party, and intended to be 

relied upon by the Bank in making the Loan or executing a transaction under a 

Derivatives Agreement, was incorrect in any material respect. 

(h) Co-financing. Any of the following events occurs with respect to 

any financing specified in the Loan Agreement to be provided for the Project 

(“Co-financing”) by a financier (other than the Bank or the Association) (“Co-

financier”). 

(i) If the Loan Agreement specifies a date by which the 

agreement with the Co-financier providing for the Co-

financing (“Co-financing Agreement”) is to become 

effective, the Co-financing Agreement has failed to become 

effective by that date, or such later date as the Bank has 

established by notice to the Loan Parties (“Co-financing 

Deadline”); provided, however, that the provisions of this 

sub-paragraph shall not apply if the Loan Parties establish 

to the satisfaction of the Bank that adequate funds for the 

Project are available from other sources on terms and 

conditions consistent with the obligations of the Loan 

Parties under the Legal Agreements. 

(ii) Subject to sub-paragraph (iii) of this paragraph: (A) the 

right to withdraw the proceeds of the Co-financing has 

been suspended, canceled or terminated in whole or in 

part, pursuant to the terms of the Co-financing Agreement; 

or (B) the Co-financing has become due and payable prior 

to its agreed maturity. 

(iii) Sub-paragraph (ii) of this paragraph shall not apply if the 

Loan Parties establish to the satisfaction of the Bank that: 

(A) such suspension, cancellation, termination or 

prematuring was not caused by the failure of the recipient 

of the Co-financing to perform any of its obligations under 

the Co-financing Agreement; and (B) adequate funds for 

the Project are available from other sources on terms and 
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conditions consistent with the obligations of the Loan 

Parties under the Legal Agreements. 

(i) Assignment of Obligations; Disposition of Assets. The Borrower 

or the Project Implementing Entity (or any other entity responsible for 

implementing any part of the Project) has, without the consent of the Bank:  

(i) assigned or transferred, in whole or in part, any of its obligations arising under 

or entered into pursuant to the Legal Agreements; or (ii) sold, leased, transferred, 

assigned, or otherwise disposed of any property or assets financed wholly or in 

part out of the proceeds of the Loan; provided, however, that the provisions of 

this paragraph shall not apply with respect to transactions in the ordinary course 

of business which, in the opinion of the Bank: (A) do not materially and 

adversely affect the ability of the Borrower or of the Project Implementing Entity 

(or such other entity) to perform any of its obligations arising under or entered into 

pursuant to the Legal Agreements or to achieve the objectives of the Project; and 

(B) do not materially and adversely affect the financial condition or operation of 

the Borrower (other than the Member Country) or the Project Implementing 

Entity (or such other entity). 

(j) Membership. The Member Country:  (i) has been suspended from 

membership in or ceased to be a member of the Bank; or (ii) has ceased to be a 

member of the International Monetary Fund. 

(k) Condition of Borrower or Project Implementing Entity. 

(i) Any material adverse change in the condition of the 

Borrower (other than the Member Country), as represented 

by it, has occurred prior to the Effective Date. 

(ii) The Borrower (other than the Member Country) has 

become unable to pay its debts as they mature or any 

action or proceeding has been taken by the Borrower or by 

others whereby any of the assets of the Borrower shall or 

may be distributed among its creditors. 

(iii) Any action has been taken for the dissolution, 

disestablishment or suspension of operations of the 

Borrower (other than the Member Country) or of the 

Project Implementing Entity (or any other entity 

responsible for implementing any part of the Project). 

(iv) The Borrower (other than the Member Country) or the 
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Project Implementing Entity (or any other entity 

responsible for implementing any part of the Project) has 

ceased to exist in the same legal form as that prevailing as 

of the date of the Loan Agreement. 

(v) In the opinion of the Bank, the legal character, ownership 

or control of the Borrower (other than the Member 

Country) or of the Project Implementing Entity (or of any 

other entity responsible for implementing any part of the 

Project) has changed from that prevailing as of the date of 

the Legal Agreements so as to materially and adversely 

affect the ability of the Borrower or of the Project 

Implementing Entity (or such other entity) to perform any 

of its obligations arising under or entered into pursuant to 

the Legal Agreements, or to achieve the objectives of the 

Project. 

(l) Ineligibility. The Bank or the Association has declared the 

Borrower (other than the Member Country) or the Project Implementing Entity 

ineligible to receive proceeds of any financing made by the Bank or the 

Association or otherwise to participate in the preparation or implementation of 

any project financed in whole or in part by the Bank or the Association, as a result 

of: (i) a determination by the Bank or the Association that the Borrower or the 

Project Implementing Entity has engaged in fraudulent, corrupt, coercive or 

collusive practices in connection with the use of the proceeds of any financing 

made by the Bank or the Association; and/or (ii) a declaration by another 

financier that the Borrower or the Project Implementing Entity is ineligible to 

receive proceeds of any financing made by such financier or otherwise to 

participate in the preparation or implementation of any project financed in whole 

or in part by such financier as a result of a determination by such financier that the 

Borrower or the Project Implementing Entity has engaged in fraudulent, corrupt, 

coercive or collusive practices in connection with the use of the proceeds of any 

financing made by such financier. 

(m) Additional Event. Any other event specified in the Loan 

Agreement for the purposes of this Section has occurred (“Additional Event of 

Suspension”). 

Section 7.03. Cancellation by the Bank 

If any of the events specified in paragraphs (a) through (f) of this Section 

occurs with respect to an amount of the Unwithdrawn Loan Balance, the Bank 
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may, by notice to the Loan Parties, terminate the right of the Borrower to make 

withdrawals with respect to such amount. Upon the giving of such notice, such 

amount shall be cancelled. 

(a) Suspension. The right of the Borrower to make withdrawals from 

the Loan Account has been suspended with respect to any amount of the 

Unwithdrawn Loan Balance for a continuous period of thirty days. 

(b) Amounts not Required. At any time, the Bank determines, after 

consultation with the Borrower, that an amount of the Unwithdrawn Loan Balance 

will not be required to finance Eligible Expenditures. 

(c) Fraud and Corruption. At any time, the Bank determines, with 

respect to any amount of the proceeds of the Loan, that corrupt, fraudulent, 

collusive or coercive practices were engaged in by representatives of the 

Guarantor or the Borrower or the Project Implementing Entity (or other recipient 

of the proceeds of the Loan) without the Guarantor, the Borrower or the Project 

Implementing Entity (or other recipient of the proceeds of the Loan) having taken 

timely and appropriate action satisfactory to the Bank to address such practices 

when they occur. 

(d) Misprocurement.  At any time, the Bank: (i) determines that the 

procurement of any contract to be financed out of the proceeds of the Loan is 

inconsistent with the procedures set forth or referred to in the Legal Agreements; 

and (ii) establishes the amount of expenditures under such contract which would 

otherwise have been eligible for financing out of the proceeds of the Loan. 

(e) Closing Date.  After the Closing Date, there remains an 

Unwithdrawn Loan Balance. 

(f) Cancellation of Guarantee.  The Bank receives notice from the 

Guarantor pursuant to Section 7.05 with respect to an amount of the Loan. 

Section 7.04. Amounts Subject to Special Commitment not Affected by 

Cancellation or Suspension by the Bank 

No cancellation or suspension by the Bank shall apply to amounts of the 

Loan subject to any Special Commitment except as expressly provided in the 

Special Commitment. 

Section 7.05. Cancellation of Guarantee 

If the Borrower has failed to pay any required Loan Payment (otherwise 
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than as a result of any act or omission to act of the Guarantor) and such payment 

is made by the Guarantor, the Guarantor may, after consultation with the Bank, by 

notice to the Bank and the Borrower, terminate its obligations under the 

Guarantee Agreement with respect to any amount of the Unwithdrawn Loan 

Balance as at the date of receipt of such notice by the Bank; provided that such 

amount is not subject to any Special Commitment. Upon receipt of such notice by 

the Bank, such obligations in respect of such amount shall terminate. 

Section 7.06. Events of Acceleration 

If any of the events specified in paragraphs (a) through (f) of this Section 

occurs and continues for the period specified (if any), then at any subsequent time 

during the continuance of the event, the Bank may, by notice to the Loan Parties, 

declare all or part of the Withdrawn Loan Balance as at the date of such notice to 

be due and payable immediately together with any other Loan Payments due 

under the Loan Agreement or these General Conditions. Upon any such 

declaration, such Withdrawn Loan Balance and Loan Payments shall become 

immediately due and payable. 

(a) Payment Default. A default has occurred in the payment by a Loan 

Party of any amount due to the Bank or the Association: (i) under any Legal 

Agreement; or (ii) under any other agreement between the Bank and the Loan 

Party; or (iii) under any agreement between the Loan Party and the Association 

(in the case of an agreement between the Guarantor and the Association, under 

circumstances which would make it unlikely that the Guarantor would meet its 

obligations under the Guarantee Agreement); or (iv) in consequence of any 

guarantee extended or other financial obligation of any kind assumed by the Bank 

or the Association to any third party with the agreement of the Loan Party; and 

such default continues in each case for a period of thirty days. 

(b) Performance Default. 

(i) A default has occurred in the performance by a Loan Party 

of any other obligation under the Legal Agreement to 

which it is a party or under any Derivatives Agreement, and 

such default continues for a period of sixty days after notice 

of such default has been given by the Bank to the Loan 

Parties. 

(ii) A default has occurred in the performance by the Project 

Implementing Entity of any obligation under the Project 

Agreement, and such default continues for a period of sixty 
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days after notice of such default has been given by the 

Bank to the Project Implementing Entity and the Loan 

Parties. 

(c) Co-financing. The event specified in sub-paragraph (h) (ii) (B) of 

Section 7.02 has occurred, subject to the proviso of paragraph (h) (iii) of that 

Section. 

(d) Assignment of Obligations; Disposition of Assets. Any event 

specified in paragraph (i) of Section 7.02 has occurred. 

(e) Condition of Borrower or Project Implementing Entity. Any event 

specified in sub-paragraph (k) (ii), (k) (iii), (k) (iv) or (k) (v) of Section 7.02 has 

occurred. 

(f) Additional Event. Any other event specified in the Loan 

Agreement for the purposes of this Section has occurred and continues for the 

period, if any, specified in the Loan Agreement (“Additional Event of 

Acceleration”). 

Section 7.07. Acceleration during a Conversion Period 

If the Loan Agreement provides for Conversions, and if any notice of 

acceleration is given pursuant to Section 7.06 during the Conversion Period for 

any Conversion: (a) the Borrower shall pay a transaction fee in respect of any 

early termination of the Conversion, in such amount or at such rate as announced 

by the Bank from time to time and in effect on the date of such notice; and (b) the 

Borrower shall pay any Unwinding Amount owed by it in respect of any early 

termination of the Conversion, or the Bank shall pay any Unwinding Amount 

owed by it in respect of any such early termination (after setting off any amounts 

owed by the Borrower under the Loan Agreement), in accordance with the 

Conversion Guidelines. 

Section 7.08. Effectiveness of Provisions after Cancellation, Suspension or 

Acceleration 

Notwithstanding any cancellation, suspension or acceleration under this 

Article, all the provisions of the Legal Agreements shall continue in full force 

and effect except as specifically provided in these General Conditions. 
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ARTICLE VIII 

Enforceability; Arbitration 

Section 8.01. Enforceability 

The rights and obligations of the Bank and the Loan Parties under the 

Legal Agreements shall be valid and enforceable in accordance with their terms 

notwithstanding the law of any state or political subdivision thereof to the 

contrary. Neither the Bank nor any Loan Party shall be entitled in any proceeding 

under this Article to assert any claim that any provision of these General 

Conditions or of the Legal Agreements is invalid or unenforceable because of 

any provision of the Articles of Agreement of the Bank. 

Section 8.02. Obligations of the Guarantor 

Except as provided in Section 7.05, the obligations of the Guarantor 

under the Guarantee Agreement shall not be discharged except by performance, 

and then only to the extent of such performance. Such obligations shall not 

require any prior notice to, demand upon or action against the Borrower or any 

prior notice to or demand upon the Guarantor with regard to any default by the 

Borrower. Such obligations shall not be impaired by any of the following: (a) any 

extension of time, forbearance or concession given to the Borrower; (b) any 

assertion of, or failure to assert, or delay in asserting, any right, power or remedy 

against the Borrower or in respect of any security for the Loan; (c) any 

modification or amplification of the provisions of the Loan Agreement 

contemplated by its terms; or (d) any failure of the Borrower or of the Project 

Implementing Entity to comply with any requirement of any law of the Member 

Country. 

Section 8.03. Failure to Exercise Rights 

No delay in exercising, or omission to exercise, any right, power or 

remedy accruing to any party under any Legal Agreement upon any default shall 

impair any such right, power or remedy or be construed to be a waiver thereof or 

an acquiescence in such default. No action of such party in respect of any default, 

or any acquiescence by it in any default, shall affect or impair any right, power or 

remedy of such party in respect of any other or subsequent default. 

Section 8.04. Arbitration 

(a) Any controversy between the parties to the Loan Agreement or the 
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parties to the Guarantee Agreement, and any claim by any such party against any 

other such party arising under the Loan Agreement or the Guarantee Agreement 

which has not been settled by agreement of the parties shall be submitted to 

arbitration by an arbitral tribunal as hereinafter provided (“Arbitral Tribunal”). 

(b) The parties to such arbitration shall be the Bank on the one side 

and the Loan Parties on the other side. 

(c) The Arbitral Tribunal shall consist of three arbitrators appointed as 

follows: (i) one arbitrator shall be appointed by the Bank; (ii) a second arbitrator 

shall be appointed by the Loan Parties or, if they do not agree, by the Guarantor; 

and (iii) the third arbitrator (“Umpire”) shall be appointed by agreement of the 

parties or, if they do not agree, by the President of the International Court of 

Justice or, failing appointment by said President, by the Secretary-General of the 

United Nations. If either side fails to appoint an arbitrator, such arbitrator shall be 

appointed by the Umpire. In case any arbitrator appointed in accordance with this 

Section resigns, dies or becomes unable to act, a successor arbitrator shall be 

appointed in the same manner as prescribed in this Section for the appointment of 

the original arbitrator and such successor shall have all the powers and duties of 

such original arbitrator. 

(d) An arbitration proceeding may be instituted under this Section 

upon notice by the party instituting such proceeding to the other party. Such 

notice shall contain a statement setting forth the nature of the controversy or claim 

to be submitted to arbitration, the nature of the relief sought and the name of the 

arbitrator appointed by the party instituting such proceeding. Within thirty days 

after such notice, the other party shall notify to the party instituting the proceeding 

the name of the arbitrator appointed by such other party. 

(e) If within sixty days after the notice instituting the arbitration 

proceeding, the parties have not agreed upon an Umpire, any party may request 

the appointment of an Umpire as provided in paragraph (c) of this Section. 

(f) The Arbitral Tribunal shall convene at such time and place as 

shall be fixed by the Umpire. Thereafter, the Arbitral Tribunal shall determine 

where and when it shall sit. 

(g) The Arbitral Tribunal shall decide all questions relating to its 

competence and shall, subject to the provisions of this Section and except as the 

parties shall otherwise agree, determine its procedure. All decisions of the 

Arbitral Tribunal shall be by majority vote. 
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(h) The Arbitral Tribunal shall afford to all parties a fair hearing and 

shall render its award in writing. Such award may be rendered by default. An 

award signed by a majority of the Arbitral Tribunal shall constitute the award of 

the Arbitral Tribunal. A signed counterpart of the award shall be transmitted to 

each party. Any such award rendered in accordance with the provisions of this 

Section shall be final and binding upon the parties to the Loan Agreement and the 

Guarantee Agreement. Each party shall abide by and comply with any such award 

rendered by the Arbitral Tribunal in accordance with the provisions of this 

Section. 

(i) The parties shall fix the amount of the remuneration of the 

arbitrators and such other persons as are required for the conduct of the arbitration 

proceedings. If the parties do not agree on such amount before the Arbitral 

Tribunal convenes, the Arbitral Tribunal shall fix such amount as shall be 

reasonable under the circumstances. The Bank, the Borrower and the Guarantor 

shall each defray its own expenses in the arbitration proceedings. The costs of the 

Arbitral Tribunal shall be divided between and borne equally by the Bank on the 

one side and the Loan Parties on the other. Any question concerning the division 

of the costs of the Arbitral Tribunal or the procedure for payment of such costs 

shall be determined by the Arbitral Tribunal. 

(j) The provisions for arbitration set forth in this Section shall be in 

lieu of any other procedure for the settlement of controversies between the parties 

to the Loan Agreement and Guarantee Agreement or of any claim by any such 

party against any other such party arising under such Legal Agreements. 

(k) If, within thirty days after counterparts of the award have been 

delivered to the parties, the award has not been complied with, any party may:  

(i) enter judgment upon, or institute a proceeding to enforce, the award in any 

court of competent jurisdiction against any other party; (ii) enforce such judgment 

by execution; or (iii) pursue any other appropriate remedy against such other party 

for the enforcement of the award and the provisions of the Loan Agreement or 

Guarantee Agreement. Notwithstanding the foregoing, this Section shall not 

authorize any entry of judgment or enforcement of the award against the Member 

Country except as such procedure may be available otherwise than by reason of 

the provisions of this Section. 

(l) Service of any notice or process in connection with any 

proceeding under this Section or in connection with any proceeding to enforce 

any award rendered pursuant to this Section may be made in the manner provided 

in Section 10.01. The parties to the Loan Agreement and the Guarantee 

Agreement waive any and all other requirements for the service of any such 
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notice or process. 

 

ARTICLE IX 

Effectiveness; Termination  

Section 9.01. Conditions of Effectiveness of Legal Agreements 

The Legal Agreements shall not become effective until evidence 

satisfactory to the Bank has been furnished to the Bank that the conditions 

specified in paragraphs (a) through (c) of this Section have been satisfied. 

(a) The execution and delivery of each Legal Agreement on behalf of 

the Loan Party or the Project Implementing Entity which is a party to such Legal 

Agreement have been duly authorized or ratified by all necessary governmental 

and corporate action. 

(b) If the Bank so requests, the condition of the Borrower (other than 

the Member Country) or of the Project Implementing Entity, as represented or 

warranted to the Bank at the date of the Legal Agreements, has undergone no 

material adverse change after such date. 

(c) Each other condition specified in the Loan Agreement as a 

condition of its effectiveness has occurred (“Additional Condition of 

Effectiveness”). 

Section 9.02. Legal Opinions or Certificates 

As part of the evidence to be furnished pursuant to Section 9.01, there 

shall be furnished to the Bank an opinion or opinions satisfactory to the Bank of 

counsel acceptable to the Bank or, if the Bank so requests, a certificate 

satisfactory to the Bank of a competent official of the Member Country showing 

the following matters: 

(a) on behalf of each Loan Party and the Project Implementing Entity, 

that the Legal Agreement to which it is a party has been duly authorized or 

ratified by, and executed and delivered on behalf of, such party and is legally 

binding upon such party in accordance with its terms; and 

(b) each other matter specified in the Loan Agreement or reasonably 

requested by the Bank in connection with the Legal Agreements for the purpose 

of this Section (“Additional Legal Matter”). 
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Section 9.03. Effective Date 

(a) Except as the Bank and the Borrower shall otherwise agree, the 

Legal Agreements shall enter into effect on the date upon which the Bank 

dispatches to the Loan Parties and the Project Implementing Entity notice of its 

acceptance of the evidence required pursuant to Section 9.01 ("Effective Date"). 

(b) If, before the Effective Date, any event has occurred which would 

have entitled the Bank to suspend the right of the Borrower to make withdrawals 

from the Loan Account if the Loan Agreement had been effective, or the Bank 

has determined that an extraordinary situation provided for under Section 3.08 (a) 

exists, the Bank may postpone the dispatch of the notice referred to in paragraph 

(a) of this Section until such event (or events) or situation has (or have) ceased to 

exist. 

Section 9.04. Termination of Legal Agreements for Failure to Become Effective 

The Legal Agreements and all obligations of the parties under the Legal 

Agreements shall terminate if the Legal Agreements have not entered into effect 

by the date (“Effectiveness Deadline”) specified in the Loan Agreement for the 

purpose of this Section, unless the Bank, after consideration of the reasons for the 

delay, establishes a later Effectiveness Deadline for the purpose of this Section. 

The Bank shall promptly notify the Loan Parties and Project Implementing Entity 

of such later Effectiveness Deadline. 

Section 9.05. Termination of Legal Agreements on Full Payment 

The Legal Agreements and all obligations of the parties under the Legal 

Agreements shall forthwith terminate upon full payment of the Withdrawn Loan 

Balance and all other Loan Payments due. 

ARTICLE X 

Miscellaneous Provisions 

Section 10.01. Notices and Requests 

Any notice or request required or permitted to be given or made under any 

Legal Agreement or any other agreement between the parties contemplated by the 

Legal Agreement shall be in writing. Except as otherwise provided in Section 

9.03 (a), such notice or request shall be deemed to have been duly given or made 

when it has been delivered by hand or by mail, telex or facsimile (or, if permitted 

under the Legal Agreement, by other electronic means) to the party to which it is 
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required or permitted to be given or made at such party's address specified in the 

Legal Agreement or at such other address as such party shall have designated by 

notice to the party giving such notice or making such request. Deliveries made by 

facsimile transmission shall also be confirmed by mail. 

Section 10.02. Action on Behalf of the Loan Parties and the Project Implementing 

Entity 

(a) The representative designated by a Loan Party in the Legal 

Agreement to which it is a party (and the representative designated by the Project 

Implementing Entity in the Project Agreement) for the purpose of this Section, or 

any person authorized in writing by such representative for that purpose, may take 

any action required or permitted to be taken pursuant to such Legal Agreement, 

and execute any documents required or permitted to be executed pursuant to such 

Legal Agreement, on behalf of such Loan Party (or the Project Implementing 

Entity, as the case may be). 

(b) The representative so designated by the Loan Party or person so 

authorized by such representative may agree to any modification or amplification 

of the provisions of such Legal Agreement on behalf of such Loan Party by 

written instrument executed by such representative or authorized person; 

provided that, in the opinion of such representative, the modification or 

amplification is reasonable in the circumstances and will not substantially 

increase the obligations of the Loan Parties under the Legal Agreements. The 

Bank may accept the execution by such representative or other authorized person 

of any such instrument as conclusive evidence that such representative is of such 

opinion. 

Section 10.03. Evidence of Authority 

The Loan Parties and the Project Implementing Entity shall furnish to the 

Bank: (a) sufficient evidence of the authority of the person or persons who will, 

on behalf of such party, take any action or execute any documents required or 

permitted to be taken or executed by it under the Legal Agreement to which it is a 

party; and (b) the authenticated specimen signature of each such person. 

Section 10.04. Execution in Counterparts 

Each Legal Agreement may be executed in several counterparts, each of 

which shall be an original. 

 



 

 

 33 
 

 

 

 

Section 10.05. Disclosure 

The Bank may disclose the Legal Agreements and any information related 

to the Legal Agreements in accordance with its policy on access to information, in 

effect at the time of such disclosure. 
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APPENDIX 

Definitions 

1. “Additional Condition of Effectiveness” means any condition of 

effectiveness specified in the Loan Agreement for the purpose of  

Section 9.01 (c). 

2. “Additional Event of Acceleration” means any event of acceleration 

specified in the Loan Agreement for the purpose of Section 7.06 (f). 

3. “Additional Event of Suspension” means any event of suspension 

specified in the Loan Agreement for the purpose of Section 7.02 (m). 

4. “Additional Legal Matter” means each matter specified in the Loan 

Agreement or requested by the Bank in connection with the Legal 

Agreements for the purpose of Section 9.02 (b). 

5. “Approved Currency” means, for a Currency Conversion, any Currency 

approved by the Bank, which, upon the Conversion, becomes the Loan 

Currency. 

6. “Arbitral Tribunal” means the arbitral tribunal established pursuant to 

Section 8.04. 

7. “Assets” includes property, revenue and claims of any kind. 

8. “Association” means the International Development Association. 

9. “Bank” means the International Bank for Reconstruction and 

Development. 

10. “Bank‟s Address” means the Bank‟s address specified in the Legal 

Agreements for the purpose of Section 10.01. 

11. “Borrower” means the party to the Loan Agreement to which the Loan is 

extended. 

12. “Borrower‟s Address” means the Borrower‟s address specified in the Loan 

Agreement for the purpose of Section 10.01. 

13. “Borrower‟s Representative” means the Borrower‟s representative specified 

in the Loan Agreement for the purpose of Section 10.02. 
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14. “Closing Date” means the date specified in the Loan Agreement (or such 

later date as the Bank shall establish by notice to the Loan Parties) after 

which the Bank may, by notice to the Loan Parties, terminate the right of 

the Borrower to withdraw from the Loan Account. 

15. “Co-financier” means the financier (other than the Bank or the 

Association) referred to in Section 7.02 (h) providing the Co-financing. If 

the Loan Agreement specifies more than one such financier, “Co-

financier” refers separately to each of such financiers. 

16. “Co-financing” means the financing referred to in Section 7.02 (h) and 

specified in the Loan Agreement provided or to be provided for the Project 

by the Co-financier. If the Loan Agreement specifies more than one such 

financing, “Co-financing” refers separately to each of such financings. 

17. “Co-financing Agreement” means the agreement referred to in  

Section 7.02 (h) providing for the Co-financing. 

18. “Co-financing Deadline” means the date referred to in Section 7.02 (h) (i) 

and specified in the Loan Agreement by which the Co-financing 

Agreement is to become effective. If the Loan Agreement specifies more 

than one such date, “Co-financing Deadline” refers separately to each of 

such dates. 

19. “Conversion” means any of the following modifications of the terms of all 

or any portion of the Loan that has been requested by the Borrower and 

accepted by the Bank: (a) an Interest Rate Conversion; (b) a Currency 

Conversion; or (c) the establishment of an Interest Rate Cap or Interest 

Rate Collar on the Variable Rate; each as provided in the Loan 

Agreement. 

20. “Conversion Date” means, for a Conversion, the Execution Date or such 

other date as the Bank shall determine on which the Conversion enters into 

effect, as further specified in the Conversion Guidelines. 

21. “Conversion Guidelines” means, for a Conversion, the “Guidelines for 

Conversion of Loan Terms” issued from time to time by the Bank and in 

effect at the time of the Conversion. 

22. “Conversion Period” means, for a Conversion, the period from and 

including the Conversion Date to and including the last day of the Interest 

Period in which the Conversion terminates by its terms; provided, that 
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solely for the purpose of enabling the final payment of interest and 

principal under a Currency Conversion to be made in the Approved 

Currency, such period shall end on the Payment Date immediately 

following the last day of said final applicable Interest Period. 

23. “Counterparty” means a party with which the Bank enters into a 

derivatives transaction in order to effect a Conversion. 

24. “Currency” means the currency of a country and the Special Drawing 

Right of the International Monetary Fund. “Currency of a country” means 

the currency which is legal tender for the payment of public and private 

debts in that country. 

25. “Currency Conversion” means a change of the Loan Currency of all or 

any amount of the Unwithdrawn Loan Balance or the Withdrawn Loan 

Balance to an Approved Currency. 

26. “Currency Hedge Transaction” means, for a Currency Conversion, one 

or more Currency swap transactions entered into by the Bank with a 

Counterparty as of the Execution Date and in accordance with the 

Conversion Guidelines, in connection with the Currency Conversion. 

27. “Default Interest Period” means for any overdue amount of the 

Withdrawn Loan Balance, each Interest Period during which such 

overdue amount remains unpaid; provided, however, that the first such 

Default Interest Period shall commence on the 31
st
 day following the 

date on which such amount becomes overdue, and the final such Default 

Interest Period shall end on the date at which such amount is fully paid. 

28. “Default Interest Rate” means for any Default Interest Period: 

(a) in respect of any amount of the Withdrawn Loan Balance to which 

the Default Interest Rate applies and for which interest was 

payable at a Variable Rate immediately prior to the application of 

the Default Interest Rate:  the Default Variable Rate plus one half 

of one percent (0.5%); and 

(b) in respect of any amount of the Withdrawn Loan Balance to which 

the Default Interest Rate applies and for which interest was 

payable at a Fixed Rate immediately prior to the application of the 

Default Interest Rate:  Default Reference Rate plus the Fixed 

Spread plus one half of one percent (0.5%). 
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29. “Default Reference Rate” means the Reference Rate for the relevant 

Interest Period; it being understood that for the initial Default Interest 

Period, Default Reference Rate shall be equal to Reference Rate for the 

Interest Period in which the amount referred to in Section 3.02 (e) first 

becomes overdue. 

30. “Default Variable Rate” means the Variable Rate for the relevant 

Interest Period; provided that: 

(a)  it being understood that for the initial Default Interest Period, 

Default Variable Rate shall be equal to the Variable Rate for the 

Interest Period in which the amount referred to in Section 3.02 (e) 

first becomes overdue; and 

 

(a)(b) for an amount of the Withdrawn Loan Balance to which the 

Default Interest Rate applies and for which interest was payable at 

a Variable Rate based on a Fixed Reference Rate and the Variable 

Spread immediately prior to the application of the Default Interest 

Rate, Default Variable Rate shall be equal to the Default Reference 

Rate plus the Variable Spread. 

30.31. “Derivatives Agreement” means any derivatives agreement between the 

Bank and a Loan Party for the purpose of documenting and confirming 

one or more derivatives transactions between the Bank and such Loan 

Party, as such agreement may be amended from time to time. 

“Derivatives Agreement” includes all schedules, annexes and 

agreements supplemental to the Derivatives Agreement. 

31.32. “Disbursed Amount” means, for each Interest Period, the aggregate 

principal amount of the Loan withdrawn from the Loan Account during 

the Interest Period. 

32.33. “Dollar”, “$” and “USD” each means the lawful currency of the United 

States of America. 

33.34. “Effective Date” means the date on which the Legal Agreements enter 

into effect pursuant to Section 9.03 (a). 

34.35. “Effectiveness Deadline” means the date referred to in Section 9.04 after 

which the Legal Agreements shall terminate if they have not entered into 

effect as provided in that Section. 
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35.36. “Eligible Expenditure” means an expenditure the payment for which 

meets the requirements of Section 2.05 and which is consequently 

eligible for financing out of the proceeds of the Loan. 

36.37. “EURIBOR” means for any Interest Period, the Euro interbank offered 

rate for deposits in Euro for six months, expressed as a percentage per 

annum, that appears on the Relevant Rate Page as of 11:00 a.m., 

Brussels time, on the Reference Rate Reset Date for the Interest Period. 

37.38. “„Euro‟, „€‟ and „EUR‟” each means the lawful currency of the Euro 

Area. 

38.39. “Euro Area” means the economic and monetary union of member states 

of the European Union that adopt the single currency in accordance with 

the Treaty establishing the European Community, as amended by the 

Treaty on European Union. 

39.40. “Execution Date” means, for a Conversion, the date on which the Bank 

has undertaken all actions necessary to effect the Conversion, as 

reasonably determined by the Bank. 

40.41. “External Debt” means any debt which is or may become payable in a 

Currency other than the Currency of the Member Country. 

41.42. “Financial Center” means: (a) for a Currency other than Euro, the 

principal financial center for the relevant Currency; and (b) for the Euro, 

the principal financial center of the relevant member state  in the Euro 

Area. 

42.43. “Financial Statements” means the financial statements to be maintained 

for the Project as provided in Section 5.09. 

43.44. “Fixed Rate” means:  

(a)  upon an Interest Rate Conversion from the Variable Rate, a fixed 

rate of interest applicable to the amount of the Loan to which the 

Conversion applies, equal to either: (i) the interest rate that reflects 

the fixed rate of interest payable by the Bank under the Interest 

Hedge Transaction relating to the Conversion (adjusted in 

accordance with the Conversion Guidelines for the difference, if 

any, between the Variable Rate and the variable rate of interest 

receivable by the Bank under the Interest Hedge Transaction); or 

http://en.wikipedia.org/wiki/Currency_union
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(ii) if the Bank so determines in accordance with the Conversion 

Guidelines, the Screen Rate; and  

(b)  upon a Currency Conversion of an amount of the Loan that shall 

accrue interest at a fixed rate during the Conversion Period, a fixed 

rate of interest applicable to such amount equal to either: (i) the 

interest rate that reflects the fixed rate of interest payable by the 

Bank under the Currency Hedge Transaction relating to the 

Currency Conversion; or (ii) if the Bank so determines in 

accordance with the Conversion Guidelines, the interest rate 

component of the Screen Rate. 

45. “Fixed Reference Rate” means: 

(a) upon an Interest Rate Conversion from a Variable Rate based on a 

Reference Rate and the Variable Spread to a Variable Rate based 

on a “Fixed Reference Rate” and the Variable Spread, the fixed 

rate equivalent of the relevant Reference Rate for the Loan 

Currency applicable to the amount of the Loan to which the 

Conversion applies, which fixed rate equivalent shall be equal to 

either: (i) the interest rate that reflects the fixed rate of interest 

payable by the Bank under the Interest Hedge Transaction or 

Currency Hedge Transaction relating to the Conversion; or (ii) if 

the Bank so determines in accordance with the Conversion 

Guidelines, the Screen Rate; and 

 

(b) upon a Currency Conversion of an amount of the Loan that shall 

accrue interest at a Variable Rate based on a “Fixed Reference 

Rate” and the Variable Spread, the fixed rate equivalent of:  (i) the 

relevant Reference Rate for the Approved Currency applicable to 

the amount of the Loan to which the Conversion applies; plus (ii) 

a spread (if any) to the relevant Reference Rate as reasonably 

determined by the Bank in accordance with the Conversion 

Guidelines, which fixed rate equivalent shall be equal to either: 

(A) the interest rate that reflects the fixed rate of interest payable 

by the Bank under the Currency Hedge Transaction relating to the 

Conversion; or (B) if the Bank so determines in accordance with 

the Conversion Guidelines, the interest rate component of the 

Screen Rate. 

 

46. “Fixed Spread” means the Bank‟s fixed spread for the initial Loan 

Currency in effect at 12:01 a.m. Washington, D.C. time, one calendar 
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day prior to the date of the Loan Agreement and expressed as a 

percentage per annum; provided, that:  (a) for purposes of determining 

the Default Interest Rate, pursuant to Section 3.02 (e), that is applicable 

to an amount of the Withdrawn Loan Balance on which interest is 

payable at a Fixed Rate, the “Fixed Spread” means the Bank‟s fixed 

spread in effect at 12:01 a.m. Washington, D.C. time, one calendar day 

prior to the date of the Loan Agreement, for the Currency of 

denomination of such amount; (b) for purposes of a Conversion of the 

Variable Rate based on a Variable Spread to a Variable Rate based on a 

Fixed Spread, and for purposes of fixing the Variable Spread pursuant to 

Section 4.02, “Fixed Spread” means the Bank‟s fixed spread for the 

Loan Currency in effect at 12:01 a.m. Washington, D.C. time on the 

Conversion Date; and (c) upon a Currency Conversion of all or any 

amount of the Unwithdrawn Loan Balance, the Fixed Spread shall be 

adjusted on the Execution Date in the manner specified in the 

Conversion Guidelines. 

47. “Foreign Expenditure” means an expenditure in the Currency of any 

country other than the Member Country for goods, works or services 

supplied from the territory of any country other than the Member 

Country. 

48. “Front-end Fee” means the fee specified in the Loan Agreement for the 

purpose of Section 3.01. 

49. “Guarantee Agreement” means the agreement between the Member 

Country and the Bank providing for the guarantee of the Loan, as such 

agreement may be amended from time to time. “Guarantee Agreement” 

includes these General Conditions as applied to the Guarantee 

Agreement, and all appendices, schedules and agreements supplemental 

to the Guarantee Agreement. 

50. “Guarantor” means the Member Country which is a party to the 

Guarantee Agreement. 

51. “Guarantor‟s Address” means the Guarantor‟s address specified in the 

Guarantee Agreement for the purpose of Section 10.01. 

52. “Guarantor‟s Representative” means the Guarantor‟s representative 

specified in the Loan Agreement for the purpose of Section 10.02. 

53. “Incurring of debt” includes the assumption or guarantee of debt and any 
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renewal, extension, or modification of the terms of the debt or of the 

assumption or guarantee of the debt. 

54. “Interest Hedge Transaction” means, for an Interest Rate Conversion, 

one or more interest rate swap transactions entered into by the Bank with 

a Counterparty as of the Execution Date and in accordance with the 

Conversion Guidelines, in connection with the Interest Rate Conversion. 

55. “Interest Period” means the initial period from and including the date of 

the Loan Agreement to but excluding the first Payment Date occurring 

thereafter, and after the initial period, each period from and including a 

Payment Date to but excluding the next following Payment Date. 

56. “Interest Rate Cap” means a ceiling that sets an upper limit: (a) in 

respect of a loan that accrues interest at a Variable Rate based on a 

Reference Rate and the Fixed Spread, for the Variable Rate; or (b) in 

respect of a loan that accrues interest at a Variable Rate based on a 

Reference Rate and the Variable Spread, for the Reference for the 

Variable Rate. 

57. “Interest Rate Collar” means a combination of a ceiling and a floor that 

sets an upper and a lower limit: (a) in respect of a loan that accrues 

interest at a Variable Rate based on a Reference Rate and the Fixed 

Spread, for the Variable Rate; or (b) in respect of a loan that accrues 

interest at a Variable Rate based on a Reference Rate and the Variable 

Spread, for the Reference  for the Variable Rate. 

58. “Interest Rate Conversion” means a change of the interest rate basis 

applicable to all or any amount of the Withdrawn Loan Balance,: (a) 

from the Variable Rate to the Fixed Rate or vice versa; , or (b) from a 

Variable Rate based on a Variable Spread to a Variable Rate based on a 

Fixed Spread; or (c) from a Variable Rate based on a Reference Rate and 

the Variable Spread to a Variable Rate based on a Fixed Reference Rate 

and  the Variable Spread or vice versa. 

59. “Legal Agreement” means any of the Loan Agreement, the Guarantee 

Agreement or the Project Agreement. “Legal Agreements” means 

collectively, all of such agreements. 

60. “LIBOR” means for any Interest Period, the London interbank offered 

rate for deposits in the relevant Loan Currency for six months, expressed 

as a percentage per annum, that appears on the Relevant Rate Page as of 
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11:00 a.m. London time on the Reference Rate Reset Date for the 

Interest Period. 

61.  “Lien” includes mortgages, pledges, charges, privileges and priorities of 

any kind. 

62. “Loan” means the loan provided for in the Loan Agreement. 

63. “Loan Account” means the account opened by the Bank in its books in 

the name of the Borrower to which the amount of the Loan is credited. 

64. “Loan Agreement” means the loan agreement between the Bank and the 

Borrower providing for the Loan, as such agreement may be amended 

from time to time. “Loan Agreement” includes these General Conditions 

as applied to the Loan Agreement, and all appendices, schedules and 

agreements supplemental to the Loan Agreement. 

65. “Loan Currency” means the Currency in which the Loan is 

denominated; provided that if the Loan Agreement provides for 

Conversions, “Loan Currency” means the Currency in which the Loan is 

denominated from time to time. If the Loan is denominated in more than 

one currency, “Loan Currency” refers separately to each of such 

Currencies. 

66. “Loan Party” means the Borrower or the Guarantor. “Loan Parties” 

means collectively, the Borrower and the Guarantor. 

67. “Loan Payment” means any amount payable by the Loan Parties to the 

Bank pursuant to the Legal Agreements or these General Conditions, 

including (but not limited to) any amount of the Withdrawn Loan 

Balance, interest, the Front-end Fee, interest at the Default Interest Rate 

(if any), any prepayment premium, any transaction fee for a Conversion 

or early termination of a Conversion, the Variable Spread Fixing Charge 

(if any), any premium payable upon the establishment of an Interest Rate 

Cap or Interest Rate Collar, and any Unwinding Amount payable by the 

Borrower. 

68. “Local Expenditure” means an expenditure: (a) in the Currency of the 

Member Country; or (b) for goods, works or services supplied from the 

territory of the Member Country; provided, however, that if the Currency 

of the Member Country is also that of another country from which goods, 

works or services are supplied, an expenditure in such Currency for such 
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goods, works or services shall be deemed to be a Foreign Expenditure. 

69. “London Banking Day” means any day on which commercial banks are 

open for general business (including dealings in foreign exchange and 

foreign Currency deposits) in London. 

70. “Maturity Fixing Date” means, for each Disbursed Amount, the first day 

of the Interest Period next following the Interest Period in which the 

Disbursed Amount is withdrawn. 

71. “Member Country” means the member of the Bank which is the 

Borrower or the Guarantor. 

72. “Payment Date” means each date specified in the Loan Agreement 

occurring on or after the date of the Loan Agreement on which interest is 

payable. 

73. “Preparation Advance” means the advance referred to in the Loan 

Agreement and repayable in accordance with Section 2.07 (a). 

74. “Principal Payment Date” means each date specified in the Loan 

Agreement on which all or any portion of the principal amount of the 

Loan is payable. 

75. “Project” means the project described in the Loan Agreement, for which 

the Loan is extended, as the description of such project may be amended 

from time to time by agreement between the Bank and the Borrower. 

76. “Project Agreement” means the agreement between the Bank and the 

Project Implementing Entity relating to the implementation of all or part 

of the Project, as such agreement may be amended from time to time. 

“Project Agreement” includes these General Conditions as applied to the 

Project Agreement, and all appendices, schedules and agreements 

supplemental to the Project Agreement. 

77. “Project Implementing Entity” means a legal entity (other than the 

Borrower or the Guarantor) which is responsible for implementing all or 

a part of the Project and which is a party to the Project Agreement. If the 

Bank enters into a Project Agreement with more than one such entity, 

“Project Implementing Entity” refers separately to each such entity. 

78. “Project Implementing Entity‟s Address” means the Project 

Implementing Entity‟s address specified in the Project Agreement for 
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the purpose of Section 10.01. 

79. “Project Implementing Entity‟s Representative” means the Project 

Implementing Entity‟s representative specified in the Project Agreement 

for the purpose of Section 10.02 (a). 

80.  “Project Report” means each report on the Project to be prepared and 

furnished to the Bank pursuant to Section 5.08 (b). 

81. “Public Assets” means assets of the Member Country, of any of its 

political or administrative subdivisions and of any entity owned or 

controlled by, or operating for the account or benefit of, the Member 

Country or any such subdivision, including gold and foreign exchange 

assets held by any institution performing the functions of a central bank 

or exchange stabilization fund, or similar functions, for the Member 

Country. 

82. “Reference Rate” means, for any Interest Period: 

(a) for USD and JPY, LIBOR for the relevant Loan Currency.  If such 

rate does not appear on the Relevant Rate Page, the Bank shall 

request the principal London office of each of four major banks to 

provide a quotation of the rate at which it offers six-month deposits 

in the relevant Loan Currency to leading banks in the London 

interbank market at approximately 11:00 a.m. London time on the 

Reference Rate Reset Date for the Interest Period. If at least two 

such quotations are provided, the rate for the Interest Period shall 

be the arithmetic mean (as determined by the Bank) of the 

quotations. If less than two quotations are provided as requested, 

the rate for the Interest Period shall be the arithmetic mean (as 

determined by the Bank) of the rates quoted by four major banks 

selected by the Bank in the relevant Financial Center, at 

approximately 11:00 a.m. in the Financial Center, on the Reference 

Rate Reset Date for the Interest Period for loans in the relevant 

Loan Currency to leading banks for six months. If less than two of 

the banks so selected are quoting such rates, the Reference Rate for 

the relevant Loan Currency for the Interest Period shall be equal to 

the respective Reference Rate in effect for the Interest Period 

immediately preceding it;  

(b) for Euro, EURIBOR. If such rate does not appear on the Relevant 

Rate Page, the Bank shall request the principal Euro Area office of 
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each of four major banks to provide a quotation of the rate at 

which it offers six-month deposits in Euro to leading banks in the 

Euro area interbank market at approximately 11:00 a.m. Brussels 

time on the Reference Rate Reset Date for the Interest Period. If at 

least two such quotations are provided, the rate for the Interest 

Period shall be the arithmetic mean (as determined by the Bank) of 

the quotations. If less than two quotations are provided as 

requested, the rate for the Interest Period shall be the arithmetic 

mean (as determined by the Bank) of the rates quoted by four 

major banks selected by the Bank in the relevant Financial Center, 

at approximately 11:00 a.m. in the Financial Center, on the 

Reference Rate Reset Date for the Interest Period for loans in Euro 

to leading banks for six months. If less than two of the banks so 

selected are quoting such rates, the Reference Rate for Euro for the 

Interest Period shall be equal to the Reference Rate in effect for the 

Interest Period immediately preceding it;  

(c) if the Bank determines that LIBOR (in respect of USD and JPY) or 

EURIBOR (in respect of Euro) has permanently ceased to be 

quoted for such currency, such other comparable reference rate for 

the relevant currency as the Bank shall determine pursuant to 

Section 3.02 (c); and 

(d) for any currency other than USD, Euro or JPY: (i) such reference 

rate for the initial Loan Currency as shall be specified or referred 

to in the Loan Agreement; or (ii) in the case of a Currency 

Conversion to such other currency, such reference rate as shall be 

determined by the Bank in accordance with the Conversion 

Guidelines and notice thereof given to the Borrower in accordance 

with Section 4.01(b). 

83. “Reference Rate Reset Date” means:  

(a)  for USD and JPY, the day two London Banking Days prior to the 

first day of the relevant Interest Period (or: (i) in the case of the 

initial Interest Period, the day two London Banking Days prior to 

the first or fifteenth day of the month in which the Loan 

Agreement is signed, whichever day immediately precedes the date 

of the Loan Agreement; provided that if the date of the Loan 

Agreement falls on the first or fifteenth day of such month, the 

Reference Rate Reset Date shall be the day two London Banking 

Days prior to the date of the Loan Agreement; and (ii) if the 
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Conversion Date for a Currency Conversion of an amount of the 

Unwithdrawn Loan Balance to either USD or JPY falls on a day 

other than a Payment Date, the initial Reference Rate Reset Date 

for the Approved Currency shall be the day two London Banking 

Days prior to the first or fifteenth day of the month in which the 

Conversion Date falls, whichever day immediately precedes the 

Conversion Date; provided, that if the Conversion Date falls on the 

first or fifteenth day of such month, the Reference Rate Reset Date 

for the Approved Currency shall be the day two London Banking 

Days prior to the Conversion Date);  

(b) for Euro, the day two TARGET Settlement Days prior to the first 

day of the relevant Interest Period (or: (i) in the case of the initial 

Interest Period the day two TARGET Settlement Days prior to the 

first or fifteenth day of the month in which the Loan Agreement is 

signed, whichever day immediately precedes the date of the Loan 

Agreement; provided that if the date of the Loan Agreement falls 

on the first or fifteenth day of such month, the Reference Rate 

Reset Date shall be the day two TARGET Settlement Days prior to 

the date of the Loan Agreement; and (ii) if the Conversion Date of 

a Currency Conversion of an amount of the Unwithdrawn Loan 

Balance to Euro falls on a day other than a Payment Date, the 

initial Reference Rate Reset Date for the Approved Currency shall 

be the day two TARGET Settlement Days prior to the first or 

fifteenth day of the month in which the Conversion Date falls, 

whichever day immediately precedes the Conversion Date; 

provided that if the Conversion Date falls on the first or fifteenth 

day of such month, the Reference Rate Reset Date for the 

Approved Currency shall be the day two TARGET Settlement 

Days prior to the Conversion Date); 

(c) if, for a Currency Conversion to an Approved Currency, the Bank 

determines that market practice for the determination of the 

Reference Rate Reset Date is on a date other than as set forth in 

sub-paragraphs (a) or (b) of this Section, the Reference Rate Reset 

Date shall be such other date as further specified in the Conversion 

Guidelines; and  

(d) for any currency other than USD, Euro and JPY:  (i) such day for 

the initial Loan Currency as shall be specified or referred to in the 

Loan Agreement; or (ii) in the case of a Currency Conversion to 

such other currency, such day as shall be determined by the Bank 
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and notice thereof given to the Borrower in accordance with 

Section 4.01(b). 

84. “Relevant Rate Page” means the display page designated by an 

established financial market data provider selected by the Bank as the 

page for the purpose of displaying the Reference Rate for deposits in the 

Loan Currency. 

85. “Respective Part of the Project” means, for the Borrower and for any 

Project Implementing Entity, the part of the Project specified in the 

Legal Agreements to be carried out by it. 

86. “Screen Rate” means:  

(a)  for an Interest Rate Conversion from the Variable Rate to the 

Fixed Rate, the fixed rate of interest determined by the Bank on the 

Execution Date on the basis of the Variable Rate and market rates 

displayed by established information vendors reflecting the 

Conversion Period, the Currency amount and the repayment 

provisions of the amount of the Loan to which the Conversion 

applies;  

(b) for an Interest Rate Conversion from the Fixed Rate to the 

Variable Rate, the variable rate of interest determined by the Bank 

on the Execution Date on the basis of the Fixed Rate and market 

rates displayed by established information vendors reflecting the 

Conversion Period, the Currency amount and the repayment 

provisions of the amount of the Loan to which the Conversion 

applies;  

(c) for an Interest Rate Conversion from a Variable Rate based on a 

Reference Rate and the Variable Spread to a Variable Rate based 

on a Fixed Reference Rate and the Variable Spread (or vice versa), 

the variable rate of interest determined by the Bank on the 

Execution Date on the basis of the Reference Rate or Fixed 

Reference Rate (as the case may be) applicable prior to the 

Conversion and market rates displayed by established information 

vendors reflecting the Conversion Period, the Currency amount 

and the repayment provisions of the amount to which the 

Conversion applies; 

(d) for a Currency Conversion of an amount of the Unwithdrawn Loan 
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Balance, the exchange rate between the Loan Currency 

immediately prior to the Conversion and the Approved Currency, 

determined by the Bank on the Execution Date on the basis of 

market exchange rates displayed by established information 

vendors;  

(de) for a Currency Conversion of an amount of the Withdrawn Loan 

Balance that accrues interest at a Variable Rate based on:  

(i) a Reference Rate and the Fixed Spread, each of:  (Ai) the 

exchange rate between the Loan Currency immediately 

prior to the Conversion and the Approved Currency, 

determined by the Bank on the Execution Date on the basis 

of market exchange rates displayed by established 

information vendors; and (iiB) the fixed rate of interest or 

the variable rate of interest (whichever applies to the 

Conversion), determined by the Bank on the Execution 

Date in accordance with the Conversion Guidelines on the 

basis of the interest rate applicable to such amount 

immediately prior to the Conversion and market rates 

displayed by established information vendors reflecting the 

Conversion Period, the Currency amount and the 

repayment provisions of the amount of the Loan to which 

the Conversion applies; and or  

 

(ii) a Reference Rate or a Fixed Reference Rate and the Variable 

Spread, each of: (A) the exchange rate between the Loan 

Currency immediately prior to the Conversion and the 

Approved Currency, determined by the Bank on the 

Execution Date on the basis of market exchange rates 

displayed by established information vendors; and (B) 

the fixed rate of interest or the variable rate of interest 

(whichever applies to the Conversion), determined by the 

Bank on the Execution Date in accordance with the 

Conversion Guidelines on the basis of the Reference 

Rate or the Fixed Reference Rate (as the case may be) 

applicable to such amount immediately prior to the 

Conversion plus a spread (if any) and market rates 

displayed by established information vendors reflecting 

the Conversion Period, the Currency amount and the 

repayment provisions of the amount of the Loan to which 

the Conversion applies; and 
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(fe) for the early termination of a Conversion, each of the rates applied 

by the Bank for the purpose of calculating the Unwinding Amount 

as of the date of such early termination in accordance with the 

Conversion Guidelines on the basis of market rates displayed by 

established information vendors reflecting the remaining 

Conversion Period, Currency amount and repayment provisions of 

the amount of the Loan to which the Conversion and such early 

termination apply. 

87. “Special Commitment” means any special commitment entered into or 

to be entered into by the Bank pursuant to Section 2.02. 

88. “TARGET Settlement Day” means any day on which the Trans 

European Automated Real-Time Gross Settlement Express Transfer 

system is open for the settlement of Euro. 

89. “Taxes” includes imposts, levies, fees and duties of any nature whether 

in effect at the date of the Legal Agreements or imposed after that date. 

90. “Umpire” means the third arbitrator appointed pursuant to  

Section 8.04 (c). 

91. “Unwinding Amount” means, for the early termination of a Conversion: 

(a) an amount payable by the Borrower to the Bank equal to the net 

aggregate amount payable by the Bank under transactions undertaken by 

the Bank to terminate the Conversion, or if no such transactions are 

undertaken, an amount determined by the Bank on the basis of the 

Screen Rate, to represent the equivalent of such net aggregate amount; 

or (b) an amount payable by the Bank to the Borrower equal to the net 

aggregate amount receivable by the Bank under transactions undertaken 

by the Bank to terminate the Conversion, or if no such transactions are 

undertaken, an amount determined by the Bank on the basis of the 

Screen Rate, to represent the equivalent of such net aggregate amount. 

92. “Unwithdrawn Loan Balance” means the amount of the Loan remaining 

unwithdrawn from the Loan Account from time to time. 

93. “Variable Rate” means a variable rate of interest equal to the sum of: (1) 

the Reference Rate for the initial Loan Currency; plus (2) the Variable 

Spread, if interest accrues at a rate based on the Variable Spread, or the 

Fixed Spread if interest accrues at a rate based on the Fixed Spread; 
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provided, that:   

(a) upon an Interest Rate Conversion from a Vvariable Rrate based on 

the Variable Spread to a Vvariable rRate based on a Fixed Spread, 

the “Variable Rate” applicable to the amount of the Loan to which 

the Conversion applies shall be equal to the sum of:  (i) the 

Reference Rate for the Loan Currency; plus (ii) the Fixed Spread; 

plus (iii) the Variable Spread Fixing Charge; 

(b) upon an Interest Rate Conversion from the Fixed Rate, the 

“Variable Rate” applicable to the amount of the Loan to which the 

Conversion applies shall be equal to either:  (i) the sum of:  

(A) the Reference Rate for the Loan Currency; plus (B) the spread 

to the Reference Rate, if any, payable by the Bank under the 

Interest Hedge Transaction relating to the Conversion (adjusted in 

accordance with the Conversion Guidelines for the difference, if 

any, between the Fixed Rate and the fixed rate of interest 

receivable by the Bank under the Interest Hedge Transaction); or 

(ii) if the Bank so determines in accordance with the Conversion 

Guidelines, the Screen Rate;  

(c) (c) upon an Interest Rate Conversion from a variable rate 

based on: 

(i) a Reference Rate and the Variable Spread to a variable 

rate based on a Fixed Reference Rate and the Variable 

Spread, the “Variable Rate” applicable to the amount of 

the Loan to which the Conversion applies shall be equal to 

the sum of: (A) the Fixed Reference Rate for the Loan 

Currency; plus (B) a spread (if any) to the Reference Rate 

as reasonably determined by the Bank in accordance with 

the Conversion Guidelines; plus (C) the Variable Spread; 

or 

 

(i)(ii) a Fixed Reference Rate and the Variable Spread to a 

variable rate based on a Reference Rate and the Variable 

Spread, the “Variable Rate” applicable to the amount of 

the Loan to which the Conversion applies shall be equal to 

the sum of: (A) the Reference Rate for the Loan Currency; 

plus (B) a spread (if any) to the Reference Rate as 

reasonably determined by the Bank in accordance with the 

Conversion Guidelines; plus (C) the Variable Spread; 
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(ce) upon a Currency Conversion to an Approved Currency of an 

amount of the Unwithdrawn Loan Balance, and upon withdrawal 

of any of such amount, the “Variable Rate” applicable to such 

amount shall be equal to the sum of: (i) the Reference Rate for the 

Approved Currency; plus (ii) the Variable Spread if such amount 

accrues interest at a rate based on the Variable Spread, or the 

Fixed Spread if such amount accrues interest at a rate based on the 

Fixed Spread; and  

(fd) upon a Currency Conversion to an Approved Currency of an 

amount of the Withdrawn Loan Balance that accrues interest at a 

variable rate during the Conversion Period, the “Variable Rate” 

applicable to such amount shall: be equal to either: (i) the sum of 

(A) the Reference Rate for the Approved Currency; plus (B) the 

spread to the Reference Rate, if any, payable by the Bank under 

the Currency Hedge Transaction relating to the Currency 

Conversion; or (ii) if the Bank so determines in accordance with 

the Conversion Guidelines, the interest rate component of the 

Screen Rate 

(i) for a loan that accrues interest at a variable rate based on 

a Reference Rate and the Fixed Spread, be equal to either: 

(A) the sum of: (1) the Reference Rate for the Approved 

Currency; plus (2) the spread to the Reference Rate, if 

any, payable by the Bank under the Currency Hedge 

Transaction relating to the Currency Conversion; or 

(B) if the Bank so determines in accordance with the 

Conversion Guidelines, the interest rate component of 

the Screen Rate; or 

 

(ii) for a loan that accrues interest at a variable rate based on a 

Reference Rate and the Variable Spread, be equal to the 

sum of: (A) the Reference Rate for the Approved Currency; 

plus (B) a spread (if any) to the Reference Rate for the 

Approved Currency as reasonably determined by the Bank 

in accordance with the Conversion Guidelines; plus (C) the 

Variable Spread; or  

 

(iii) for a loan that accrues interest at a variable rate based on a 

Fixed Reference Rate and the Variable Spread, be equal to 

the sum of: (A) the Fixed Reference Rate for the Approved 
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Currency; plus (B) a spread (if any) to the Reference Rate 

for the Approved Currency as reasonably determined by 

the Bank in accordance with the Conversion Guidelines; 

plus (C) the Variable Spread. 

. 

94. “Variable Spread” means, for each Interest Period: (1) the Bank‟s 

standard lending spread for Loans in effect at 12:01 a.m. Washington, 

D.C. time, one calendar day prior to the date of the Loan Agreement.; 

(2) minus (or plus) the weighted average margin, for the Interest Period, 

below (or above) the Reference Rate for six-month deposits, in respect 

of the Bank‟s outstanding borrowings or portions thereof allocated by it 

to fund loans that carry interest at a rate based on the Variable Spread; as 

reasonably determined by the Bank and expressed as a percentage per 

annum. In the case of a Loan denominated in more than one Currency, 

“Variable Spread” applies separately to each of such Currencies. 

95. “Variable Spread Fixing Charge” means, for a Conversion into a Fixed 

Rate or a Fixed Spread of all or any portion of the Loan that accrues 

interest at a rate based on the Variable Spread, the Bank‟s charge for 

such a Conversion in effect 12:01 a.m. Washington, D.C. time, one 

calendar day prior to the execution of the Conversion. 

96. “Withdrawn Loan Balance” means the amounts of the Loan withdrawn 

from the Loan Account and outstanding from time to time. 

97. “Yen”, “¥” and “JPY” each means the lawful currency of Japan 

 



A Guide to the Proposal to Offer IBRD Borrowers 
Additional Flexibility to  

Convert Loans with a Variable Spread 

February 23, 2012 



Proposal 

• Currently, IBRD allows borrowers to convert fixed spread over LIBOR loans (i.e. 
Fixed Spread Loans and IBRD Flexible Loans (IFLs) with a fixed spread) to fixed 
coupon loans. In addition, IBRD also allows them to set caps or collars on 
LIBOR, as well as convert payments to other major or local currencies. 

 

• IBRD also allows borrowers to convert variable spread over LIBOR loans (i.e. 
Variable Spread Loans (VSLs) and IFLs with a variable spread) to a fixed coupon 
loan, set caps or collars on LIBOR or convert payments to other currencies, but 
first we require clients to convert to a fixed spread over LIBOR loan. 

– Borrowers with legacy VSLs need to amend their loan documents 

– Borrowers with IFLs with a variable spread need to fix the spread first 

– Alternatively, borrowers can sign a Masters Derivatives Agreement (MDA) with IBRD and 
access IBRD’s free-standing hedging products 

 

• We propose to allow borrowers of loans with a variable spread over LIBOR to 
convert LIBOR to a fixed rate while leaving the spread variable, as well as 
execute other conversions, without first having to convert to a loan with a 
fixed spread over  LIBOR. 
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Rationale 

Benefits for borrowers  

 

• Allowing these conversions will enable borrowers with VSLs and 
IFLs with a variable spread the opportunity to reduce their exposure 
to financial shocks by: 

– Locking in rates in today’s low rate environment, thereby 
protecting themselves against market volatility 

– Managing interest rate risks 

– Managing currency risk, thereby 

– Establishing greater predictability of debt service payments 

 

• Borrowers with loans with a variable spread will have equal 
treatment vis-à-vis borrowers with loans with a fixed spread. 
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Rationale 

Benefits for the Bank  
 
• Allowing these conversions will allow the Bank to:  

– Respond to client requests related to risk management 
– Reduce IBRD’s risk since clients will improve their ability  to service their debt 
– Improve the quality of the Bank’s loan portfolio 

 
• The Bank will hedge the interest rate and currency risks associated with these 

conversions in the markets. 
 
• The proposal is income neutral to the Bank. 

– IBRD’s net interest income from converted loans with variable spread will remain 
unchanged, as shown in the examples outlined in Annex 1. 

– Conversion options will not affect the components of the net interest income from loans 
with a VS, such as (i) equity contribution; and (ii) contractual lending spread on loans.   

– The IBRD’s variable spread versus LIBOR has two components: (a) the IBRD’s funding 
cost versus LIBOR which varies depending on the market and (b) the 0.50% contractual 
lending spread which IBRD charges on all its loans.  Borrowers would bear the cost and 
benefit of the change in (a), and IBRD will continue to earn (b). 
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History of Fixed Spread vs. Variable spread 
Differential 

• Up to 2008, converting a loan with a variable spread to a fixed spread involved a fairly modest increase in cost, 
on average 11bps. 

• In 2008, due to concerns about the unpredictability of future refinancing risks, the spread relative to Libor of 
borrowing longer maturities in the capital markets widened for all AAA issuers, including IBRD, relative to 
funding in shorter maturities. 

• Consequently,  the Bank increased the risk premium on the fixed spread loans and since then, the difference 
between the variable spread and fixed spread has been as wide as 52-93bps (depending on maturity) 

• While the differential between the two spreads has narrowed to 32-57bps (depending on maturity) over the 
last two years, the increase in cost to fix the spread of a loan remains higher than pre-crisis levels.  
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Fixed spread loans as a percentage  
of total loans 

• Due to the wide differential in the spreads, demand for fixed spread loans 
has decreased from a high of 70% of total loans to 10% currently. 
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Loan commitment volumes by type of spread 

• Borrowers have taken most new IBRD loans with a variable spread. 

• A by-product of the increasing use of loans with a variable spread has been a 
reduction of risk management transactions executed by our clients. 

• This exposes our borrowers to interest rate or currency risks associated with 
IBRD loans.  As a result, it also exposes the Bank to a riskier loan portfolio. 
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Proposed conversion options 

• The Bank will offer borrowers embedded risk management 
options while maintaining the variable spread of the loan.   

 

• Borrowers will be able to convert variable spread loans to: 

– Fix the LIBOR component of the interest rate  

– Convert the currency to other major or local currencies 

– Set caps or collars on the LIBOR component of the interest 
rate 

• The example in Annex 1 illustrates the difference in pricing 
and risk to the borrower between the current approach for 
converting VSLs and that in the proposal. 
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Roll-out  

• In the interest of client service we will offer these instruments as quickly as possible. 
• Making this change will require system enhancements in hedging, master data, 

accounting and reporting modules in order to support clients’ conversion requests and 
automation. 

• Annual costs are estimated at $400,000 (initially equivalent to 0.02% per annum) 
• Implementation will be done in two phases: 

– Phase 1: Initial transactions will involve a mix of system support and manual 
intervention 

• All requests will be accepted and processed in the order received 
• The Bank will offer ad hoc interest rate conversions, currency conversions and caps and collars 

to borrowers with IFLs with a variable spread and legacy VSLs 
• Outreach will comprise announcements on the World Bank Treasury’s website on the 

availability of these product enhancements, and communications from Country Directors to 
their clients. 

• Management will accept requests from borrowers with outstanding loans with a variable 
spread and prepare amendments to the relevant documents 

• Management will accept requests from borrowers of new loans that contain the added 
flexibility 

– Phase 2: System enhancements are complete (i.e. full automation) 
• Management will  undertake an outreach exercise in which information on the additional 

flexibility will be fully integrated into training materials and workshops 
• Management will offer Automatic Rate Fixing and Automatic Conversions into Local Currency 

for borrowers with IFLs with a variable spread 
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Risk mitigation 

• Market and credit risk: Just as in the conversion for IBRD loans with 
fixed spread, IBRD will enter into an offsetting transaction with a 
market counterparty to manage the risk and retain the spread 
earned on the loans. 

• Operational risk: To limit this risk, TRE and CTR agreed to 
implement the proposal in two-phases as described previously. 

• Operational costs: This product enhancement would be offered on 
a full recovery basis. 
– A 0.02% per annum transaction fee will be charged to clients to cover 

additional operational costs incurred by the Bank in the implementation and 
ongoing activities related to conversion transactions (i.e. system 
enhancements, additional legal costs…). 

• Process and controls: Variable spread conversions will follow the 
same existing processes and controls in place for fixed spread 
conversions. 
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ANNEX 1 
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I. VSLp  = Cost of funding + Contractual spread 

   = (LIBOR - 0.22%) + 0.50% 

   = (0.76% - 0.22%) + 0.50% 

   =  0.54% + 0.50% 

 VSLp  = 1.04% for current semester  

II. FSLp   = Projected cost of funding + Market risk premium +  

      Contractual spread 

   = (LIBOR + 0.00%) + 0.10% + 0.50% 

   = 0.76% + 0.10% + 0.50% 

 FSLp  = 1.36% for current semester  

 

    

 

    

 

    

    

 

Income = 0.50% 

Expected Income = 0.50% 

Example: Current VS loan (VSL) and FS loan (FSL) 
pricing for a 10-year maturity 1  

12 

Market risk premium: FSLp includes a risk premium for the market 
risks involved in providing loans with a fixed spread at commitment. 
These market risks primarily include the funding and refinancing risk 
due to a possible sizable and persistent deterioration in the Bank's 
funding spreads. The risk premium is calculated as the return to be 
charged on the use of the additional reserves needed to protect the 
Bank from these incremental market risks. This premium varies 
depending on the maturity of the loan. 

VSLp: lending rate for a VS loan 
FSLp: lending rate for a FS loan 
Cost of funding: varies every semester, and is based on 
the actual borrowing cost of the IBRD debt funding the 
VS pool. 
Projected cost of funding: fixed for the life of the loan 
depending on maturity, and is based on IBRD’s expected 
long-term cost of borrowing for funding the FS pool.  

  1  Refer to Annex 2 for a breakdown of the components of the variable spread and fixed spread pricing by maturity. 



Example (ctd.): Current FSL conversion to a fixed 
coupon for a 10-year maturity 
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III. FSLp   = Projected cost of funding + Market risk premium +  

      Contractual spread 

   = (LIBOR + 0.00%) + 0.10% + 0.50% 

   = 0.76% + 0.10% + 0.50% 

 

 Convert LIBOR to a fixed rate at current swap rate and then to a fixed coupon  

 Swap rate1 = 2.08% 

 FSLp  = 2.08% + 0.10% + 0.50%  

 FSLFixedCoupon  = 2.68% for the life of the loan  

 

    

 

 

1. Swap rate for 10-years against 6-month LIBOR as of February 13, 2012. Conversion will be from 0.76% to 2.08%. 

Expected Income = 0.50% 



IV. VSLp  = Cost of funding + Contractual spread 

   = (LIBOR - 0.22%) + 0.50% 

   = (0.76% - 0.22%) + 0.50% 

    

 Step 1: Convert from VSL to FSL 

 FSLp  = Projected cost of funding + Market risk premium + Spread fixing 
     fee1 + Contractual spread 

   = (LIBOR + 0.00%) + 0.10% + 0.03% + 0.50% 

    = 0.76% + 0.10% + 0.03% + 0.50% 

 Step 2: Convert LIBOR to a fixed rate at the current 10-year swap rate and then 
to a fixed coupon  

 Swap rate2 = 2.08% 

 FSLp  = 2.08% + 0.10% + 0.03% + 0.50%  

 FSLFixedCoupon  = 2.71% for the life of the loan  

   

 

    

 

Example (ctd.): Current VSL conversion to a fixed 
coupon for a 10-year maturity  

14 
1. Spread fixing fee covers the cost of the Bank to convert the spread from variable to fixed. 
2. Swap rate for 10-years against 6-month LIBOR as of February 13, 2012. Conversion will be from 0.76% to 2.08%. 

Expected Income = 0.50% 



Example: New proposal for VSL conversions 
using a 10-year maturity 

The proposal will allow borrowers with VSLs to fix the underlying interest rate, while 
maintaining the variable spread of the loan.  In this case the borrower takes IBRD’s 
cost of funding risk. 
 

V. VSLp  = Cost of funding + Contractual spread 

   = (LIBOR - 0.22%) + 0.50% 

   = (0.76% - 0.22%) + 0.50% 

 Convert LIBOR to a fixed rate at current swap rate, thus fixing the underlying 
rate and maintaining a variable spread  

 Swap rate1 = 2.08% 

 VSLp = Cost of funding + Conversion fee + Contractual spread 

   = (LIBOR - 0.22%) + 0.02%2 + 0.50% 

   = (0.76% - 0.22%) + 0.02% + 0.50% 

   = (2.08% - 0.22%3) + 0.02% + 0.50%  

 VSLFixedCoupon  = 2.38% for current semester  
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1. Swap rate for 10-years against 6-month LIBOR as of February 13, 2012. Conversion will be from 0.76% to 2.08%. 
2. The 0.02% conversion fee in the new proposal is Iower than the fee of 0.03% currently charged for fixing the spread for two reasons: (i) the 

lower estimated costs of implementation and (ii) the higher expected volume of transactions over which the costs can be distributed. 
3. -0.22% will vary based on the actual cost of funding of IBRD, hence the income will always be 0.50%. 

Income = 0.50% 



Difference with new proposal 

• Currently when we convert from a variable rate VSLp to a fixed coupon, we first convert to 
FSLp and use:    

 Expected funding cost = Projected cost of funding + Market risk premium  
            = (LIBOR + 0.00%)                 + 0.10% 
 (We charge 0.10% additional to the projected funding cost to cover the market risk) 

 
• Thus, FSL conversions use the FSL expected funding cost rather than the actual VSL funding 

cost of LIBOR – 0.22%. 
 

• If IBRD’s  cost of funding stays as expected at LIBOR for the life of the FSL loan, in the current 
scenario the Bank makes 0.10% more. 
 

• If over the life of the FSL loan the average cost of funding increases to LIBOR + 0.50% vs. our 
current projection of LIBOR, under the current scenario it would cost the Bank 0.40% 
additional since the market risk premium was 0.10% and the actual cost of funding turned 
out to be LIBOR + 0.50%. 
 

• Under the proposed scenario the borrower takes that IBRD funding risk. 
 
This proposal protects the Bank from variability in its funding cost, while at the same time 
allowing the borrower to lock in underlying rates while keeping the spread variable.  The 
borrower takes the funding risk of the Bank. 
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ANNEX 2 

17 



VSLp and FSLp pricing breakdown by maturity 

18 

Spread over LIBOR 
Variable Spread1 

January 1 – June 30, 2012 
Fixed Spread2 

For loans signed on/after May 6, 2011 

Average Maturity (years) Up to 12 
Greater than 

12  
to 15 

Greater than 
15  

to 18 
Up to 12 

Greater than 
12  

to 15 

Greater than 
15  

to 18 

Contractual Spread 0.50% 0.50% 

Maturity Premium N/A 0.10% 0.20% N/A 0.10% 0.20% 

Funding Cost3 - 0.22% 0.00% 0.10% 0.20% 

Market Risk Premium N/A 0.10% 0.10% 0.15% 

USD Lending Spread  
over 6M LIBOR  
(Sum of all components) 

0.28% 0.38% 0.48% 0.60% 0.80% 1.05% 

Front-End Fee 0.25% 0.25% 

1. The variable spread is adjusted every six months.  
2. The fixed spread is determined at loan signing and remains constant over the life of the loan.  
3. The price of IBRD loans includes the Bank’s actual cost of funding for loans with a variable spread and the projected funding cost for those with a fixed 

spread. 
See the Treasury website for the latest pricing: http://treasury.worldbank.org/bdm/htm/index.html 
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