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The Community and the European Bank
for Reconstruction and Development

Explanatory Memorandum

INTRODUCT |ON

The Idea of creating a European Bank for Reconstruction and
Development was flrst presented by Preslident Mitterrand when
addressing the European Parllament on 25 October 1989 as President

in exercice of the European Council.

The proposal was discussed at the informal Paris summit held In
November 1989 and the European Council on 8 and 9 December . in
Strasbourg endorsed the idea, Indicating that the Bank’'s purpose
would be to promote productive and competitive Investments in the
Central and Eastern European countries, to facllitate the
transition towards a market based economy and to accelerate the
required structural adjustments. The Bank’s main task would be to
develop the competitive productive sector. The European Council
called for negotiations to open In January 1990.

The Intergovernmental constitutive conference, calied and hosted by
the French government, held Its first meeting on 15 January 1990 In
Paris. Both the Community as such, represented by the Commisslion,
and the EIB were Invited to attend the conference as future
shareholders of the Bank as agreed at the European Council In
Strasbourg.

Subsequent meetings took place In February and March; the
negotiations have been finalised on 9 April 1990(1). The Council
has been informed by the Commission on the state of negotiations.

(1) except for the location of the bank’'s principal office.
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DESCRIPTION OF THE NEW BANK

A full description of the new bank can be found in the Articles of
Agreement annexed to the proposal for a Councll Decislon enabling

the Community to conclude the agreement attached to this
communicatlon.

According to its first article "The purpose of the Bank shall be to
foster the transitlon towards open market - orlented economies and
to promote private and entrepreneurial Inlitiative In the Central
and Eastern European countries committed to and applying the
principles of multiparty democracy, plural ism and market

economics”. This transition will requlre substantial caplital
investment and this bank Iis being established to heip supply the
financed required. It |Is also belng established with a wide

shareholding assoclating both potential recipient countries and
non-Community countries In its capital.

It shall be able to operate by making or guaranteeing loans to, and
by making or underwriting equlty Investments In, private sector
enterprises for the most part, but also Infrastructures and state
owned enterprises which are being privatised or operating In a
competitive market manner (Article 11).

Although the bank will not be able to use Its own 'funds for
offering concessional finance It will be able to accept and
administer speclial funds provided by shareholders and others.

The Bank‘s 10 bltillon ECU capital will be provided Initially by
forty-two shareholiders, that Is forty countries together with the
European Economic Community as such and the European Investment
Bank. The principal source of the caplitai, over seventy five
percent, will be Europe (51 ¥ from the EEC, about 12 ¥ from the
countrlies of Central and Eastern Europe, and about 12 ¥ from other
European countrles). The remainder will be provided by non-
European countries, mainly the USA and Japan (Annex A).

Besides the funds provided by the 30 X of the capital which will be
paid In, the bank will also be able to make Iloans or equity

‘investments out of funds borrowed on the capital markets.

BAYMENT OF CAPITAL SUBSCRIBED

The European Economic Community‘'s share of the Capital in its own
right is 3 %. Appropriate budgetary proposals will be made to take
account of the varlious obligations arising thereunder (see Articles
5 and 6) and in particular

~ payment in cash of at least half the pald-in capital over five
years;

- payment of the remaining part of the pald-in capital In non-
interest-bearing, non-negotiable promissory notes ; these
notes will be drawn down according to a timetable to be
established, though it should be noted that under Article 6
they can in theory be called at any time; and

- obligations arising under the caliable (i.e. unpald) element of
' capital.
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It should be noted that the Community’'s maximum llabllity as a
shareholder of the bank Is lImlited under Article 5.7 to the unpajd
portlon of shares subscr ibed. -

The European Investment Bank wlill be paying for Its share out of
its own resources.

MANAGEMENT

Each member of the bank will be represented by a Governor and an
Alternate who shall elect Directors (Articles 23 and 26). The
Commission will appoint the Governor on behalf of the Community.

BANKING SOLVENCY RATIO DIRECTIVE

The Commisslion will take the necessary steps to have the EBRD

classed as a multilateral development bank under the Solivency
Ratio Directive for Credit Institutions!). This will facilitate

the work of the EBRD in borrowlng funds by reducing the costs to
banks subject to the Directive of Investing in obligations issued
by the Bank.

COMMISSION PROPOSAL

It Is now necessary for the Community to become a party to the
Agreement. The Commission therefore asks the Council to adopt the
Declision In annex on the concluslon of the Articles of Agreement
establishing the European Bank for Reconstruction and Development.

1)

Councli| Decislion 89/647/EEC of 18 December 1989

y




COUNCTIL DECISION...

OF 1 990

on the conclusion of the Articles of Agreement establishing
the European Bank for Reconstruction and Development

THE COUNCIL OF THE EUROPEAN COMMUNITIES

Having regard to the treaty instituting the European Econo-
mic Community and in particular Article 235 thereof:

Having regard to the proposal by the Commission;
Having regard to the opinion of Parliament;

Whereas the people of Central and Eastern Europe have close
historical ties with the people of the Community; and
whereas these ties are being strengthened by agreements for
cooperation and trade;

Whereas the countries of Central and Eastern Europe are
committed to the fundamental principles of multiparty demo-
cracy, the rule of law, and respect for human rights; and
whereas these countries are willing to lmplement reforms in
order to evolve towards market-oriented economies;

Whereas the economic reforms will contribute in a signifi-
cant way to the vigorous development of economic relations
between those countries and the Community; and whereas this
will help promote throughout the Community a harmonious
development of economic activities;
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Whereas the transition to market-oriented economies will
require considerable investment principally in the private
sector but also in the public sector; Whereas the establish-
ment of a special bank could help supply the finance neces-
sary for such investment;

Whereas forty countries together with the European Economic
Community and the European Investment Bank have signified
their intention of becoming members of a European Bank for
Reconstruction and ‘Development which is European in its
basic character and broadly international in its membership:
and have established Articles of Agreement to that end;

Whereas conclusion of the Articles of Agreement by the Euro-
pean Economic Community is necessary to achieve the Commu-
nity's objectives in the field of economic external rela-
tions and that the Treaty has not provided other powers
therefore than those in Article 235;

HAS DECIDED AS FOLLOWS

Article 1

The Articles of Agreement establishing a European Bank for
Reconstruction and Development, hereinafter referred to
respectively as the "Articles of Agreement" and the "EBRD"
are hereby approved on behalf of the European Economic
Community. The text of the Articles of Agreement is annexed
to this Decision.

Article 2
The Governor and'Aliernate Governor of the EBRD representing
the Community under Article 23.1 of the Articles of
Agreement shall be appointed by the Commission.

Article 3
1. The Commission shall designate the institution to act as

depository under Article 34.1 of the Articles of Agree—
ment.

2. The Commission shall be the official entity with which
the EBRD may communicate as laid down in Article 34.2 of
the Articles of Agreement.

Done ...



FINANCIAL RECORD

Budget line concerned

Section III (Commission), Part B (Operating appropria-
tions), Sub-section 7 (Co-operation with Developing and
Third Countries).

Article 610 for the paid-in part of subscribed capital;
Article 611 for the callable part of subscribed capital.

Reference (legal base)

To be created by the proposed decision, on the basis of
Article 235 of the Treaty.

Classification of the Expenditure

Obligatory.

Description and justification for the action

The European Council of 8, 9 December in Strasbourg
approved the creation of a European Bank for Reconstruc-
tion and Development (EBRD). The Member States, the Com-
munity and the European Investment Bank will have a majo-
rity holding in the capital of the Bank. The Community's
shareholding in the EBRD will represent 3% of the total
capital stock.

Nature of the expenditure and method of calculation

a) Nature of the expenditure

The paid-in part of the Community's share in the
capital stock will be paid to the bank in 5 equal
annual instalments starting in 1991.

. The callable part shall be subject to call only as

and when required by the bank to meet its liabili-
ties.

b) Method of calculation

The original authorised capital stock of the Bank
shall be 10 billion ECU, of which the Community will
hold .3% (300 million ECU}. 30% of this amount {90
million ECU) will be paid-in in 5 equal annual
instalments of 18 million ECU from 1991 conwards.

. A token entry is proposed for the callable part of
the Community's capital (Art. 611), given that the
amount and timing of any call on this budget 1line
cannot be calculated in advance and furthermore it
is to be hoped that this budget entry will not be
called on.

/.
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6. Effect of the action on operating appropriations :

Five annual instalments of 18 million ECUs from 1991
onwards = 90 million ECUs in total (see n® 1 and S5b).

7. Financing of operating appropriations

By own resources of 1991 -1995 budgets.

8. Financial impact on staff costs and operations

Not applicable.




AGREEMENT ESTABLISHING THE

EUROPEAN BANK FOR RECONSTRUCTION AND DEVELOPMENT



The differences between thls version and COM(90)190 flnal of 7 May 1990
are all to be found In the Agreement Establlishing the EBRD whlch Is
annexed to the proposal for a Councl! Declslion. These changes are

- thaf the Agreement 1Is now presented In the language of the
communicatlion. for all languages (in May only the English text was
presented); '

- that the word “London" has been added In Artlicle 33;
- that the words "the French Republlic" have been added In Article 60;

- in the English text only, some minor spelling, punctuation and
typological changes have been made and the deflnlte article has
been added In one place .and surpréssed in another; none of these
changes affect the sense.;

It should be noted that the Agreement was sligned by the 42 potential
shareholders on 29 May 1990. ' ‘



EXPLANATORY NOTES ON CORRECTIONS
TO THE ENGLISH TEXT OF TBE EBRD
ACREEMENT, MAJE SINCE 27.4.90,

1. "[ater alia" and "pro rata" have been put intoe italics
throughout the text,

2. Figures throughout the text have been presented first in
words and then in figures within brackets.

) 3
3. A.1 - hyphen removed from "market osrientaed”.

4. A.ll, paragraph | (ii) (¢} = hyphen inserted in
"stated-owned™.

S. A.26, paragraph | (i),- "the" removed from before
"Belgium™ and inserted before" Federal Republic of Germany”.

6. A, 56 - The title has been put in capital letters,

7. Annex A - In the Capital Subscription column, the commas
have been changed tc points and the points to commas.

8. Annex B - In_parugraPh 6 of Sections B (i) and (ii), the
first "the” in the fourth line has been changed to "then".

THE SECRETARIAT OF THE CONFERENCE.



TENT
Chapters
[- Purpose. functions and membership
- Capital
(- Operations
v- Borrowing and other miscellaneous powers
V- - Currencies
Vi- Organization and management
VIl- Withdrawal and suspension of membership, temporary suspension and

termination ot operations :

VIII-  Status. immunities. privileges and exemptions

(X- Amendments, interpretation, arbitration
X- Final provisions.
Annex A

Annex B
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AGREEMENT ESTABLISHING
THE EUROPEAN BANK FOR RECONSTRUCTION
AND DEVELOPMENT

The contracting parties.

Committed to the tundamental principles of multiparty democracy, the
rule of faw, respect tor human rights and market economics ;

)
Recalling the Final Act of the Helsinki Conference on Security and
Cooperation in Europe, and in particular its Declaration on Principles ;

Welcoming the intent of Central and Eastern European countries to further
the practical implementation of multiparty democracy, strengthening democratic
institutions, the rule of law and respect for human rights and their willingness to
implement reforms in order to evolve towards market-oriented economies ;

Considering the importance of close and coordinated cooperation in order
to promote the economic progress ot Central and Eastern European countries to
help their economies become more internationally competitive and assist. them in
their reconstruction and development and thus to reduce, where appropriate, any
risks related to the financing of their economies ;

Convinced that the establishment of a multilateral financial institution
which is European in its basic character and broadly international in its
membership would help serve these ends and would constitute a new and unique
structure of cooperation in Europe ;

Have agreed to establish hereby the European Bank for Reconstruction and

Development (hereinalfter called " the Bank") which shall operate in accordance with .

the tollowing :

11
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Chapter [
PURPOSE. FUNCTIONS AND MEMBERSHIP
Article 1

PURPOSE

[n contributing to economic progress and reconstruction, the purpose of
the Bank shall be to toster the transition towards open market oriented economies
" and to promote private and 2ntrepreneurial initiative in the Central and Eastern
European countries committed to and applying the principles of multiparty
democracy, pluralism and market economics.



Article 2

FUNCTIONS

[. To tullit on 2 long-term basis its purpose of fostering the transition of Central

ind Eastern European countries towards open market-oriented economies and the
promotion of private and entrepreneurial initiative. the Bank shall assist the
reCipient member countries 10 implement structural and sectoral economic reforms,
including demonopolization, decentralization and privatization, to help their
2conomies become tully integrated into the international economy by measures :

1) to promote, through private and other interested investors. the establishment.
improvement and 2xpansion of productive, competitive and private sector activity,
in particular smail and medium sized enterprises ;

111) to mobilize domestic and foreign capital and experienced management (o the
end described in (i) ; . -

(iii) to foster productive investment, including in the service and financial sectors,
and in related infrastructure where that is necessary 'to support private and
entrepreneurial initiative, thereby assisting in making a competitive environment and
raising productivity, the standard of living and conditions of labour ;

(iv) to provide technical assistance for the preparation. tinancing and
implementation of relevant projects. whether individual or in the context of specific
investment programmes |

(v) to stimulate and encourage the development of capital markets ;

{vi) to give support to sound and economically viable projects involving more than
one recipient member country ;

{vii) to promote in the full range of its activities environmentally sound and
sustainable development ; and

{viii) to undertake such other activities and provide such other services as may
further these functions.

2. In carrying out the functions referred to in paragraph | of this Article, the Bank
shall work in close cooperation with all its members and, in such manner as it may
deem appropriate within the terms of this Agreement, with the [nternational
Monetary Fund, the International Bank for Reconstruction and Development, the
International Finance Corporation, the Multilateral Investment Guarantee Agency,

and the Organisation for Economic Cooperation and Development, and shall

cooperate with the United Nations and its Specialised Agencies and other related
bodies, and any entity, whether public or private, concerned with the economic
development of. and investment in, Central and Eastern European countries.

43
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Article 3

MEMBERSHIP

|. Membership in the Bank shall be open :

(i) to (!) European countries and (2) non-European countries which are members
ot the [nternational Monetary Fund ; and

(i1) to the European Economic Community and the European Investment Bank.

2. Countries eligible for membership under paragraph | ot this Article,
which do not become members in accordance with Article 61 ot this Agreement,
may be admitted. under such tarms and conditions as the Bank may determine, 1o
membership in the Bank upon the affirmative vote of not less than two-thirds of
the Governors, representing not less than three-fourths of the total voting power of
the members.



Chapter I1
CAPITAL
Article 4

AUTHORIZED CAPITAL STOCK

. The original authorized capital stock shail be ten thousand million
(10.000,000,000) ECU. It shall be divided into one million. (1,000,000) shares,
having a par value of ten thousand (10,000) ECU each, which shail be available for
. subscription only by members in accordance with the provisions of Article 5 of this
Agreement. :

2. The original capital stock shall be divided into paid-in shares and
callable shares. The initial total aggregate par vaiue of paid-in shares shall be three
thousand miilion (3,000,000,000) ECU.

, 3. The authorized capital stock may be increased at such time and under
such terms as may seem advisable, by a vote of not less than two-thirds of the
Governors, representing not less than three-fourths of the total voting power of the
members. ‘ '

13



Article §

SUBSCRIPTION OF SHARES

1. Each member shall subscribe to shares of the capital stock of the Bank,
subject to fulfilment of the member's legal requirements. Each subscription to the
original authorized capital stock shall be for paid-in shares and callable shares in

the proportion of three (3) to seven (7). The initial number of shares available to be
" subscribed to by Signatories to this Agreement which become members in
accordance with Article 61 of this Agreement shall be that set forth in Annex A.
No member shall have an initial subscription of less than one hundred (100) shares.
N 2. The initial number of shares to be subscribed to by countries which are
admitted to membership in accordance with paragraph 2 of Article 3 of this
Agreement shall be determined by the Board of Governors ; provided, however,
that ‘-no such subscription shall be authorized which would have the effect of
reducing the percentage of capital stock held by countries which are members of
the European Economic Community, together with the European Economic
Community and the European Investment Bank, below the majority of the total
subscribed capital stock.

3. The Board of Governors shall at intervals of not more than five (5)
years review the capital stock of the Bank. I[n case of an increase in the authorized
capital stock, each member shall have a reasonable opportunity to subscribe, under
such uniform terms and conditions as the Board of Governors shall determine, to a
proportion of the increase in stock equivalent to the proportion which its stock
subscribed bears to the total subscribed capital stock immediately prior to such
increase. No member shall be obliged to~subscribe to any part of an increase of
capital stock.

4. Subject to the provisions of paragraph 3 of this Article, the Board of
G.overnors may, at the request of a member, increase the subscription of that
member, or allocate shares to that member within the authorized capital stock
which are not taken up by other members ; provided, however, that such increase
shall not have the effect of reducing the percentage of capital stock held by
countries which are members of the European Economic Community, together with
the European Economic Community and the European Investment Bank, below the
majority of the total subscribed capital stock.

5. Shares of stock initially subscribed to by members shall be issued at par.
Other shares shail be issued at par unless the Board of Governors, by a vote of not
less than two-thirds of the Governors, representing not less than two-thirds of the
total voting power of the members, decides to issue them in special circumstances
on other terms. :

6. Shares of stock shall not be pledged or encumbered in any manner
whatsoever, and they shail not be transferable except to the Bank in accordance
with Chapter VII of this Agreement.

7. The liability of the memﬁers on shares shall be limited to the unpa}d
portion of . their issue price. No member shall be liable, by reason of its
membership, for obligations of the Bank.

1¢



Articte 6

PAYMENT OF SUBSCRIPTIONS

. Payment of the paid-in shares of the amount initially subscribed to by
each Signatory to this Agreement, which becomes a member in accordance with
Article 61 of this Agreement, shall be made in five (5) instalments of twenty (20)
per cent each of such amount. The first instalment shail be paid by each member
within sixty (60) days after the date of the entry into force of this Agreement, or
after the date of deposit of its instrument of ratification, acceptance or approval in
- accordance with Article 61, if this latter is later than the date of the entry into
force. The remaining four (4) instaiments shall each become due successively one
year from the date on which the preceding instalment became due and shall each,
subject to the legislative requirements of each member, be paid.

2. Fifty (50) per cent of payment of each instalment pursuant to paragraph
| of this Article, or by a member admitted in accordance with paragraph 2 of
Article 3 of this Agreement, may be made in promissory notes or other obligations
issued by such member and denominated in ECU, in United States dollars or in
Japanese yen, to be drawn down as the Bank needs funds for disbursement as a
result of its operations. Such notes or obligations shali be non-negotiable, non-
interest-bearing and payable to the Bank at par value upon demand. Demands upon
such notes or obligations shall, over reasonable periods of time, be made so that
the value of such demands in ECU at the time of demand from each member is
proportional to the number of paid-in shares subscnbed to and heid by each such
member depositing such notes or obligations.

3. All payment obligations of a member in respect of subscription to
shares in the initial capital stock shall be settled either in ECU, in United States
dollars or in Japanese yen on the basis of the average exchange rate of the relevant

currency in terms of the ECU for the penod from 30 September 1989 to 31 March _

1990 inclusive.

4. Payment of the amount subscribed to the callable capital stock of the
Bank shall be subject to call, taking account of Articles 17 and 42 of this
Agreement, oaly as and when required by the Bank to meet its liabilities.

5. In the event of a call referred to in paragraph 4 of this Article,
payment shail be made by the member in ECU, in United States dollars or in
Japanese yen. Such calls shail be uniform in ECU value upon each cailable share
calculated at the time of the calil.

6. The Bank shall determine the place for any payment under this Article
not later than ons month after the inaugural meeting of its Board of Governors,
provided that, before such determination, the payment of the first instaiment
referred to in paragraph | of this Article shall be made to the European Investment
Bank, as trustee for the Bank.

13



7. For subscriptions other than those described in paragraphs |, 2 and 3 of
this Article. payments by a member in respect of subscription to paid~in shares in
the authorized capital stock shail be made in ECU, in United States dollars or in
Japanese ven whether in cash or in promissory notes or in other obligations.

8. Fur the purposes ot this Article, payment or denomination in ECU
shall include payment or denomination in any tully convertible currency which is
2quivalent on the date of payment or encashment to the value of the relevant
>ttligation in ECU.

14



Article 7

ORDINARY CAPITAL RESOURCES

As used n this Agregment. the term “ordinary <apital rescurces” of the
Bank shall include the tollowing :

{i) authorized capital stock of the Bank, including both paid-in and
satlable shares, subscribed to pursuant to Article S of this Agreement ;

{11) funds raised by borrowings of the Bank by virtue of powers conferred
© by subparagraph (i) ol Article 20 of this Agreement, to which the commitment to
calls provided tor in paragraph-4 of Article 6 of this Agreement is applicabie :

(i) funds received in repayment of loans or guarantees and proceeds from
the disposal of 2quity investment made with the resources indicated in sub-
paragraphs (i} and (1) of this Article .

i1v) ncome derived trom loans and equity investment, made from the
resources indicated in sub-paragraphs (i) and (ii) of this Article, and income
derived from guarantees and underwriting not forming part of the special
operations of the Bank ; and

(v) any other tunds or income received by the Bank which do not form
part of its Special Funds resources referred to in Article 19 of this Agreement.

19



Chapter II1]
OPERATIONS

Article 8

RECIPIENT COUNTRIES AND USE OF RESOURCES

I. The resources and tacilities of the Bank shall be used exclusively to
implement the purpose and carry out the functions set forth, respectivelv, in
Articles | and 2 of this Agreement.

2. The Bank may conduct its operations in countries trom Central and
Eastern Europe which are proceeding steadily in the transition towards market
oriented 2conomies and the promotion ol private and entrepreneurial initiative, and
which apply. by concrete steps and otherwise, the principles as set torth in Article
[ ol this Agreement.

3. In cases where 1 member might be implementing policies which are
inconsistent with Article | of this Agreement, or in exceptional circumstances,
the Board ot Directors shall consider whether access by a member to Bank
resources should be suspended or otherwise modified and may make
recommendations accordingly to the Board of Governors. Any decision on these
matters shall be taken by the Board of Governors by a majority of not less than
two-thirds ot the Governors, representing not less than three-fourths of the total
voting power of the members.

4. (1) Any potential recipient country may request that the Bank provide
1ccess to its resources for limited purposes over a period of three (3) vears
beginning at'ter the entry into force of this Agreement. Any such request shall be
attached as an integral part of this Agreement as soon as it is made.

(11) During such a period :

(a) the Bank shall provide to such a country, and to enterprises in its
territory, upon their request. technical assistance and other types of assistance
directed to tinance its private sector, to facilitate the transition of state-owned
enterprises to private ownership and control, and to help enterprises operating
competitively and moving to participation in the market oriented economy, subject
to the proportion set forth in paragraph 3 of Article 11 of this Agreement;

(b) the total amount ot any assistance thus provided shall not exceed the
total amount of cash disbursed and promissory notes issued by that country for its
shares.

(i11) At the end of this period, the decision to allow such a country access
beyond the limits specified in sub-paragraphs (a) and (b) shall be taken by the
Board of Governors by a majority of not less than three-fourths of the Governors
representing not less than -eighty-five (85) per cent of the total voting power ot the
members.

e



Article 9

ORDINARY AND SPECIAL OPERATIONS

The operations of the Bank shail consist of ordinary operations tfinanced
from the ordinary Zapual r2sources of the Bank referred to in Articte 7 of this
Agreament and spevial operations tinanced trom the Special Funds resources

rafzrrad 0 10 Article 19 of this Agreement. The two types of operaticns may be
iomkbined.

4]



Article 10

SEPARATION OF OPERATIONS

. The srdinary capital resources and the Special Funds resources of the
Bank shall at all umes and in all respects be held, used, committed, invested or
stherwise Jisposed of 2ntirely separately trom each other. The tinancial statements
> the Bank shall show the reserves of the Bank, together with its ordinary
operations, and. separately, its special operations.

2. The ordinary capital resources of the Bank shall under no circumstances
be charged with, or used to discharge, losses or liabilities arising out of special
operations or other activities tor which Special Funds resources were originally
used or commuittad.

3. Expenses appertaining directly to ordinary operations shall be charged to
the ordinary capital resources of the Bank. Expenses appertaining directly to
special operations shall be charged to Special Funds resources. Any other expenses
shall, subjest to paragraph | ot Article 18 of this Agreement, be charged as the
Bank shall determine.

<2



Article 11
METHODS OF OPERATION

(. The Bank shall :arry out its operations in turtherance of its purpose
and funcrions as set out in Articles | and 2 of this Agreement in any or all of
the tollowing ways:

Ty making, or Jofinancing together with multilateral institutions,

somazrsal banks or other interested sources, or participating in, (oans to private

sector 2nterprises. loans (o any state-owned enterprise operating competitively
and moving fo participation in the market oriented economy, and loans to any
state-owned enterprise to facilitate its transition to private ownership and
control ;. in particular to tacilitate or enhance the participation of private and, or
foreign capital in such enterprises |

{il) (a) by investment in the equity capital of private sector enterprises ;

(b) by investment in the equity capital of any state-owned enterprise
operating competitively and moving to participation in the market oriented
economy. and investment in the equity capital of any state-owned enterprise to
raciiitate s transition to private ownership and control ; in particular to facilitate
2r 2nhangce the participation ol private and/or foreign capital in such enterprises ;
and

{¢) by underwriting, where other means of financing are not appropriate,
the equity issue of securities by both private sector enterprises and such state-
owned enterprises referred to in (b) above for the ends mentioned in that sub-
paragraph '

{(ii1) by facilitating access to domestic and international capital markets by
private sector 2nterprises or by other enterprises referred to in subparagraph (i)
of this paragraph for the ends mentioned in that subparagraph. through the
provision ol guarantees. where other means of financing are not appropriate, and
through financial advice and other forms of assistance ;

(iv) by deploying Special Funds resources in accordance with the
agreements determining their use ; and

(v) by making or participating in loans and providing technical assistance
for the reconstruction or development of infrastructure, including environmental
programmes, necessary for private sector development and the transition to a
market-oriented economy.

For the purposes of this paragraph, a state-owned enterprise shail not be
regarded as operating competitively unless it operates autonomously in a
competitive market environment and unless it is subject to bankruptcy laws.

R3



2. (i) The Board of Directors shall review at least annually the Bank's
operations and lending strategy in each recipient country to ensure that the
purpose and the functions of the Bank, as set out in Articles | apd 2 of this
Agreement, are tully served. Any decision pursuant to such a review shall be
taken by a majority of not less than two-thirds of the Directors, representing
not less than three-tourths ot the total voting power ot the members.

(i1) The said review shall involve the consideration of, mter alia, each
recipient country's progress made on decentralization, demonopolization and
privatization and ‘the relative shares of the Bank's lending to private enterprises.
10 state-owned enterprises in the process of transition to participation in the
market-oriented economy or privatization, for infrastructure, for technical
assistance, and for other purposes.

3. (1) Not more than torty (40) per cent of the amount of the Bank's total
committed loans, guarantees and equity investments, without prejudice to its
other operations referred to in this Article, shall be provided to the state sector.
Such percentage limit shatl apply initially over a two (2) year period, from the
date of commencement of the Bank's operations, taking one vear with another,
and thereatter in respect ot each subsequent financial year.

(ii) For any country, not more than forty (40) per cent of the amount
of the Bank's total committed loans, guarantees and equity investments over a
period of five (3) vears, taking one year with another, and without prejudice to
the Bank's other operations referred to in this Article, shail be provided to the
state sector.

(iit) For the purposes of this paragraph,

{a) the state sector includes national and local governments, their
agencies. and enterprises owned or controlled by any of them ;

(b) a loan or guarantee to, or equity investment in, a state-owned
enterprise which is implementing a programme to achieve private ownership
and control shall not be considered as made to the state sector ;

(¢) loans to a financial intermediary for onlending to the private
sector shall not be considered as made to the state sector.
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Article 12

LIMITATIONS ON ORDINARY OPERATIONS

I. The total amount of outstanding loans, equity investments and guarantees made
by the Bank :n its ordinary operations shail not be increased at any time, if by such
increase the total amount of its unimpaired subscribed capital, reserves and surpluses
included in its ordinary capital resources would be exceeded.

2. The amount of any equity investment shall not normally exceed such
percentage of the equity capital of the enterprise concerned as shall be determined. by
a general rule. to be appropriate by the Board of Directars. The Bank shall not seek to
obtain by such an investment a controiling interest in the enterprise concerned and
shall not exercise such control or assume direct responsibility for managing any

enterprise in which it has an investment, except in the event of actual or threatened

detault on any of its investments, actual or threatened insolvency of the enterprise in
which such invesunent shall have been made, or other situations which, in the opinion
of the Bank. threaten to jeopardize such investment, in which case the Bank may take
such acuon and exercise such rights as it may deem necessary tor the protection of its
interests.

3. The amount of the Bank's disbursed equity investments shall not at any time
exceéd an amount corresponding to its total unimpaired paid-in subscribed capital,
surpluses and general reserve.

4. The Bank shall not issue guarantees for export credits nor undertake insurance
activities. ‘
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Article 13
OPERATING PRINCIPLES
The Bank shall operate in accordance with the following principles :
(i) the Bank shall apply sound banking principles to ail its operations;

(11) the operations of the Bank shall provide for the financing of specific
projects. whether individual or in the context of specific investment programmes,
and for technical assistance. designed to tulfil its purpose and functions as set out
in Artictes t and 2 of this Agreement ;

{iity the Bank shall not finance any undertaking in the territory of 1
member it that member objects to such tinancing ;

(iv) the Bank shall not allow a disproportionate amount of its resources to
be used tor the benefit of any member ;

(v) the Bank shall seek to maintain reasonable diversification in all its
investments; '

(vi) betfore a loan. guarantee or equity investment is granted, the applicant
shall have submitted an adequate proposal and the President ot the Bank shall have
presented to the Board of Directors a written report regarding the proposal,
together with recommendations, on the basis of a staff study ;

(vii) the Bank shall not undertake any financing, or provide any facilities,
when the applicant is able to obtain sufficient financing or facilities elsewhere on
terms and conditions that the Bank considers reasonable ; -

(viil) in providing or guaranteeing financing, the Bank shall pay due
regard to the prospect that the borrower and its guarantor, if any, will be in a
position to meet their obligations under the financing contract ;

{ix) in case of a direct loan made by the Bank, the borrower shall be
permitted by the Bank to draw its tunds only to meet expenditure as it is actually
incurred;

(x) the Bank shall seek to revolve its funds by selling its investments to
private investors whenever it can appropriately do so on satisfactory terms ;

-(xi) in its investments in individual enterprises, the Bank shall undertake
its financing on terms and conditions which it considers appropriate, taking into
account the requirements of the enterprise, the risks being undertaken by the
Bank. and the terms and conditions normally obtained by private investors for
similar tinancing ;

(xii) the Bank shall place no restriction upon the procurement of goods and
services tfrom any country trom the proceeds of any loan, investment or other
financing undertaken in the ordinary or special operations of the Bank, and shall,
in all appropriate cases, make its loans and other operations conditional on
international invitations to tender being arranged ; and

(xiii) the Bank shall take the necessary measures (o ensure that the
proceeds of any loan made. guaranteed or participated in by the Bank, or any
equity investment, are used only tor the purposes for which the loan or the equity
investment was granted and with due attention to considerations of economy and
etficiency.
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Article 14

TERMS AND CONDITIONS FOR LOANS AND GUARANTEES

. [n the case of loans made. participated in, or guaranteed by the Bank,
the contract shall establish the terms and conditions for the loan or the guarantee
concerned, including those relating to payment of principal, interest and other
fees, cCcharges, maturities and dates of payment in respect of the loan or the
guarantee. respectively. [n setting such terms and conditions, the Bank shall take
Tully into account the need to sateguard its income.

2. Where the recipient of loans or guarantees of loans is not itseif a
member. but s 3 state-owned enterprise, the Bank may, when it appears desirable,
kearing in mind the different approaches appropriate to public and state-owned
aaterprises in ransition to private ownership and control, require the member or
members in whose territory the project concerned is to be carried out, or a public
agency or any instrumentality ot such member or members acceptable to the Bank,
to guarantee the repayment of the principal and the payment of interest and other
fees and charges ot the loan in accordance with the terms thereof. The Board of
Directors shall review annually the Bank's practice in this matter, paying due
attention to the Bank's creditworthiness.

-

3. The loan or guarantee contract shall expressly state the currency or
currencies, or ECU, in which all payments to the Bank thereunder shall be made.
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Article 15

COMMISSION AND FEES

|. The Bank shall charge, in addition to interest, a commission on loans
made or participated in as part of its ordinary operations. The terms and
conditions of this commission shall be determined by the Board of Directors.

2. [n guaranteeing 3 loan as part of its ordinary operations, or in
underwriting the sale of securities, the Bank shall charge fees, payable at rates
and times determined by the Board of Directors, to provide suitable compensation
tor its risks.

5. The Board ot Directors may determine any other charges of the Bank in
its ordinary operations and any commission, fees or other charges in its special
speratons.
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Article 16

SPECIAL RESERVE

. The imount of commissions and - tees received by the Bank pursuant-to .
Article 15 of this Agreement shall-be set aside as a special reserve which shall be

‘kept fot meeting the losses-of the Bank in accordance with Article 17 of this

Agreement. The special reserve-shail be held in such liquid form as the Bank may
Jdecide.

2. If the Board of Directors determines -that the size of . the special reserve

29

is adequate, it may decide that all-or part- of- the said .commission or tees shall .. - -

hencetorth form part of the income of the Bank.
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Article 17

METHODS OF MEETING THE LOSSES OF THE BANK

I In tha Bank's srdinary Sperations. in cases ol arrears or detault on loans
made, partucipatad in. or zuaranteed by the Bank, and in cases of losses on
underwriting and in 2quity investment, the Bank shall take such action as it deems
appropriate. The Bank shall maintain appropriate provisions against possible losses.

2. Losses arising in the Bank's ordinary operations shall be charged :

(1) first, to the provisions referred to in paragraph | of this Article ;

(i1) second. to net income ;

¢it1) third. against the special reserve provided for in Article 16 ot this
Agrezment ;

(iv) fourth, against its general reserve and surpluses ;
{v) titcth, against the unimpaired paid-in capital ; and
(vi) last, against an appropriate amount of the uncalled subscribed callable

capual which shall be called in accordance with the provisions ol paragraphs 4 and
5 of Article 6 of this Agreement.



Article 18

SPECIAL FUNDS

. The Bank may 23220t the administration of Special- Funds which are
Jdesigned 1o serve the purpose ind come within the functions ot the- Bank. The tull
<ost of administering any such Speci:al Fund shall be charged.to that Special Fund.

2. Special Funds accepted by the Bank may be used in any manner and on
any 2arms and conditions consistent with the purpose and the functions of the
Bank, with the other applicable provisions of this Agreement and with the
agreement or agreements relating to such Funds. .

3. The Bank shall adopt such rules and regulations as may be required for
the establishment, administratuon and use of each Special Fund. Such rules and
reguiations shall be consistent with the provisions of this. Agreement, except for
those provisions expressiy applicable only to ordinary operations ot the Bank.
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Article 19

SPECIAL FUNDS RESOURCES
The term “Speciai Funds resources” shail refer to the resources of any
Special Fund and shatl inctude :
{i) funds aczepted by the Bank for inclusion in any Special Fund ;
“i1) tunds repaid in respect of loans or guarantees, and the proceeds of
2Quity investments, tinanced trom the resources of any Special Fund which, under
the rules and regulations governing that Special Fund, are received by such Special

Fund : and

{ii1) income derived from investment of Special Funds resources.
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Chapter IV

BORROWING AND OTHER MISCELLANEOUS POWERS

Article 20

GENERAL POWERS

[. The Bank shall have, in addition to the powers specified elsewhere in
this Agreement, the power (0 :

(1) borrow tunds in member countries or elsewhere, provided always that :

(1) before making 2 sale of its obligations in the territory of 2 country. the
Bank shall have obtained its approvai ; and

tb) where the obligations of the Bank are to be denominated in the
currensy of A member. the Bank shall have obtained its approval ;

(1) invast or deposit tunds not needed in its operations ;

(t11) buy and seil securities, in the secondary market, which the Bank has
issued or guaranteed or in which it ‘has invested ;

{iv) guarantee securities in which it has invested in order to facilitate their
sale ; :

(v) underwrite, or participate in the underwriting of, securities issued by
any enterprise for purposes consisient with the purpose and functions of the
Bank ;

{v1) provide technical advice and assistance which serve its purpose and
come within its functions ;

(vii) exercise such other powers and adopt such rules and regulations as
may be necessary or appropriate in furtherance of its purpose and functions,
consistent with the provisions of this Agreement ; and

{viii) conclude agreements of cooperation with any public or private entity
or entities.

2. Every security issued or guaranteed by the Bank shall bear on its face a
conspicuous statement to the effect that it is not an obligation of any
Government or member, unless it is in fact the obligation of a particular
Government or member, in which case it shall so state.



Chapter V
CURRENCIES

Article: 21

DETERMINATION AND USE OF CURRENCIES

I. Whenever it shall become .necessary under this Agreement to determine
whather any Zurrency 15 tully convertible tor the purposes of this
Agreement, such determination shall be made by the Bank, taking into
acsount the paramount need to preserve its own financial interests, after
consultation , if necessary, with the [nternational Monetary Fund.

2. Members shall not impose any restrictions on the receipt, holding, use or
transter by the Bank of the following :

(i) currencies or ECU received by the Bank in payment ot subscriptions to
its captieal stock. in accordance with Article 6 of this Agreement ;

(i) <urrancies obtained by the Bank by borrowing ;

(i1l) currencies and other resources administered by the Bank as
contributions to Special Funds ; and

(iv) currencies received by the Bank in payment on account of principal,
interest, dividends or other charges in respect of loans or investments, or the
proceeds of disposal of such investments made out of any of the funds
referred to in sub-paragraphs (i) to (iii) of this paragraph, or in payment of
commission, fees or other charges.
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Chapter VI
ORGANIZATION AND MANAGEMENT
Article 22
ST_RUCTURE
The Bank shall have 2 Board of Governors. a3 Board ot Directors,

1 President, one or more Vice-Presidents and such other otficers and staff as
may De considered necessary.
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Article 23

BOARD OF GOVERNORS : COMPOSITION

-|. Each member shall be represented on the Board of Governors and shail
appoint one Governor and one Aiternate. Each Governor and Alternate shall
serve at the pleasure of the appointing member. No Alternate may vote
2xcept in the absence of his or her principal. At each of its annual meetings,
the Board shali elect one ot the Governors as Chairman who shall hoid office
until the election ot the next Chairman.

2. Governors and Alternates shall serve as such without remuneration from
the Bank.

3¢



(6}

Article 24

BOARD OF GOVERNORS : POWERS

. All the powers of the Bank shall be vested in the Board of Governors.

. The Board of Governors may delegate to the Board of Directors any or
311 ot its powers, except the power (0 :

i1 admit new members and determine the conditions of their admission ;
111 increase or decrease the authorized capital stock of the Bank

141 suspend 1 member .

(iv) decide appeals from interpretations or applications of this Agreement
given by the Board of Directors ;

{v) authorize the conclusion of general agreements for co-operation with
other international organizations ;

(vi) elect the Directors and the President of the Bank ;

(v determine the remuneration of the Directors and Alternate Directors
and the salary and other terms of the contract of service of the President ;

(viil) approve, after reviewing the auditors’. report, the general balance
sheet and the statement of profit and loss of the Bank ;

{ix) determine the reserves and the allocation and distribution of the net
protits of the Bank ; .

(x) amend this Agreement ;

(xi) decide to terminate the operations of the Bank and to distribute its
assets ; and

(x1i) exercise such other powers as are expressly assigned to the Board of
Governors in this Agreement.

3. The Board of Governors shail retain full power to exercise authority
over any matter delegated or assigned to the Board of Directors under
paragraph 2 of this Article, or elsewhere in this Agreement.



Article 25

BOARD OF GOVERNORS : PROCEDURE

I. The Board of Governors shall hold -an-annual meeting and such other
meetings 1s may be provided tor by the Board or called by the Board of
Directors. Meetings ot the Board of Governors shall be called, by the Board
ot -Directors, whenever requested by not less than five (3) members of the
Bank or members holding not less than one quarter of the total voting power
st the members.

1. Two-thirds of the Governors shall constitute a quorum for any meeting
ot the Board of Governors, provided such majority represents not less than
two-thirds ot the total voting power of the members.

5. The Board ot Governors may by regulation establish a procedure
whereby the Board ot Directors may, when the latter deems such action
advisable. obtain a vote of the Governors on a specific question without
calling 2 meeting of the Board of Governors.

4. The Board-of Governors, and the Board of Directors to the extent
authorized, may adopt such rules and regulations and establish such
subsidiary bodies 2s may be necessary or appropriate to conduct the business
ot the Bank.
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Article 26

BOARD OF DIRECTORS : COMPOSITION

I. The Board of Directors shall be composed of twenty-three (23) members
who shall not be members of the Board of Governors, and of whom :

L) Eleven (li) shall be elected by the Governors representing
Beigium, Denmark, France. the Federal Republic of Germany, Greece,
[reland, [taly, Luxembourg, the Netherlands, Portugal, Spain, the United

Kingdom, the European Economic Community and the European Investment
Bank ; and

(i) Twelve (12) shall be elected by the Governors representing other
members. of whom :

(a) four (4), by the Governors representing those countries listed
in Annex A as Central and Eastern European countries
eligible for assistance from the Bank ;

(b) four (4), by the Governors representing those countries listed
in Annex A as other European countries ;

(c) four (4), by the Governors representing those countries listed
in Annex A as non-European countries.

Directors. as well as representing members whose Governors have
elected them, may also represent members who assign their votes to them.

2. Directors shall be persons of high competence in economic and financial
matters and shall be elected in accordance with Annex B.

3. The Board of Governors may increase or decrease the size, or revise the
composition, of the Board of Directors, in order to take into account changes
in the number of members of the Bank, by an affirmative vote of not less
than two-thirds of the Governors, representing not less than three-fourths of
the total voting power of the members. Without prejudice to the exercise of
these powers for subsequent elections, the number and composition of the
second Board of Directors shall be as set out in paragraph | of this Article.

4. Each Director shall appoint an Alternate with full power to act for him
or her when he or she is not present. Directors and Alternates shall be
nationals of member countries. No member shall be represented by more

than one Director. An Alternate may participate in meetings of the Board .

but may vote only when he or she is acting in place of his or her principal.

5. Directors shall hold office for a term of three (3) years and may be
reelected ; provided that the first Board of Directors shall be elected by the
Board of Governors at its inaugural meeting, and shall hold office uatil the
next immediately foilowing annual meeting of the Board of Governors or, if
that Board shail so decide at that annual meeting, until its next subsequent
annual meeting. They shaill continue in office until their successors shall have
been chosen and assumed office. If the office of a Director becomes vacant
more than one hundred and eighty (180) days before the end of his or her
term, a successor shall be chosen in accordance with Annex B, for the
remainder of the term, by the Governors who elected the former Director. A
majority of the votes cast by such Governors shall be required for such
election. If the office of a Director becomes vacant one hundred and eighty
(180) days or less before the end of his. or her term, a successor may
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similarly be chosen for the remainder of the term, by the votes cast by such
Governors who elected the former Director, in which election 1 majority of
the votes cast by such Governors shall be required. While the office remains
vacant, the Alternate of the former Director shall exercise the powers ol the
latter, axcept that of appointing an Alternate.
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Article 27

BOARD OF DIRECTORS : POWERS

Without prejudice 10 the powers of the Board of Governors as provided in
Arucle 24 of this Agreament, the Board of Directors shall be responsible tor
the direction ot the general operations of the Bank and, for this purpose,
shall. in addition to the powers assigned to it expressly by this Agreement,

exercise all the powers delegated to it by the Board of Governors, and in
particular :

(i) prepare the work of the Board of Governors ;

{ii) in conformity with the general directions of the Board of Governors,
astablish policies and take Jdecisions concerning loans, guarantees, investments
in 2quity capital, borrowing by the Bank, the turnishing of technical

assistance. and other operations of the Bank ;

(i) submit the audited accounts for each tinancial vear for approval of
the Board ol Governors at each annual meeting ; and

{iv) approve the budget of the Bank.



Article 28

BOARD OF DIRECTORS : PROCEDURE

{. The Board ot Directors shall normally function at the principal office ol
the Bank and shall mest as of'ten as the business ot the Bank may require.

-

of the Board ot Directors. provided such majority represents not iess than
two-thirds ot the total voting power of the members.

3. The Board of Governors shall adopt regulations under which, if there is
no Director of its nationality, a member may send a representative to attend.
without right to vote, any meeting of the Board of Directors when a matter
particularty atfecting that member is under consideration.

2. A majority of the Directors shall constitute a quorum for any meeting
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Article 29

YOTING

. The voting powér of each member shall be equal to the number of its
subscribed shares in the capital stock of the Bank. [n the event ol any member
failing to pay aay oart of -the amount due in respect of its obligations in
relation to paid-in shares under Artcle 6 of this Agreement, such' member
‘shall be unabte for so long as such failure continues to exercise that percentage
3P i3 souing power which corresponds to the percentage which the amount
dueg Lut unpaid bears to the total amount of paid-in shares subscribed to by
that member in the capital stock of the Bank.

2. In voting in the Board of Governodrs, each Governor shall be entitled to
cast the votes of the member he or she represents. Except as otherwise
expressly provided in this Agreement, all matters before the Board of
Governors shall be decided by a majority of the voting power of the members
voting. ‘

5. In voting in the Board ot Directors each Director shail be entitled to cast
the number at votes to which the Governors who have elected him or her are
2ntitted and those 10 which any Governors who have assigned their votes to
him or her. pursuant to Section D of Annex B, are entitled. A Director
representing more than one member may cast separately the votes of the
members he or she represents. Except as otherwise expressly provided in this
Agreement, and except for general policy decisions in which cases such policy
decisions shall be taken by a majority of not less than tvo-thirds of the total
voting power of the members voting, all matters before the Board of Directors
shall be decided bv 1 majority of the voting power of the members voting.
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Article 30

THE PRESIDENT

1. The Board of Governors, by a vote of a majority of the total number of
Governors, representing not less than a majority of the total voting power of
the members, shall elect a President of the Bank. The President, while
holding office, shail not be a Governor or a Director or an Alternate for

either.

2. The term of office of the President shall be four (4) years. He or she
may be re-elected. He or she shall, however, cease to hold office when the
Board of Governors so decides by an affirmative vote of not less than two-
thirds of the Governors, representing not less than two-thirds of the total
voting power of the members. If the office of the President for any reason
becomes vacant, the Board of Governors, in accordance with the provisions
of paragraph | of this Article, shall elect a successor for up to four (4 )
years.

3. The President shall not vote, except that he or she may cast a deciding
vote in case of an equal division. He or she may participate in meetings of
the Board of Governors and shall chair the meetings of the Board of
Directors.

4. The President shall be the legal representative of the Bank.

5. The President shall be chief of the staff of the Bank. He or she shall be
responsible for the organisation, appointment and dismissal of the officers
and staff in accordance with regulations to be adopted by the Board of
Directors. In appointing officers and staff, he or she shall, subject to the
paramount importance of efficiency and technical competence, pay due
regard to recruitment on a wide geographical basis among members of the
Bank.

6. The President shall conduct, under the direction of the Board of Directors,
the current business of the Bank.
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Article 31

VICE PRESIDENT (S)

1. One or more Vice-Presidents shall be appointed by the Board ot
Directors on the recommendation of the President. A Vice-President shall
hold office tor such term. exercise such authority and perform such
functions in the administration ot the Bank, as may be determined by the
Board ot Directors. In the absence or incapacity of the President, 1 Vice-
President shall exercise the authority and perform the functions of the
President.

2. A Vice-President may participate in meetings of the Board of Directors
but shall have no vote at such meetings, except that he or she may :cast the
deciding vote when acting in place of the President.

Article 32
INTERNATIONAL CHARACTER OF THE BANK

[. The Bank shall not accept Special Funds or other loans or assistance that
may in any way prejudice, deflect or otherwise atter its purpose or functions.

2. The Bank. its President, Vice-President (s), officers and staff shall in
their decisions take into account only considerations relevant to the Bank's
purpose, tunctions and operations, as set out in this Agreement. Such
considerations shall be weighed impartially in order to achieve and carry out
the purpose and functions of the Bank.

3. The President, Vice-President(s), officers and staff of the Bank, in the
discharge of their offices. shatl owe their duty entirely to the Bank and to no
other authority. Each member of the Bank shall respect the international
character ot this duty and shail refrain from all attempts to intluence any of
them in the discharge of their duties.
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Article 33

LOCATION OF OFFICES

" 1. The principal office of the Bank shall be located in London.

2. The Bank may establish agencies or branch offices in the territory of
any member of the Bank.
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Article 34

DEPOSITORIES AND CHANNELS OF COMMUNICATION

. Each member shall designate its central bank, or such other institution
as may be agreed upon with the Bank, as a depository tor all the Bank's
holdings of its currency as wel] as other assets of the Bank.

2. Each member shall designate an appropriate official entity with which

the Bank may communicate in connection with any matter arising under this
Agraament. '
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Article 35

PUBLICATION OF REPORTS AND PROVISION OF INFORMATION

|. The Bank shall publish an annual report containing an audited statement
of its accounts and shall circulate to members at intervals of three (3) months
or less a summary statement of its financial position and a profit and loss

statement showing the results of its operations. The financial accounts shall
te kept tn ECU. '

2. The Bank shail report annually on the environmental impact of it

activities and may publish such other reports as it deems desirable to advance
1S purpose.

5. Copies ot all reports, statements and publications made under this
Article shall be distributed to members.
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Article 36

ALLOCATION AND DISTRIBUTION OF NET INCOME

I. The Board of Governors shall determine at least annually what part of
the Bank's net income, after making provision for reserves and, if necessary,
against possible losses under paragraph | of Article {7 of this Agreement,
shall be allocated to surplus or other purposes and what part, if any, shall be
distributed. Any such decision con the ailocation of the Bank’s net income to
other purposes shall be taken by a majority of not less than two-thirds of the
Governors, representing not less than two-thirds of -the total voting power of
the members. No such allocation, and no distribution, shall be made until the
general reserve amounts to at least ten (10) per cent of the authorized capital
stock. ' »

2. Any distritution referred to in the preceding paragraph shall be made in
proportion to the number of paid-in shares held by each member ; provided
that in c¢alculating such number account shall be taken only of payments
received in cash and promissory notes encashed in respect of such shares on
or betore the end ot the relevant financial year.

3. Payments to each member shail be made in such manner as the Board of
Governors shall determine. Such payments and their use by the receiving
country shall be without restriction by any member.
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Chapter VII

WITHDRAWAL AND SUSPENSION OF MEMBERSHIP :
TEMPORARY SUSPENSION AND TERMINATION OF OPERATIONS

Article 37

RIGHT OF MEMBERS TO WITHDRAW

. Any member may withdraw from the Bank at any time by transmitting
1 notice in writing to the Bank at its principal office.

2. Withdrawal by 2 member shall become effective, and its membership
shall cease. on the date specified in its notice but in no event less than six
i6) months arter such notice is received by the Bank. However, at any time
before the withdrawal becomes finally effective, the member may notity the
Bank in writing of the cancellation of its notice of intention to withdraw.
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Article 38

SUSPENSION OF MEMBERSHIP

1. It 2 mamber !ails to tullil any of its obligations to the Bank, the Bank
mav suspend its membership by decision of a majority of not less than two-
thirds of the Governors, representing not less than two-thirds of the total
voting power of the members. The member so suspended shal! automatically
22152 to be a1 member one year from the date of its suspension unless a

Jdecision is taken by not less than the same majority to restore the member to
good standing. - : '

2. While under suspension, 2 member shall not be entitled to exercise any
rights under this Agreement, except the right of withdrawat, but shail remain
subject to all its obligations.
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Article 39

SETTLEMENT OF ACCOUNTS WITH FORMER MEMBERS

I Atter the 3ate >n which 2 member ceases to be 2 member, such rormer
member shall c2main hable for its direct obtigations to the Bank and tor its
sontingent hialilities to the Bank so long as any part of the loans. aquity
inyestments or guarantees contracted before it ceased to be 2 member are
>utstanding . but it shall cease to incur such liabilities with respect to loans,
2quity investments and guarantees entered into thereafter by the Bank and to
share either in the income or the expenses of the Bank.

2. At the time a member ceases to be a member, the Bank shail arrange for
the repurchase of such former member's shares as a part of the settlement of
accounts with such tormer member in accordance with the provisions of this
Artcle. For this purpose. the repurchase price of the shares shall be the
value shown by the books of the Bank on the date of cessation of
membership. with the original purchase price of each share being its
maximum salue.

3.The payment tor shares repurchased by the Bank under this Article shall
be governed by the tfollowing conditions :

(1) any amount due to the former member for its shares shall be
withheld so long as the former member, its central bank .or any of its
agencies or instrumentalities remains liable, as borrower or guarantor, to the
Bank and such amount may, at the option of the Bank, be applied on any
such tiability as 1t matures. No amount shall be withheld on account ot the
liability of the rormer member resuiting from its subscription tor shares in
accordance with paragraphs 4, 3 and 7 of Article 6 of this Agreement. [n any
2vent, no amount due to a member for its shares shall"be paid unul six (6)
months at'ter the date upon which the member ceases to be a member ;

(i1) payments for shares may be made from time to time, upon their
surrender by the former member, to the extent by which the amount due as
the repurchase price in accordance with paragraph 2 of this Article exceeds
the aggregate amount of liabilities on loans, equity investments and
guarantees in sub-paragraph (i) of this paragraph until the former member
has received the full repurchase price ;

(iii) payments shall be made on such conditions and in such fully
convertible currencies, or ECU, and on such dates, as the Bank determines ;
and

(iv) if losses are sustained by the Bank on any guarantees, participations
in loans, or loans which were outstanding on the date when the member
ceased to be a member, or if a net loss is sustained by the Bank on equity
investments held by it on such date, and the amount of such losses exceeds
the amount of the reserves provided against losses on the date when the
member ceased to be a member, such former member shall repay, upon
demand. the amount by which the repurchase price of its shares would have
been reduced it the losses had been taken into account when the repurchase
price was determined. In addition, the former member shail remain liable on
any call for unpaid subscriptions under paragraph 4 of Article 6 of this
Agreement, to the extent that it would have been required to respond if the
impairment ot capital had occurred and the call had been made at the time
the repurchase price ol its shares was determined.
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4. [f the Bank terminates its operations pursuant to Article 41 of this
Agreement within six (6) months of the date upon which any meémber ceases
to be a member. ail rights of such former member shall be determined in
accordance with the provisions of Articles 41 to 43 of this Agreement.
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Article 40

TEMPORARY SUSPENSION OF OPERATIONS

In an emergency. the Board of Directors may suspend temporarily
operations in raspect of new loans, guarantees, underwriting, technical
assistanc2  and  2quity investments pending in opportunity tfor further
consideration and action bty the Board ot Governors.



Article 41

TERMINATION OF OPERATIONS

The Bank may terminate its operations by the affirmaiive vote ol not less
- than two-thirds of the Governors; representing not less' than three-fourths
of rthe rtotal »oting power of the members. Upon such termination of
operations the Bank shall forthwith- cease all activities, except those incident
to the orderly realizauon, conservation and preservation of its assets and
settiement ot its obligations.
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Article 42
LIABILITY OF MEMBERS AND PAYMENT OF CLAISS

1. [n the 2vent of rarmination of the operations of the Bank, the liability
of all members tor uncalled subscriptions to the capital stock of the Bank
shall continue until all ¢laims of creditors, including all contingent claims,
shall have been discharged.

2. Creditors on ordinary operations holding direct claims shail be paid first
out of the assets of the Bank, secondly out ot the payments to be made to
the Bank in respect of unpaid paid-in shares, and then out of payments to be
made to the Bank in respect of callable capital stock. Before making any
payments to creditors holding direct claims, the Board of Directors shall
make such arrangements as are necessary, in its judgment, {0 ensure a pro
rata distribution among holders of direct and hoiders of contingent claims.
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Article 43
DISTRIBUTION OF ASSETS

No distribution under this Chapter shall be made to members on account
of thelr :ubs.rnpnons 10 the <apiual :tock of the Bank until: -

(iy all labilities 1o .reduors have been discharged or provnded for ; and

“1 the Board of Governors has decided by a vote of not less than two-
thirds ot the Governors, representing not less than three-fourths of the total
voung power of the members, to make a distribution.

0
-

2. Any dJdistribution of the assets of the Bank to the members shall be in
proportion to the capital stock heid by each member and shail be effected at
such umes and under such conditions as the Bank shall deem fair and
equitable. The shares of assets distributed need not be uniform as to type of
assets. No member shall be 2ntitled to receive its share in such a distribution
ol assets untit it has settled all of its obligations to the Bank.

3. Any member receiving assets distributed pursuant to this Article shall
enjoy the same rights with respect to such assets as the Bank enjoyed prior
to thair distribution.

]
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C}\apter Vil
STATLUS. IMMUNITIES. PRIVILEGES AND EXEMPTIONS
Article 44
PURPOSES OF CHAPTER
To enable the Bank to tulfil its purpose and the functions with which it 1
antrusted. the status. immunities, privileges and exemptions set torth in this

Chapter shall be accorded to the Bank in the territory of each member
country. '



Article 48
STATUS OF THE BANK .
The Bank shall possess full legal personality and. in particular, the full
legal capacity : ' ‘
11) 10 contract .

(i) to asquire, and Jdispose of, immovable and movable property ; and

(i) to nstitute legal proceedings.



Article 46

POSITION OF THE BANK WITH REGARD TO JUDICIAL PROCESS

Actions may be brought against the Bank only in a court of competent
jurisdiction-in the territory of 3 country in which the Bank has an office,
has appointed an agent ftor the purpose of accepting service or notice of
process, or has issued or guaranteed securities. No actions shall, however, be
brought by members or persons acting tor or deriving ciaims from members.
The property and assets of the Bank shall, wheresoever located and by
whomsoever held, be immune trom all forms of seizure, attachment or
2xecution betore the delivery of final judgment against the Ban:.
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Article 47
IMMUNITY QF ASSETS FROM SEIZURE
Property and assets of the Bank, wheresoever located and by whomsoever

held, shall be immune trom search, requisition, confiscation, expropriation or
any other torm ol taking or foreclosure by executive or legislative action.



Articie 48

IMMUNITY OF ARCHIVES

The archives of the Bank. and in general all documents belonging to it or
Seld by . shall be inviolable.
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- Article 49

FREEDOM OF ASSETS FROM RESTRICTIONS

To the 2xtent necessary [0 carry out the purpose and functions of
the Bank and subject to the provisions of this Agreement, all property and
assers of the Bank shall be free from restrictions, regulations, controls and
maoratoria of any nature.
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Article 50
PRIVILEGE FOR COMMUNICATIONS
The otficial communications ot the Bank shall be accorded by =2ach

member the same treatment that it accords to the official communications of
any Jther member.
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Article 51

IMMUNITIES OF OFFICERS AND EMPLOYEES

All Governors. Dirsctors. Altarnates, ottficers and employees of the Bank
and 2xperts pertorming missions tor the Bank shall be immune trom legal
procass with respect 9 acts performed by them in their official capacity,
2y220t when the Bank waives this immunity, and shall enjoy inviolability of
all their otfticial papers and Jdocuments. This immunity shall not apptly,
howaver, to civil liability in the case of damage arising from a road tratfic
aceident caused by any such Governor, Director, Alternate, officer, employee
or expert.
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Article 52
PRIVILEGES OF OFFICERS AND EMPLOYEES

[. All Governors. Directors, Alternates, otficers and employees of the
Bank and 2xper:s or the Bank performing missions tor the Bank :

(r aot being local nationals, shall be accorded the same
smmunities From immigration restrictions, alien registration requirements and
national service obligations, and the same facilities as regards exchange
regulations, as are accorded by members to the representatives, officials, and
2amplovees of comparable rank of other members ;: and

(1) shall be granted the same treatment in respect ot travelling
facilities as is accorded by members to representatives, officials and
emplovees of comparable rank of other members. .

2. The spouses and immediate dependants of those Directors, Alternate Directors,
ofticers. emplovees and experts of the Bank who are resident in the country in
which the principal ottfice of the Bank is located shall be accorded opportunity to
take employment in that country. The spouses and immediate dependants of those
Directors. Alternate Directors, officers, employees and experts of the Bank who are
resident in a country in which any agency or branch office of the Bank is located
should, wherever possible, in accordance with the national law of that country, be
accorded similar opportunity in that country. The Bank shall negotiate specific
agreements implementing the provisions of this paragraph with the country in
which the principal office of the Bank is located and, as appropriate, with the

other countries concerned.
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Article 53

EXEMPTION FROM TAXATION

i MWithin the scope ot its orficiat activities the Bank. its assets. property, and income
shall te 2xempt trom all direct taxes. : :

-

1 When purchases or services of substantial value and necessary for the exercise of the
otficial activities of the Bank are made or used by the Bank and when the price of
such purchases or services includes taxes or duties, the member that has levied the
taxes or duties shall, if they are identifiabie, take appropriate measures to grant
2xemption from such taxes or duties or to provide for their reimbursement.

5. Goods imported by the Bank and necessary for the exercise of its official activities

shall te a2xempt trom 1il import duties and taxes, and from all import prohibitions and
restrictions. Simitarly goods exported by the Bank and necessary for the exercise of its
Ssricial activities shall be exempt from all export duties and taxes, and from all export
prottbitions and restrictions.

4. Goods acquired or imported and exempted under this Articie shall not be sold, hired
out, lent or given away against payment or free of charge, except in accordance with
conditions iaid down by the members which have granted exemptions or
reimbursements.

5. The provisions of this Article shall not apply to taxes or duties which are no more
than charges for public utility services. '

6. Directors. Alternate Directors, officers and empioyees of the Bank shall be subject
to-an internal ettective tax tor the benefit of the Bank on salaries and emoluments paid
by the Bank. subject to conditions to be laid down and rules to be adopted by the
Board of Governors within a period of one year from the date of entry into f{orce of
this Agreement. From the date on which this tax is applied, such salaries and
emoluments shall be exempt from national income tax. The members may, however,
1ake into account the salaries and emoluments thus exempt when assessing the amount
of tax to be applied to income from other sources.

7. Notwithstanding the provisions of paragraph 6 of this Article, 3 member may
deposit, with its instrument of ratification, acceptance or approval. a declaration that
such member retains for itselt, its political subdivisions or its local authorities the right
to tax salaries and emoluments paid by the Bank to citizens or nationals of such
member. The Bank shall he exempt from any obligation for the payment, withholding
or collection of such taxes. The Bank shall not make any reimbursement for such
taxes. : :

8. Paragraph 6 of this Article shall not apply to pensions and annuities paid by the
Bank.
9. No tax of any kind shall be levied on any obligation or security issued by the Bank,

including any dividend or interest thereon, by whomsoever held :

i) which Jdiscriminates 1gainst such obligation or security solely because it is issued by
the Bank. or
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iti) if the sole jurisdictional basis for such taxation is the place or currency in which it
is issued. made pavabie or paid, or the location of any office or place of business

maintained by the Bank.

10. No tax of any kind shall be levied on any obligation or security guaranteed by the
Bank. including any dividend or interest thereon, by whomsoever held :

{(t} which discriminates against such obligation or security solely because it i3
guaranteed by the Bank. or

i af the sole jurisdictional basis for such taxation is the location of anv office or
piac2 of business maintained by the Bank.
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Article 54
INMPLEMENTATION OF CHAPTER
Each member shall promptly take such action as is necessary for the

purpose of implementing the provisions of this Chapter and shall-inform :he
Bank of the detailed action which i1t has taken.
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Article 5§

WAIVER OF IMMUNITIES, PRIVILEGES AND EXEMP:[_'[ONS

The immunities, privileges and exemptions conferred under this Chapter are
granted in the interest of the Bank. The Board of Directors may waive to
such extent and upon such conditions as it may determine any of the
immunities, privileges and exemptions conterred under this Chapter in cases
where such action would, in its opinion, be appropriate tn the best interests
ot the Bank. The President shall have the right and the duty to waive any
immunity, privilege or 2xemption in respect of any otficer, employee or
2xpert ot the Bank, other than the President or a Vice-President. where, in
his or her opinion. the immunity, privilege or exemption would impede the
course of justice and can be waived without prejudice to the interests of the
Bank. In similar circumstances and under the same conditions, the Board of
Directors shall have the right and the duty to waive any immunity, privilege
or exemption in respect of the President and each Vice President.
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Chapter [X
AMENDMENTS., INTERPRETATION, ARBITRATION
Article 56
AMENDMENTS

l. Any proposal to amend this Agreement, whether emanating from a
member, a Governor or the Board of Directors, shall be communicated to the
Chairman of the Board of Governors who shall bring the proposal before
that Board. If the proposed amendment is approved by the Board the Bank
shall, by any rapid means of communication, ask aill members whether they
accept the proposed amendment. When not less than three-fourths of the
members (including at least two countries from Central and Eastern Europe
listed in Annex A), having not less than four-fifths of the total voting power
of the members, have accepted the proposed amendment, the Bank shall
certif y that fact by formal communication addressed to all members.

2. Notwithstanding paragraph | of this A_rtic'le :

(i) acceptance by all members shall be required in the cése of any
amendment modifying :

(a) the right to withdraw from the Bank ;

(b) the rights pertaining to purchase of capital stock provided for
in paragraph 3 of Article 5 of this Agreement ;

(c) the limitations on liability provided for in paragraph 7 of
Article 5 of this Agreement ; and

(d) the purpose and functions of the Bank defined by Articles !
and 2 of this Agreement ;

(ii) acceptance by not less than three-fourths of the members
having not less than eighty-five (85) percent of the total voting power of the
members shall be required in the case of any amendment modifying
paragraph 4 of Article 8 of this Agreement.

When the requirements for accépting any such proposed amendment have
been met, the Bank shall certify that fact by formal communication
addressed to all members.

3. Amendments shall enter into force for aill members three (3) months
after the date of the formal communication provided for in paragraphs | and
2 of this Article unless the Board of Governors specifies a different period.
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Article §7

INTERPRETATION AND APPLICATION

I. Any question ol interpretation or application of the provisions of this
Agreement arising between any member and the Bank. or between any
members of the Bank, shall be submitted to the Board of Directors for its
Jdecision. [f there is no Director of its nationality in that Board. a3 member
particularly affected by the question under consideration shall be entitied to
direct representation in the meeting of the Board of Directors during such
consideration. The representative of such member shall, however, have no
vote. Such right of representation shall be regulated by the Board of
Governors.

2. ln any case where the Board of Directors has given a decision under
paragraph | of this Article, any member may require that the question be
referred to the Board of Governors, whose decision shail be final. Pending
the decision ot the Board of Governors, the Bank may, so far as it deems it
necessary, act on the basis of the decision of the Board of Directors.
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Article S8

ARBITRATION

(f 2 disagr2ament should arise between the Bank and a member which has
c2ased 10 be 1 memter, or between the Bank and any member after adoption
of a decision to terminate the operations of the Bank, such disagreement
shall be submitted to arbitration by a tribunal of three (3) arbitrators, one
appointed by the Bank, another by the member or former member
concerned, and the third, unless the parties otherwise agree, by the President
of the [nternational Court of Justice or such other authority as may have
been prescribed by regulations adopted by the Board of Governors. A
majority vore of the arbitrators shall be sufficient to reach 2 decision which
shail be tinal and binding upon the parties. The third arbitrator shall have
full power to settle all questions of procedure in any case where the parties
are in disagreament with respect thereto. '
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.-\rticie 59

APPROVAL DEEMED GIVEN

\W henever the approval or the acceptance of any member 15 required betora
iny act may be done by the Bank, except under Article 56 of this
Agreement, approval or acceptance shall be deemed to have been given
unless the member presents an objection within such reasonable period as the
Bank may fix in notifying the member of the proposed act.



Chapter X
FINAL PROVISIONS
Article 60
SIGNATURE AND DEPOSIT
1. This Agreement, deposited with the Government of the French Republic (
hereinafter called " the Depository " ), shall remain open until 31 December
1990 for signature by the prospective members whose names are set forth in

Annex A to this Agreement.

2. The Depository shall communicate certified copies of this Agreement to all
the Signatories. :
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Article 61

RATIFICATION. ACCEPTANCE OR APPROVAL

|. The Agreement shall be subject to ratification, acceptance or approval by the
Signatories. Instruments of raufication, acceptance or approval shall, subject 1o
paragraph I of this Article, be deposited with the Depository not later than
31 March 1991. The Depository shall duly notify the other Signatories of each
deposit and the date thereof.

-

2. Any Signatory may become a party to this Agreement by depositing an
instrument ot ratification. acceptance or approval until one year after the date ot its
entry into force or, if necessary, until such later date as may be decided by 2
majority of Governors. representing a majority of the total voting power of the
members.

5. A Signatory whose instrument referred to in paragraph | of this Article is
deposited betore the date on which this Agreement enters into force shail become 2
member of the Bank on that date. Any other Signatory which complies with the
provisions of the preceding paragraph shall become a member of the Bank on the
date on which its instrument of ratification, acceptance or approval is deposited.

Article 62

ENTRY INTO FORCE

. This Agreement shall enter into force when instruments of ratification,
acceptance or approval have been deposited by Signatories whose initial
subscriptions represent not less than two thirds of the total subscriptions set
forth in Annex A, including at least two countries from Central and Eastern
Europe listed in Annex A.

2. If this Agreement has not entered into force by 31 March 1991, the
Depository may convene a conference of interested prospective members to
determine the tuture course of action and decide a new date by which.
instruments ot ratification, acceptance or approval shall be deposited.
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Article 63

INAUGURAL MEETING AND COMMENCEMENT OF OPERATIbNS

1. As soon as this Agreement enters into force under Article 62 of this
Agreement, each member shall appoint a Governor. The Depository shall call
the first meeting of the Board of Governors within sixty (60) days of entry
into force of this Agreement under Article 62 or as soon as possible
thereafter.

2. At its first meeting, the Board of Governors :
(i) shall elect the President ;

(ii) shall elect the Directors of the Bank in accordance with Article 26 of
this Agreement ;

(iii) shall make arrangements for determining the date of the
commencement of the Bank’s operations ; and

(iv) shall make such other arrangements as appear to it necessary to
prepare t‘or_ the commencement of the Bank's operations.

3. The Bank shall notify its members of the date of commencement of its
operations. :

Done at Paris on 29 May 1990 in a single original.'whose English, French,
German and Russian texts are equally authentic, which shall be deposited in
the archives of the Depository which shall transmit a duly certified copy to

each of the other prospective members whose names are set forth in Annex
A.

33



ANNEX A

3%

Initial subscrigtions to the authorized capital stock for prospective

members whic

NUMBER
OF SHARES
A - European Communities
(a)

Belgium 22800

Denmark 12000

France 85175

Germany, Federal Republic of 85175

Greece 6500

Ireland 3000

Italy 85175

Luxembourg 2000

Netherlands 24800

Portugal 4200

) .Spain 34000

United Kingdom 85175

(b)

European Economic cOmmunitK 30000

European Investment Ban 30000

B - Other European countries

Austria 22800

cyprus 1000

Finland 12500

Iceland 1000

. Israel 6500

Liechtenstein 200
Malta © 100
Norway 12500
Sweden 22800

Switzerland 22800

Turkey 11500

may become members in accordance with Article 61

CAPITAL
 SUBSCRIPTION
in million ECU

228.00
120.00
851.75
851.75
65.00
30.00
851.75
20.00
248.00
42.00
340.00
851.75
300.00
300.00
228.00
10.00
125.00
10.00
65.00
2.00
1.00
125.00
228.00
228.00
115.00
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C - Recipient countries

Bulgaria 7900 79.00
Czechoslovakia 12800 128.00
German Democratic Republic 15500 155.00
Hun arg 7900 79.00
Polan 12800 128.00
) . o Romania 4800 48.00
Union of Soviet Socialist Republics 60000 600.00
Yugoslavia 12800 128.00

D - Non-European countries
Australia 10000 100.00
Canada 34000 340.00
Egypt ~1000 10.00
: Japan 85175 851.00
Korea, Republic of 6500 65.00
Mexico 3000 30.00
Morocco 1000 10.00
New Zealand 1000 10.00
United States of America 100000 1,000.00

E - Non allocated shares

125 1.25

TOTAL 1000000 10,000.00

é*) Prospective members are listed under the above categories only
or the purpose of this Agreement. Recipient countries are referred to
elsewhere in this Agreement as Central and Eastern European countries
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ANNEX B

Section A - Election of Directors by Governors representing Belgium, Deamark, France,
the Federal Republic of Germany, Greece, Ireland, Italy, Luxembourg, the Netheriands,
Portugal, Spain, the United Kingdom, the European Economic Community and the European
Investment Bank (hereinafter referred to as Section A Governors).

. The provisions set out below in this Section shail apply exclusively to this Section.

2. Candidates for the office of Director shall be nominated by Section A Governors, provided °
that 3 Governor may nominate only one person. The election of Directors shall be by baliot
of Section A Governors.

3. Each Governor eligible to vote shall cast for one person all of the votes to which the
member appointing him or her is entitled under paragraphs | and 2 of Article 29 of this
Agreement.

4. Subject to paragraph 10 of this Section, the || persons receiving the highest number of
votes shall be Directors, except that no person who receives less than 4.5 per cent of the toral
of the votes which can be cast (eligible votes) in Section A shall be considered elected.

5. Subject to paragraph 10 of this Section, if 11 persons are not eiected on the first ballot, a
second baliot shall be heid in which, unless there were no more than |l candidates, the
person who received the lowest number of votes in the first ballot shall be iheligible for
election and in which there shall vote only :

(a) those Governors who voted in the first ballot for a person not elected and

(b) those Governors whose votes for a person elected are deemed under paragraphs 6 and 7
below of this Section to have raised the votes cast for that person above 5.5 per cent of the
eligible votes. '

6. In determining whether the votes cast by a Governor are deemed to have raised the total
votes cast for any person above 5.5 per cent of the eligible votes, the 5.5 per cent shall be
deemed to include, first, the votes of the Governor casting the largest number of votes for
such persoa, then the votes of the Governor casting the next largest number and so on, until
5.5 per cent is reached.

7. Aay Governor, part of whose votes must be counted in order to raise the total of votes
cast for any person above 4.5 per cent shail be considered as casting all of his or her votes
for such person, even if the total votes for such person thereby exceed 5.5 per cent and shall
not be eligible to vote in a further ballot. '

8. Subject to paragraph 10 of this Section, if, after the second baillot, || persons have not
been elected, further ballots shail be held in conformity with the principles and procedures
laid down in this Section, until 11 persons have been elected, provided that, if at any stage
10 persons are elected, notwithstanding the provisions of paragraph 4 of this Section, the 11
th may be elected by a simple majority of the remaining votes cast.

9. In the case of an increase or decrease in the number of Directors to be elected by Section
A Governors, the minimum and maximum percentages specified in paragraphs 4, 5, 6 and 7
of this Section shall be appropriately adjusted by the Board of Governors.



10. So long as any Signatory, or group of Signatories, whose share of the total amount of
capital subscriptions provided in Annex A is more than 2.4 per cent, has not deposited its
instrument or their instruments of ratification, approval or acceptance, there shall be no
election for one Director in respect of each such Signatory or group of Signatories. The
Governor or Governors representing such -a Signatory or group of Signatories shall elect 2
Director in respect of each Signatory or group of Signatories, immediately after the Signatory
becomes a member or the group of Signatories become members. Such Director shall be
deemed to have been elected by the Board of Governors at its inaugural meeting, in
accordance with paragraph 3 of Article 26 of this Agreement, if he or she is elected during
the period in which the first Board of Directors shall hold office.

.1
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Section B - ELECTION OF DIRECTORS BY GOVERNORS REPRESENTING OTHER
COUNTRIES.

Section B (i) : Election of Directors by Governors representing those countries listed in
Annex A as Central and Eastern European Countries( reclplent countries) (hereinafter
referred to as Section B (i) Governors).

I. The provisions set out below in this Section shall apply exclusively to this Section.

2. Candidates for the office of Director shall be nominated by Section B (i) Governors,
provided that a Governor may nominate only one person. The election of Directors shall be
by ballot of Section B (i) Governors.

3. Each Governor eligible to vote shall cast for one person all of the votes to which the
member appointing him or her is entitled under paragraphs | and 2 of Article 29 of this
Agreement.

4. Subject to paragraph 10 of this Section, the 4 persons receiving the highest number of
votes shail be Directors, except that no person who receives less than 12 per cent of the total
of the votes which can be cast (eligible votes) in Section B (i) shall be considered elected.

5. Subject to paragraph 10 of this Section, if 4 persons are not elected on the first ballot, a
second ballot shall be held in which, uniess there were no more than 4 candidates, the person
who received the lowest number of votes in the first ballot shail be ineligible for election and
in which there shail vote only :

(a) those Governors who voted in the first ballot for a person not elected and

(b) those Governors whose votes for a person elected are deemed under paragraphs 6 and 7
below of this Section to have ralsed the votes cast for that person above 13 per cent of the
eligible votes.

6. In determining whether the votes cast by a Governor are deemed to have raised the total
votes cast for any person above 13 per cent of the eligible votes, the 13 per cent shail be
deemed to include, first, the votes of the Governor casting the largest number of votes for
such person, then the votes of the Governor casting the next largest number and so on, until
13 per cent is reached.

7. Any Governor, part of whose votes must be counted in order to raise the -total of votes
cast for any person above |2 per cent shall be considered as casting all of his or her votes
for such person, even if the total votes for such person thereby exceed 13 per cent and shall
not be eligible to vote in a further ballot.

8. Subject to paragraph 10 of this Section, if, after the second ballot, 4 persons have not been
elected, further ballots shall be heid in conformity with the principles and procedures laid
down in this Section, until 4 persons have been elected, provided that, if at any stage 3
persons are elected, notwithstanding the provisions of paragraph 4 of this Secuon the 4 th
may be elected by a simple majority of the remaining votes cast.

9. In the case of an increase or decrease in the number of Directors to be elected by Section
B (i) Governors, the minimum and maximum percentages specified in paragraphs 4, 5, 6 and
7 of this Section shall be appropriately adjusted by the Board of Governors.
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10. So long as any Signatory, or group of Signatories, whose share of the total amount of
capital subscriptions provided in Annex A is more than 2.8 per cent, has not deposited its
instrument or their instruments of ratification, approval or acceptance, there shail be no
election for one Director in respect of each such Signatory or group of Signatories. The
Governor or Governors representing such a Signatory or group of Signatories shall elect a
Director in respect of each Signatory or group of Signatories, immediately after the Signatory
becomes a member or the group of Signatories become members. Such Director shall be
deemed to have been elected by the Board of Governors at its inaugural meeting, in
accordance with paragraph 3 of Article 26 of this Agreement, if he or she is elected during
the period in which the first Board of Directors shall hold office.
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- Section B (ii) : Election of Directors by Governors represeating those countries listed i
Annex A as other European countries (hereinafter referred to as Section B (ii) Governors).

|. The provisions set out below in this Section sHall apply exclusively to this Section.

2. Candidates for the office of Director shall be nominated by Section B (ii) Governors

provided that a Governor may nominate onily one person. The election of Directors shall b
by ballot of Section B (ii) Governors.

3. Each Governor eligible to vote shall cast for one person all of the votes to which the

member appomtmg him or her is entitled under paragraphs | and 2 of Article 29 of thi
Agreement.

4. Subject to paragraph 10 of this Section, the 4 persons receiving the highest number of
votes shall be Directors, except that no person who receives less than 20.5 per cent of the
votes which can be cast (eligible votes) in Section B (ii) shall be considered elected.

5. Subject to paragraph 10 of this Section, if 4 persons are not elected on the first ballot, a
second ballot shall be held in which, unless there were no more than 4 candidates, the person
who received the lowest number of votes in the first ballot shall be ineligible for election and
in which there shall vote only :

(a) those Governors who voted in the first ballot for a person not elected and

(b) those Governors whose votes for a person elected are deemed under paragraphs 6 and.7
below of this Section to have raised the votes cast for that person above 21.5 per cent of the
eligible votes.

6. In determining whether the votes cast by a Governor are deemed to have raised the toral
votes cast for any person above 21.5 per cent of the eligible votes, the 21.5 per cent shall be
deemed to include, first, the votes of the Governor casting the largest number of votes for
such person, then the votes of the Governor casting the next largest number and so on, unul
21.5 per cent is reached.

7. Any Governor, part of whose votes must be counted in order to raise the total of votes
cast for any person above 20.5 per cent shall be considered as casting all of his or her votes
for such person, even if the total votes for such person thereby exceed 21.5 per cent and
shail not be eligible to vote in a further ballot.

8. Subject to paragraph 10 of this Section, if, after the second ballot, 4 persons have not been
elected, further baliots shall be heid in conformity with the principies and procedures laid
down in this Section, until 4 persons have been elected, provided that, if at aany stage 3
persons are elected, notwithstanding the provisions of paragraph 4 of this Section, the 4 th
may be elected by a simple majority of the remaining votes cast.

9. In the case of an increase or decrease in the number of Directors to be elected by Section
B (ii) Governors, the minimum and maximum percentages specified in paragraphs 4, 5, 6 and
7 of this Section shall be appropriately adjusted by the Board of Governors.
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10. So long as any Signatory, or group of Signatories, whose share of the total amount of
capital subscriptions provided in Annex A is more than 2.8 per cent, has not deposited its
instrument or their instruments of ratification, approval or acceptance, there shaill be no
election for one Director in respect of each such Signatory or group of Signatories. The
Governor or Governors representing such a Signatory or group of Signatories shall elect 3
Director in respect of each Signatory or group of Signatories, immediately after the Signatory
becomes a member or the group of Signatories become members. Such Director shall be
" deemed to have been elected by the Board of Governors at its inaugural meeting, in
accordance with paragraph 3 of Article 26 of this Agreement, if he or she is elected during
the period in which the first Board of Directors shall hold office.
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Section B (iii) : Election of Directors by Governors representing those countries listed in
Annex A as Non-European Countnes (heremafter referred to as Section B (iii) Governors)

. The provisions set out below m this Secuon shall apply excluswely to thxs Section.

2. Candidates t'or the office of Director shall be nominated by Section B (iii) Governors.
provided that a Governor may nominate only one person. The election of Directors shall be
by ballot of Section B (iii) Governors.

3. Each Governor eligible to vote shall cast for one person ail of the votes to which the
member appointing him or her is entitled under paragraphs | and 2 of Article 29 of this
Agreement,

4. Subject to paragraph |0 of this Section, the 4 persons receiving the highest number of
votes shall be Directors, except that no person who receives less than 8 per cent of the total
of the votes which can be cast (eligible votes) in Section B (iii) shall be considered elected.

5. Subject to paragraph 10 of this Section, if 4 persons are not elected on the first ballot, a
second ballot shall be held in which, unless there were no more than 4 candidates, the person
who received the lowest number of votes in the [irst ballot shall be ineligible for election and
in which there shail vote only :

i . .
(a) those Governors who voted in the first ballot for a person not elected and

(b) those Governors whose votes for a person elected are deemed under paragraphs 6 and 7
below of this Section to have raised the votes cast for that person above 9 per cent of the
eligible votes.

6. In determining whether the votes cast by a Governor are deemed to have raised the total
votes cast for any person above 9 per cent of the eligible votes, the 9 per ceat shall be
deemed to include, first, the votes of the Governor casting the largest number of votes for
such person, then the votes of the Governor casting the next largest number and so on, until
9 per cent is reached.

7. Any Governor, part of whose votes must be counted in order to raise the total of votes
cast for any person above 8 per cent shall be considered as casting all of his or her votes
for such person, even if the total votes for such person thereby exceed 9 per cent and shall
not be eligible to vote in a further ballot.

8. Subject to paragraph 10 of this Section, if, after the second ballot, 4 persons have not been
elected, further ballots shall be held in conformity with the principles and procedures laid
down in this Section, until 4 persons have been elected, provided that, if at any stage 3
persons are elected, notwithstanding the provisions of paragraph 4 of this Section, the 4 th
may be elected by a simple majority of the remaining votes cast.

9. In the case of an increase or decrease In the number of Directors to be elected by Section
B (iii) Governors, the minimum and maximum percentages specified in paragraphs 4, 5, 6
and 7 of this Section shall be appropriately adjusted by the Board of Governors.
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10. So long as any Signatory, or group of Signatories, whose share of the total amount ol
capital subscriptions provided in Annex A is more than 5 per cent, has not deposited its
instrument or their instruments of ratification, approval or acceptance, there shall be no
election for one Director in respect of each such Signatory or group of Signatories. The
Governor or Governors representing such -a Signatory or group of Signatories shall elect a
Director in respect of each Signatory or group of Signatories, immediately after the Signatory
becomes a member or the group of Signatories become members. Such Director shall be
deemed to have been elected by the Board of Governors at its inaugural meeting, in
.accordance with paragraph 3 of Article 26 of this Agreement, if he or she is elected during
the period in which the first Board of Directors shall hold office.



111

Section C : ARRANGEMENTS FOR THE ELECTION OF DIRECTORS REPRESENTIVG
COUNTRIES NOT LISTED IN ANNEX A.

If the Board of Governors decides, in accordance with paragraph,B of Article 26 of
this Agreement, to increase or decrease the size, or revise the composition, of the Board of -
Directors, in order to take into account changes in the number of members of the Bank, the
Board of Governors shall first consider whether any amendments are required to this Annex,
and may make any such amendments as it deems necessary as part of such decision.

Section D : ASSIGNMENT OF VOTES.

Any Governor who does not participate in voting for the election or whose vote
does not contribute to the election of a Director under Section A c¢r Section B (i) or Section B
(ii) or Section B (iii) of this Annex may assign the votes to which he or she is entitled to an
elected Director, provided that such Governor shall first have obtained the agreement of all
those Governors who have elected that Director to such assignment.

A decision by any Governor not to participate in voting for the election of a
Director shall not affect the calculation of the eligible votes to be made under Section A,
Section B (i), Section B (ii) or Section B (iii) of this Annex.
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FOR THE GOVERNMENT OF AUSTRALIA
POUR LE GOUVERNEMENT D’AUSTRALIE
FUR DIE REGIERUNG AUSTRALIENS

3A NNIPABHTEJIBCTBO ABCTPAJIHH

FOR THE GOVERNMENT OF THE REPUBLIC OF AUSTRIA
POUR LE GOUVERNEMENT DE LA REPUBLIQUE D’AUTRICHE
FUR DIE REGIERUNG DER REPUBLIK OSTERREICHS

3A [IPABUTEJBLCTBO ABCTPHHCKOH PECIIYBJIUKH

| b,
@/ wd X,

FOR THE GOVERNMENT OF THE KINGDOM OF BELGIUM
POUR LE GOUVERNEMENT DU ROYAUME DE BELGIQUE
FUR DIE REGIERUNG DES KONIGREICHS BELGIENS
3AIIPABUTEJNBCTBO KOPOJIEBCTBA BEJIBI'HH
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