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(not for public use)

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

Seem57-14

FROM: The Acting Secretary October 10, 1957

CLOSING OF LOAN TO AUSTRIA

The following arrangements have been made 7or the signing of the loan
to the Vorarlberger Illwerke Aktiengesellschaft (Supplementary Loan -
Ldnersee Pr:c;ect):

Time - 4:00 p. m., Thursday, October 10, 1957

Place - Mr. Black's Office

Signing Officials - For Borrower and
Guarantor: Dr. Paul Zedtwitz

- For the Bank: Mr . Iliff

Seating Orderos

Miller Plan

Cope ...- 2Thurn

Knapp Iliff Zedtwitz

In attendance, Messrs. Collier, Fontein and Spottswood.

(NOTE: Mr . Collier, Department of Operations -
Europe, etc., will arrange for the attendance
of Dr. Zedtwitz; Mir. Fontein of the Legal
Department will supervise the execution of
the loan documents.)

Representatives from Departments of the Bank who will attend the sign-
ing are requested to be in the Board Room shortly before 4:00 p.m,, and to
take seats around the Board table when the signing officials are seated.

Distribution:

Dr. Thurn
President
Vice Presidents
Department Heads

Sec. 57-344
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AUSTROAMB WASHINGTON AGZU 10096

BUNDESPRAESIDENT HAT 9.10* VOLLMACHT UNTERZEICHNST, MIT

WEILHER IR ZEDTWITZ ERMAECHTIGT WIRD, DAS GARANTIEABKOmwEN

ZWISCHEN DER REPUBLIK OESTERREICH UND DER INTERNATIONALEN BANK

FUER WIEDERAUFBAU UND WIRTSCHAFTSFOERDERUNG ZUM 2. ANIEIHEABKO*MEB

DIESER BANK MIT DER VaR.ARLBEROR ILLWERKE AG ZU UNTERZEICHNEN.

VOLLMACHTSURKUNDE FOLGT IM LUFTWECE. IR ZEDTWITZ WIRD ERMAECHTIGT,

NOCH VCR EINIANGN DER SCHRIFTLICHEN VOLLMACHT DIE UNTERZEICHNUNG

DES ABKOMENS VCRZUNEHNFN. UNTERZEICHNUNG DE EINSCHLAEGIGEN

BRIEFE BEHAELT SICH BUNDESMINISTER FUER FINANZEN SELBST VOR.

AUSSENANT

DURCH3GEEN AM 9.10.57 UM 20.30 AUSSENAWM WIEN/WAIEK

AUFGENOMEN AM 9.10.57 UM

15 RT UBR ))5.45 15.45 7

7UHR ERWING BITTE IHR NAM 1ST NIR NOCH NICHT BEKANNT

ENTSCHUILIEN SIE WENN ICH NOCHMAIS FRAGE OB ICH NIT AUSTRCANB

WASHINGTON VERBUNDEN WAR 7 JA IN ORDNUNG
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FORM N8.,5 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
(5-48, ITRAINLBN O EONTUTO N EEOMN

OFFICE MEMORANDUM
TO: Files DATE: October 9, 1957

FROM: J. H. Collier/

SUBJECT: Meeting with Baron von Richter of the Dresdner Bank

1. On Sunday, September 22, Mr. Cope and Mr. Collier met Baron
Leonhard von Richter, Deputy General Manager of the Dresdner Bank,
Frankfurt a.M.

2. Baron Richter said that the Dresdner Bank was interested in par-
ticipating in the supplementary Linersee loan. They were prepared to
purchase maturities up to an amount of DY 2 million. Since the early
maturities of this loan amounted to substantially less than DM 2 mil-
lion, Mr. Cope suggested that they could be increased if a correspond-
ing reduction were made in the same maturities of the original $10
million loan to the VIW. After consultation with the management, it
was agreed that provisions would be made in both Loan Agreements to
enable the necessary adjustments to be made. The Dresdner Bank could
then be offered the first three maturities totalling DM 1,960,200 at
5 1/2%, which it later accepted.

3. At a subsequent meeting Mr. Riley explained the Bank's partici-
pation agreement and interim certificate. Baron Richter expressed
interest in having information on the early maturities of other Bank
loans. He said that the Bank's present rates offered on portfolio
sales (4 1/2% for two year maturities) were not attractive to German
banks at the present time. They could get 4 7/8% on 2 year German
Governments and on bonds of the State railways. However, he added that
it was expected that the discount rate in Germany might well be reduced
early in 1958 from 4% to 3 1/2% and this would change the situation.
Finally he said that, as long as there was talk of the revaluation of
the DM, his bank would only be interested in maturities in German marks.
He did not appear very impressed by official German statements made at
the Annual Neeting that no such revaluation was at all contemplated.

4. Baron Richter also enquired whether the Bank would be interested
in placing some short term paper with German banks. They could offer
funds for 2 to 2 1/2 years at 4 1/2% which was stretching things a
little in view of current rates in Germany (see above). But it became
clear that he was thinking in terms of DM5 to 10 million. When Mr. Cope
asked whether they could go up to DM 50 or 100 million, Baron Richter
said probably not. Mr. Cope then explained that the Bank had never bor-
rowed an amount less than $10 million equivalent, and while this was not
an absolute limit, we would probably not favor an operation of as little
as DM 10 million. Baron Richter said he understood the position and
would further enquire in Germany.



-2-

5. Baron Richter later telephoned Mr. Cope to say he had been in
touch with Frankfurt and could say that if the German Bank rate went
down the Dresdner Bank might be able to offer the Bank after the turn
of the year a two year credit of possibly as much as DM 100 million.
Mr. Cope replied that we would be glad to discuss the matter at any
time.

cc: Mr. S. R. Cope
Mr. H. W. Riley
Mr. S. P. Wheelock



FORM NO, 26
(1.50)

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

INCOMING WIRE

DATE OF WIRE: O 8, 957 R OUT ING

TO: ACTION COPY TO

FROM: BRIM INFORMATION COPY TO

Decoded By

TEXT:

aUT GARAMNL4A MM n GM==

gainaiLHAMPM1911MAMntnFnAW11MMER 1eRM ICnnnoMm.2I

9. OUCM VTEA 1 ; WaM DUCH

1MIn grM 7TDAUL WIC T

D UPL ICA TE'



tlrr
T RNAD

flf~Tq 'O AI I



FORM No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OUTGOING WIRE

CLASS OF SERVICE: NL DATE: OCTOBER 3, 1957

TO: DRESDNER BANK
FRANKFURT AM MAIN

COUNTRY ( GERMANY)

rEXT:

Cable No.

14UA4 SC//A
FOR DR, VM9X&6 TEXT OF PRESS RELEASE ON WORLD BANK LOAN TO VORARLBERGER

0 STPert 4A15 ISL
ILLWERKE 4AN-- 01ARM FRO14 OBERR1fIERUNGSRAT HARRY GORN,

BUNDE3MINISTERIUM FUR WIRTSCHAFT, BONN STOP SIGNING NOW EXPECTED

EARLY NEKT WEEK STOP RELEASE DATE WILL BE CABLED TO GORN

INTERNATIONAL BANK FOR RECONSTRUCTION
AND DEVELOPMENT

Signed:

A U T H O R I Z E D B Y : F or_ U se_ b_ A r c h i v e _D i v i s i o

NAME: S. R. COPE For Use by Archives Division

DEPT: DIPARTMENT OF OPERATIONS, E.A.A Checked for Dispatch

SIGNATURE:

JHollier/pnno (Cleared with DOof Information)

ORIGINAL (File Copy)

(IMPORTANT; See over for ouide in prepoaring Outgoing Wire)



GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service

Type in class of service desired. Each class is described as follows:
Letter Telegram Letter telegrams are normally delivered the morning after day of despatch. The cost

is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messages are normally transmitted and delivered immediately. There is a
minimum charge for 5 words, including address and text.

IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.
Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following
countries:

Bolivia Cuba Guatemala * Peru
Brazil Dominican Republic Honduras * Syria
Burma Ecuador Jordan Uruguay
Chile El Salvador * Lebanon Venezuela

* China * Ethiopia Nicaragua Yugoslavia
Colombia * France Pakistan
Costa Rica Greece Panama

* In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

Code Code messages are transmitted at full rate (or IBF Govt.) speed and cost. This rate
should be used only for confidential messages to staff members having a code with
them.

Day Letter Day letters are delivered during the day of transmission and should be used only for
messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text.

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 2008).

2. Address

Use only last name of addressee and cable address whenever possible. The Bank cable address
"INTBAFRAD" is registered in Paris, Beirut, Rio de Janeiro, Bogota, and Guatemala City. The name
of the country of destination must always be added. (No charge is made for the name of a country).

3. Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 2008.
Type text in capital letters and double space between lines. The text should be edited to eliirinate
unnecessary words and unnecessary punctuation. If punctuation is needed, spell out the words "Comma,"
"Stop," etc.

Use common abbreviations whenever possible, i.e. reourlet, reurfive, etc. Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.

4. Signature

Type in last name of sender. Use INTBAFRAD as part of the signature only when addressee does not
know the address of the sender.

5. Authorization

Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a cable envelope to Room 210 for despatch. The cable service is open
from 9:00 a.m. to 5:45 p.m. on working days. Special arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 2008.
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

INCOMING WIRE

DATE OF WIRE: OCTOBER 1, 1957 ROUTING

TO: COPE INTENATIONAL BANK FPOR EEC ONSTRUCTION ACTION COPY TO
& DEVELOPNENT

FROM: BREGE1Z INFORMATION COPY

Decoded By

TEXT:

WE REFER TO YOUR CABLE OF OCTOBER 1, 1957.

I. WE CONFIRM AGREEMENT WITH DRESDNER BANK U1IDE WHICH

DRESDIME BANK TAKES MATURITIES, AS WE UMDKRSTAM),WITH A

TOTAL AMOUNT OF DM 1,960.200.

2. WE ALSO SENT LIST OF GOODS LETTER TO TEE BANK.

ORIGINAL
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FORM No, 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
(8-55)

OUTGOING WIRE

CLASS OF SERVICE: 5r DATE: SMAQ9IM-3r 1957

TO: ANKUA
ILLWERKE
BRN!EGZ

COUNTRY ( AUSTRIA)

EXT:

Cable No.

PRIMO DRESDNER BANK PREPARED TO TAKE FIRST THREE MATURITIES OF NEW LOAN

STOP WE PROPOSE MATURITY PAYABLE NOVEMBER 1, 1960, BE INCREASED TO

114 866,200 AND THAT PAYABLE MAY 1, 1961 TO DM 889,000. STOP AT SAME TIE

NO AMORTIZATION WOULD BE PAYABLE ON THESE DATES ON LOAN 118 STOP MATURITY

DUE MAY 1, 1960 RRUMAINS UNCHANGED STOP PLEASE CONFIRM AGREEMENT STOP

FORMAL LETTER INCLUDING PROPOSAIS FOR NECESSARY ADJUSTMENTS AT LATER DATES

FOLLOW STOP SECUNDO AUTHORITY FOR AMBASSADOR OR CHARGE D'AFFAIRES TO

SIGN LOAN AGREEMENT RECEIVED AND IN ORDER

COPE

Signed:

AUTHORIZED BY:_____________
NA E:H S.IZED COPEFor Use by Archives Division
NAME: S. R. COPE Cleared writh Me sr . Cavanaugh
DEPT: OPERATIONS, E.A.A. C w a aChecked for Dispatch

SIGNATURE:
cc: Mr. Cavanaugh

JEC632ior/t Mr. Fontein

ORIGINAL (File Copy)

(IMPORTANT: See over for guide in preparing Outgoing Wire)
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September 30, 1957

Dr. Ernst Wagner
Kgrntnerring 10
Vienna I, Austria

Dear Ernst:

Thank you very much for your cable of September 30. During
the Annual Meeting, which was held here last week, the Dresdner
Bank expressed an interest in buying DM 2,000,000 of early maturi-
ties of the new loan. Since the amount of early maturities under
the new loan did not come up to this amount and the interest rate
under the old loan was not attractive enough, we have amended the

new Loan Agreement by providing for a variation in the amount of

instalments as between the old and the new Loan Agreements. I

enclose a copy of the new draft Loan Agreement embodying these

changes. The places where the changes have been made are indicated

in red pencil.

We expect to sign the Loan and Guarantee Agreements on
October 4, upon receiving word from the Ministry of Finance that
the full powers authorizing the execution of the Guarantee Agree-
ment and related documents on behalf of the Austrian Government
have been signed.

During the Annual Meeting we also had a brief discussion
with Teufenstein and Schmidt on the proposed loan for the Investi-
tionskreditgesellschaft. As a result of this discussion it is
likely that Mr. Collier of the European Department and myself will
be coming to Austria some time around the third week of October.

I shall write you about this in more detail tomorrow at which time

I shall also send you our suggestions for the Power of Attorney
which you need in connection with the registration of the mortgages
for the Supplementary Liinersee Loan.

With very best regards, I remain

Yours,

Douglas J. Fontein

DJFontein:ea
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

INCOMING WIRE
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TEXT:
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FoRM No. 26
(1.50)

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

INCOMING WIRE

DATE OF WIRE: SEPTEMBTR 28, 1957 124opm ROUTING

TO: COPE INTERNATIONAL BANK FOR RECONSTRUCTIoN ACTION COPY TO MR COPE
ADDEVELOP1AENT

FROM: NEW YCIRK INFORMATION COPY TO

Decoded By

TEXT:

DRESDNER BANK FRANKFURTMAIN IS PLEASED TO TAKE FIRM FROM YOU THREE

MATUrRITIES OF YOUR LOAN TO VORALBERGER ILLWERKE AS MENTIONED VERBALLY

TOTALING DMARKS 1960200 AT FIVE AND HALF PERCENT REGARDS

BARON RICHTER

ORIGINAL
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FORM No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
(8s55)

OUTGOING WIRE

CLASS OF SERVICE: LETTER TElEGRAM DATE:SEPTEMBM 26, 1957

TO: A1 5IANN
ILLWERKE
BREGENZ

COUNTRY (AUSTRIA)

TEXT:

Cable No.

BANK HAS AGREED TO SIGN IOAN DOCUMENTS UPON RECEIVING CABlE FROM AUSTRIAN

GOVERNMET THAT AUTHORITY FOR AABASSADOR OR HI REPR1ENTAT1iYE TO SIGN
AGREEMVENT

GUAANTEF/HA$ 0 EEN SIGNED IN VIENNA STOP THEREFORE 'WE NOW EXPBITT TO SIGN

AGREEaBN ON FRIDAY OCTOBER FOUR PROVIDED AU THORITY TO SIGN IMAN AGREEKENT

ON YOUR BEHALF IS ALSO RECEIVED BY TkAT TIMi

Signed: COPE

AUTHORIZED BY:

NAME:S. R. Cope For Use by Archives Division

DEPT: Director of Operations Checked for DispatchESGrN e, Africa and Australasia
SIGNATUR:

JHCoier Cleared with Mr. Fontein
cc: Mr. Fontein

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)



GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service

Type in class of service desired. Each class is described as follows:

Letter Telegram Letter telegrams are normally delivered the morning after day of despatch, The cost
is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messages are normally transmitted and delivered immediately. There is a
minimum charge for 5 words, including address and text.

IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.
Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following
countries:

Bolivia Cuba Guatemala * Peru
Brazil Dominican Republic Honduras * Syria
Burma Ecuador Jordan Uruguay
Chile El Salvador * Lebanon Venezuela

* China * Ethiopia Nicaragua Yugoslavia
Colombia * France Pakistan
Costa Rica Greece Panama

In these countries the letter telegram rate is lower than IBF government ra te and
should be used for messages when immediate transmission is not required.

Code Code messages are transmitted at full rate (or IBF Govt.) speed and cost. This rate
should be used only for confidential messages to staff members having a code with
them.

Day Letter Day letters are delivered during the day of transmission and should be, used only for
messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text.

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 2008).

2. Address

Use only last name of addressee and cable address whenever possible. The Bank cable address
"INTBAFRAD" is registered in Paris, Beirut, Rio de Janeiro, Bogota, and Guatemala City. The name
of the country of destination must always be added. (No charge is made for the name of a country).

3. Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 2008.

Type text in capital letters and double space between lines. The text should be edited to elin'inate
unnecessary words and unnecessary punctuation. If punctuation is needed, spell out the words"Comma,*
"Stop," etc.

Use common abbreviations whenever possible, i.e. reourlet reurfive, etc. Write as one word hyphenated
woXds, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.

4. Signature

Type in last name of sender. Use INTBAFRAD as part of the signature only when addressee does not
know the address of the sender.

5. Authorization

Type in name and department of staff member authorizing- message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a cable envelope to Room 210 for despatch. The cable service is open
from 9:00 a.m. to 5:45 p.m. on working days. Special arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 2008.



FoRM No. 26
(1.50)

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

INCOMING WIRE

DATE OF WIRE: SEPTEMBER 24, 1957 1155 ROUTING

TO: INTERNATIONAL BANK FOR RECONSTRUCTION ACTION COPY TO MR COPE
& DEVELOPMENT

FROM: BEEGENZ &INFORMATION COPY TO

Decoded By

TEXT:

FOR MISTER COPE THANKS YOU SECOND CABLE WE AGREE WITH YOUR

PROPOSAL FOR ADDITIONAL ITEM TO SECTION 207 AND CORRESPONDING

NECESSARY CHANGES
ILLWERKE AMMANN

ORIGINAL



COPr

ITEM 7

Date of Next Meeting

There will be a Special Meeting on MondaySeptember 30

to consider proposed loans to Austria and South Africa. The

documents on these loans will be circulated shortly and the

time of the meeting will be announced later.

The next Regular Meeting of the Executive Directors

will be at 10:00 a.m., Tuesday, October 8.
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

DECLASSIiEI
CONFIDENTIAL

APR 2 5 2018
FOR R 57-89/1 \VB 1( R \E

EXECUTIVE (For consideration by the

DIR ECTORS' Executive Directors on

MERET G September 30, 1957)MEETING

FROM: The Secretary September 23, 1957

PROPOED LOAN TO AUSTRIA

Since the Loan and Guarantee Agreements regarding the proposed supplemental

loan to the Vorarlberger Illwerke A.G. were distributed to the Executive

Directors with the President's Report and Recommendations (R. 57-89), the

possibility has arisen of selling certain of the early maturities of this

loan. Under the amortization schedule proposed, the amounts of these early

maturities are less than the amounts which can probably be sold to private

investors. It is not possible to have recourse to the first loan since the

interest rate(including commission)on this loan is 4-3/4%,which makes it

impossible under current market conditions to sell the early maturities.

To provide sufficient maturities at an interest rate attractive to potential

buyers, it is accordingly proposed to amend the Loan Agreement so as to

permit the amortization schedules to the supplemental loan and to the first

VVI loan to be varied by agreement between the Borrower and the Bank. This

would make it possible by a simple exchange of letters for the Borrower and

the Bank to agree to increase the early maturities of the proposed supple-

mental loan and decrease by a like amount the corresponding maturities in

Distribution:
Executive Directors and Alternates
President
Vice Presidents
Department Heads

Sec. 57-330
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the first V1, loan, so that the total amortization payable on any one maturity

date in respect of both loans would remain unchanged. Adjustments would also

be made at the same time in the amounts of other maturities in both loans

so as to ensure that the total amount of each of the two loans remained

unchanged.

Attached is a revised draft Loan Agreement containing the necessary

changes to give effect to the foregoing. These changes are in Section 2.07

and Section 8.01 and in paragraph (h) of Schedule 2 of the draft Loan

Agreement.

Attachment

Sec. 57-330
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(Supplementary Loan - Ldnersee Project)

between
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VORARLBERGER ILLIERKE
AKTIENGESELLSCHAFT

Dated , 1957
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LOA AGREENT

AGREEITiT, dated , 1957 between INTERATIONAL BANR

FOR RECOHSTRUCTION AUD DEVELOPME T (hereinafter called the Bank) and

VORARLB2RGER ILLWERKE AKTIEKGJELLBClFT (hereinafter called the Bor-

rower), a company organized and existing under the laws of the 6aarantor.

WErEAS

(A) By a loan agreenent dated June 14, 1955 (hereinafter called

the first Loan Agreement), between the Benk and the Borrower, the Bank

granted a loan to the Bo:rower in an amount in various currencies

equivalent to lO,000,000, for the purpose of financing the construction

of hydroelectric reneratingr facilities and ancillary installations more

particularly described therein (nereinafter called the Lfnersee Project);

(B) The said loan was guaranteed as to payrient of principal, in-

terest and other charges by the Guarantor;

(C) The Borrower as security for the first loan (as hereinafter

defined) has created or has undertaken to create a first mortgage or

first mortgages on certain properties now owned or hereafter acquired

by the Borrower which are required for the cor-pletion and continued

operation of the LTnersee Project, as more fully set forth in the first

Loan Agreement;

(D) The 3orrower as security for the due half-yearly payments of

principal of, and interest and other charges on, the first loan has

assigned to the Bank a portion of its rights to and claims for payments
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from Rheinisch-Westfalisches ElektrizitAitswerk Aktiengesellschaft and

Energie-Versorgung Schwaben A.G., as more fully set fcrth in the first

Loan Agreement;

(E) Additional financing is required by the Borrower in order to

complete the LInersee Project, and the Bank has agreed to make a sup-

plementary loan for such purpose;

NOW THEREFORE, the parties hereto agree as follows:
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ARTICLE I

Loan Regulations; Special Definitions

Section 1.01. The parties to this Loan Agreement accept all the

provisions of Loan Regulations No. 4 of the Bank dated June 15, 1956,

subject, however, to the modifications thereof set forth in Schedule 
2

to this Agreement (said Loan Regulations No. 4 as 9> modified being

hereinafter called the Loan Regulations), with the same force and effect

as if they were fully set forth herein.

Section 1.02. Except where the context otherwise requires, the

following terms have the following meanings wherever used in this Agree-

ment or any schedule thereto:

(a) The term ttfirst Loan Agreement" means the Loan ALreement

dated June 14, 1955, between the Bank and the 3orrover, as modified by

the provisions of Article VIII of this Agreement.

(b) The term "first loan" means the loan provided for in 
the

first Loan Agreement and the bonds issuable pursuant to the terms of

the first Loa, Agreement.

(c) The term "Project" means the project described in Schedule 
2

to the first Loan Agreement as such description shall be amended from

time to time by agreement. between the Bank and the Borrower.

(d) The term "mortgaged proaerties" means the properties referred

to in Section 5.04 (a) of the first Loan Agreement now owned or hereafter

acquired by the Borrower which are required for the 
completion and continued
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operation of the Project and in respect of which the Borrower pursuant

to the said Section has created or has undertaken to create a first

mortgage or first mortgages as security for the first loan.

(e) The term "original Mortgage" means the first mortgage or

first mortgages created or to be created pursuant to Section 5.04 (a)

of the first Loan Agreement, or any of them, as the context may require.

(f) The term "Mortgage" means tne first mortgage or first mort-

gages created or to be created pursuant to Section 5.0L (a) of this

Agreement, or any of them, as the context may require.

(g) The term "HWE" means Rheinisch-Uestfhlisches Elektrizit4tswerk

Aktiengesellschaft, a company organized and existing under the laws of

the Federal Republic of Germany.

(h) The term "EVS"I means Energie-Versorgung Schwaben A.G., a

company organized and existing under the laws of the Federal Republic

of Germany.

(i) The term "Illwerke-Agreement" means the agreement dated July 1,

1953, known as the "Illwerke-Vertrag 1952," between the Borrower, RWE,

and EVS.

(j) The term "original Assignment" means the assignment dated

June 20, 1955, executed pursuant to Section 5.03 (b) of the first Loan

Agreement, by which the Borrower has assigned to the Bank such portion

of its rights to and claims for payments from RFrJE and EVS under the

Illwerke-Agreement as shall from time to time be required for the due

half-yearly payments of principal of, and interest and other charges on,

the first loan.
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(k) The term "Assignment" means the assignment provided for in

Section 5.03 (b) of this Agreement.

(1) The term "German marks" and the letters "Dil" mean marks of

the Federal Republic of Ger any.
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ARTICLE II

The Loan

Section 2.01. The Bank agrees to lend to the Borrower, on the terms

and conditions in this Agreement set forth or referred to, an amount in

various currencies equivalent to German marks (D)I)

Section 2.02. The Bank shall open a Loan Account on its books

in the name of The Borrower and shall credit to such Account the amount

of the Loan. The amount of the Loan may be withdrawn from the Loan

Account as provided in, and subject to the rights of cancellation and

suspension set forth in, the Loan Regulations.

Section 2.03. The Borrower shall pay to the Bank a commitment

charge at the rate of three-fourths of one per cent (3/b of 1%) per

annum on tne principal amount of the Loan not so withdrawn from time

to time. Such conmitment charge shall accrue from a date sixty days

after the date of this Agreement to the respective dates on which

amounts shall be withdravin by the Borrower from the Loan Account as

provided in Article IV of the Loan -egulations or shall be cancelled

pursuant to Article V of the Loan Regulations.

Section 2.04. The Borrower shall pay interest at the rate of

per cent (__ ) per annum on the principal amount of the

Loan so withdrawn and outstanding from time to time.

Section 2.05. Except as the Bank and the Borrouer shall otherwise

agree, the charge payable for special commitments entered into by the
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ARTICLE III

Use of Proceeds of the Loan

Section 3.01. The Borrower shall apply the proceeds of the

Loan exclusively to financing the cost of goods required to carry out

the Project. The specific goods to be financed out of the proceeds of

the Loan shall be determined by agreement between the Bank and the

Borrower, subject to modification by furtlier areement between them.

Section 3.02. The Borrower shall caue Pll goods financed out

of the proceeds of the Loan to be used exclusively in the carrying out

of the Project.
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ARTIGLE IV

Bonds

Section L.01. The Borrower shall execute and deliver Bonds

representing the principal amount of the Loan as provided in the 
Loan

Regulations.

Section 4.02. In addition to the provisions ?rescribed by the

Loan Regulations, the Bonds shall contain provisions satisfactory to

the Bank to the effect -that the Mortgage and the original hortgage

will equally and ratably secure the Loan, the Bonds and the first loan;

that the Assignment will equally and ratably secure the due half-yearly

payments of principal of, and interest and other charges on, the Loan

and the Bonds and that any rights or powers of any holder of the Loan

or the Bonds under the Assignment, the Mortgage and the original Mortgage

or under any of them will be exercised by the trustee or trustees or

fiduciary or fiduciaries contemplated in Sections 5.09, 5.1O and 5.l

hereof.

Section 4.03. For the period of the public administration of

the Borrower the two public administrators of the Borro, er are jointly

designated as authorized representatives of the Borrower for the pur-

poses of Section 6.12 (a) of the Loan Regulations; tnereafter any two

members of the Managing Board (Vorstand) of th- Borrower are so desig-

nated for such purposes.
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ARTICLE V

Particular Covenants

Section 5.01. (a) The Borrower shall carry out the Project with

due diligence and efficiency and in conformity with sound engineering

and financial practices.

(b) The Borrower shall promptlv furnish to the Bank, as the Bank

may from time to time request, the plans and specifications for the

Project and any material modifications subsequently made therein.

(c) The Borrower shall maintain records adequate to identify the

goods financed out of the proceeds of the Loan, to aisclose the use

thereof in the Project, to record the Proress of the ?roject (includ-

ing the cost thereof) and to reflect in accordance with consistently

maintained sound accounting practices the financial condition and

operations of the Borrower; shall enable the Bank's representatives to

inspect the Project, the goods and any relevant records and cocuments;

and shall furnish to the Bank all such information as the Bank shall

reasonably request concerning the expenditure of the proceeds of the

Loan, the Project, the goods, and the financial condition and operations

of the Borrower.

Section 5.02. (a) The Bank and the Bor rower shall cooperate fully

to assure that the purposes of the Loan will be accomnlished. To that

end, each of them shall furnish to the other all such information as

it shall reasonably request with regard to the eneral status of the

Loan.
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(b) The Bank and the Borrower shall from time to time exchange

views through their representatives with regard to matters relating to

the purposes of the Loan and the maintenance of the service thereof.

The Borrower shall promptly inform the Bank of any condition which

interferes with, or threatens to interfere with, the accomplishment of

the purposes of the Loan or the maintenance of the service thereof.

Section 5.03. (a) The Borrower shall duly perform its obliga-

tions under the Illaerke-Agreement and shall not agree to any modifica-

tion or change thereof that would or might result in the Borrower's

being unable duly to provide for the service of the Loan and the financ-

ing of the Project.

(b) As soon as practicable after the date of this Agreement the

Borrower shall assign to the Dank such portion of all its rights to

and claims for payments from ? E and EVS under the Illwerke-Agreement

as shall from tine to time be required for the due half-yearly payments

of principal of, and interest and other charges on, the Loan and the

Bonds. Such assignment shall be an assignment on account of payment

(Abtretung zahlungshalber) within the meaning thereof unuer the laws

of the Guaran &or, shall equally and ratably secure the due half-yearly

payments of principal of, and interest and other charges on the Loan

and the Bonds, and shall be in form and substance satisfactory to the

Bank.
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(c) The Borrower shall take all such steps and execute and

deliver all such documents as the Bank may from time to time rcason-

ably request or as may from time to time be required in order to render

or maintain the Assigrment valid and enforceable.

Section 5.04. (a) From time to time the Borrower shall create

on the mortgaged properties now owned or hereafter required by the Bor-

rower, a first mortga:e or first mortgages, in form and substance satis-

factory to the Bank, which together with the original Nortgage shall

equally and ratably secure the Loan, the Bonds and the first loan. The

Borrower shall from time to time take such steps (including such modifi-

cations of the original iMortgage as shall be necessary for the purpose)

and execute and deliver such deeds and other instruments, in form and

substance satisfactory to the Bank, and shall cause all other necessary

parties to take such steps and to execute and deliver such deeds 
and

other instruments, all in form and subst-nce satisfactory to the Bank, as

may be required in order to ensure that the Mortgage and the original

Mortgage shall equally and ratably secure the Loan, 
the Bonds and the

first loan, all of which shall rank pari passu inter se in respect of all

such security, and in order to ensure that the Mortgage and the original

Mortgage shall rank in point of security, together with the first mortgage

securing the Borrower's 4% Reichsmark ?Iortgage Loan cf 1944 prior to any other

mortgage, charge or lien upon any of the mortgaged 
properties.
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In the event the par value of the currency of the Cuarantor is reduced

or the foreign exchange value of the currency of the Guarantor has, in

the opinion of the Bank, depreciated to a significant extent, the Bor-

rower shall from time to time promptly upon the Bank's request create

such additional first mortgage or additional first mortgages and exe-

cute and deliver such additional deeds or other instruments, in form

and substance satisfactory to the Bank, as may be required to make

the aggregate aoCunt in the currency of the Guarantor for which all

mortgages created hereunder and the orig4 nal hortgage may be record-

able or may have been recorded equivalent to the a6gregate amount in

the currencies other than the currency of the Guarantor required for

the payment of principal of, and interest and other charges on, the

Loan, the Bonds and the first loan, calculated on the basis of such

reduced par value or depreciated foreign exchange value respectively,

and for the purpose of such calculation the par value or U e foreign

exchange value of the currency of the Guarantor in terms of any such

other currency shall be as reasonably determined by the Bank.

(b) Except as the Bank shall otherwise aree, the Borrower

shall report to the Bank at intervals of one year all mortgaged proper-

ties which the Borrower shall have acquired during the preceding year

and which have not theretofore been covered by the Mortgage.
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(c) The Borrower shall duly record, register and file and re-record,

re-register and re-file the Mortgage and the original Mortgage in every

jurisdiction for which the Bank may from time to time request any such

recordation, registration or filing or where such recordation, registra-

tion or filing may be necessary or desirable in order to render or maintain

the Mortgage and the original Mortgage a valid and enforceable first lien.

The Bank shall have the right to record and re-record the Mortgage

and the original Mortgage in the aporopriate land rekister (Grundbuch) at

any time after their execution and delivery.

(d) Whenever the Bank shall so request after the creation of any

mortgage referred to in Section 5.04 (a) hereof, other than the mortgages

referred to in Section 7.01 (d) hereof, the Borrower shall within 30 days

after the date of such request furnish to the Bank an opinion or opinions

of counsel acceptable to the Bank that such mortgage has been duly author-

ized or ratified by, and executed and delivered on behalf of, the Borrower

and constitutes a valid and enforceable first lien in accordance with its

terms.

(e) The Borrower shall take all such other steps and execute and

deliver all such other documents as the Bank may from time to time reason-

ably request or as may from time to time be required in order to render

or maintain the Mortgage anu the oriLinal Mortgage a valid and enforceable

first lien.

Section 5.05. No delay in exercising, or omission to exercise, any

right or power accruing to the Bank under the Assignment, the Mortgage,

the original Assignment or the original Mortgage shall affect or impair

any obligation of the Borrower under the Loan Agreement.
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Section 5.06. (a) Except as the Bank shall otherwise agree or

as otherwise provided in this Agreement, the Borrower shall not sell,

or othervise (ispose of, or permit the creation as security for debt

or otherwise of any additional lien ranking in priority to or pari passu

with the Mortgage or the original 14ortgage on, any of the mortgaged

properties.

(b) Except as the Bank shall otherwise agree, the Borrower shall

not make any assignment of, or permit the creation of any lien on, any

of its ri:-hts to and claims for payments from ?RiiE and EVS under the

Illwerke-Agreement ranking in priority to the Assignrent or the original

Assignment, or securing any portions of any debt in excess of those

maturing during any one year according to the original terms of any such

debt. For the purposes of this subsection any debt or portion thereof

that has become due and payable because of any default, bankruptcy,

receivership, or for any other reason, prior to the date on which pay-

ment was contemplated in the ordinary course of business under the

original terms of such debt, shall not be deemed to be maturing during

any such one year.

Section 5.07. The Borrower shall pay or cause to be paid all

taxes or fees, if any, imposed under the laws of the Guarantor or laws

in effect in the territories of the Guarantor on or in connection with

the execution, issue, delivery or registration of this Agreement, the

Guarantee Agreement, the Bonds, the Mortgage, the Issignrent, or the

payment of principal, interest or other charges thereunder; orovided,

however, that the provisions of this Section shall not apply to taxation

of, or fees upon, payments under any Bond to a holder thereof other than
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the Bank when such Bond is beneficially owned by an individual or cor-

porate resident of the Guarantor.

Section 5.08. The Borrower shall pay or cause to be paid all

taxes and fees, if any, imposed under the laws of the country or coun-

tries in whose currency the Loan and the Bonds are payable or laws in

effect in the territories of such country or countries on or in connec-

tion with the execution, issue, delivery or registration of this Agreement,

the Guarantee Agreement, the Bonds, the ortgage or the Assigment.

Section 5.09. The Borrower agrees to the re-assignment by the

Bank, at any time, of all rights or powers that the Bank may have 
under

the Assignment to a trustee, or trustees, or a similar fiduciary or

fiduciaries, for the equal and ratable benefit of all holders of the

Loan and the Bonds. The Borrower shall take all such steps and execute

and deliver all such documents as The 3ank may from time to time reason-

ably request or as may from time to time be required in order to render

or maintain such re-assignment valid and enforceable.

Section 5.10. The Borrower agrees to the assignment by the Bank,

at any time, of the hortgage or the original Mortgage to a trustee, or

trustees, or a similar fiduciary or fiduciaries, for the equal and ratable

benefit of all holders of the Loan, the Bonds and the first loan. The

Borrower shall take all such steps and execute and deliver all such docu-

ments as the Bank may from time to time reasonably request or as may from

time to time be required in order to render or maintain such assignment

of the Mortgage or the original i'ortgage valid and enforceable.
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Section 5.11. In the event a trustee or trustees or a fiduciary

or fiduciaries shall be appointed for the purposes contemplated 
in Sec-

tions 5.09 or 5.10 hereof, such appointment or appointments and any arrange-

ments incident thereto shall be made after consultation with 
the Borrower

on such reasonable terms and conditions as in the opinion 
of the Bank are

required by the Bank's operations, by the laws affecting 
the Mortgage,

the Assignment, and the original Mortgage and by the 
laws or the financial

usages of the place or places where the Loan, 
the Bonds and the first loan

are payable. The Borrower shall take all such steps and 
execute and

deliver all such documents as the Bank shall reasonably request 
or as may

from time to time be required in order to cause such 
trustee or trustees

or fiduciary or fiduciaries to be appointed or to render 
or maintain such

appointment or appointments and any arrangements 
incident thereto valid

and enforceable, and shall pay all costs and expenses incident 
to such

appointment or appointments and arrangements 
or arising out of the exer-

cise by such trustee or trustees or fiduciary or fiduciarios 
of his or

their functions.

Section 5.12. In the event the Bank shall request any Bonds, the

Borrower shall promptly upon the Bank's request furnish the Bank a supple-

mental opinion or supplemental opinions satisfactory 
to the Bank of counsel

acceptable to the Bank showing that such Bonds 
will constitute valid and

binding obligations of the Borrower and of the Guarantor 
in accordance

with their terms, and that the appointment or appointments 
contemplated

in Section 5.11 hereof and any arrangements incident 
thereto have been

validly made and have become effective in accordance 
with their terms.
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Section 5.13. (a) The Borrower shall at all times maintain its

existence and right to carry on operations and shall, except as the Bank

shall otherwise agree, acquire, maintain and renew all rights, powers,

privileges and franchises necessary or useful in the operation of its

business.

(b) The Borrower shall maintain its plants, equipment and property

and from time to time make all necessary renewals and repairs thereof,

all in accordance with sound business and engineering standards; and shall

at all times operate its plants and equipment and maintain its financial

position in accordance with sound business, financial and public utility

standards.
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ARTICLE VI

Remedies of the Eank

Section 6.01. (i) If any event specified in paragraph (a), paragraph

(b), paragraph (e) or paragraph (f) of Section 5.02 of the Loan aegulations

shall occur and shall continue for a period of thirty days, or (ii) if

any event specified in paragraph (c) of Section 5.02 of the Loan Regula-

tions shall occu: and shall continue for a period of siyty days after

notice thereof shall ha-re been given by the Bank to the Borroer, then

at any subsequent time durin& the continuance thereof, the Bank, at its

option, may declare the principal of the Loan and of all the Bonds then

outstanding to be cue and payable in mediately, and upon any such declara-

tion such principal shall Oecorme cue and oayable inmmediately, anything

in this Agreement or in the Bonds to the contrary notwithstanding.
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ARTICLE VII

Effective Date; Termination

Section 7.01. The folloing, events are specified as additional

conditions to the effectiveness of this Agreement within the meaning

of Section 9.01 (a)(ii) of the Loan Regulations:

(a) The Borrower shall have made the Assignment;

(b) RIE and EVS shall have notified the Bank of their approval

of the Assignment. Such notice shall be in form and sub-

stance satisfactory to the Bank;

(c) All such governmental actions shall ave been taken and all

such governmental consents shall have been obtained as may

be required to make the Assignment valid and enforceable

according to its terms;

(d) The requirements of Section 5.oh (a) hereof shall have been

satisfied in respect of such of the mortgaged properties as

are owned by the Borrower at the date of this 4greement, and

each mortgage executed thereunder shall have been duly

recorded in the land register (Grundbuch) of the Gerichts-

bezirk Montafon in Srhruns.

Section 7.02. The following are specified as additional matters,

within the meaning of Section 9.02 (e) of the Loan Regulations, to be

included in the opinion or opinions to be furnished to the Bank:

(a) that the Assignment has been duly authorized or ratified

by, and executed and delivered on behalf of, the Borrower

and is valid and enforceable in accordance with its terms;
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(b) that the governmental actions and consents referred to in

Section 7.01 (c) hereof have been validly tal:en or given,

as the case may be, and that they have been duly authorized

or ratified by the appropriate organ or organs;

(c) that the first mortgage or first mortgages referred to in

Section 7.01 (d) hereof have been duly aathorized or rati-

fied by, and executed anG delivered on behalf of, the

Borrower, have been duly recorded in the Land register

(Crundbuch) of the appropriate district or districts, con-

stitute a valid and enforceable first lien in accordance

with their terms, and together with the original Mortgage

equally and ratably secure the Loan, the Bonds and the

first loan.

Section 7.03. A date 90 days after the date of this Agreement

is hereby specified for the purposes of Section 9.04 of the Loan Regula-

tions.
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ARTICLE VIII

11odifications of Loan Agreement dated June 14, 195"

Section 8.01. The Loan Agreement dated June 14, 1955 between the

Bank and the Borrower is hereby amended as follows:

(a) Section 2.07 is amended to read:

"Section 2.07. The Borrower shall repay the principal

of the Loan in accordance with the amortization schedule to

the Loan Agreement.

For the purpose of facilitating the sale of portions of

the Loan, of Bonds, of portions of the loan provided for in

the Loan Agreement dated , 1957 or of bonds

issuable pursuant to the terms thereof, the Bank and the

Borrower may from time to time by agreement between them vary

the amounts of instalments of principal set forth in the

amortization schedule to the Loan Agreement and of instalments.

of principal set forth in the amortization schedule to the

Loan Agreement dated , 1957, provided that

no such variation shall change (a) the aggregate amount of

instalments of principal which, but for such variation, would

have been due on any one payment date under this Agreement

and the Loan Agreement dated , 1957; or

(b) the total principal amount of the Loan or the total prin-

cipal amount of the Loan provided for in the Loan Agreement

dated , 1957."

(b) Section 4.02 is amended to read:

"Section 4.02. In addition to the provisions prescribed

by the Loan Regulations, the Bonds shall contain provisions
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satisfactory to the Bank to the effect that the Mortgage and

the Mortgage provided for in the Loan Agreement dated

, 1957 will equally and ratably secure the Loan,

the Bonds, the loan provided for in the Loan Agreement dated

, 1957 and the bonds issuable pursuant

to the terms thereof; that the Assignment will equally and

ratablY secure the due half-yearly payments of principal of,

and interest and other charges on, the Loan and the Bonds;

and that any rights or powers of any holder of the Loan or

the Bonds, under the Assignent, the Mortgage and the Mortgage

provided for in the Loan Agreement dated _, 1957,

or under any of them, will be exercised by the trustee or

trustees or fiduciary or fiduciaries contemplated in Sections

5.09, 5.10 and 5.11 hereof."

(c) Paragraph (h) of Schedule 3 is amended to read:

"(h) The following three new sub-paragraphs shall be added

after sub-paragraph 20 of Section 10.01:

21. The term thortgagel shall have the meaning set

forth in Section 1.02 of the Loan Agreement.

22. The term 'Assignment' shall have the meaning set

forth in Section 1.02 of the Loan Agreement.

23. The term 'amortization schedule to the Loan Agree-

ment' shall mean the amortization schedule set

forth in Schedule 1 to the Loan Agreement and as

the same may be amended from time to time by agree-

ment between the Bank and the Borrower."
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Section 8.02. For the purposes of the Loan Agreement dated

June 14, 1955, between the Bank and the i3orrower, paragraph (c) of Sec-

tion 5.02 of Loan Regulations No. h of the Bank, dated February 15, 1955,

is hereby amended to read as follows:

"(c) A default shall have occurred in the performance of

any other covenant or agreement on the part of the Borrower or

the Guarantor under the Loan Agreement, the Guarantee Agreement,

the Bonds, the Assignment or the Mortgage or under the Loan Agree-

ment dated 9 , 9, the Guarantee Agreement of

even date thereuith, the Bonds, 'he Assignment or the Mortgage

therein provideo for.";

and the term "Loan Regulations" as used for the purposes of the said

Loan Areement shall ean Loan Regulations No. L. of the Bank, dated

February 15, 1955, as hereby amended.
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ARTICLE IX

TUscellaneous

Section 9.01. The Closing Date shall be July 1, 1959.

Section 9.02. The following addresses are specified for the purposes

of Section 8.01 of the Loan Regulations:

For the Borrower:

Vorarlberger Illwerke Aktiengesellschaft

Josef Huterstrasse 35
Bregenz
Austria

Alternative address for cablegrams and radiograms:

Illwerke

Bre -genz
Austria

For the Bank:

International Bank for Reconstruction
and Development

1818 1 Street, N. 1.
ashington 25, D. C.

United States of America

Alternative address for cablegrams and radiograms:

Intbafrad
1ashington, D. C.

IN WITNESS WY-REOF, the parties hereto, acting throug:h tiheir repre-

sentatives thereunto duly authorized, have caused this Loan Agreement

to be signed in their respective names and delivered in the District of
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Columbia, United States of America, as of the cay and year first above

written.

IN~TBRNATIONAL BANK FOR
RECOS TRUCTION AND DEVELOPIENT

By
President

VORARLBERGER ILLYERKE AKTIENGESELLSCHLFT

By
Authorized Representative
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SCIEDULE 1

Amortization Schedule

Payment of Principal
Date Payment Due (expressed in German marks)*

May 1, 1960 DM 205,000
November 1, 1960 211,000
IMay 1, 1961 217,COO
November 1, 1961 223,000
Nay 1, 1962 229,000
November 1, 1962 236,000
Yay 1-, 1963 243,000
November 1, 1963 250,000

aey 1, 1964 256,000
November 1, 1964 264,000
Mty 1, 1965 272,000
November 1, 1965 280,000
May 1, 1966 288,000
November 1, 1966 295,000
May 1, 1967 304,000
Noverber 1, 1967 313,000
May 1, 1968 322,000
November 1, 1968 331,000
May 1, 1969 341,000
November 1, 1969 351,000
May 1, 1970 361,000
November 1, 1970 371,000
May 1, 1971 381,000
November 1, 1971 393,000
May 1, 1972 404,000
November 1, 1972 415,000
May 1, 1973 428,000
November 1, 1973 440,000
May 1, 1974 453,000
November 1, 1974 466,000
May 1, 1975 478,000
November 1, 1975 493,000
Mlay 1, 1976 507,000
November 1, 1976 521,000
May 1, 1977 536,000
November 1, 1977 552,000

Nay 1, 1978 568,000
November 1, 1978 584,000
May 1, 1979 600,000
November 1, 1979 618,000

* To the extent that any part of the Loan is repayable in a currency

other than German marks (see Loan Regulations, Section 3.02), the

figures in this column represent German mark equivalents determined

as for purposes of withdrawal.
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Premiums on Prepayment and Redemption

The following percentages are specified as the premiums payable on

repayment in advance of maturity of any part of the principal amount of

the Loan pursuant to Section 2.05 (b) of the Loan eg ulations or on the

redemption of any Bond prior to its maturity pursuant to Section 6.16 of

the Loan Regulations:

Time of Prepayment or Redemption Premium

Not more than 3 years before maturity 1/2%

bore than 3 ycar but not r ore than

6 years before maturity 1%

More than 6 years but not nore than

11 years before maturity 1-3/4%

More than 11 years but not more than

16 years before maturity 2-1/2%

hore than 14 years but not more than

18 years before maturity 3-1/2-

More than 13 years but not more than

20 years before maturity 4-3/4%

More than 20 years before maturity 5-3/4%
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SCHEDULE 2

Modifications of Loan Regulations No. 4

For the purposes of this Agreement the provisions of Loan Regula-

tions No. 4 of the Bank, dated June 15, 1956, shall be deemed to be

modified as follows:

(a) Section 2.02 is deleted.

(b) The first two sentences of Section 3.01 shall read as follows:

"The Borrower shall use reasonable efforts to purchase goods

with the currencies of the countries from which such goods are

acquired. The proceeds of the Loan shall, to the extent that

the Bank shall so elect, be withdrawn from the Loan Account

in the several currencies in which goods are paid for; except

that with respect to gooas paid for in the currency of the

Guarantor or acquired from sources within the territories of

the Guarantor such withdrawals may, to the extent that the Bank

shall so elect, be made in any currency selected by the Bank."

(c) The following paragraph shall be added to Section 3.05:

"If a withdrawal is applied for on account of expenditures in

the currency of the Guarantor, the value of the currency of

the Guarantor in terms of the currency or currencies to be

withdrawn shall be as reasonably determined by the Bank."

(d) The second sentence of Section h.01 shall read as follows:

"Except as shall be otherwise agreed between the Bank and the

Borrower, no withdrawals shall be made on account of (a) expen-

ditures prior to the Effective Date or (b) expenditures in the

territories of any country vhich is not a member of the Bank

or for goods produced in (including services supplied from)

such territories.*"
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(e) Section 5.02 (c) shall read as follows:

"A default shall have occurred in the performance of any other

covenant or agreement on the part of the Borrower or the

Guarantor under the Loan Agreement, the Guarantee Agreement,

the Bonds, the Assignment or the hortgage, or under the Loan

Agreement dated June 14, 1955, the Guarantee Agreement of even

date therewith, or the Bonds, the Assignment or the Mortgage

therein provided for."

(f) Paragraph (j) of Section 7.04 shall read as follows:

"(j) The provisions for arbitration set forth in this

Section shall be in lieu of any other procedure for the deter-

mination of controversies between the oarties to the Loan

Agreeent and the Guarantee Agreement or any claim by any

such party against any other such party arising thereunder or

under the Bonds; provided, however, that ncthing herein shall

be deemed to preclude the Bank or any holder of Bonds from

exercising, or instituting any legal or equitable action to

enforce, any right or claim arising out of or pursuant to the

Mortgage or the Assignment, and submission to arbitration

hereunder shall not be deemed to be a condition precedent or

in any way to prejudice such exercise or enforcement of any

such riEht or claim."

(g) Paragraph 12 of Section 10.01 shall read as follows:

"The term 'Project' shall have the meaning set forth in

Section 1.02 of the Loan Agreement."
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(h) The following three new sub-paragraphs shall be added after

sub-paragraph 20 of Section 1.0.01:

"21. The term 'Nortgage' shall have the neaninr set forth

in Section 1.02 of the Loan Agreement.

22. The term 'Assignment' shall have the meaning set forth

in Section 1.02 of the Loan Agreement.

23. The term 'amortization schedule to the Loan Agreement'

shall mean the amortization schedule set forth in

Schedule 1 to the Loan Agreement and as the same may

be amended from time to time by agreement between the

Bank and the Borrower."
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~emS.3 1006 ALCGE

Die Vorarlberier Illwerke AktieneEllschkft in bre'enz,

vertreter durch dde mit Bescheid des lunoesministeriums

fiUr Verkehr und verstaatlichte -Betriebe vomi 15. Marz 1951,

Zl. 71 .525-V/1/51, bestellten bf!entlichen Verwalter

Thip.Ir.Dr.h.c. Anton A m m a n n und

Dipl.Ii.. Otto W i r n s c h i mm e 1 , diE laut

Eintragung im hanclsreg-ister Feldkirch kollTktiv zur

Vertretung, und Zeichnuni der Vorarlberger I1lwerke

Aktienwesellschaift berechtigt sind, ermLc1tigen hiemit

>era n Xir.ipl.Ing. Karl J r u b e r

a. o. u. Lev. zotschLfter der Republik ,steireich

bzvw. in dessen t-wesenheit den bsterreichischen

Oearg0 d 'Affaires ad interim

werrn Leratioiisrat 7Br. Laul Z e d t w i z,

ini K :~ngton 6, ~D.C. 2343 >assachusetts Avenue I..,

namens der Vorarlberver Ill ere Aktiengese11schzft das

Anleiheabkommen (Sup; lementary Loan - Luliersee Project)

zwischEn der International Lank for 1econstruction and

Development in 7ashinpton einerseits und der

Vor2-rllerger Illverke Aktienpescllschaft in Brerenz

andererseits betreffend das Eauvorhaben Lt-nerseevverk



Uber eine. Anleihe in verschiedenen Wdhrungen im Gegenwert

von funfzehn Millionen D-Mark rechtswirksam und unwider-

ruflich zu unterzeichnen.

Bregenz, den 27. September 1957.

Vorarlberger Illwerke
Aktiengesellschaft

Die bffentlichen Verwal er:

e ~i ~x~t ~er ':or~ -r abgegebe>.en

r e b ie ffenti-
tr1 jr tee n*~jc. Dipl.In.cr.

r e -, eI lairiia U e-1ti
r n s c i e e ,

7K j.e e ' 717::to2nti

fl~AV



Vorarlberger Jllwerke

Aktiengesellschaft

Bregenz, den 7t

FERNSPRECHNUMMER 3891
Drahtanschrift: Jiwerke Bregenz
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The Republic of Austria
Ministry of Finance Washington, September 24, 1957

To
International Bank for

Reconstruction and Development
1818 H Street, N.W.
Washington 25, D.C.

Gentlemen,

In connection with the proposed loan by the International Bank for

Reconstruction and Development to the Vorarlberger Illwerke A.G. for

DK 15 million, I am writing on behalf of the Republic of Austria to sum-

marize and reaffirm certain facts relating to the external debt of the

Republic of Austria as follows:

(1) We have submitted to you with our letter of August 12, 1957,
the following:

Form A: List of external publicly-issued privately-held
bonded debt and debt payments during six months'
period ended June 30, 1957.

Form B: List of other external public debt and debt payments

during six months' period ended June 30, 1957.

At various times in the past we have also submitted to you:

Form C: Description of Individual Debt, covering each of the
items of debt listed in Forms A and B.

(2) Such forms accurately set forth the amounts and principal terms
and conditions of all outstanding public debt of the Republic of
Austria and of agencies of the Republic of Austria (other than
nationalized enterprises operating along the lines of private
companies) as of June 30, 1957. There has been no increase in
such external public debt since that time other than a loan of

SF 55 million by the Swiss Confederation to the Austrian
Government for railway improvement. This loan is fbr a term of

15 years and carries interest at 4-7/8%. The Austrian Government
is expected to ratify the loan very shortly.

(3) Information on the external indebtedness of the political subdi-
visions of the Republic of Austria, and of agencies of such
political subdivisions, which has not yet been included in the
Forms referred to in (1) above, will be sent to the Bank as
soon as possible.
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(4) Except as stated in such forms and annex, no such debt is
secured by any mortgage, pledge, charge or other lien.

It is our mutual understanding that, in making the proposed loan,
your Baak may rely on the statements and facts set forth herein md in the
documents mentioned above.

Very truly yours,

REPUBLIC6F STRIA
By:
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

CONFIDENTIAL A

FOR R 57-89/1

EXECUTIVE (For consideration by the

DI REC T ORS' ,Executive Directors on

MEETINGSeptember 30, 1957)

FROM: The Secretary September 23, 1957

PROPOSED LOAN TO AUSTRIA

Since the Loan and Guarantee Agreements regarding the proposed supplemental

loan to the Vorarlberger Illwerke A.G. were distributed to the Executive

Directors with the President's Report and Recommendations (R. 57-89), the

possibility has arisen of selling certain of the early maturities of this

loan. Under the amortization schedule proposed, the amounts of these early

maturities are less than the amounts which can probably be sold to private

investors. It is not possible to have recourse to the first loan since the

interest rate(including comission)on this loan is 4-3/4%,which makes it

impossible under current market conditions to sell the early maturities.

To provide sufficient maturities at an interest rate attractive to potential

buyers, it is accordingly proposed to amend the Loan Agreement so as to

permit the amortization schedules to the supplemental loan and to the first

VIW loan to be varied by agreement between the Borrower and the Bank. This

would make it possible by a simple exchange of letters for the Borrower and

the Bank to agree to increase the early maturities of the proposed supple-

mental loan and decrease by a like amount the corresponding maturities in

Distribution:
Executive Directors and Alternates
President
Vice Presidents
Department Heads

Sec. 57-330
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the first V1 loan, so that the total amortization payable on any one maturity

date in respect of both loans would remain unchanged. Adjustments would also

be made at the same time in the amounts of other maturities in both loans

so as to ensure that the total amount of each of the two loans remained

unchanged.

Attached is a revised draft Loan Agreement containing the necessary

changes to give effect to the foregoing. These changes are in Section 2.07

and Section 8.01 and in paragraph (h) of Schedule 2 of the draft Loan

Agreement.

Attachment

Sec. 57-330



Republic of Austria
Dr. Reinhard Kamit
Federal Ministry of Finance Washington, Septemzber 23, 1957

International Bank for
Reconstruction and Development

1818 H Street, N.W.
Washington 25, D.C.

Gentlemen,

In my capacity as Governor of the International Bank for

Reconstruction and Development I hereby select, pursuant to the

provisions of Article V, Section 7 of the Bankts Articles of

Agreement, Dr. Karl Gruber Extraordinary and Plenipotentiary Embassador

as an expert to serve on the committee provided for in Article III,

Section 4 of the Articles to report on the supplementary loan proposed

to be made by the Bank to the orarlberger Iliwerke Aktiengesellschaft

for the Lunersee Project.

Very ly yours,

R. Kamits
Minister of F ance



FORM No. 26
(1-50)

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

INCOMING WIRE

DATE OF WIRE: SEPTEMBER 23, 1957 1815 ROUTING

TO: COPE INTERNATIONAL BANK FOR RECONSTRUCTIO ACTION COPY TO MR COPE
AND DEVELOPMENT

FROM: BREGENZ INFORMATION COPY TO

Decoded By

TEXT:

THANKS YOUR CABIE WE AGREE PRINCIPALLY WITH YOUR SUGGESTION

ILLWERKE AICAA N

D U PLIC A TE



FOR No 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OUTGOING WIRE

CLASS OF SERVICE: LETTER TELEGRM DATE: S 2 957

TO: AjiANN

BREGENZ

COUNTRY ( AUSTRIA)

-EXT:

Cable No.

FURTHE TO MY CABLE OF SEPTEBBER 22 BANK PROPOSES NEW PARAGRAPH BE

ADDED TO SECTION 2.07 OF IOAN AGREiNT TO READ AS FOLLow1 QUOTE FOR THE

PURPOSE OF FACILITATING THE 8AX, OF PORTIONS OF THE IOAN, OF BONIS, OF

PORTIONS OF THE IOAN PROVIDED FOR IN THE FIRST LOAN AGREMENT OR OF BONE

ISSUABLE PURSUANT TO THE TEibS OF THE FIRST IOAN AGREEMENT, THE BANK AND

THE BORROWER MAY FROM TIME TO TIME BY AGREEMLNT BETNEM THEM VARY THE

AMOUNTS OF LNSTAIDENTS OF PRINCIPAL SET FORTH IN THE AMORTIZATION SCHEDUIE

TO THE LOAN AGREEMET ,AND OF INSTALI,'S OF PRINCIPAL SET FORTH IN THE

AMORTIZATION SCHEDULE TO THE FIRST IOAN AGREEMENT, PROVIDED THAT NO SUCH

VARIATION SHALL CHANGE (a) THE AGGREGATE AMOUNT OF INSTAIMETS OF PRINCIPAL

WHICH, BUT FOR SUCH VARIATION, IWULD HAVE BEEN IUE ON ANY ONE PAMENT DATE
UNDER THIS AGREEMENT AND THE FIRST IOAN AGREEMENT; OR (b)THE TOTAL PRINCIPAL

AMOUNT OF THE IOAN OR THE TOTAL PRINCIPAL AMOUNT OF THE IOAN PROVIDED FOR IN

THE FIRST IOAN AGREEMET UNQUOTE A CORRESPONDING PARAGRAPH WOULD BE ADDED TO
(CONTINUED)

SIgned: (Typ In last name of sender)
AUTHORIZED BY:

NAME: For Use by Archives Division
DEPT: 

Checked for Dispatch
(Sign1ture of individual authorized to approve cable ___

ORIGINAL (File Copy)
(IMPORTANT: See over for guide in preparing Outgoing Wire)



GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service

Type in class of service desired. Each class is described as follows:

Letter Telegram Letter telegrams are normally delivered the morning after day of despatch. The cost
is half the cost of full rate messages with a minumum charge for 22 words including
address and text.

Full Rate Full rate messages are normally transmitted and delivered immediately. There is a
minimum charge for 5 words, including address and text.

IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.
Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following
countries:

Bolivia Cuba Guatemala * Peru
Brazil Dominican Republic Honduras * Syria
Burma Ecuador Jordan Uruguay
Chile El Salvador * Lebanon Venezuela

* China * Ethiopia Nicaragua Yugoslavia
Colombia * France Pakistan
Costa Rica Greece Panama

* In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

Code Code messages are transmitted at full rate (or IBF Govt.) speed and cost. This rate
should be used only for confidential messages to staff members having a code with
them.

Day Letter Day letters are delivered during the day of transmission and should be used only for
messages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text.

Teletype To be used only for messages to the New York Office, United Nations, and certain
commercial firms. For information, call Cable Post (Ext. 3008).

2. Address
Use only last name of addressee and cable address whenever possible. The Bank cable address *INTBAFRAD" is
registered in Paris, Bogota, Bangkok, Karachi, Lima, Quito and Tegucigalpa. The International Finance Coiporation
cable address "CORINTFIN" is registered in New York, Paris and Washington. The name of the country of destina-
tion nmst always be added. (No charge is made for the name of a country).

3. Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to elizrinate
unnecessary words and unnecessary punctuation. If punctuation is needed, spell out the words"Comma,"
"Stop," etc.

Use common abbreviations whenever possible, i.e. reourlet reurfive,. etc. Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.

4. Signature
Type in last name of sender. Use INTBAFRAD as part of the signature only when addressee does not
know the address of the sender.

5. Authorization

Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a cable envelope to Room 211 for despatch. The cable service is open
from 9:00 a.m. to 5:45 p.m. on working days. Special arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE
CABLE POST, EXT. 3008.



FORM No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
(9. 56)

OUTGOING WIDE
MIm' PAGE a

CLASS OF SERVICE: DATE:

TO:

COUNTRY (

EXT:

Cable No.

ARTICLE EIGHT TO CHANGE LOAN AGREIENT NO.118 IN SAME WAY STOP OTHER

MINOR CHANGES TO MAKE AGREE; S CONSISTENT WOUID BE ADDED STOP REVISED

DRAFT OF AGRESEN'S W4E AIAILED TO YOU AND TO MINISTRY OF FINANCE

STOP PLEASE CABLE YOUR AGRE&ENT AS SOON AS POSSIBLE

Signed: COPE
0 e(Type in last name of sender)

AUTHORIZED BY:

NAME: S. R. Cope JH ollier:uu , For Use by Archives Division

DEPT: Director of Operatio Cleared with Mr. Fontein Checked for Dispatch
Europe, Africa and Auw alasia

SIGNATURE:
(Sigrrature of individual authorized to approve cable).

ORIGINAL (File Copy)

(IMPORTANT: See over for guide in preparing Outgoing Wire)



GUIDE FOR PREPARING OUTGOING WIRES

1. Class of Service

Type in class of service desired. Each class is described as follows:

Letter Telegram Letter telegrams are normally delivered the morning after day of despatch. The cost
is half the cost of full rate messages with a minumum charge for 22words including
address and text.

Full Rate Full rate messages are normally transmitted and delivered immediately. There is a
minimum charge for 5 words, including address and text.

IBF Govt. This is a preferential rate extended to the Bank by some of its member countries.
Messages are sent at full rate speed and at about half the cost. This rate normally
should be used whenever available. It is at present available for the following
countries:

Bolivia Cuba Guatemala * Peru
Brazil Dominican Republic Honduras * Syria
Burma Ecuador J ordan Uruguay
Chile El Salvador * Lebanon Venezuela

* China * Ethiopia Nicaragua Yugoslavia
- Colombia * France Pakistan

Costa Rica Greece Panama

* In these countries the letter telegram rate is lower than IBF government rate and
should be used for messages when immediate transmission is not required.

Code Code messages are transmitted at full rate (or IBF Govt.) speed and cost. This rate
should be used only for confidential messages to staff members having a code with
themn.

Day Letter Day letters are delivered during the day of transmission and should be used only for
nessages in the United States and to Mexico and Canada. There is a minimum
charge for 50 words in text.

Teletype ToJbe used only for messages to the New York Office, United Nations, Andacertain
comiercial firmns. For informnatlon, call Cable Post (Ext. 3008).

2. Address

Use only last name of addressee and cable address whenever possible. he Bank cable address "INTBAFRAD" is
registered in Paris, Bogota, Bangkok, Karachi, Lima, Quito and Tegucigalpa. The International Finance Coiporation
cable address "CDRINTFIN" is registered in New York, Paris and Washington. The name of the country of destina-
don must always be added. (No charge is made for the name of a country).

3. Text

Messages to Bank Missions and to Resident Representatives should be numbered. These numbers may
be obtained by calling Ext. 3008.

Type text in capital letters and double space between lines. The text should be edited to elin'inate
unnecessary words and unnecessary punctuation. If punctuation is needed, spell out the words"Comma,"
"Stop," etc.

Use common abbreviations whenever possible, i.e. reourlet reurfive etc. Write as one word hyphenated
words, hyphenated names, and certain two-word groups, e.g. Airmail, Newyork, enduse.

4. Signature

Type in last name of sender. Use INTBAFRAD as part of the signature only when addressee does not
know the address of the sender.

5. Authorization

Type in name and department of staff member authorizing message and have authorizing staff member
sign the original (pink copy). A list of authorized signatures is kept in the cable office.

Forward messages in triplicate in a cable envelope to Room 211 for despatch. The cable service is open
from 9:00 a.m. to 5:45 p.m. on working days. Special arrangements should be made for the despatch of
of cables outside of these hours.

ANY QUESTIONS REGARDING INCOMING AND OUTGOING WIRES SHOULD BE REFERRED TO THE

CABLE POST, EXT. 3008.

J4._



FORM No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
(9-56)

OUTGOING WIRE

CLASS OF SERVICE: NIGHT LETTER DATE: SMIUGER 220 1957

TO: OIANIN

AUSTRIA) 10

KT: DR.SER BANK INTEROETED IN TAKING UP TO DR TWO MIION OF EAREMATURITIES

OF IDANS TO VIW BUT UNWILLING TO GO FURTHER TAN 2-1/2 R 3 xARS STOP

EARLY ATURITIES OF SECON LOAN ARE ISUFFICIENT FOR THIS PURPOSE AND INTEREST

RATE ON FIRST LOAN TOO LOW NDER CURRENT KN W ONDITONS TO ATTRACT DRESDNER

BANK OR OTIM W11TORS STOP WE THEREYOFX PROP06E ISCREASING EARL YAMITIEZ

OF NW LOAN AND MAKING EKACTLY SIMILAR DEEASES IN CORRESPONDINa MATURITIES
L X-T'z i~

OF LOAN m8 STOP SIMULTANEOUSLr aCR MATURITIES OF BOTH LOANS WOULD BE

ADJUSTED 80 C3 TO NAINTAIN SAME TOTAL TO BE ANORTIZED UNDER EACH WOAN STOP

THMEFORE WE SUGGEST ADDITIONAL SECTION IN NW LOAN AGREEM PROVIDING THAT

BANK AND B0RROWER MAY CHANGE AMORTIZATION SCHEDULES OF NW LOAN AND OF FIRST

LOAN Br MMTWAL AGREEMENT STOP THIS WOULD FACILITATE SALES OF EARLT MATURITIES

AND SAVE YOU DIFFERFNCE BETWEEN RATE IN LOAN AGR&T!OMI AND RATE ON MATURITIZ3

U3 SELL STOP FINANCE MINISTER AGREEABLE TO PROPOSED CHANGE STOP WE WILL

CABLE TEXT OF PPOPOSE CLAUSE TOMORROW SHOULD APPRECIATE YOUR REACTION

Signed: COPS

AUTHORIZED BY:

NAME: g, R, g
DEPT: Department of Opeations Europe, Africa and Australatsa
SIGNATURE:

T C "NS rTALCOPY
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMEN1)ECLASS1FlE
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PROPOSED LOAR TO AUSTRIA

The attached President's Report and Recommendations on a proposed loan

in an amount in various currencies equivalent to DF 15 million to the

Vorarlberger Illiwerke Aktiengesellschaft (Austria) will be considered by the

Executive Directors at a Special reeting on 1'onday, September 30, 1957,

the time of which will be announced.

The following form part of the President's Report and Recommendations:

1. Draft Loan Agreement

2. Draft Guarantee Agreement

3. Uemorandum on Supplementary Loan to

Vorarlberger Illwerke A.G,

b. Report on "Current Economic 7osition and

Prospects of Austria"

5. Statutory Loan Committee Report

6. Draft Resolution authorizing the Loan

A report on the "Appraisal of the Lunersee Project in Austria" 
(R-681)

was circulated to the Executive Directors on Uay 27, 1955.

Attachments

Distribution:

Executive Directors and Alternates
President
Vice Presidents
Department Heads

Sec. 57-32L,



September 19, 1957

Dr. Ernst Wagner
KUrntnerring 10
Vienna I, Austria

Dear Ernst:

Thank you very much for your letter of September 3 enclosing the
formzof the Power of Attorney which you will need in order to record our
mortgages in connection with the Supplementary Loan for the Lfnersee
Project. I apologize for not writing. you sooner but due to a great num-
ber of absences we have been swamped with work.

We have concluded our negotiations with the delegation of the
Illwerke for the Supplementary Loan and I take pleasure in sending you
herewith a copy of the draft Loan and Guarantee Agreements. I hope
these meet with your approval. These agreements have been circulated
to our management for comment and will be submitted to our Executive
Directors for approval at a meeting to be held on september 30. We
hope to be able to sign the Loan and Guarantee Agreements on or about
October 2.

I also enclose a memorandum setting forth the various authoriza-
tions which we will need in order to execute the loan documents. We have
discussed these with the delegation from the Illwerke and with Dr. Teufen-
stein and we expect that they will be sent to us shortly. This memorandum
also attaches drafts of the various letters which will be signed at the
time of the execution of the Loan Agreement to the extent that they have
been prepared. Two letters still have to be drafted. One is a letter
from the Government in which they state their agreement in principle to
the Illwerke proposals for the payment of the various Reichsmark issues;
the other is a letter from the Government setting forth the customary
representations with respect to their external debt. Drafts of both of
these will be prepared next week upon Dr. Teufenstein's return from New
York.

The forms of Power of Attorney which you have sent to us seem
to us to go somewhat beyond your needs in connection with the registra-
tion of the mortgages and we feel that in view of the provisions in the
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Bank's Articles of Agreement relating to our privileges and immunities
(Article VII of the Bank's Articles of Agreement) it might be advisable
to narrow the Powers to those which you require for the purpose of
recording the mortgages. I hope to be able to send you a revised draft
of the Power of Attorney in the next few days. If this revision is
acceptable to you or if you have only minor changes to suggest you may
wish to cable me so that I can have the Power executed by the appropriate
officers of the Bank and certified at the Austrian Embassy and sent to
you.

I shall be writina you shortly about the various steps that have
to be taken in order to make the Loan and Guarantee Agreements effective.
In the meantime, I remain, with kindest regards to your wife, your
daughter and yourself, as always,

Yours sincerely,

Douglas J. Fontein

DJFontein: ea



FORm No. 61
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STAFF LOAN COMMITTEE DECLASSI IED
APR 2 5 2018

MEMORANDUM TO THE STAFF LOAN COMMITTEE

Austria

1. As no new policy questions are involved, the Committee is reques-

ted to consider the attached draft Report and Recommendations of the

President on the proposed supplementary loan to the Vorarlberger Illwerke

Aktiengesellschaft without meeting.

2. The Economic Report referred to in para. 12 was distributed on

September 17.

3. Comments, if any, should be sent to reach Mr. Collier by noon on

Friday, September 20.

4. It is planned then to distribute the loan documents to the Execu-

tive Directors for consideration at a special meeting to be called for

September 30.

Herbert G. A. Woolley
Secretary

Staff Loan Committee

September 18, 1957
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REPORT AND RECO1AI>ENDATIONS OF THE PRESIDENT
TO THE EXECTJTIVE DIRECTORS

ON A SUPPLEMENTARY LOAN TO THE
VORARLBERGER ILLVERKE AKTIENGESELLS CHAFT

1. I submit the following report and recommendations on the application
of the Vorarlberger Illwerke A.G. for a loan of an amount in various curren-
cies equivalent to DM 15 million.

PART I - HISTORICAL

2. In June 1955 the Bank made a loan of $10 million equivalent to the
Vorarlberger fllwerke A.G. (VIW) for the construction of the LLnersee Project
(Loan 118 AUa). During the course of 1956 it became clear that unforeseen
increases in the cost of the Project would compel the VIW to seek additional
financing and in March 1957 the Austrian Government invited the Bank to send
a mission to Austria to consider a su-plementary loan. Accordingly, in May
two members of the Bank's staff visited Austria to study the Lunersee Project.
Their findings are contained in the attached "iemorandum on Supplementary
Loan to Vorarlberger Illwerke A.G." (No. 3).

3. Representatives of the VIM arrived in Washington on September 6 and
negotiations were completed on September 16.

4. The Bank has already made loans aggregating $53 million either to
Austria or with Austria's guarantee. The position of these loans is as set
out below. Amounts are expressed in millions of dollars.

Outstanding at July 31, 1957
including undisbursed commitments
Held by the Held by other

Year Borrower Amount Bank investors

1954 Verbundgesellschaft,
Draukraftwerke 12.0 12.0 -

1955 Vorarlberger Illwerke 10.0 9.8 0.15

1956 Verbundgesellschaft,
Draukraftwerke 10.0 9.8 0.18

1956 Verbundgesellschaft,
Donaukraftwerke 21.0 20.7 0.27

53.0 52.4 0.60

Of the total of 3 million equivalent, '42 million has been disbursed.
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PART I - DESCRIPTION OF THE PROPOSED LOAN

5. The proposed loan would finance part of the additional cost of com-
pleting the Lunersee Project. This additional cost is for expenditure on
local labor, materials and equipment.

6. The loan would have the following features:

Borrower : Vorarlberger Illwerke A.G.

Guarantor : Republic of Austria.

Amount : Equivalent in various currencies of
DK 15 million.

Amortization : Forty semi-annual instalments beginning
May 1, 1960, and ending November 1, 1979.

Interest Rate : _ % per annum including 1% commission.

Conmitment Charge: 3/4% per annum.

PART III - DESCRIPTION OF THE PROJECT

7. The Project is essentially a scheme to produce winter peak power from
pumped storage and will have an effective capacity of 190,000 kw;. The
greater part of the power is exported to Germany under a long-term contract
known as the Illwerke Agreement.

PART IV - APPRAISAL OF THE LOAN

8. An account of the present status of the Project and of the financial
position of the borrower will be found in the attached technical memorandum.
A more detailed description of both the borrower and the Project can be
found in the technical report attached to my recommendations concerning the
first loan, "Appraisal of the LUnersee Project in Austria" (No. TO-75c).

9. Paragraph 23 of my report on the first VIW loan referred to the
default on the VIW's 2 million sterling loan which was brought about by
German and later by Austrian exchange restrictions. This default has now
been cleared up and the loan has been fully repaid, except for bonds amount-
ing to 180,000 which were lost at the end of the war and have now been
invalidated.

Reason for a Supplementary Loan

10. In 1954, the cost of the Project was estimated at $38.6 million equiva-
lent. The cost is now estimated at the equivalent of $50 million, an increase
of almost 30%. A substantial part of the increase is due to higher prices and
wages in Austria and the remainder to unforeseen geological conditions, minor
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project improvements, requirements of supervisory authorities and additional
interest during construction. The increase is wholly for expenditure in
Austria. Of the total additional financing required, equivalent to $11.4
million, the company can provide '4.4 million from its own resources while
credits from Swiss banks and other short-term credits have provided $3.5
million. The present loan of D1 15 millicn (equivalent to 13.57 million)
would provide the balance.

Prospects for Repayment of the Loan

11. The VIW sells the greater part of its output to two German companies,
Rheinisch-Westfalisches Elektrizittswerk A.G. (RWE) and Energie-Versorgung
Schwaben (EVS), under the Illwerke Agreement. This agreement in effect
assures the VIW of sufficient funds to cover its operating costs and the
service of its debt. The Bank's loan would be secured by an assignment of
revenues received from these German power companies and in addition by first
mortgages on the VIW's properties.

12. An economic report on "Current Economic Position and Prospects of
Austria" is attached (No. 4). This report continues the account of the
economic boom in Austria which was described in the report circulated in
August 1956 (No. E.A. 62a). The economic consequences of the State Treaty
have been less unfavorable than was feared. Deliveries of petroleum and
other goods to the Soviet Union have gone smoothly. The growth of earnings
from exports and from tourists has more than offset the loss of foreign
exchange receipts resulting from the departure of the occupation troops.
Austria's own military expenditure is as yet small. Events in Hungary last
year placed an unexpected burden on the economy and although many of the
refugees have either found permanent homes elsewhere or have returned to
Hungary, some 34,000 still remain in Austria.

13. Austria's public external debt is equivalent to $190 million compared
to $103 million in June 1955 when the Bank made the first VIW loan. This
increase includes two loans from the Bank for electric power totalling $31
million and borrowing from the U.S. Government under the surplus agricultural
produce program of almost _20 million. The total now reached is, however,
still moderate for a country the size of Austria. Service payments on the
external debt amount to only 1.8% of national savings and 1.4% of foreign
exchange income.

PART V - LEGAL INSTRTMENTS AND AUTHORITY

14. Drafts of the Loan Agreement and of the Guarantee Agreement are
attached (Nos. 1 and 2). The Report of the Committee, provided for in
Article III, Section 4 (iii) of the Articles of Agreement of the Bank is
also attached (No. 5).

15. Attention is drawn to the following provisions in the Loan Agreement;

(a) As security for the loan the Borrower will assign to the Bank a
portion of its rights to payments from the German power consumers
under the Illwerke Agreement (Section 5.03 (b)).
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(b) As further security the Borrower will create a first mortgage or
mortgages on properties required for the completion or operation
of the Project. These mortgages, and the mortgages given under
the first loan, will equally and ratably secure the Loan, the
Bonds and the first loan (Section 5.04).

(c) Except as the Bank shall otherwise agree the Borrower will not
dispose of any of the mortgaged properties or permit the creation
of any lien on the mortgaged properties ranking in priority to or
pari passu with the mortgages securing the Bank's loan (Section
5.06 (a)). As in the case of the first loan the Bank is prepared
to agree to the creation of a mortgage ranking equally with its
own to secure the loan of up to 200 million schillings from the
Austrian Lnderbank.

(d) Effective date conditions include the making of the assignment
and the creation of the first mortgag~sabove referred to (Section
7.01). The validity of the assignment and of the first mortgages
are to be covered in the legal opinions to be furnished to the
Bank (Section 7.02).

(e) Default under the assignment or the mortgage is added to the
events permitting the Bank to suspend withdrawals or to premature
the loan.

(f) Since this loan is made for the same Project for which the first
loan was made, a default in respect of the first loan will be a
default under this Loan Agreement and vice versa (Section 8.02
and Schedule 2, paragraph (e)).

In other respects the Loan Agreement follows the usual pattern.

16. The draft Guarantee Agreement contains a guarantee of performance as
well as of payment (Section 2.01). In other respects the Guarantee Agreement
follows the usual pattern. As in the case of previous loans to Austria, the
Bank would agree under the negative pledge clause to except assets of those
nationalized enterprises which are organized and managed along the lines of
private corporations.

17. I am satisfied that the proposed loan complies with the Articles of
Agreement of the Bank.

PART VI - RECOMMENDATIONS

18. I recommend that the Bank make a loan to the Vorarlberger Illwerke A.G.
in the amount of D1I 15 million, or the equivalent in other currencies, to be
guaranteed by the Republic of Austria, for a total term of 22 years with
interest (including commission) at _ % per annum, and on such other terms



as are specified in the form of the Loan and Guarantee Agreements attached
hereto and that the Executive Directors adopt a resolution to that effect
in the form attached (No. 6).

Attachments 6

Washington, D. C. Eugene R. Black
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LOAN AGREENZIT

AG12:T, dated , 1257 between TERTATONAL BANK

FOR RECOMSTRUCTION AND DEVELOPMENT (hereinafter called the Bank) and

VORARL3ER4ER ILLWEKE AKTIE GLESLLSCEiFT (hereinafter called the Bor-

rower), a company organized and existing under the lavs of the Guarantor.

WMEEAS

(A) By a loan agreerent dated June lh, 1955 (hereinafter called

the first Loan Agreement), between the Bank and the Borrower, the Bank

granted a loan to the Borrower in an amount in various currencies

equivalent to V10,000,000, for the purpose of financing the construction

of hydroelectric generating facilities and ancillary installations more

particularly described therein (hereinafter called the L-nersee Project);

(B) The said loan was guaranteed as to payment of principal, in-

terest and other charges by the Guarantor;

(C) The Borrower as security for the first loan (as hereinafter

defined) has created or has undertaken to create a first mortgage or

first mortgages on certain proprties now cuned or hereafter acquired

by the Borrower which are required ior tne completion and continued

operation of the LfUnersee Project, as more fully set forth in the first

Loan Agreement;

(D) The Borrower as security for the due half-yearly payments of

principal of, and interest and otler charges on, the first loan has

assigned to the Bank a portion of its rights to and claims fcr payments



-2-

from Rheinisch-Westfglisches Elektrizitgtswerk Aktiengesellschaft and

Energie-Versorgung Schwaben A.S., as more fully set forth in 
the first

Loan Agreement;

(E) Additional financing is required by the Borrower in order to

complete the Lftnersee Project, and the Bank has agreed to make a sup-

plementary loan for such purpose;

NOW THEREFORE, the parties hereto agree as follows:
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ARTICLE I

Loan Regulations; Special Definitions

Section 1.01. The parties to this Loan Agreement accept all the

provisions of Loan Regulations No. 4 of the Bank dated June 15, 1956,

subject, however, to the modifications thereof set forth in Schedule 2

to this Agreement (said Loan Regulations No. 4 as m modified being

hereinafter called the Loan Regulations), with the same force and 
effect

as if they were fully set forth herein.

Section 1.02. Except where the context otherwTise requires, the

following terms have the following meanings wherever used in this Agree-

ment or any schedule thereto:

(a) The term "first Loan Agreement" means the Loan Agreement

dated June 14, 1955, between the Bank and the 3orrouer, as modified by

the provisions of Article VIII of this Agreement.

(b) The term "first loan" means the loan provided for in the

first Loan Agreement and the bonds issuable pursuant to the terms of

the first Loa Agreement.

(c) The term "Project" means the project described in Schedule 
2

to the first Loan Agreement as such description shall be amended from

time to time by agreement between the Bank and the Borrower.

(d) The term "mortgaged properties" means the properties 
referred

to in Section 5.04 (a) of ahe first Loan Agreement now owned or hereafter

acquired by the Borrower uhich are required for the completion and 
continued
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operation of the Project and in respect of which the Borrower pursuant

to the said Section has created or has undertaken to create a first

mortgage or first mortgages as security for the first loan.

(e) The term "original M4ortgage" means the first mortgage or

first mortgages created or to be created pursuant to Section 5.04 (a)

of the first Loan Agreement, or any of them, as the context may require.

(f) The term "lMorugage" means tne first mortgage or first mort-

gages created or to be created pursuant to Section 5.04 (a) of this

Agreement, or any of them, as the context may require.

(g) The term "RE" means Rheinisch-JestfAlisches Elektrizitatswerk

Aktiengesellschaft, a company organized and existing un6er the laws of

the Federal Republic of Germany.

(h) The term "EVS" means Energie-Versorgung Schwaben A.G., a

company organized and existing under the laws of the Federal Republic

of Germany.

(i) The term "Illwerke-Agreement" means the agreeient dated July 1,

1953, known as the "Illwerke-Vertrag 1952,"1 between the Borrower, RWE,

and EVS.

(j) The term "original Assignment" means the assLgnment dated

June 20, 1955, executed pursuant to Section 5.03 (b) of the first Loan

Agreement, by which the Borrower has assigned to the Bank such portion

of its rights to and claims for payments from RUE and EVS under the

Illwerke-Agreement as shall from time to time be required for the due

half-yearly payments of principal of, and inriterest and other charges on,

the first loan.
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(k) The term "Assignment" means the assignment provided for in

Section 5.03 (b) of this Agreement.

(1) The term "German marks" and the letters ID 1" mean marks of

the Federal Republic of Germany.
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ARTICIZ II

The Loan

Section 2.01. The Bank agrees to lend to the Borrower, on the terms

and conditions in this Agreement set forth or referred to, an amount in

various currencies equivalent to German marks (D1)

Section 2.02. The Bank shall open a Loan Account on its books

in the name of the Borrower and shall credit to such Account the amount

of the Loan. The amount of the Loan may be withdrawn from the Loan

Account as provided in, and subject to the rights of cancellation and

suspension set forth in, the Loan Regulations.

Section 2.03. The Borrower shall pay to the Bank a commitment

charge at the rate of three-fourths of one per cent (3/h of l) per

annum on the principal amount of the Loan not so withdrawn from time

to time. Such comnitment charge shall accrue from a date sixty days

after the date of this Agreement to the respective dates on which

amounts shall be withdrawn by the Borrower from the Loan Account as

provided in Article IV of the Loan Regulations or shall 1e cancelled

pursuant to Lrticle V of the Loan Regulations.

Section 2.0h. The Borrower shall pay interest at the rate of

per cent ( %) per annum on the principal amount of the

Loan so withdrawn and outstanding from time to time.

Section 2.05. Except as the Bank and the Borrower shall otherwise

agree, the charge payable for special commitments entered into by the
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Bank at the request of the Borrower pursuant to section 4.02 of the Loan

Regulations shall be at the rate of one-half of one per cent (1/2 of 1%)

per annum on the principal amount of any such special commitments out-

standing from time to time.

Section 2.06, Interest and other charges shall be payable semi-

annually on M-y 1 and November 1 in each year.

Section 2.07. The Borrower shall repay the principal of the Loan

in accordance with the amortization schedule set forth in Schedule 1 to

this Agreement.
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ARTICLE III

Use of Proceeds of the Loan

Section 3.01. The Borrower shall apply the proceeds of the

Loan exclusively to financing the cost of goods required to carry out

the Project. The specific goods to be financed out of the proceeds of

the Loan shall be determined by agreement between the Bank and the

Borrower, subject to modification by furtber agreement between them.

Section 3.02. The Borrower shall cause all goods financed out

of the proceeds of the Loan to be used exclusively in the carrying out

of the Project.
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ARTICIE IV

Bonds

Section 4.01. The Borrower shall execute and deliver Bonds

representing the principal amount of the Loan as provided in the Loan

Regulauions.

Section 4.02. In addition to the provisions prescribed by the

Loan Regulations, the Bonds shall contain provisions satisfactory to

the Bank to the effect that the Portgage and the original ortgage

will equally and ratably secure the Loan, the Bonds and the first loan;

that the Assignment will equally and ratably secure the due half-yearly

payments of principal of, and interest and other charges on, the Loan

and the Bonds and that any rights or powers of any holder of the Loan

or the Bonds under the Assignment, the iortgage and the original Mortgage

or under any of them will be exercised by the tristee or trustees or

fiduciary or fiduciaries contemplnted in Sections 5.09, 5.10 and 5.11

hereof.

Section 4.03. For the period of the public administration of

the Borrower the two public administrators of the Borrower are jointly

designated as authorized representatives of the Borrower for the pur-

poses of Section 6.12 (a) of the Loan Regulations; thereafter any two

members of the hanaging Board (Vorstand) of the Borrower are so desig-

nated for such purposes.
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ARTICLE i

Particular Covenants

Section 5.01. (a) The Borrower shall carry out the Project with

due diligience and efficiency and in conformity with sound engineering

and financial practices.

(b) The Borrower shall prom'tly furnish to The Bank, as the Bank

may from time to tine request, the plans and specifications for the

Project and any material iiouifications subsequently made therein.

(c) The Borrower shall naintain records adequate to i eatify the

goods financed out of the proceeds of the Loan, to aisclose the use

thereof in the Project, to record the proyress of the iroject (includ-

ing the cost thereof) and to reflect in accordance with consistently

maintained sound accounting ractices the financial condition and

operations of the Borrower; shall enable the Bank's representatives to

inspect the Project, the goods and any relevant records and documents;

and shall furnish to the Bank all such information as the Bank shall

reasonably request concerning the expenditure of the proceeds of the

Loan, the Project, the goods, and the financial conaition and operations

of the Borrower.

Section 5.02. (a) The Bank and the Bor-rower shall cooperate fully

to assure that the purposes of the Loan will be accomplished. To that

end, each of them shall furnish to the other all such information as

it shall reasonably request with regard to the general status of the

Loan.
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(b) The Bank and the Borrower shall from time to time exchange

views through their representatives with regard to matters relating to

the purposes of the Loan and the maintenance of the service thereof.

The Borrower shall promptly inform the Bank of any condition which

interferes with, or threatens to interfere with, the accomplishment of

the purposes of the Loan or the maintenance of the service thereof.

Section 5.03. (a) The Borrower shall duly perform its obliga-

tions under the Illwerke-Agreement and shall not agree to any modifica-

tion or change thereof that would or might result in the Borrower's

being unable duly to provide for the service of the Loan and the financ-

ing of the Project.

(b) As soon as practicable after the date of this Agreement the

Borrower shall assign to the Bank suck portion of all its rights to

and claims for payments from 01E and EVS under the Illwerke-Agreement

as shall from time to time be required for the due half-yearly payments

of principal of, and interest and other charges on, the Loan and the

Bonds. Such assignment shall be an assignment on account of payment

(Abtretung zahlungshalber) within the meaning thereof unuer the laws

of the Guarantor, shall equally and ratably secure the due half-yearly

payments of principal of, and interest and other charges on the Loan

and the Bonds, and shall be in form and suostance satisfactory to the

Bank.
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(c) The Borrower shall take all such steps and execute and

deliver all such documents as the Bank may from time to time reason-

ably request or as may from time to time be required in order to render

or maintain the Assignment valid and enforceable.

Section 5.04. (a) From time to time the Borrower shall create

on the mortgaged properties now owned or hereafter required by the Bor-

rower, a first mortgakje or first mortgages, in form and substance satis-

factory to the Bank, which together with the original Mortgage shall

equally and ratably secure the Loan, the Bonds and the first loan. The

Borrower shall from time to time take such steps (including such modifi-

cations of the original Yortgage as shall be necessary for the purpose)

and execute and deliver such deeds and other instruments, in form and

substance satisfactory to the Bank, and shall cause all other necessary

parties to take such steps and to execute and deliver such deeds and

other instruments, all in form and substEnce satisfactory to the Bank, as

may be required in order to ensure that the Mortgage and the original

Mortgage shall equally and ratably secure the Loan, the Bonds and 
the

first loan, all of which shall rank pari passu inter se in respect of all

such security, and in order to ensure that the Mortgage and the original

Mortgage shall rank in point of security, together with the first mortgage

securing the Borrower's 4% Reichsmark Mortgage Loan cf 1944 prior to any other

mortgage, charge or lien upon any of the mortgaged 
properties.
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In the event the par value of the currency of the Guarantor is reduced

or the "orEci.n exchange value of the currency of the Guarantor has, in

the opinion of the Bank, depreciated to a significant extent, the Bor-

rower shall from time to time promptly upon the Bank's request create

such additional first mortgage or -(ditional first mortgages and exe-

cute and deliver such additional deeds or other instruments, in form

and substance satisfactory to the Bank, as may be required to make

the aggregate amount in tha currency of the Guarantor for which all

mortgages created hereunder and the original hortgage may be record-

able or mar have been recorded equivalent to the aggregate amount in

the currencies other than the currency of the Guarantor r cquired for

the payment of principal of, and interest and other charges on, the

Loan, the Bonds and the first loan, calculated on the basis of such

reduced par value or depreciated foreign exchange value respectively,

and for the purpose of such calculation the par value or the foreign

exchange value of the currency of the Guarantor in terms of any such

other currency shall be as reasonably determined by the Bank.

(b) Except as the Bank shall otherwise agree, the Borrower

shall report to the Dank at intervals of one year all mortgaged proper-

ties which the Borrover shall have acquired during the preceding year

and which have not theretofore been covered by the hortgage.



-a.4 - 9/4/57

(c) The Borrower shall dulY record, register and file and re-record,

re-register and re-file the Mortgage and the original Mortgage in every

jurisdiction for which the Bank may from time to time request any such

recordation, registration or filing or where such recordation, registra-

tion or filing may be necessary or desirable in order to render or maintain

the Mortgage and the original Mortgage a valid and enforceable first lien.

The Bank shall have the right to record and re-record the Mortgage

and the original ortgage in the appropriate land register (Grundbuch) at

any time after their execution and delivery.

(d) Whenever the Bank shall so request after the creation of any

mortgage referred to in Section 5.04 (a) hereof, other than the mortgages

referred to in Section 7.01 (d) hereof, the Borrower shall within 30 days

after the date of such request furnish to the Bank an opinion or opinions

of counsel acceptable to the Bank that such mortgage has been duly author-

ized or ratified by, and executed and delivered on behalf of, the Borrower

and constitutes a valid and enforceable first lien in accordance with its

terms.

(e) The Borrower shall take all such other steps and execute and

deliver all such other documents as the Bank may from time to time reason-

ably request or as may from time to time be required in order to render

or maintain the Mortgage and the original Hortgage a valid and enforceable

first lien.

Section 5.05. No delay in exercising, or omission to exercise, any

right or power accruing to the Bank under the Assignment, the Mortgage,

the original Assignment or the original Mortgage shall affect or impair

any obligation of the Borrower under the Loan Agreement.
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Section 5.06, (a) Except as the Bank shall otherwise agree or

as otherwise provided in this Agreement, the Borrower shall not sell,

or othernise cispose of, or ocrmit 4-he crac.tion as security for debt

or otherwise of any additional lien ranking in priority to or pari passu

with the Mortgage or the original Mortgage on, any of the mortgaged

properties.

(b) Except as the Bank shall otherwise agree, the Borrower shall

not make any assignment of, or permit the creation of any lien on, any

of its rijhts to and claims for payments from R-UE and EVS under the

Illwerke-Agreement ranking in priority to the Assignment or the original

Assignment, or securing any portions of any debt in excess of those

maturing during any one year according to the original terms of any such

debt. For the purposes of this subsection any debt or portion thereof

that has become due and payable because of any default, bankruptcy,

receivership, or for any other reason, prior to the date on which pay-

ment was contemplated in the ordinary course of business under the

original terms of such debt, shall not be deemed to be maturing during

any such one year.

Section 5.07. The Borrower shall pay or cause to be paid all

taxes or fees, if any, imposed under the laws of the Guarantor or laws

in effect in the territories of the Guarantor on or in connection with

the execution, issue, delivery or registration of this Agreement, the

Guarantee Agreement, the Bonds, the Mortgage, the Assignment, or the

payment of principal, interest or other charges thereunder; provided,

however, that the provisions of this 3ection shall not apply to taxation

of, or fees upon, payments under any Bond to a holder thereof other than
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the Bank when such Bond is beneficially owned by an individual or cor-

porate resident of the Guarantor.

Section 5.08. The Borrower shall pay or cause to be paid all

taxes and fees, if any, imposed under the laws of the country or coun-

tries in whose currency the Loan and the Bonds are payable or laws in

effect in the territories of such country or oountries on or in connec-

tion with the execution, issue, delivery or registration of this Agreement,

the Guarantee Agreement, the Bonds, the ortgage or the Assignment.

Section 5.09. The Borrower agrees to the re-assignment by the

Bank, at any time, of all rights or powers that the Bank may have under

the Assignment to a trustee, or trustees, or a similar fiduciary or

fiduciaries, for the equal and ratable benefit of all holders of the

Loan and the Bonds. The Borrower shall take all such steps and execute

and deliver all such 6ocuments as the 3ank may from time to time reason-

ably request or as may from time to time be required in order to render

or maintain such re-assignment valid and enforceable.

Section 5.10. The Borrower agrees to the assignment by the Bank,

at any time, of the Mortgage or the original Mortgage to a trustee, or

trustees, or a similar fiduciary or fiduciaries, for the equal and ratable

benefit of all holders of the Loan, the Bonds and the first loan. The

Borrower shall take all such steps and execute and deliver all such docu-

ments as the Bank may from time to time reasonably request or as may from

time to time be required in order to render or maintain such assignment

of the Mortgage or the original Hortgage valid and enforceable.
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Section 5.11. In the event a trustea or trustees or a fiduciary

or fiduciaries shall be appointed for the purposes contemplated in Sec-

tions 5.09 or 5.10 hereof, such appointment or appointments and any arrange-

ments incident thereto shall be made after consultation with the Borrower

on such reasonable terms and conditions as in the opinion of the Bank are

required by the Bank's operations, by the laws affecting the Mortgage,

the Assignment, and the original Mortgage and by the laws or the financial

usages of the place or places where the Loan, the Bonds and 
the first loan

are payable. The Borrower shall take all such steps and execute 
and

deliver all such documents as the Bank shall reasonably request or as may

from time to time be required in order to cause such trustee or trustees

or fiduciary or fiduciaries to be appointed or to render or maintain such

appointment or appointments and any arrangements incident thereto valid

and enforceable, and shall- pay all costs and expenses incident to such

appointment or appointments and arrangements or arising out of 
the exer-

cise by such trustee or trustees or fiduciary or fiduciaries of his or

their functions.

Section 5.12. In the event the Bank shall request any BondE, the

Borrower shall promptly upon the Bank's request furnish the Bank a supple-

mental opinion or supplemental opinions satisfactory to the Bank of counsel

acceptable to the Bank shooing that such Bonds will 
constitute valid and

binding obligations of the Borrower and of the Guarantor in accordance

with their terms, and that the appointment or appointments contemplated

in Section 5.11 hereof and any arrangements incident thereto have 
been

validly made and have become effective in accordance with their terms.
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Section 5.13. (a) The Borrower :hall at all times maintain its

existence and right to carry on operations and shall, except as the Bank

shall otherwise agree, acquire, maintain and renew all rights, powers,

privileges and franchises necessary or useful in the operation of its

business.

(b) The Borrower shall maintain its plants, equipment and property

and from time to time make all necessary renewals and repairs thereof,

all in accordance with sound business and engineering standards; and shall

at all times operate its plants and equioment and maintain its financial

position in accordance with sound business, financial and public utility

standards.
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ARTICLE VI

Remedies of the Bank

Section 6.01. (i) If any event specified in paragraph (a), paragraph

(b), paragraph (e) or paragjraph (f) of Section 5.02 of the Loan Aegulations

shall occur and shall continue for a period of thirty days, or (ii) if

any event specified in paragraph (c) of Section 5.02 of the Loan Regula-

tions shall occur and shall continue for a period of sixty days after

notice thereof shall have been given by the Bank to the Borro-er, then

at any subsequent time during the coitinuance thereof, the Bank, at its

option, may declare the orincipal of the Loan and of all the Bonds then

outstanding to be due and payable inmediately, and uvon any such declara-

tion such principal shall becorre due and payable imediately, anything

in this Agreement or in the Bonds to the contrary notwithstanding.
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ARTICLE VII

Effective Date; Termination

Section 7.01. The following events are specified as additional

conditions to the effectiveness of this Agreement within the meaning

of Section 9.01 (a)(ii) of the Loan Re-ulations:

(a) The Borrower shall have made the Assignment;

(b) RWE and EVS shall have notified the Bank of their approval

of the Assignment. Such notice shall be in form and sub-

stance satisfactory to the Bank;

(c) All such governmental actions shall have been taken and all

such governmental consents shall have been obtained as may

be required to make the Assignment valid and enforceable

according to its terms;

(d) The requirements of Section 5.04 (a) hereof shall have been

satisfied in respect of such of the mortgaged properties as

are owned by the Borrower at the date of this Agreement, and

each mortgage executed thereunder shall have been duly

recorded in the land reLister (Grundbuch) of the Gerichts-

bezirk IMvontafon in Schruns.

Section 7.02. The following are specified as additional matters,

within the meaning of Section 9.02 (e) of the Loan Regulations, to be

included in the opinion or opinions to be furnished to the Bank:

(a) that the Assi;nment has been duly authorized or ratified

by, and executed and delivered on behalf of, the Borrower

and is valid and enforceable in accordance with its terms;
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(b) that the governmental actions and consents referred to in

Section 7.01 (c) hereof have been validly taken or given,

as the case may be, and that they have been duly authorized

or ratified by the appropriate organ or organs;

(c) that the first mortgage or first mortgages referred to in

Section 7.01 (d) hereof have been culy atthorized or rati-

fied by, and executed anu delivered on behalf of, the

Borrower, have been duly recorded in the land register

(Grundbuch) of the appropriate district or districts, con-

stitute a valid and enforceable first lien in accordance

with their terms, and together Nith the original Mortgage

equally and ratably secure the Loan, the Bonds and the

first loan.

Section 7.03. A date 90 days after the date of this Agreement

is hereby specified for the purposes of Section ).04 of the Loan Regula-

tions.
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ARTICLE VIII

Modification of Loan Agreement dated June 14, 1955

Section 8.01. Section 4.02 of the Loan AAre*mnt .ated June 14,

1955 between the Bank and the Borrower is hereby amended to read as follows:

"Section 4.02. In addition to the provisions prescribed by the

Loan Regulations, the 3onds shall contain provisions satisfactory

to the Bank to the effect that the ortgage and the Mortgage pro-

vided for in the Loan Agreement dated , 1957 will

equally and ratably secure the Loan, the Bonds, the loan provided

for in the Loan Agreement dated _, 1957 and the bonds

issuable pursuant to the terms thereof; that the Assignment vill

equally and ratably secure the due half-yearly payments of prin-

cipal of, and interest and other charges on, the Loan and the Bonds;

and that any rights or poters of any holder of the Loan or the

Bonds, under the Assignment, the Mortgage and the ortgage provided

for in the Loan Agreement dated _ , 1957, or under any

of them, will be exercised by the trustee or trustees or fiduciary

or fiduciaries contemplated in Sections 5.09, 5.10 and 5.11 hereof."

Section 8.02. For the purposes of the Loan Agreement dated June 14,

1955, between the Bank and the Borrower, paragraph (c) of Jection 5.02 of

Loan Regulations No. 4 of the Bank, dated February 15, 1955, is hereby

amended to read as follows:

"(c) A default shall have occurred in the performance of any

other covenant or agreement on the Dart of the Borrover or the

Guarantor under the Loan Agreement, the Guarantee Agreement, the
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Bonds, the Assignment or the Mortgage or under the Loan Agreement

dated _ , 1957, the Guarantee Agreement of even

date therewith, the Bonds, the Assignment or the Mortgage therein

provided for.";

and the term "Loan Regulations" as used for the purmoses of the said Loan

Agreement shall mean Loan Regulptions ITo. 4 of the bank, dated February 15,

1955, as hereby amended.
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ARTICLE IX

Niscellaneous

Section 9.01. The Closing Date shall be July 1, 1959.

Section 9.02, The follouing addresses are specified for the purposes

of Section 6.01 of the Loan Reulations:

For the Borrower:

Vorarlberger Tllverke Aktieniesellschaft
Josef Huterstrasse 35
Bregenz
Austria

Alternative address for cablegrams and radiograms:

Illwerke
Bregenz
Austria

For the Bank:

International Bank for Reconstraction
and Development

1818 H Street, N. Iv.
vlashington 25, D. C.
United States of America

Alternative aadress for cable rams and radiograms:

Intbafrad
1ashington, L. C.

IN WITVESS WFHEREOF, the parties hereto, qcting; throu'T their repre-

sentatives thereunto duly authorized, have caused this Loan Agreement

to be signed in their respective names and delivered in the District of



Columbia, United States of America, as of the oay and year first above

written.

IlNT-RNATIO7AL B["K FOR
RECO{&TRIUCTION AND DMVTLOPRENT

By
President

VOPARLBERGER ILD-ERKE AKTIENGESELLSCHAFT

By
Authorized Representative
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SC1EDULE 1

Amortization Schedule

Payment of Principal
Date Payment Due (expressed in German marks)*

May 1, 1960 $205,000
November 1, 1960 211,000
May 1, 1961 217,000
Noverber 1, 1961 223,000
May 1, 1962 229,000
November 1, 1962 236,000
may 1, 1963 243,000
November 1, 1963 250,000
May 1, 1964 256,000
November 1, 1964 264,000
May 1, 1965 272,000
November 1, 1965 280,000

May 1, 1966 288,000
November 1, 1966 295,000
Nay 1, 1967 304,000
November 1, 1967 313,000
May 1, 1968 322,000
November 1, 1968 331,000

May 1, 1969 341,000
November 1, 1969 351,000
May 1, 1970 361,000
November 1, 1970 371,000
May 1, 1971 381,000
November 1, 1971 393,000
May 1, 1972 404,000
November 1, 1972 415,000
May 1, 1973 428,000
November 1, 1973 440,000
May 1, 1974 453,000
November 1, 1974 466,000

May 1, 1975 478,000
November 1, 1975 493,000
May 1, 1976 507,000
November 1, 1976 521,000
May 1, 1977 536,000
November 1, 1977 552,000

May 1, 1978 568,000
November 1, 1978 584,000
May 1, 1979 600,000
November 1, 1979 618,000

* To the extent that any part of the Loan is repayable in a currency

other than German marks (see Loan Regulations, Section 3.02), the

figures in this column represent German mark equivalents determined

as for purposes of withdrawal.
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Preniums on Prepayment and Redemption

The following percentages are specified as the premiums payable on

repayment in advance of maturity of any part of the principal amount of

the Loan pursuant to Section 2.05 (b) of the Loan aerulations or on the

redemption of any Bond prior to its maturity pursuant to Section 6.16 of

the Loan Regulations:

Time of Preparment or Redemption Premium

Not more than 3 years before maturity 1/2%

Aore than 3 yearr but not n ore than

6 years before maturity 1%

More than 6 years but not more than
11 years before maturity 1-3/4%

More than 11 years but not more than

16 years before maturity 2-1/2%

More than 1( years but not more than

18 years before maturity 3-1/2%

More than 18 years but not more than
20 years befors maturity 4-3/4%

More than 20 years before maturity 5-3/45



- 28 - 9/10/57

SCHEDULE 2

Modifications of Loan Regulations No. 4

For the purposes of this Agreement the provisions of Loan Regula-

tions No. 4 of the Bank, dated June 15, 1956, shall be deemed to be

modified as follows:

(a) Section 2.02 is deleted.

(b) The first two sentences of Section 3.01 shall read as follows:

"The Borrower shall use reasonable efforts to purchase goods

with the currencies of the countries from which such goods are

acquired. The proceeds of the Loan shall, to the extent that

the Bank shall so elect, be withdrawn from the Loan Account

in the several currencies in which goods are paid for; except

that with respect to gooas paid for in the currency of the

Guarantor or acquired from sources within the territories of

the Guarantor such withdrawals may, to the extent that the Bank

shall so elect, be made in any currency selected by the Bank."

(c) The following paragraph shall be added to Section 3.05:

"If a withdrawal is applied for on account of expenditures in

the currency of the Guarantor, the value of the currency of

the Guarantor in terms of the currency or currencies to be

withdrawn shall be as reasonably determined by the Bank."

(d) The second sentence of Section 4.01 shall read as follows:

"Except as shall be otherwise agreed between the Bank and the

Borrower, no withdrawals shall be made on account of (a) expen-

ditures prior to the Effective Dete or (b) expenditures in the

territories of any country which is not a member of the Bank

or for goods produced in (including services supplied from)

such territories.*"
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(e) Section 5.02 (c) shall read as follows:

"A default shall have occurred in the performance of any other

covenant or agreement on the part of the Borrower or the

Guarantor under the Loan Agreement, the Guarantee Agreement,

the Bonds, the Assignment or the Hiortgawe, or under the Loan

Agreement dated Juna 14, 1955, the Guarantee Agreement of even

date therewith, or the Bonds, the Assignment or the Mortgage

therein provided for."

(f) Paragraph (j) of Section 7.04 shall read as follows:

"(j) The provisions for arbitration set forth in this

Section shall be in lieu of any other procedure for the deter-

mination of controversies between the parties to the Loan

Agreement and the Guarantee Agreement or any claim by any

such party against any other such party arising thereunder or

under the Bonds; provided, however, that ncthing: herein shall

be deemed to preclude the Bank or any holder of Bonds from

exercising, or instituting any legal or equitable action to

enforce, any right or claim arising out of or pursuant to the

Mortgage or the Assignment, and submission to arbitration

hereunder shall not be oeemed to be a condition precedent or

in any way to prejudice such exercise or enforcement of any

such ri ht or claim."

(g) Paragraph 12 of Section 10.01 shall read as follows:

"The term 'Project' shall have the meaning set forth in

Section 1.02 of the Loan Agreement."
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(h) The following two new sub-paragraphs shall be added after

sub-paragraph 20 of Section 10.01:

"21. The term 111ortgage' shall have the meaning set forth

in Section 1.02 of the Loan Agreement.

"22. The term 'Assignnent' shall have the mreanirn set forth

ir. Section 1.02 of the Loan Agreerent."



DECLASSW WED

APR 25 2018
CONFIDENTIAL DRAFT WBG ARCIVES
(Subject to Change)
9/13/57 Loan Number Aua

GUARANTITEE AGREEENT

(Supplementary Loan - Linersee Project)

between

REPUBLIC OF AUSTRIA

and

IN TEIRATIONAL BANK FOR RECONS TUCTION
AND DEVELOPMENT

Dated , 1957



GUARATTFF AGREINM1T 9/13/57

AGRFEMENT, dated , 1957, between the REPUBLIC

OF AUSTRIA (hereinafter called the Guarantor) and INTERNATIONAL BAIK FOR

RECONSTRUCTION AND DEVLOPMENT (hereinafter called the Bank).

WHERLAS by an agreement of even date herewith between the Bank

and Vorarlberger Illwerke Aktiengesellschaft (hereinafter called the

Borrower), which agreement and the schedules therein referred to are

hereinafter called the Loan Agreement, the Bank has agreed to make to

the Borrower a loan in various currencies in an aggregate principal

amount equivalent to fifteen million German marks (DM 15,000,000), on

the terms and conditions set forth in the Loan Agreement, but only on

condition that the Guarantor agree to guarantee the obligations of the

Borrower in respect of such loan as hereinafter provided; and

WHEREAS the Guarantor, in consideration of the Bank's entering

into the Loan Agreement with the Borrower, has agreed so to guarantee

the obligations of the Borrower;

NON THEREFORE the parties hereto hereby agree as follows:
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ARTICLE I

Section 1.01. The parties to this Guarantee Agreement accept all

the provisions of Loan Regulations No. 4 of the Bank dated June 15,

1956, subject, however, to the modifications thereof set forth in

Schedule 2 to the Loan Agreement (such Loan Regulations No. 4 as so

modified being hereinafter called the Loan Regulations), with the same

force and effect as if they were fully set forth herein.

Section 1.02. Wbherever used in this Guarantee Agreement, unless

the context shall otherwise require, the respective terms which are

defined in Section 1.02 of the Loan Agreement shall have the respective

meanings therein set forth.
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ARTICLE II

Section 2.01. Without limitation or restriction upon any of the

other covenants on its part in this Agreement contained, the Guarantor

hereby unconditionally guarantees, as primary obligor and not as surety

merely, the due and punctual payment of the principal of, and the

interest and other charges on, the Loan, the principal of and interest

on the Bonds, the premium, if any, on the prepay-ment of the Loan or

the redemption of the Boncs, and the punctual performance of all the

covenants and agreements of the Borrower, all as set forth in the Loan

Agreement and in the Bonds.



ARTICLE III

Section 3.01. It is the mutual intention of the Guarantor and the

Bank that no other external debt shall enjoy any priority over the Loan

by way of a lien hereafter created on governmental assets. To that end,

the Guarantor undertakes that, except as the Bank shall otherwise agree,

if any lien shall be created on any assets of the Guarantor as security

for any external debt, such lien will ipso facto equally and ratably

secure the payment of the Drincipal of, and interest and other charges

on, the Loan and the Bonds, and that in the creation of any such lien

express provision will be made to that effect; provided, however, that

the foregoing provisions of this Section shall not apply to: (i) any

lien created on property, at the time of purchase thereof, solely as

security for the payment of the purchase price of such property; (ii)

any lien on commercial goods to secure a debt maturing not more than

one year after the date on which it is originally incurred and to be

paid out of the proceeds of sale of 5uch co!Miercial Ecods; or (iii)

any lien arising in the ordinary course of barking transactions and

securing a debt maturing not more than one year after its date.

The term "assets of the Guarantor" as used in this Section includes

assets of the Guarantor, of any agency of the Guarantor and of the

8sterreichische Nationalbank.
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The Guarantor further undertakes that, within the limits of its

constitutional powers, it will make the foregoing undertaking effective

with respect to liens on the assets of any of its political subdivisions

and their agencies.

Section 3.02. (a) The Guarantor and the Bank shall cooperate fully

to assure that the purposes of the Loan will be accomplished. To that

end, each of them shall furnish to the other all such information as it

shall reasonably request with regard to the general status of the Loan.

On the part of the Guarantor, such information shall incluae information

with respect to financial and economic conditions in the territories of

the Guarantor and the international balance of payments position of the

Guarantor.

(b) The Guarantor and the Bank shall from ti:-a to time exchange

views through their representatives with regard to matters relating to

the purposes of the Loan and the maintenance of the service thereof.

The Guarantor shall promptly inform the Bank of any conaition which

interferes with, or threatens to interfere with, the acconplishment of

the purposes of the Loan or the maintenance of the service thereof.

(c) The Guarantor shall afford all reasonable opoortunity for

accredited representatives of the Bank to visit any part of the terri-

tories of the Guarantor for purposes related to the Loan.
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Section 3.03. The principal of, and interest and other charges on,

the Loan and the Bonds and the premium, if any, on the prepayment of the

Loan or the redemption of the Bonds shall be paid without deduction for,

and free from, any taxes or fees imposed under the laws of the Guarantor

or laws in effect in its territories; provided, however, that the pro-

visions of this Section shall not apply to taxation of, or fees upon,

payments under any Bond to a holder thereof other than the Bank when

such Bond is beneficially owned by an individual or corporate resident

of the Guarantor.

Section 3.04. This Agreetent, the Loan Agreerdent, the 3onds,

the Assignment and the Hortgage shall be free froim any taxes or fees

that shall be imposed under the laws of the Guarantor or laws in effect

in its territories on or in connection with the execo'tion, issue, delivery

or registration thereof.

Section 3.05. The principal of, and interest and other charges on,

the Loan and the Bonds and the premium, if any, on the prepayment of

the Loan or the redemption of the Bonds shall be paid free from all

restrictions imposed under the laus of the Guarantor or laws in effect

in its territories.
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ARTICLE IV

Section ,01. The Guarantor shall endorse, in accordance with bhe

provisions of the Loan Re; ulations, its guaran'ee on the Bonds to be

executed and delivered by the 3orrower. The inister of Finance of

the Guarantor and such person or persons as he shall designate in

writing are designated Ps the authorized representatives of the

Guarantor for the purposes of Section 6.12 (b) of the Loan iegulations.
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ARTICLE V

Section 5.01. The folloiwing addresses are specified for the

purposes of Section 8.01 of the Loan Regulations:

For the Guarantor:

Minister of Finance
Vienna I
Himnelpfortgasse
Austria

Alternative address for cablegrams and radiograms:

Finanvministerium
Wien

For the Bank:

International Bank for Reconstruction
and Development

1818 H Street, N. W.
Washington 25, D. C.
United States of America

Alternative address for cablegrams and radiogra-is:

Intbafrad
Washington, D. C.

Section 5.02. The hinister of Finance of the Guarantor is designated

for the purposes of Section 8.03 of the Loan Regulations.

IN WITNESS WHEREOF, the parties hereto, acting through their repre-

sentatives thereunto duly authorized, have caused this Guarantee Agree-

ment to be signed in their respective names and delivered in the District
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of Columbia, United States of America, as of the day and year first

above written.

REPUBLIC OF AUSTRIA

By
Authorized Representative

INTERNATIONAL BANK FOR RECONSTRUCTION
AND DEVELOPMENT

By
President
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Introduction

1. On June 14, 1955 the Bank made a loan (ho. 118 <UA) of $10 million to
the Vorarlberger Illwerke A.G. (VI) in Austria for the purpose of financing

part of the construction cost of the Linersee project, the total cost of

which was estimated at the equivalent of $38.6 million. Ihe loan is guaran-

teed by the Hepublic of iustria and became effective on boveiaber 9, 1955.

As of August 31, 1957 the equivalent of about 38.9 million had been disbursed

on the Loan and the project was estimated to be about 88% completed.

2. Substantial increases in costs, mainly payable in local currency, have

occurred since the loan was made. L sizeable portion of the increase which

totals the equivalent of 11.h million has been covered from increased rev-

enues and from recent borrowing by the Company in Switzerland, but a deficit

in the financing still exists. Owing to the tight capital market in Austria,

the Government has been reluctant to qrant the Company permission for a

public issue and has requested the bank to consider a supplementary loan for

the project to make up the still remaining deficit, which amounts to the

equivalent of about 3.5 million.

The Project

3. The Lfnersee project is essentially a scheme to produce winter peak

power from pumped storage. The project, which rill have an effective

capacity of 190,000 kw, consists of the construction of a small dam across

the lower end of Luner Lake (Lunersee) to increase its storage capacity, the

diversion of the run-off of a glacier into the lake and the construction of

9.7 kilometers of tunnels, syphons and penstocks to convey water from the

lake to a nev pcuerhouse in which fiv generating and five pumping units

will be installed. The pumps, driven by the generators in the powerhouse

acting as motors and using cheap off p *ah power imlported from Germany, will

pump annually about 60 million cubic meters of the 76 illion cubic meters

of water required to fill the lake to its maximum capacity. Detailed infor-

mation on the project and on the 711 Company is contained in f.O, ts report

75-C of day 25, 1955 which appraised the project.

Status of Construction

4. Very satisfactory progress has been made in carrying out the Project

and construction on the whole is somewhat aAead of schedule. ll five

generating and pumping units are now scheduled to be comupleted by the end

of 1957. The original schedule envisaged the operation of two units by the

end of 1957 and the remaining three units before the end of 1958. Although

all five units are now expected to be completed by the end of 1957, tests

and preliminary operation will continue until the end of .arch 1958. The
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plant is expected to go into commercial operation on April 1, 1958. it
that time only a small amount of work will remain to be done sach as land-
scaping, final painting, etc.

Status of Company

5. Although the VII is one of the Companies mentioned in the Aationaliza-
tion Act of 1947, the Company has not yet been proclaimed as a nationalized
company. (Sondergysellschaft). VU4's status, therefore, is still the same

as at the time the loan was negotiated.

Larket for Power

6. Under the terms of the Illwerke agreement of 1952, which is a long
term contract, the bulk of VW's production is exported to tao Uerman

companies, the Rheinish estfalisches llektrizittswerk .G. of issen (RWE)
and the Energie Versorgung bchwaben of Stuttgart (iVS), and the remainder
is taken up by the tvo Austrian provinces, Vorarlberg and firol. Instead

of paying for the energy at fixed rates, the RNE and EVS and the two 1iustrian

provinces reimburse the Company for its annual costs including overhead,
depreciation, interest, taxes, and also pay a return on Vii's share capital
by way of profit. This return depends on the average dividend paid by
the two German companies, with a minimum, however, of 4 1/2%.

Increases in Costs

7. The original estimate of cost of the project based on 1954 prices and

wages was Sch 1,004 million (438.6 million), of which only 18.6% ( 27.2million)
was for imported equipment and 81.4'D for equipment to be purchased in iostria
and other local construction costs. Since the time the original estimates
were made increases in estimated costs have amounted to Sch 296 million ( ll.h
million) bringing the total estimate to Sch 1,300 million ( '50 million), of
which the equivalent of about )37 million had been spent as of lay 31, 1957.
The increase of Sch 296 million represents an increase of 29.5% over the
original estimates. n analysis of this increase shows that a very sub-
stantial part is attributable to the general rise in the internal price
level of Austria. Since January 1955 increases in orages have amounted to

29% and there has been an average increase of about 20% in the cost of local

materials.

8. In addition to the increases in prices and wages, as mentioned above,
there have been increases in costs for various other reasons, as shown in

the following breakdown.
Increases % of total of total
in costs original Increase

estimatos
(in millions
of Schillings)

Increases in Prices and Wages 117 11.6 39.5
Unforeseen Geological Conditions 71 7.1 24.-
Project Improvelments 51 5.1 17.2

Requirements of later Rights Author-
ities h2 4.2 14.3

Interest During Construction 15 1.5 5.-
296 79.5 100
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9. Nothing was included in the original allowance for contingencies for
increases in wages and prices, but about 8% was included for other increases.
The 8% proved to be inadequate; the principle reasons other than increases in

wages and prices were:

a) Unforeseen Geological Conditions - Although the geological conditions
encountered in general were as expected, actual excavation and further drill-
ing revealed unforeseen weathered sandstone, lenses of grpsum, and shattered
rock resulting from tectonic movements. In these sections of the tunnels and

shafts, extensive shoring was required and additional thicknesses of lining

and pipe were necessary.

b) Project Improvements - In the course of detailed designing and in con-
sultations with suppliers and contractors various technical improvements were
developed in the project, the cost of which is considered justified from the

long term advantages to be obtained. The power house, for example, now pro-

vides space for a sixth unit, which was not included in the original design.

c) Requirements of Water Rights Authorities - By law the Jater Rights
Authorities must reviel.7 the detailed plans of the project. In the course of

this review, the authorities required the VIr to build their cableways heavier

than previously required, to install more safety devices and to increase the

thickness of the penstocks in some sections. These account for the increases

in cost shown in the above table under this heading.

1G. The latest revised estimate of Sch 1,300 million includes Sch 35 million

for contingencies. Of the Sch 35 million, Sch 15 million is included to cover

contractors' clains, Sch 10 million to cover differences in quantities of ex-

cavation, concrete, etc., and Sch 10 million to cover further wage and material

price increases. These contingencies, which amount to 10; of the estimated

cost to complete the project, are considered reasonable and adequate at this

stage of completion of the project.

Financing Available for the Project

11. According to the latest figures obtained from the Company, the follow-

ing sources of financing are presently available for the prrject. The original

financing plan is also shown for comparison.

(in millions of Schillings)
original

Latest figures financing plan

a) Borrowing

1) IBRD loan $10 million 260 260
2) Construction loans from

power consumers 219 220
3) LVnder Bank credit 200 200
4) Credits from Swiss Banks (net) a/ 77 ---
5) Other short-term financing (netj a/ 15 ---

carried forward 771 680

a/ net during construction period



rriginal
Latest figures financing plan

brought forward 771 680

b) Company Resources (net profits,
tax savings, depreciation
allowances, cash reserves) _39 324

Total financing available 1210 1004

Estimated cost of project 1300 100L

Additional funds required to

complete project 90

12. The Swiss credits listed above were obtained last March from the

Schweizerische Bankverein and the Schweizerische Kreditanstalt. There are

two credits, one of S Frs 10 million and one of S Frs 6.5 million, in whidi

both banks participate for 50% each. Both credits are repayable in 10

semi-annual installments, starting in Octooer of this year. The credits

are secured by assignments of revenues from power deliveries by VIW to RWE

and EVS. The assignments rank eqy with the assignment made as secur-

ity for the Bank's loan.

13. Revenues from operations available for the project have been con-

siderably in excess of figures originally estimated. The actual rates of

return on share capital included in the reimbursement of annual costs by

the power consuners over the past three years have been 6 1/2% in 195/5,

7 1/2% in 1955/56 and 8% in 1956/57, as compared with a return of 5% assumed
in the original financing plan. A rate of 8% is expected for the current

fiscal year. These increased rates of return tegether with corresponding

increased tax savings derived from the application of the Electricity

Promotion Law account for the higher revenues available for the project,

namely Sch 439 million as compared with Sch 324 million, an increase of

Sch 115 million or about $h.b million.

Additional Funds Required

1. The above suin ' ary shows that VIV will have to raise about Sch 90

million ($3.5 million) more to complete the project. The need for these

funds will first arise some time during September of this year and is es-

timated to develop according to th2 following schedule.
(in millions of Schillings)

Project Financing Deficit

Expenditures Available quarterly cumulative

Actual up to March 31, 1957 887.9 887.9 -

Forecast

2nd quarter 1957 12L.- 124.- -
3rd quarter 1957 116.2 114.- 2.2 2.2

4th quarter 1957 76.6 18.3 58.3 60.5

1st quarter 1958 L9.7 20.2 29.5 90.-
366.5 276.5 90-

From April 1, 1958 to Mid 1959 b5.6 45.6
1,300.- 1,210.- 90.-
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15. The development of the need for these additional funds is also pre-

sented in Annex A, which shows in detail the various sources of receipts and

items of expenditure for the period in question.

16. The Company, in order not to slow down construction of the project and

in anticipation of additional borrowing, has been exhausting all its available

cash normally required as working capital and has, in addition, been accumu-

lating current debts. Provision, therefore, has been made in the forecast to

restore the working cash required, taking also into consideration the increased

needs when the LUnersee plant will oe in operatibn. Provision has also been

made to reduce the level of current liabilities. A condensed balance sheet

showing VIW's financial position as of March 31, 1957 is given in Annex B.

A pro-forma balance sheet, showing the position one year later, i.e. as of

March 31, 1958, is given in Annex C. This balance sheet reflects the improve-

ment in the working capital position as a result of the provisions just

mentioned, which are reasonable.

Supplementary Loan by IBRD

17. The Bank has been asked to make a supplementary loan for the project

to cover the deficit in construction funds. A loan of a rcut $3. miillin equiva-

lent, which is equivalent to about Sch 90 million, should be adequate for

this purpose. The loan proceeds would be used to cover local currency ex-

penditures only, because the foreign exchange cost of all equipment imported

for the project is already fully covered by the existing loan.

18. If the Bank makes this supplementary loan the total Bank financing for

the project would amount to $13.6 million equivalent, or 27% of the total

estimated cost of the project of $50 million. Total borrowing raised by the

Company for the project would then amount to $33.1 million equivalent, or two

thirds of the total cost, of which $10.7 million in the form of medium term

financing and $22.L million on a long term basis.

19. The Company has requested that the repayment period of the supplementary

loan be the same as the repayment period applying to the present loan, that is

with amortization spread over a 20 year period starting in 1960 and ending in

1979. This would make the term of the new loan 22 years.

20. The supplementary loan of $3.5 million equivalent could be repqid in
a shorter period than the term requested by the Company, i.e. full repayment

would be possible by about 1965, but only if all revenues estimated to accrue

during that period would be used for debt repayment. However, the Company

would like some of its revenues to be available for the purpose of assisting

it in financing part of future expansion. This is a reasonable position.

Also in view of the fact that this supplementary loan would be used for the

same project as the present loan, a term of 22 years is justified and suitab)c.

Forecast of Revenues and Cash Position

21. Although some construction work will still remain to be done after

April 1, 1958, it will only be minor and the project for the purpose of charg-

ing annual cost to the power consumers, will be considered to be in operation
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as of that date. This means that from that date the power consumers will be

charged with all costs relating to the operation of the LUnersee project, 
in-

cluding interest on all borrowing raised for the project.

22. A forecast of revenues and expenditures for the 10-year period 1958/9

to 1967/8 is shown in Annex D. The forecast of revenues is based on the

assumption that the power consumers will pay VIW a 6% rate of return on its

share capital as part of the annual costs. As already mentioned this rate

in any one year depends on and is equal to the average dividend rate 
of the

two German Companies iiWE and EVS. Although an average rate of 8% was earned

in 1956/7, which is also assumed for the fiscal year 1957/8, 
the lower rate

of 6% has been assumed for the longer range forecast as 
being more conservative

This compares with the minimum rate of 1 1/2% guaranteed to the Company in

the Illwerke Agreement.

23. 1iost of the cash from operations during 
the first 5 years after the

completion of LUnersee will be needed for the repayment 
of the medium term

credits obtained for the project. Although the Lnderbank credit, which is

a credit in current account, has no definite annual repayment requirements,

it must be liquidated five years after the start of operations of the project,

that is by April 1963. Jithin this period the Swiss credits must also be re-

paid. After 1963 cash accruals would amount to about Sch 40 million annually,

after yearly debt amortization of approximately Sch 46 million. This is a

comfortable margin. The total debt service coverage, based on the projections

in Annex D, which include the retirement of the medium-term 
credits, would be

1.7 in the year 1963/6L. Thereafter the coverage ratio would gradually in-

crease, and by 1967/68 it would be 2.

Future Expansion

24. No investments in any major projects beyond the completion of the

LUnersee project are provided for in the cash flow forecast. The Company's

plans for expanding its facilities include 
the following items:

(millions of Schillings)

6th Unit LUnersee 60

2nd Storage pump Rodund 20

Arlberg Transmission Line 110 kv 7
I t 220/380 kv 90

Kops Dam 50
627

25. These cost figures were submitted by the Company at the Bank's 
request

but should be considered only as very rough estimates. 
The tentative schedule

for these investments is as follows:

(in millions of Schillings)

1957/8 1958/9 1959/60 1960/61 1961/62 1962/63

11 73 120 191 172 6
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To commitments have as yet been made for any of these projects, which will

only be undertaken if and when their financing is fully assured.

Capital Structure

26. Assuming additional borrowing of Sch 90 million to cover the deficit in

financing of the Lunerse project, the company's total indebtedness at the

start of operations of Lunersee would amount to Sch 1,162 million (net.). l/
As already mentioned in paragraph 18, a substantial part of the debt is repre-

sented by medium term credits (about 25 ). The Company's equity, including

Sch 1,522.5 million of capital reserves and surplus, is estimated to amount

to Sch 1,955 million. These figures represent a debt to equity ratio of 38/62,

which is a satisfactory ratio. A few years ago the Company's assets were re-

valued to compensate for the decline of the value of the currency in the post-

war period. The net write up of the assets, which was effected in accordance

with the "Schilling Opening Balance Sheet Law", enacted in 1954, amounted to

Sch 1,340 million and is reflected in the equity figure given above.

Proposed Settlement of idatured Debt Service

a) Former 3 - Bond Issues

27. Betwreen 1938 and 194 the VIW raised RM 125 million through five

separate bond issues. About 80% of the bonds were sold in Germany and 20%

in Austria. Service on the Austrian bonds has been paid regularly. The

service on the bonds held in Germany was blocked in 1945. As of march 31, 1957
the matured but unpaid principal aiiount of German held bonds and interest

coupons had accumulated to Sch 84.8 illion. At the request made recently

by the Austrian Government, the Company has submitted its proposals for a

settlement of the accumulated debt service which will be in the form of fund-

ing operations. The Company's proposals which are based on an agreement

reached between Austria and Germany for the settlement of debts betvween these

countries, provide for the paying off of the accumulated debt service on each

bond issue over the still remaining term of each issue. A part, however,

amounting to about Sch 40 million, would be due to the Austrian Government, 2/

for which the Company has proposed a 15-year repayment period with 3 years of

grace. ;lthough tne Government has not yet formally accepted this proposal,

1/ After deduction of a Sch 60.5 million loan due to the Verbundgesellschaft,
Fecause this debt to V.G. is compensated by a loan of equal amount and term

made by VU4 to V.G. VI! had to make this loan to V.G. in order to receive
the tax benefits of the lectricity 2romotion Law. V.G., however, relent the

amount involved on the same terms and conditions to VIM.

2/ Part of the accumulated interest would not be restituted to the former

German owners; further, the Peace Treaty prohibits the restitution of former

Germar property to other than German natural persons and also the restitution

of claims in excess of certain amounts.
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it has confirmed that it will agree to a funding operation. The forecasts

attached to this memorandum assume the settlement of the matured debt service

on the basis of the Company's proposals.

b) Unclaimed Bonds - 6% Sterling Loan 1929

28. The Sterling Loan 1929 was called for iredemption on January 2, 1956.
All bonds have been paid off with the exception of bonds in the amount of

E 183,100 (equivalent to Sch 22.1 million including interest) which were not
claimed. These bonds were lost or stolen at the end of the war and they con-

sist of , 182,000 of bonds formerly owned by the Konversionskasse in Berlin
and E 500 of bonds owned by private persons. The time set by the Austrian

Validation Law for aplications for validation expired on December 31, 1956.
The trustees in London have recently given their consent for the discharge of
the mortgage by which this loan was secured. This discharge is expected to

take place in the near future. Although according to the Austrian Validation

Law the E 183,100 bonds are considered cancelled, the Company assumes that

the equivalent amount of Sch 22 million may have to be paid to the Austrian

Government according to the articles in the Austrian State Treaty dealing with
the disposition of German assets. The Company has assumed in its forecast of
cash flow that in that case the Government would agree to a settlement by
which the aount due would be converted into a long term loan. The government
has indicated that such a settlement would be acceptable.

Conclusion

29. A supplementary loan of about "3.5 million equivalent to the U7 is
justified and adequate to cover the deficit in the financing of the Lunersee

project. A ter. of 22 years, with a grace period of 2 1/2 years is appropriate.

The Company has the financial ability to carry this supplementary loan. The

loan would be secured n the same way as the Bank's existing loan to VT7, i.e.
by a mortgage on the Lunersee properties and an assignment of revenues from

power deliveries to fHE and EVS.



Ann ex A-VW - FORMU|CST OF EElCZIPTS AND MXPMITURE AND ESTIMATE 2Z ADDITIOKAL FUNDS RUIgo Ane
F)R FISCAL YEAR 1957/1958 (Aoril 1 - March 11

(in millions of Schillings)

19 7 1958 -Tota1Receipts April/June July Sept. Oct/Dec. Jarrch 1957/1953
From Operations:

Net profit 1/ (after interest) 19.- 19.- 19.- 19.- 6Depreciation allowances 11.75 1175 11.75 1
Total 30.75 30.75 30175 30.75 123.-From Borrowing:
IBRD - loan No. 118 AUA - Withdrawals 19.54 9.97 10.60 3.58 43.69Building Contributions (loans from power consumers) 19.--7. 7,- 7-40

"n (interest) Z/ ' 2/
Swiss Banks Credits 07.76 12/ 97.76
LIMnderbank Credit () 13.05 11

Total Receipts

3xpenditures

Capital Investments
Construction Ltinersee Project 124.04 116.24 76.59 49.67 366.54Other 6.- 6.- 6.- 6.- 24.-Repayment of Debts (long and medium term) 5.13 14.?8 8.63 19.80 48-3LReduction Current Liabilities 13.83 9.40 4.40 4.10 31-73Increase in outstanding balances due from
power consumers for operating exoenses 1/ 3.50 3.50 3-?0 10.70Other payments 6.10 _3_2_ 6.10

Total Eroenditures 497-- 156.02 99.12 8327 7.41Building up of cash balance required for operstions .M 7.52 15,
-4.3-52 106:2 3-2 502.41

Additional Funds Required (quarterly) - 2.21 58.2? 29.44
" i (cumulative) - 2.21 60.48 P9.92 89.92

1/ Based on 8% return on shere capital currently included in reimbursement of annual cost by power consumers; net profit
figures also include tax savings

2/ Interest due on construction loans added to principal amount of loans: an equivalent amount for interest is included
in construction expenditures

2/ Represents estimated reduction in balance of Lnderbank credit during April/June 1957
4/ Represents estimated la g in reimbursement by power consumers of increased operating expenses



ANNEX B

V1 - BALANCE SHEET
as of March 31, 1957

(in millions of Schillings)

A 5 S E T S

Fixed Assets 2,456.-
less: Reserve for Depreciation 624.7
Net Book Value 1,811.3

Construction Wifork in Progress
(including construction stores,

down payments, etc.) 938.2

Investments 1.

Loans: to Verbundgesellschaft (see contra) 60,8

Other b.2 65.-
Current Assets;

Cash .9

Stores l.-

Due from Power Consumers 19.3

Other 3.2 21.4
Other Accounts 14,3

2,T5.

L I A B I L I T I E 3

Share Capital 140--
Not paid in 7.5 132.5

Reserves 1,447.3

Balance Profit and Loss Account 5.3
Equity 1,885.1

Debts
(Long and Medium Term)
Verbundgesellschaft (see contra) 60.8

IBRD loan No. 118 AUA 213.4

Construction loans Power Consumers 153.1

Lunderbank Credit 10L.5
Other 253.3

785.1
Matured Debt Service (to be funded) 106.9 892.-

Current and Accrued Liabilities 77.5
2,851.6

1/ Provisional figures



ANNEX C

VIW - PRO FORMA BALANCE SHEET
as of March 31, 1955

(in millions of Schillings)

A S S E T S

Fixed Assets 3,765.4
less: Reserve for Depreciation 691.7
Net Book Value 3,073.7

Investments 1-4
Loans 65.-
Current Assets (Cash, Stores and

Receivables) 50.1
Other Accounts 14.3

3,20.5

LIAB IL IT IES

Share Capital 440.-
Not Paid in 7.5 h32.5

Reserves 1,522.5

Equity 1,955.-
Debts: (medium and long term)

IBRD loan No. 118 AUA 257.1
Proposed IBRD loan 90.-
Other 875.9 _ 1,223.-

Current and Accrued Liabilities 26.5
3, 20h .5

1/ includes loan to Verbundgesellschaft of Sch 60.8 million.

2/ includes loan from Verbundgesellschaft of Sch 60.8 million; also

includes Sch 106.9 million matured debt service assumed to have

been funded
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VIW - FORECAST OF PrCEIT- AND EXPEZUITUP3D
FOR PRIOD 195/9 - 13
(in millions of Schillings)

ReceiLts 1958/9 1959/60 1960/61 1961/62 1962/63 1961/64 196. 65 1965'66 1966/67 1967/68

From Operations:
Net Profit 1/ (after interest) 64.40 64.40 64.40 29.20 29.20 29.20 29.?0 29.20 29.20 29.20
Depreciation allowances 77.- 7.-7. -7.- - 77- 797.- 7 7-7.

141.4M 141.40 14E.70 10620 176.20 1060.2-0 106.20 106.30 106.20 106.20
Borrowing:

IMD loan 118 AUA (balance) 2.38
Building Contributions 28.-

Total Receipts ,6 1 1. -Or 1.20 0620

rpenditures

Capital Investments:
Lfnersee project 43.18 3.25
Other 24.- 18.- 18.- 18.- 18.- 18.- 18.- 18.- 18.- 18.-

Repayment of Debts:
IBRD loan No. 118 AUA 8.05 8.44 8.83 9.27 9.69 10.16 13.65 11.19
Proposed Supplementary IBRO loan 2.50 2.65 2.80 2.96 3.13 3.31 3.50 3.70
Other debts 49.32 49.90 65.48 58.45 34 92 35-97 33-23 33.26 29-03 27.62
Lag in reimbursement of
operating expenses 7.70

Other payments 2.10 2.10 2.10 2.10 2.10 2.10 2.10 2.10 2.10 2.10
2.3 73.25 96.13 89.64 ~6n65 ~3~~ 66.15 66.83 63.28 62.61

Cash Accruals (annually)
Before prepayment Landerbank Credit 45.48 68-15 45.27 16.56 39-55 37.90 40.05 39.37 42.92 43-59
(ditto - cumulative) ( 45.48) (( (u5

Fepayment of LTAnderbenk Credit
To be effected during 5 year
period 1958/9 - 1962/63 200.-

Remainig Cash 2
After repayment of LAnderbenk Credit 15.01 37.90 40.05 39-37 42.92 43.59
(ditto - cyaulative) (1Q..) _52.1) (9?.96) (1 %.3)((18.8 )

T/Based on estimated 66 return on share carital included in reiriturseenp t of 'nntl cost by pnwer consumers; net profit figureE include ta savings calculetee
according to Electricity Prorotion Law up to 1960/61, the last year in which these tpx benefits will be received by VIW.

2/ Available for dividends and for financing of future expansion.



SPECIAL DELIVERY
September 17, 1957

Dr. W. Teufenstein
c/o Barbizon Plaza Hotel
106 Central Park South at Sixth Avenue
New York City, New York

Dear Dr. Teufensteint

I enclose herewith a copy of a memorandum setting forth
the various authorizations which will be required for the sign-
ing of the Loan and Guarantee Agreements for the Lriersee P-roject,
as well as the list of documents which will be executed at that
time.

I have already been furnished with a draft of the Full
Power for the signing of the Loan Agreement which the Illwerke
will execute. This authorizes the Ambassador or, in his absence,
the Charge dtAffaires, Dr. Paul Zedtwitz, to sign the Loan Agree-
ment. You may wish to consider whether a similar alternative
authorization for the execution of the Guarantee Agreement might
not be convenient.

I hope you are having a fruitful stay in New York and
look forward to seeing you again towards the end of this week.

Very truly yours,

Douglas J. Fontein

Enclosure

DJFontein: ea



September 17, 1957

Dr. A. Ammann
Vorarlberger Illwerke
Aktiengesellschaft

Bregenz, Austria

Dear Dr. Ammann:

Thank you very much for your kind letter of September 10, 1957.
I am glad to report to you that the negotiations were quickly and
successfully concluded and we hope to obtain the approval of our manage-
ment in the course of the next few days, after which the loan documents
would be circulated to our Executive Directors for approval at a meet-
ing to be held in the last days of September or early October. We
contemplate that the Loan and Guarantee Agreements and the other docu-
ments will be signed during the first week of October.

I enclose herewith a memorandum setting forth the authorizations
which we will need in order to sign the Loan and Guarantee Agreements
and the other documents, and a list of the documents which will be exe-
cuted. Copies of this memorandum have also been made available to the
members of the Illwerke Delegation and to Dr. Teufenstein.

I am sending you under separate cover by air parcel post seventy-
five copies of the draft Loan and Guarantee Agreements, dated September 13,
1957, and of Loan Regulations No. 4 of the Bank, dated June 15, 1956.
Dr. Pridun has requested that fifty copies of each of the above documents
be forwarded to the Ministry of Finance in Vienna for use by the Ministry
and by the Cabinet.

In addition 1 am sending you under separate cover twenty-five
copies of each of the following letters: draft list of goods letter,
the draft letter on disbursement of the Loan in German marks, and the
draft letter on the granting of equal rank to the LUnderbank for its
credit of S200,000,000. A copy of each of these letters is also found
in the documents attached to the enclosed memorandum. Copies of these
letters do not have to be sent to Vienna.

Very truly yours,

Douglas J. Fontein

Enclosure
DJFontein:ea -



September 5, 1957

Director A. Ammann
Vorarlberger Illwerke

Aktiengesellschaft
Bregenz, Austria

Dear Director Ammann:

I take pleasure in enclosing three copies of a proposed

Loan and Guarantee Agreement for the Supplementary Loan for the

IUnersee Project and three copies of Loan Regulations No. 4 of

the Bank.

I regret that I did not have the opportunity of meeting

you while I was in Bregenz and that your doctor did not permit

you to come to Washington on this occasion.

We plan to start discussions on the enclosed drafts next

Monday after the arrival of Dr. Teufenttein. We shall, of course,

keep you informed of the progress of our discussions.

Very truly yours,

Douglas J. Fontein
Legal Department

DJFontein: ea



FORM No. 27 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OUTGOING WIRE

CLASS OF SERVICE: FLL T DATE: AugRt T 1957

TO: FINK
ILL1ERKE
BREGZNZ

COUNTRY (

REUR LETTER AND CABLE AUGUST TWENT!THREE STOP WILL SEND DRAFT
iEXT:

LOAN AND GUARANTEE AGREMENTS T AUSTRIA EARLY NEXT WEEK AND
Cable No.

SIMULTANEOUSLY 80 003teM TO HAY ADAMS HOTEL STOP REGRET

THAT DUE TO PRESSURE OF OTHER NEGOTIATIONS UNABLE SEND DRAFTS

EARLIER REGARDS

FONTEIN

Signed: FrmtIwiw
(Type in last name of sender)

AUTHORIZED BY:

NAME: D.J. o ein For Use by Archives Division

DEPT: Legal Checked for Dispatch
SIGNA TURE:

[SNTU natu re of v Ia h rized to approve cable).

Fontein ea

(IMPORTANT: See over for auide in oreparina Outooina Wire)
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(not for publ ic use)

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENPECLASIFW'

APR? 2 2
CONFIDENTIAL G A I

Sec&57-120

FROM: The Secretary August 30, 1957

PROPOSED SUPPLE1E4TAL LOAN TO AUSTrIIA
(Lnersee Project)

STATUS OF IIEGOTIATIOUS

1. HEGOTIATIO S: Expected to begin about 3eptember 5.

2. BORRObER: Vorarlberger Illwerke A.G. (VIW).

3. GUARPIITOR: Republic of Austria.

4. Y7OUIT: Various currencies equivalent to
about '3.5 million,

5. INTEREST: To be determined.

6. COi'iITIIENT CHARGE: 3/4 of 1%.

7. TLR: 22 years, including a 2- years'

grace period.

8. PURPOSE: To provide about 30% of the increased
costs of the project for which Loan
118 AUA uas made on June 14, 1955.
The rest of the increased costs will be
financed by VIW from its own resources
and from other borrowing. The increased
costs are attributed to increases in
prices and wages, unforeseen geological
conditions, minor project improvements
and requirements of water rights
authorities.

9. SUtliISSIO17 TO THE
EXECUTIVE DIRbCTORS: For consideration at a meeting in

October.

Distribution:

Executive Directors and Alternates
President
Vice Presidents
Department Heads

Sec. 57-287



FORM No. 26
(1.50)

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

INCOMING WIRE

DATE OF WIRE: A ROUTING

TO: INTERNATIONAL BMK FOR RECOMTRUCTION AND ACTION CO Y TO
DEVELOPMa MR. PONTEI

FROM: BEGE INFORMATibN COPY TO

Decoded Byr

TEXT:

BESTEN DANK PUER BRIEF 20 AUGUST BITTEN SIE UU SQIALD ALS

MOEOLICE DIE TENTATIVE DRAFS PU DAS ANLEIH ii UND QDAIE ZU SENI

WENN WIR DIESE AUCH NICHT SELBST VOR U UERER ABREISE IN HAENDiN HABEN HAT DOC\

HERR R VNAN GELEGNHEIT ZUX STUDIU M WUEFE UND KNN UNSERE DELEATION

VORAUSSICHTLICH NOCH MOR BEGIN DER VERHANDUNGEN SEINE BEMERKUNGEN NACH

WASHINGTON MITTEILEN HOTELRESEVIRUNGEN IN WASHINGTON HAT BER*ITS OUTERREICHISCHE

BOTSCHAFT FUER UNS VORGENQMEN BESTEN DANK FUER IHRE BEMUERMEN

DUPLICATE
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)r. uene i. Black A 3 t 23, 1957

. R. Cope

Austrian ropesed Supplem ntal Loan for the Lflnersee Pro

1. As you know we are Rontempl ting making a loan to the VorarlbergerIllwwerke A.G. (V;) to supple- nt the previous loan of 10 million whichwe made on June 14, 1955. The need for the supplemental loan arises because
of the increased costs of the Llnersee project and we are proposing to lendthe equivalent of Z3.5 million. The loan -ill be d1 bursed against total
expenditure on the project and not against specific imports, i.e. it All
be a so-c;lled local ax enditure loan,

2. The vl sells 85% of its outout to two German companies, the
'heinisch- PtAlisches Flektrizitatswerk and the Energie-Versorgung
Schwaben, on a long-term contract under which the payments made by these
com anies have to be sufficiect to cover the onert'ting expenses of theVI and tie service of its debt,

3. Dr. Drechsler has suggested that we should denomin, te the loan inSrks in view of the recent release of Ge ian 18%. This of course is notan adequate reason. There is, however, the existence of the long-termover contract with German companies. Norra.ly, if we denomin-ted andisbursed a loan in German - rks and t' ere wee- to be an appreci-tion ofthe Cerman mrk in te-s s of his own currency, there vould be an additionalburden placed on the borrower. In the case of the VlW, however therewould on balance be no additional burden, because of the terms of the powercontract. The ef _ct of an appreciation of the mark in terms of schillingsou.ld be that the VW vould receive a little more, in terms of schillings,or the power they sell, this sEall addition offsetting the extra cost tothe VIW of the service of the loan.

4. The Austrian negotiators arrive next week and we propose to suggestto t em that the loan be denonin- ted in German m!rks and that all - or the
greater part of it - srould be disburse in German r-rks. If we did thisve would have erly m turities of the loan in arks to sell. The coinci-
dence of the fact that (a) the German electric power comzanies take thebulk of the power, (b) the loan is denomin, ted in mrks, and (c) the bor-rower is Austrian suggests to me that it night be possible to interest

herman banks in the short-term maturities. The interest rate, it is true,would not 1be very attractive but Cerman banks mi, ht nevertheless be pre-p red for prestige reasons to particip te in the brankls first loan inGerman arks.



*r !Eugene fi. Black -2.-

5. I discuse this idea ith r tul ato wheth r German banks voul be interested but also tkugt there fs ac
hamin try-nF -pfl 'Lshogtth as no

s i mttery , and e offered to ke inquiries himself. I sal that thisa B -aitter in :icb you re very ucin tepreste'd nn that I -'ulper
to et into tcme ith you be ore h 18nth iinr,

6. le are plani to k the irst h;l-- r rly a rtiztion paynentet b o A y r1 160 i the n out D 200,000 subsequent installmnts beng Wi Pa ~radta y, in 1 so 1.

7. b 1 oe aaie t teat ti stage isis jUst an ide ! ich has
ne thbeen ent it oa d th e Vualt gh I spoke to Dr. Thurn about it and

ie thou t it wash u a goa . ., there . ore, you "elC V d to 'm t ou tu elers Gthe r u : oy Ine an a ten t i asis as the borrower or the8tri 11' Goen t :!Iy fj'eF Sc f r" ae(!chw o not knorw gout for notwanting to h v. the loan in .rks,
* Yo or7 reo l1 that hen we m e the $10 million loan to the IW in

1955 sold the firt ra turity o ,153,000 due ay 15, 1960, to the hila--lpd h t 1 uanko I! enoi n t 8 the 1 n in m rks aml eventiaUyloud tht -oa could notd 
always Pisburse partthe loan in doll-s t-us livng us early mAturities to place in the .3,

cc . Davison ers
Mr. J. l. N'hller
r. Am

r. S. '.helock

SROope :ms



August 20, 1957

Mr. Pius Fink, Director
Vorarlberger Illwerke

Aktiengesellschaft
Bregenz, Austria

Dear Mr. Fink:

Thank you very much for your letter of AugLust 13, 1957. I
am looking forward to seeing you and the other members of the dele-
gation in September to conclude the negotiations for the Supplemental
Loan for the LiUnersee Project.

In Dr. Ammann's letter to Mr. Iliff of July 26, 1957, he had
requested that we send you in advance of your arrival drafts of the
Loan and Guarantee Agreements. In preliminary discussions with
Mr. Spottowood and other members of the staff we have come to the
conclusion that the Loan and Guarantee Agreements would be very
similar to the ones concluded last time. The description of the
project would be the same as in the first Loan Agreement, and, as
far as I can judge from our discussions in Bregens, the security
provisions would require little or no change. Accordingly, we feel
that a study of the draft proposed Loan and Guarantee Agreements
could await your arrival in Washington. I shall, however, be glad
to send you tentative drafts if you so desire. In that case I
suggest that you cable us immediately so that we may get them to you
in time before your departure.

If you have not yet made hotel reservations for yourself and
the other members of the delegation I shall be delighted to make
the necessary arrangements for you.

Very truly yours,

Douglas J. Fontein

DJFontein:ea

cc: Messrs. Wheelock, Jentgen, Kanters, Spottswood ,e
General Files, Legal Files



FORM No. 57 NTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
(5.48)INENTOABAKFRRCNTUTO AN DEEOM T

OFFICE MEMORANDUM
TO: Mr. Jean-Marie Jentgen7 DATE: August 14, 1957

FROM: S. R. Cope

SUBJECT: Austria - Vorarlberger Illwerke

Dr. Plan told me today that the four Austrian representatives

coming to discuss the supplementary loan for the L0nersee project

would arrive in Washington on September 5 instead of on September 9,

as previously notifed to us.

cc: Mr. Spottswood



i.oratberget Zltottr altegfliyi

- - braitanrerttf: 'JILwerfe Zregeng Sernrprecte ammel4Tr. 3891
Sernfderetbanftduf: VIW Zregeng 723

International Bank VW edIrunS 728

Reconstruction an D lppment vortrparfafnononto nr. 63.047

C/o Mr. S. iP e/an~fonto: Ofterr. VEnerbanf 210., lilate 3regen3
H/ Mr. S. et IieWl
H. Street N. W. Zregeng, am 15L August 1957

W a s h i n g t o n 25 D. C. Unree 3eten: Pri/Hz Z14r ecdreiben vam 2.8.1957

U. S. A. 3etrfft:

Sehr geehrter Mr. Wheelock!

Wir bes dige-, dankend den Erhalt Ihres Schreibens vom

2. August 1957 mit welchem Sie uns einen Durchschlag

Ihres Schreibens an das Amerikanische Konsulat in Salz-

burg Ubermittelten und kinen Ihnen mitteilen, daB wir

bereits von dort Nachricht haben, daB gegen die Erteilung

der entsprechenden Visa keine Bedenken bestehen und die

Angelegenheit sofort erledigt werden kan.

Mit dem besten Dank fur Ihre BemUhungen ve bleibe wir

mit vorzUglicher ochac ung

Vorarlberger illwer e
Aktienges !

Luftpost!



OorarIberger aJttawttc 2tienq tfd aft

-- LbtaLotanfdfrfft;: J1tueife Zregeng Sernfpredieammelolr. 3891
International Bank for sern~rebanfaItuR: VIW 23regen3 723

Reconstruction and Development vIw edruno 728

c/o Mr. A. D. S p o t t s w o o d VorIparfeanonto nfr. C3.047

Chief, Public Utilities Division annfonto: Oftur. UnberbanE 210, siaIte 5regen

Department of Technical Operations

1818 H. Street h. W. Zrcgcn3, am 13. August 1957

unrer Fefdlcn: Pri/SB flr etbreiben vom

W a s h i n g t o n 25 D. C.

U.S.A. 5eteifft: Weltbankanleihe 1957

Sehr geehrter Mr. Spottswood!

Wie uns Herr Vizeprasident W. A. B. Iliff mitgeteilt

hat, ist die Bank bereit, mit unserer Gesellschaft

nunmehr in endgltige Anleiheverhandlungen zur Ge-

wahrung eines xredites ftr die Endfinanzierung des

LUnerseewerkes einzutreten und unser Vorschlag, den

Beginn der Besprechungen auf Montag, den 9. Septem-

ber d. J., festzusetzen, wurde von der Bank angenom-

men.

Wir mbchten nicht versaumen, Ihnen bei dieser Gele-

genheit fUr Ihre gro3e Mithilfe bei den vorangegan-

genen Besprechungen und Ihre wertvolle UnterstUtzung

in der Angelegenheit unseren Dank zum Ausdruck zu

bringen.

Wir hoffen zuversichtlich, Sie im September d. J.

in Washington begrUBen zu kbnnen und verbleiben in-

zwischen

mit vorzUglicher ochach ng

Vorarlberger llwer
Aktienge l chaf

Luftpost !



tDoradberget altwerfe altegfl~ f

-7 bra4tanrrrfft: llltwerfe aregenj Sernfprecb.eammePLTr. 3891
Sernrd~relbanrttu: VIW Zregen3 723

VIW OMruns 728
Mr. W. A. B. I 1 i f f PoftrparEasfo-onto r. 63.047

Vice-Pr e s ident Zanffonto: ft@err. tnberbant 210, SItale Zvegeng

International Bank for 13 August 1957
Reconstruction and Development zregeng, am 1.. .... 1957

1818 H. Street N. W. unfer 3efen:Pri/Hz ziar eclrefben vom 2.8.1957

W a s h i n g t o n 25 D. C. zeti"fft:
L

U.S.A.

Sehr geehrter Mr. Iliff!

Wir bestdtigen dankend auch im Name Von Herrn Dr. Ammann

den Erhalt Ihres Schreibens vom 2. August 1957 und freuen

uns, daB es Ihnen muglich war, unseren Vorschlag, die Ver-

handlungen lontag, den 9. September 1957, zu beginnen, zu

akzeptieren. Wir haben auch das Bundesministerium fUr Fi-

nanzen entsprechend unterrichtet und Herr Ministerialrat

Dr. Teufenstein hat uns mitgeteilt, daB er ebenfalls an

den Verhandlungen teilnehmen wird.

Inzwischen verbleiben wir

mit vorzUglicher ochacht g

Vorarlberger 1werk
Aktienges- haft

Luftnost!
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Au just 2, 1957

Lear .r. Jik:

Thaik -ou or your [etter of July 21, 157 askin, as

for assistance in Uetting the United - a>os -)isas r you

andc'rc r coILea ues coming to 'n Zarly in Iept mber.

n te J-osure I an sen(3in you a co')y of the letter

by our Lir'ctor O ArdinistrFtion, ilL ;. uilol to the

Uni & ia. uls l. toin c alzburg.

hope this 6ill ll you to obtin th, viSaS Without

oincere;iy yours,

P. Wheelock
x~r. t f" Opurations

Europe, Irica and ;iustralasia

r. 1ius ink, iictor
Vorarlber<er Lwerke Lusen csclc ft

re cnz, >.otria



FILE COPY

Auust 2, 1957

Consular Sectior
United States Consulate
Salzburg

AuLtria

entlemn:~

The InternationJL Bank "or mleonstruction and Development
hae invitd the Polowin oic of the Vorarlber or Illwerke
Aktiengoaelischa t, Bregen , Austria, to co to a intt, I. C.
to negotiate a loan or their cozpany:

Director a1us rink

Diretor ncieerOtto Wirnschimme1

Secretary-enera Karl Pridum, and

Dr. Joser Feuerstein Legal Advisor

It will be rntly appreciated i yu will provide each of
these gentlemen with the necessary United States visas so they
iomaprocued to as tion. A n on

Very trly yours,

W2iam F. Hoell
Irector of Administration

cc: -r. Atus Ank, etor
Vorarlbr- r lworke Aktien selischant
Bregen&, Austria
Mr. . R. Cope



Wars k, Y.9M

an a'u 0rv,/ct ior -our 1 Q J- 2i I-d
ir tr rf J- 2', 117 in ar . 4 U cert

or inv! ta in to ntr n: y+ Aflv - r ipolne try
lon o' t. eqi alI:W of . MLion Vo )r c:Qr +

rol ot. U e Pre a re al to our ,w esviin ti At nn o-
ton - in on T IAr , - a r 9.

S r; nrry "o lo:rn tA bca e oW -o ir
recnt illness ou ill unabi to coe to > n. on.
I a&l n 1' o t: oP "rtuniy o i o -!peedy
anK m i Mt r--ory.

As reqieu d in Your letter o-r Al eprrtrnent
ill ; n .:: <r' t. tc lon '-reent v e unt

to you as s on as oas:i le.

Youirs tinC r ly,

1ice ri t

r. -. Amn

orarwl err iLrk .
Bre enz
estria

JJuntlen/0 e Jm

Cloared with r, 1otin
.r. 6aro

upst 2, 13



Mr. Wheelock

Room 413

VORARLBERMER JLLWERKE
AKTIENGESELLSCHAFT

Bregens, July 26,1957

International Bank for
Reconstruction and Development
1818 H Street, N.W.
Washington 25, D.C.

Re: Wi/Lo

Subject: Negotiations for a loan to the
Vorarlberger Illwerke Aktiengesellschaft
Bregenz, Austria.

Your Vice-President Mr. W.A.B. Iliff haa informed by letter dated
July 19, 1957 our Director Dr. Ammann that the Bank invites representatives
of the compartr to go to Washington to negotiate the loan in question.
This letter was answered by a separate comunication.

We request you to inform the U.S. Consulate in Salzburg, Austria, that
the following gentlemen ill travel to Washington on behalf of our company:

Director Pius Fink,
Director-Engineer Otto Wirnschimnel,
Secretary-General Karl Pridum,and
Dr. Josef Feuerstein Legal Advisor.

It is our request that the above named persons be assisted as far as
possible in obtaining quickly the necessary entry permits.

Thanking you in advance for your efforts, we beg to remain.....

Yours truly,

VORARLBERGER ILLWERKE
AK'IENGESELISCHAFT

TRANSLATION SECTION

Translated From3erman 7.30.57 By:AB.



Z DraEytanifdwift: 3I1wette 23regen3 - $ernfr~e-rmmIelv. 3a 4siJ
Sernpdreibanfd[lu3: VIW 3regenq 723

An die VIW edyrtm 728
P)ft[pVrfaffa=ADto D r. 63.047

International Bank for 3anfonto: Ofterr. inberbanI X (b., Siliaie 23regen3
Reconstruction and Development,

26. Juli 1957
1816, H Street, N.W. 3treqe3, am 2 ... 1- 57

U a s hi n g t o n 25, D.C. Infer 3eiden: Wi/Lb Jbr edyreiben vrm

3etrifft: ~Verhandlungen wegen einer
Anleihe an die Vorarlberger
Illwerke Aktiengesellschaft,
B jenz/Usterreich.

Ihr sehr geehrter Herr Vizeprdsident W.A.B. Iliff teilte in

seinem Schreiben vom 19.7.1957 unserem lierrn Direktor Dr. Ammann

mit, da3 die Bank eine Vertretung der Gesellschaft zu Ver-

handlungen wegen der in Rede stehenden Anleihe nach Washington

einlsdt. Dieser Brief wurde mit einem getrennten Schreiben

beantwortet.

Wir bitten Sie nun, das Konsulat der Vereinigten Staaten

in Salzburg/Osterreich zu verstdndigen, da3 als Vertreter

unserer Gesellschaft die Herren

Direktor Pius F i n k

Direktor Dipl.-ing. Otto W i r n s c h i in in e 1,
Generalsekretsr Karl P r i d u n und

Dr. Josef F e u e r s t e i n als Rechtsberater

nach Washington reisen werden und man ihnen bei der beschleunigten

Erteilung der Einreisevisa m6glichst behilflich sein m6ge.

Fur Ihre 3emhungen danken wir im voraus bestens und verbleiben

mit dem Ausdrucke der vorzuglichsten lochacht g

Vorarlberger lwerke
Aktiengesl haft

Luftpost!
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Mr. Wheelock

Room 413

VORARLBERGER JLLWERKE
AKTIENGJSELLSCHAFT

Bregenz, July 26, 1957

Mr. W.A.B. Iliff
Vice-President
International Bank for
Reconstruction and Development
1818 H Street, N.W.
Washington 25, D.C.

Dear Mr. Iliff:

This is to conf;An my short telegram of the 2 5th instant and to thank
you again for your letter and in particular for the decision, in principle,
concerning our request for a supplementary loan. We are especially pleased
with the long term of the loan as contemplated, taking thus into consideration
our circumstances. We realize that the interest rate can only be established
at the time the loan agreement is signed, in accordance with market conditions.

We also confirm with thanks the invitation to negotiate and we consider
that the beginning of beptember is the most suitable and practical time.
We have also informed the Federal Ministry of Finance of your communication,
which is in agreement with the contemplated date. We have also advised the
Federal Ministry for transportation and electricity, which is our supervisory
inst-itution.

I am sorry to say that I will not be able to go to Washington as after
my serious illness my doctors will not let me travel this coming Autumn.
I greatly regret this but I must follow their instructions. 'Therefore I must
ask your forgiveness.

My colleagues are making the necessary preparations for the trip.
If at all possible, they will be in Washington in time for the negotiations
on Monday, September 9. We hope that you will find this date convenient.

In my opinion the work could be made much easier if, as at the time
of the first loan, the draft of the loan agreement would soon be made available
to us so that it could be studied here before the trip, thus making the
necessary spade work for the negotiations.

I am looking forward with great interest to hearing from you.

Again best thanks

Yours truly,
/s/ Anmann

TRANSLATION SECTION

Translated From:German 7.30.57 By:AB.



Vorarlberger Jllwerke
Aktiengesellschaft

Bregenz, den .J~ui 1957
FERNSPRECHNUMMER 3861 A SB
DrahtanschrifT: Jllwerke eregerz

hr. N. A. B. I 1 i f f
Vice-President

International Bank for
Reconstruction and Development

1818 H. Street .W.

W a s : i n:- t o n 25 D.C.

U.S.A.

Dear hr. Iliff,

jein kurzes Telegrammi vom 25. d. 1. bestatigend, erlaube
ich mir nochmals, fur Ihren Brief und insbesondere ftr die
grunidsatzliche positive Entscheidung Uber unser Ansuchen um

eine Era nzungsanleihe vielmals zu danken. Sehr erfreut sind

wir tisonders auch Uber die auf unasere Verhaltnisse Bedacht

nehmrnde, in Aussicht Fenommene langfristige Laufzeit. Wir
verste en, da.B die Hbhe des Zinssatzes den Marktbedingungen

entsprechend erst im Zeitpunkt des Vertragsabschlusses fest-

gelegt werden kann.

47ir bestatigen auch dankend die Einladung zu Verhandlungen,
fur welche wir ebenfalls Anfang September fUr den bestge-
eigneten, praktisch mbglichen Zeitpunkt halten.

';ir haben von Ihrer itteilung auch das Bundesministerium
fUr Jinanzen verstandigt, das mit dem vorgesehenen Termin

einver>staiden ist. Auch unsere Aufsichtsbehbrde, das Bun-

desministerium fUr Verkehr und Elektrizititswirtschaft, ha-

ben .ir unterrichtet.

Ich selist werde leider nicht mit nach Nashington kommen kbn-

nen, da ich nach meiner ernstlichen Erkrankung fUr diesen
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Vorarlberger Jilwerke - 2 -
Aktiengesellschaft

Bregenz, den 26. Juli 1957
FERNSPRECHNUMMER 3861
Drahtanschrift: Jllwerke Bregeni

Herbst von meinen 2rzten noch keine Reiseerlaubnis erhalte.

Ich bedaure dies sehr, mu3 mich aber deren Anordnuigen fu-
gen. Ich muB daher auch schon jetzt bitten, mich gUtigst
entschuldigen zu wollen.

Iveine Kollegen treffen nun die notwendigen Vorbereitungen

fUr die Reise. Sie werden, wenn irgend mb-lich, so recht-
zeitig in Washington eintreffen, da sie fUr die Verhand-
lungen am Montag, den 9. September d. J., zur Verfugung
stehen kdnnen. Wir hoffen, da3 Ihnen dieser Zeitpunkt ge-
nehm ist.

Die Arbeit kbnnte - wie ich denke - senr erleichtert wer-

den, wenn, wie bei der ersten Anleihe, der Vorentwurf des
Loan Agreements fir uns bald verfugbar sein wtrde, damit
dieses noch hier vor der Abreise studiert und dadurch die
Verhandlung.en vorbereitet und erleichtert werden kbnnten.

Ich sEhe Ihren iNachrichten mit grobem Interesse entgegen.

iiochmals mit bestem Dank

Ihr sehr ergebener
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FORM No. 26

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

INCOMING WIRE

DATE OF WIRE: JULY 25, 1957 1840 ROUT ING

TO: ITERNATIONAL BANK FOR RECONSTRUOTID ' ACTION COPY TO M IL=
& DEVELOPMENT

FROM: eINFORMATION COPY TO

Decoded By

TEXT: MARY THANKS FOR YOUR LETTER 19TH AID TEE FAVWEABIR

DECISIN WE TOO THfIK EARLY SEPTEMBXM BEST

TIME FOR NEGOCITION LETTER FOLLWS

ANMANN IIJHR1

ORIGINAL
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July 19, 1957

Dear Pr.

he p hes sis eouered The f VSdiryS o1 the rcent
Aisaion to j nre b . t a r. ":ters, end

a hey to * aWCT to 'nirz you trt Ye e -rpred to
ent r negtietions br a loa of the P, vee V of M5 Vi-

li!n, Te to r: pr the 'oon Ould' be rpre tely of ye s;
th7t is, t: u otisat ,. would be 9-read over the 20

yeare aY in th me oT ite or4 eivei loan.

is you ,cv, the ie All %!nt be abl to be defii te
about the rate of interest until tho 1oen Igre ent is reedy
for srastur. If .a no, the lo iculd arry interest
at 5 3/4 but cannot, of course, say whet tbe an's ur-
rent lending rate .- l be Ahe the new loEn to your Con-iy
o signed.

The ->st conve lent tA fry; our tifnt of view for you
tc visi t shingto. for the npgotiatins would be early i ,

ete er. f you .is to negcti. tr earlier, hewever, we could
roey aremne to doeno if y let us K ow.

Q nil loon forwa to et'ng Cb en your ollesjues
in 1a hlngton.

lours sincerely,

.. .M.Aun
vorr enr 7 Wr A.
reg~ens
Pitrie

Cleared with :r. Oppenheimer
r. KEnters

JiCollie JJentgen:fg s



FORM No. 61
(3-54) INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT CONFIDENTIAL

STAFF LOAN COMMITTEE DECLASSIFSE

APR 2 5 2'PI8

MEMORANDUM TO THE STAFF LOAN COMMITTEE

Austria - Proposed Supplementary Loan for LUnersee Project

As no new policy questions are involved, the Committee is

requested to consider the attached memorandum SLC/0/903 without

meeting.

Comments, if any, should be sent to reach Mr. Jentgen by the

close of business on Wednesday, July 17.

Herbert G. A. Woolley
Secretary

Staff Loan Committee

July 12, 1957
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CONFIDEPTIAL
July 15, 1957
SLC/O/903

STAFF LOAN CO11 ITTPE

Memorandum from the Department of Operations

Europe, Africa and Australasia

AUSTRIA - Supplementary Loan for
Lffnersee Project

1. A memorandum, circulated to the Staff Loan Committee on October 30,

1956 (SLC/0/874), gave an account of the increase in the cost of the

Linersee Project and indicated that it might be necessary for the bor-

rowing company (the Vorarlberger Illwerke, A.G.) to approach the Bank

to finance part of this increase.

2. An SLC meeting was held on >arch 20, 1957 after the Bank had been

informed that the Austrian Government would support a request by the

Company to the Bank for a supplementary loan. The Comnmittee agreed that

the Bank should be prepared to consider such a request provided that the

reasons underlying it were satisfactory and that finance was not avail-

able on reasoniable terms elsewhere. It was decided that a mission should

visit Austria to study the company's position.

3. The report of the mission, which consisted of i.r. Spottswood and

i'r. Kanters, is attached. The report recommends that the Bank agree

to make a loan to the Vorarlberger Illwerke, A.G. for the equivalent of

$3.5 million. The proceeds of the loan would be used to meet expendi-

ture in Austrian schillings. The forecast of receipts and payments over

the next decade indicates that, if all the available cash receipts were

to be used for debt repayment the VIW would be able to repay the loan by

the end of 1965. However, as the company plans to expand further, it

would like to use some of its future revenues for this purpose and the

report accordingly recommends that the proposed loan be for 22 years, which

would give it the same maturity as the Bank's previous loan i.e. 1960-1979.

Like the earlier loan, the new loan would be secured by mortgage on the

Liunersee properties and an assignment of revenues from power deliveries

to Germany.

4. There are no objections on creditworthiness grounds to a loan 
of

this amount to Austria at the present time. I concur with the conclu-

sion and recoirrendation contained in paragraph 29 of the report and pro-

pose that the company be informed that the Bank is prepared 
to enter into

negotiations for the proposed loan.

S. R. Cope
Director of Operations

Attachments



EMORA NDUM ON SUPPLEMENTARY LOAN

T 0

VORARLBERGER ILLWERKE A.G.

Introduction

1. On June 14, 1955 the Bank made a loan (No. 118 AUA) of 10 million to
the Vorarlberger Illwerke A.G. (VIW) in Austria for the purpose of financing
part of the construction cost of the LUnersee project, the total cost of
which was estimated at the equivalent of 438.6 million. The loan is guaran-
teed by the Republic of Austria and became effective on November 9, 1955.
As of May 31, 1957 the project was estimated to be about 80% completed. The

equivalent of about '8.6 million had been disbursed on the loan.

2. Substantial increases in costs, mainly payable in local currency, have
occurred since the loan was made. A sizeable portion of the increase which

totals the equivalent of Pll.Lh million has been covered from increased rev-

enues and from recent borrowing by the Company in Switzerland, but a deficit

in the financing still exists. Oving to the tight capital market in Austria,
the Government has been reluctant to grant the Company permission for a

public issue and has requested the Bank to consider a supplementary loan for

the project to make up the still remaining deficit, which amounts to the

equivalent of 43.5 million.

The Project

3. The LUnersee project is essentially a scheme to produce winter peak

power from pumped storage. The project, which will have an effective capacity

of 190,000 kw, consists of the construction of a small dam across the lower

end of LUner Lake (LUnersee) to increase its storage capacity, the diversion

of the run-off of a glacier into the lake and the construction of 9.7 kilo-

meters of tunnels, syphons and penstocks to convey water from the lake to a
new powerhouse in which five generating and five pumping units will be in-
stalled. The pumps, driven by the generators in the powerhouse acting as
motors and using cheap off peak power imported from Germany, will punp annually
about 60 million cubic meters of the 76 million cubic meters of water required
to fill the lake to its maximum capacity. Detailed information on the project
and on the VIW Company is contained in T.O.'s report 75-C of May 25, 1955
which appraised the project.

Status of Company

4. Although the VIU is one of the Companies mentioned in the Nationaliza-

tion Act of 1947, the Company has not yet been proclaimed as a nationalized
company , (Sondergesellschaft). VIZ's status, therefore, is still the same as
at the time the loan was negotiated.
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Market for Power

5. Under the terms of the Illwerke Agreement of 1952, which is a long term
contract, the bulk of VI's production is exported to two German companies,
the Rheinish Uestflilisches Elektrizitltswerk A.G. of Essen (RUE) and the Energie
Versorgung Schwaben of Stuttgart (EVS), and the remainder is taken up by the
two Austrian provinces, Vorarlberg and Tirol. Instead of paying for the energy
at fixed rates, the RIE and EVS and the two Austrian provinces reimburse the
Company for its annual costs including overhead, depreciation, interest, taxes,
and also pay a return on VIv's share capital by way of profit. This return
depends on the average dividend paid by the two German companies, with a min-
imun, however, of k 1/2%.

Status of Construction

6. Very satisfactory progress has been made in carrying out the project.
At the end of iday 1957 construction on the whole was somewhat ahead of schedule.
All five generating and punping units are now scheduled to be completed by the
end of 1957. The original schedule envisaged the operation of two units by
the end of 1957 and the remaining three units before the end of 1958. Although
all five units are now expected to be completed by the end of 1957, tests and
preliminary operation will continue until the end of March 1958. The plant is
expected to go into commercial operation on April 1, 1958. At that time only
a small amount of work will remain to be done such as landscaping, final paint-
ing, etc.

Increases in Costs

7. The original estimate of cost of the project based on 195h prices and
wages was Sch 1,004 million ($38.6 million), of which only 13.6% ($7.2 million)
was for imported equipment and 81.% for equipment to be purchased in Austria
and other local construction costs. Since the time the original estimates were
made increases in estimated costs have amounted to Sch 296 million (G11.4
million) bringing the total estimate to Sch 1,300 million ($50 million), of
which the equivalent of about .37 million had been spent as of May 31, 1957.
The increase of Sch 296 million represents an increase of 29.5% over the orig-
inal estimates. An analysis of this increase shows that a very substantial
part is attributable to the general rise in the internal price level of Austria.
Since January 1955 increases in wages have amounted to 29% and there has been
an average increase of about 20% in the cost of local materials.

8. In addition to the increases in prices and wages, as mentioned above,
there have been increases in costs for various other reasons, as shown in the
following breakdown.

% of total
Increases original % of
in Costs estimates Total Increase

(in millions
of Schillings)

Increases in Prices and Wages 117 11.6 39.5
Unforeseen Geological Conditions 71 7.1 21.-
Project Improvements 51 5.1 17.2
Requirements ofiater Rights Authorities 42 h.2 11.3
Interest During Construction 15 1.5 5.-

296 29.5 100
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9. Nothing was included in the original allowance for contingencies for
increases in wages and prices, but about 8$ was included for other increases.
The 8% proved to be inadequate; the principle reasons other than increases in
wages and prices were:

a) Unforeseen Geological Conditions - Although the geological conditions
encountered in general were as expected, actual excavation and further drill-
ing revealed unforeseen weathered sandstone, lenses of gypsum, and shattered
rock resulting from tectonic movements. In these sections of the tunnels and
shafts, extensive shoring was required and additional thicknesses of lining
and pipe were necessary.

b) Project Improvements - In the course of detailed designing and in con-
sultations with suppliers and contractors various technical improvements were
developed in the project, the cost of which is considered justified from the
long term advantages to be obtained. The power house, for example, now pro-
vides space for a sixth unit, which was not included in the original design.

c) Requirements of Water Rights Authorities - By law the VWater Rights
Authorities must review the detailed plans of the project. In the course of
this review, the authorities required the VI, to build their cableways heavier
than previously required, to install more safety devices and to increase the
thickness of the penstocks in some sections. These account for the increases
in cost shown in the above table under this heading.

1G. The latest revised estimate of Sch 1,300 million includes Sch 35 million
for contingencies. Of the Sch 35 million, Sch 15 million is included to cover
contractors' claims, Sch 10 million to cover differences in quantities of ex-
cavation, concrete, etc., and Sch 10 million to cover further wage and material
price increases. These contingencies, which amount to 10% of the estimated
cost to complete the project, are considered reasonable and adequate at this
stage of completion of the project.

Financing Available for the Project

11. According to the latest figures obtained from the Company, the follow-
ing sources of financing are presently available for the project. The original
financing plan is also shown for comparison.

(in millions of Schillings)
original

Latest figures financing plan
a) Borrowing

1) IBRD loan $10 million 260 260
2) Construction loans from

power consumers 219 220

3) Lander Bank credit 200 200

4) Credits from Swiss Banks (net) a/ 77 ---
5) Other short-term financing (netT a/ 15 ---

carried forward 771 680

a/ net during construction period
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Latest figures financing plan

brmught fmrward 771 680

b) Company Resources (net profits,
tax savings, depreciation
allowances, cash reserves) _439 324

Total financing available 1210 1004

Estimated cost of project 1300 1004

Additional funds required to
complete project 90

12. The Swiss credits listed above were obtained last Alarch from the
Schweizerische Bankverein and the Schweizerische Kreditanstalt. There are
two credits, one of S Frs 10 million and one of S Frs 6.5 million, in whidl
both banks participate for 50% each. Both credits are repayable in 10
semi-annual installments, starting in Octooer of this year. The credits
are secured by assignments of revenues from power deliveries by VIW to RNE
and EVS. The assignments rank pari passu with the assignment made as secur-
ity for the Bank's loan.

13. Revenues from operations available for the project have been c'n-
siderably in excess of figures originally estimated. The actual rates of
return on share capital included in the reimbursement of annual costs by
the power consumers over the past three years have been 6 1/2% in 195L/5,
7 1/2% in 1955/56 and 8% in 1956/57, as compared with a return of 5% a7sumed
in the original financing plan. A rate of 8% is expected for the current
fiscal year. These increased rates of return tegether with corresponding
increased tax savings derived from the application of the Electricity
Promotion Law account for the higher revenues available for the project,
namely Sch 139 million as compared with Sch 32 million, an increase of
Sch 115 million or about $.1 million.

Additional Funds Required

14. The above summa~ry shows that VIN will have to raise about Sch 90
million ($3.5 million) more to complete the project. The need for these
funds will first arise some time during September of this year and is es-
timated to develop according to the following schedule.

(in millions of Schillings)
Project Financing Deficit

Expenditures Available quarterly cumulative

Actual up to March 31, 1957 887.9 887.9

Forecast
2nd quarter 1957 124.- 124.- -
3rd quarter 1957 116.2 114.- 2.2 2.2
4th quarter 1957 76.6 18.3 58.3 60.5
1st quarter 1958 9.7 20.2 29.5 90.-

366. 276.5 90.-
From April 1, 1958 to Mid 1959 45.6 L5.6

1,300.- 1,210.- 90.-
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15. The development of the need for these additional funds is also pre-
sented in Annex A, which shows in detail the various sources of receipts and

items of expenditure for the period in question.

16. The Company, in order not to slow down construction of the project and

in anticipation of additional borrowing, has been exhausting all its available

cash normally required as working capital and has, in addition, been accumu-

lating current debts. Provision, therefore, has been made in the forecast to

restore the working cash required, taking also into consideration the increased

needs when the LUnersee plant will oe in operation. Provision has also been

made to reduce the level of current liabilities. A condensed balance sheet

showing V]N's financial position as of March 31, 1957 is given in Annex B.

A pro-forma balance sheet, showing the position one year later, i.e. as of

March 31, 1958, is given in Annex C. This balance sheet reflects the improve-

ment in the working capital position as a result of the provisions just
mentioned, which are reasonable.

Supplementary Loan by IBRD

17. The Bank has been asked to make a supplementary loan for the project
to cover the deficit in construction funds. A loan of 3.5 million equiva-
lent, which is equivalent to about Sch 90 million, should be adequate for

this purpose. The loan proceeds would be used to cover local currency ex-
penditures only, because the foreign exchange cost of all equipment imported
for the project is already fully covered by the existing loan.

18. If the Bank makes this supplementary loan the total Bank financing for
the project would amount to $13.5 million equivalent, or 27% of the total
estimated cost of the project of $50 million. Total borrowing raised by the

Company for the project would then amount to $33.1 million equivalent, or two

thirds of the total cost, of which $10.7 million in the form of medium term
financing and $22.4 million on a long term basis.

19. The Company has requested that the repayment period of the supplementary
loan be the same as the repayment period applying to the present loan, that is
with amortization spread over a 20 year period starting in 1960 and ending in
1979. This would make the term of the new loan 22 years.

20. The supplementary loan of $3.5 million equivalent could be rep4id in
a shorter period than the term requested by the Company, i.e. full repayment
would be possible by about 1965, but only if all revenues estimated to accrue
during that period would be used for debt repayment. However, the Company
would like some of its revenues to be available for the purpose of assisting
it in financing part of future expansion. This is a reasonable position.
Also in view of the fact that this supplementary loan would be used for the

same project as the present loan, a term of 22 years is justified and suitab2e.

Forecast of Revenues and Cash Position

21. Although some construction work will still remain to be done after
April 1, 1958, it will only be minor and the project for the purpose of charg-

ing annual cost to the power consumers, will be considered to be in operation
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as of that date. This means that from that date the power consumers will be

charged with all costs relating to the operation of the LUnersee project, in-
cluding interest on all borrowing raised for the project.

22. A forecast of revenues and expenditures for the 10-year period 1958/9
to 1967/8 is shown in Annex D. The forecast of revenues is based on the

assumption that the power consumers will pay VIW a 6% rate of return on its
share capital as part of the annual costs. As already mentioned this rate
in any one year depends on and is equal to the average dividend rate of the

two German Companies hVE and EVS. Although an average rate of 8% was earned

in 1956/7, which is also assumed for the fiscal year 1957/8, the loer rate
of 6% has been assumed for the longer range forecast as being more conservative.

This compares with the minimum rate of 4 1/2% guaranteed to the Company in

the Illwerke Agreement.

23. lost of the cash from operations during the first 5 years after the
completion of Lnersee will be needed for the repayment of the medilmi term

credits obtained for the project. Although the Lhviderbank credit, which is
a credit in current account, has no definite annual repayment requirements,
it must be liquidated five years after the start of operations of the project,
that is by April 1963. <ithin this period the Swiss credits must also be re-

paid. After 1963 cash accruals would amount to about Sch 40 million annually,
after yearly debt amortization of approximately Sch 46 million. This is a

comfortable margin The total debt service coverage, based on the prnjections
in Annex D, which include the retirement of the medium-term credits, would be

1.7 in the year 1963/6b. Thereafter the coverage ratio would gradually in-
crease,and by 1967/68 it would be 2.

Future Expansion

24. No investments in any major projects beyond the completion of the

Luinersee project are provided for in the cash flow forecast. The Company's
plans for expanding its facilities include the following items;

(millions of Schillings)

6th Unit LUnersee 60

2nd Storage pump Rodund 20
Arlberg Transmission Line 110 kv 7

11 "1 " 220/380 kv 90
Kops Dam _450

627

25. These cost figures were submitted by the Company at the Bank's request
but should be considered only as very rough estimates. The tentative schedule
for these investments is as follows:

(in millions of Schillings)

1957/8 1958/9 1959/60 1960/61 1961/62 1962/63

11 73 120 191 172 60
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No commitments have as yet been made for any of these projects, which will
only be undertaken if and when their financing is fully assured.

Capital Structure

26. Assuming that the Sch 90 million still needed by the Company will be
raised by additional borrowing, its total indebtedness at tke start of opera-
tions of LVinersee would amount to Sch 1,162 million (net).!/ As already
mentioned in paragraph 18, a substantial part of the debt is represented by
medium term credits (about 25%). The Company's equity,including Sch 1,522.5
million of capital reserves and surplus, is estimated to amount to Sch 1,955
million. These figures represent a debt to equity ratio of 38/62, which is
a satisfactory ratio. A few years ago the Company's assets were revalued to
compensate for the decline of the value of the currency in the postwar period.
The net write up of the assets, which was effected in accordance with the
"Schilling Opening Balance Sheet Law", enacted in 195h, amounted to Sch 1,30
million and is reflected in the equity figure given above.

Proposed Settlement of Matured Debt Service

a) Former RM - Bond Issues

27. Between 1938 and 194 the VIW raised RM 125 million through five
separate bond issues. About 80% of the bonds were sold in Germany and 20%
in Austria. Service on the Austrian bonds has been paid regularly. The
service on the bonds held in Germany was blocked in 1945. As of March 31,
1957 the matured but unpaid principal amount of German held bonds and interest
coupons had accumulated to Sch 8L.8 million. At the request made recently
by the Austrian Government, the Company has submitted its proposals for a
settlement of the accumulated debt service which will be in the form of fund-
ing operations. The Company's proposals which are oased on an agreement
reached between Austria and Germany for the settlement of debts between these
countries, provide for the paying off of the accumulated debt service on each
bond issue over the still remaining term of each issue. A part,however,
amounting to about Sch 40 million,would be due to the Austrian Government,?l
for which the Company has proposed a 15-year repayment period with 3 years of
grace. Although the Government has not yet formally accepted this proposal,

1/ After deduction of a Sch 60.5 million loan due to the Verbundgesellschaft,
because this debt to V.G. is compensated by a loan of equal amount and term
made by VIW to V.G. VIW had to make this loan to V.G in order to receive
the tax benefits of the Electricity Promotion Law. V.G., however, relent the
amount involved on the same terms and conditions to VJW.

2/ Part of the accumulated interest would not be restituted to the former
German owners; further, the Peace Treaty prohibits the restitution of former
German property to other than German natural persons and also the restitution
of claims in excess of certain amounts.
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it has indicated that it will agree to a funding operation. The forecasts
attached to this memorandum assume the settlement of the matured debt service
on the basis of the Company's proposals.

b) Unclaimed Bonds - 6% Sterling Loan 1929

28. The Sterling Loan 1929 was called for redemption on January 2, 1956.
All bonds have been paid off with the exception of bonds in the amount of
f 183,100 (equivalent to Sch 22.1 million including interest) which were not
claimed. These bonds were lost or stolen at the end of the war and they con-
sist of E 182,000 of bonds formerly owned by the Konversionskasse in Berlin
and f 500 of bonds owned by private persons. The time set by the Austrian
Validation Law for applications for validation expired on December 31, 1956.
The Company has now requested the trustees in London to discharge the mortgage
by which this loan was secured. This discharge is expected to take place in
the near future. Although according to the Austrian Validation Law the

E 183,100 bonds are considered cancelled, the Company assumes that the equiva-
lent amount of Sch 22 million may have to be paid to the Austrian Government
according to the articles in the Austrian State Treaty dealing with the dis-
position of German assets. The Company has assumed in its forecast of cash
flow that in that case the Government would agree to a settlement by which
the amount due would be converted into a long term loan.

Conclusion and Recommendation

29. A supplementary loan of about $3.5 million equivalent to the VIY is

considered to be justified and adequate to cover the deficit in the financing
of the L1nersee project. The Company has the financial ability to carry this

supplementary loan. A term of 22 years, with a grace period of 2 1/2 years

is recommended. It is also recommended that if the loan is made, it be
secured in the same way as the Bank's existing loan to V.E , i.e. by a mortgage
on the LUnersee properties and an assignment of revenues from power deliveries
to RIE and EVS. The disbursement of the loan should be limited to certain

amounts per calendar quarter as indicated by VI's needs for additional funds

for the Project.



Annex A
TIV - 70MUCST 01F MMCIPTS ANiD 3%EMIIU= AND 31STINATZ OF ADDITIONAL MU.M =onI~

FOR 7ISCAL TUR 195711958 Upril I - March '}l1
(in millions of Schilling@)

194Z 198 Total
Receints April/Juno July/Sept. Oct/Dec. Jan/Narch 1957/1958

Prom Operations:
Net profit / (after interest) 19.- 19.- 19.- 19.- 76.-
Depreciation allowances 11. 21. 11.7 5 .
Total 307 30 5 30175 30.75 123.-

from Borrowing:
IBD - loan No. 118 AUA - Withdrawals 19.54 9.97 10.60 3.58 43.69
Building Contributions (loans from power consumers) 19.- 7.- 7.- 7*.- 40,

X f (interest) / 12.50 ZI 12.50
Swiss Banks Credits 97.76 97.76
Landerbank Credit (-) 18.05 11 -

Total Receipts 1 -_6

Ixoenditures

Capital Investments
Construction Lfnersee Project 124.04 116.24 76.59 49.67 366.54
Other 6.- 6.- 6 6... 24.-

Repayment of Debts (long and medium term) 5-13 14.78 8.63 19.80 48.34
Reduction Current Liabilities 13-83 9.40 4.40 4.10 31.7-3
Increase in outstanding balances due from

power consumers for operating expenses e/ 3.50 3.50 3.70 10.70

Other payments 6 10 9.12 61
Total IUpenditures

Building up of cash balance required for operations 7 . -Q

Additional Junds Required (quarterly) 2.21 58.27 29.44
N W a (cunlative) 2.21 60.48 89.92 89.92

1/ Based on 8% return on share capital currently included in reimbursement of annual cost by power consumers; net profit

figures also include tax savings
2/ Interest due on construction loans added to principal amount of loans: an equivalent amount for interest is included

in construction expenditures
3/ Reprisents estimted reduction in balance of Landerbank credit during April/June 1957

4/ Represents estimated lag in reimbursement by power cogsamers of increased operating expenses



ANNEX B

VIH - BALANCE SHEET
as of Miarch 31, 1957

(in millions of Schillings)

A 5 S E T S

Fixed Assets 2,456.-
less: Reserve for Depreciation 6U.7
Net Book Value 1,811.3

Construction Work in Progress
(including construction stores,
down payments, etc.) 938.2

Investments 1.4
Loans: to Verbundgesellschaft (see contra) 60.8

Other 4.2 65.-
Current Assets;

Cash .9
Stores 1.-
Due from Power Consumers 19.3
Other 3.2

Other Accounts 1L.3

2,87676

L I A B I L I T I E S

Share Capital 4LO.-
Not paid in 7.5 132.5
Reserves 1,47.3
Balance Profit and Loss Account 5.3

Equity 1,885.1
Debts

(Long and Medium Term)
Verbundgesellschaft (see contra) 60.8
IBRD loan No. 118 AUA 213.4
Construction loans Power Consumers 153.1
Lunderbank Credit 104.5
Other 253.3

Matured Debt Service (to be funded) 106.9 892.-
Current and Accrued Liabilities 77.5

2,654.6

1/ Provisional figures



ANNEX C

ViW - PRO FORMA BALANCE SHEET
as of March 31, 1955

(in millions of Schillings)

A S S E T S

Fixed Assets 3,765.-
less: Reserve for Depreciation 691.7
Net Book Value 3,073.7

Investments 1.4
Loans 65.-
Current Assets (Cash, Stores and
Receivables) 50.1

Other Accounts 14.3

3,204,5

L I A B I L I T IE S

Share Capital L4O. -

Not Paid in 7.5 432.5
Reserves 1,522.5

Equity 1,95 5.
Debts: (medium and long term)

IBRD loan No. 118 AUA 257.1
Proposed IBRD loan 90.-
Other 875.9 J/ 1,223.-

Current and Accrued Liabilities 26.5
3,20.5

1/ includes loan to Verbundgesellschaft of 3ch 60.8 million.
2/ includes loan from Verbundgesellschaft of Sch 60.8 million; also

includes Sch 106.9 million matured debt service assumed to have
been funded



AM=R D
TIW- FRE0ST F R0EPT9 AM ]2PENTUJM

WO EId958/9 - 19
(in millions of Schillings)

Reei~s190/ 117-6 60/1 1961/62 19.2/6-3 1961/64 1964/6s 1969/66 1966/67(Qf

From Operations:
Net Profit 1/ (after interest) 64.40 64.40 64.40 29.20 29.20 29.20 29.20 29.20 29.20 29.20
Depreciation allowances

Borrowing:
I=) loan 118 AUA (balance) 2.38
Building Contributions 28.-

Total Receipts 1 .

Exmmdituros

Capital Investments:
Lfnersee project 43.18 3.25
Other 24.- 18.- 18.- 18.- 18.- 18.- 18.. 18.- 18.- 18.

Repayment of Debts:
IBRD loan No. 118 AUA 8.05 8.44 8.83 9.27 9.69 10.16 10.65 11.19
Proposed Supplementary IBMD loan 2.50 2.65 2.80 2.96 3-13 3.31 3.50 3.70
Other debts 49.32 49.90 65.48 58.45 34.92 35-97 33.23 33.26 29.03 27.62
Lag- in reimbursement of
operating expenses 7.70

Other payments 2.10 2.10 2.10 2.10
1 30 73.25 -946 13 .6 5 #0 .15-

Cash Accruals (annually)
Before prepayment Landerbank Credit 45.48 68.15 45.27 16.56 39.55 37-90 40.05 39-37 42.92 43-59
(ditto - cumulative) C 45.48) (113.63) (158.90) (175.46) (215.01)

Repayment of Landerbank Credit
To be effected during 5 year
period 1958/9 - 1962/63 200.-

Remainina Cash
After repayment of IAnderbank Credit 15.01 37.90 40.05 39-37 42.92 43.59
(dito - culative) (15.01) (52.91) (92.96) (132. 3) (175.25) (218.84)

7"Based on estimated 6 return on share capital included in reimbursement of annual cost by power consumers; not profit figures include tax savings calculate6
according to Electricity Promotion Law up to 1960/61, the last year in which these tax benefits will be received by TIW.

./ Available for dividends and for financing of future expansion.



July 8, 1957

Mr. Pius Fink
Director, Vorarlberger Illwerke

Aktiengesellschaft
Bregenz, Austria

Dear Director Fink:

Thank you very much for your letter of June 19,
1957 (your reference Pri/Hz) enclosing the organization
chart of the Iliwerke, as well as the text of the finan-
cial agreement between Austria and Germany. The technical
report on the proposed supplemental loan for the Linersee
is nearing completion and will be considered shortly by
our Staff Loan Committee. I expect that we will be able
to inform you of the results of the Committee's considera-
tions before long.

May I also take this opportunity to express to
you, to Director Wirnschimmel and to Secretary Pridun, on
behalf of Dr. Oppenheimer and myself, our sincere appre-
ciation for the cooperation and hospitality shown to us
during our visit in Bregenz.

Very sincerely yours,

Douglas J. Fontein

DJFontein:ea



June 5, 1957

AI AI L

Vorarl- rgr 112 eorke Aktienge-ellschaft
dregenz, Austria

Dear Jirs t

This will serve to acknowledge receipt of your letter of

May 10, 1957 with enclosures, which arrived during the absence

of Messr. Fontein and 0ppenheimer, who, as you know, are at

present in Austria. should they h:ave any cor rentz upon their

return here, they will undouutedly write you.

Sincerely yours,

(Signed# A. Broches

A. i roches
Associate General Counsel
Director, Legal Department

cc. Mr. pottswood
Messrs. Fontein/Oppenheimer



FORM No. 59
(2.55)

CROSS REFERENCE SHEET

COMMUNICATION: Letter

DATED: April 26, 1957

TO: Dr. Ernst Wagner, Karntnerring 10, Vienna, Austria.

FROM: Franz M. Oppenheimer

FILED UNDER: Austria - Industry negotiations

SUMMARY: Regarding trip of myself & Mr. Fontein about proposed new

loans 1) a second loan to the Illwerke ans 2) a loan for some

twenty industrial projects.



FORM No. 209
(1.57) INTERNATIONAL BANK F

RECONSTRUCTION AND DEVELOPMENT

INTERNATIONAL FINANCE CORPORATION

ROUTING SLIP DATE

GENERAL FI LES A R

ROUTING OF INCOMING MAIL

MR. BEEVOR 1013 OFFICE SERVICES 203

MR. BLACK 1024 MR. PERRY 620

MR. BROCHES 1113 PERSONNEL Div. A.521

MR. CONSOL 521 MR. POORE A.318

403 MR. REAMY A.321

MR. DEMUTH 421 RESEARCH FILES 1215

MR. DOUCET 1009 MR. RILEY 1126

EDI MR. RIST A.417

MR. GARNER 1013 MR. RUCINSKI 620

MR. HAMILTON 1103 MR. SCHMIDT 521

MR. HOWELL 1107 MR. SOMMERS 1003

. ILI FF 1003 TECHNICAL OP. 308

MR. JOHNSTON A-318 MR. WOOLLEY 1007

MR. KNAPP 1024 MR. WORTHINGTON A.316

MR. MENDELS 1009 .
OFFICE OF INFO. 221

REMARKS:

FROM: 1ENERAL FILES & CORRESPONDENCE SECTION



DR. RUDOLF STAHL WIEN 1,
AM HOF8 6 .. 97

GENERALDIREKTOR DER OSTERREICHISCHEN TEL: U 29-6-60 1.4.1957.
ELEKTRIZITXTSWIRTSCHAFTS - AG.

(VERBUNDGESELLSCHAFT)

U.

Mr. S.R. C o p e

International Bank for
Reconstruction and Development

1818 H Street, N.W.

Washington 25, D.C.

Verehrter Mr.Cope !

Ich danke Ihnen fUr Ihr Schreiben vom 26.3. und

bestdtige Ihnen unser Einvernehmen mit den Mitteilungen

des ersten Absatzes Ihres Schreibens.

Aus dem weiteren Inhalt Ihres Briefes entnehme

ich, daB wir das Vergnagen haben werden Mr.Spottswood

und Mr.Kanters in absehbarer Zeit in Osterreich begrUssen

zu kn5nnen und sehe den Nachrichten Uber die Ankunft der

Herren in Wien und ihr Programm, soweit es den Verbund-

konzern betrifft, gerne entgegen. Wir wUrden natUrlich

besonderen Wert darauf legen, den Herren die Fortschritte

vorzufUhren, die der Bau jener Kraftwerke gemacht hat,

die durch die Anleihe 1956 mit Krediten Ihrerseits bedacht

worden sind und bitten, hierauf bei der Erstellung des

Programms fUr die beiden Herren besonders RUcksicht zu

nehmen.

Ich verbleibe mit besten GrUssen

Ihr ergebener



FORM NO 57 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM
TO: Files DATE: April 1, 1957

FROM: John H. Collier /t

SUBJECT: Austria - Discussions with Austrian Delegation

l. During the week of larch 18-25, Dr. R. Kamitz, the Austrian inister
of Finance, and Dr. W. Teufenstein were in Washington. Dr. Teufenstein
had several discussions in the Bank, end the management met Dr. Kamitz on
two occasions. An SLC meeting was held on Jarch 20, at which proposed
Austrian operations were discussed. This memorandum sunmrizesthe O27-t
come of these various meetings. Two meroranda, dated March 14 and 15, from
r. Cope tc 'r. Knapp explain the background of the two proposals put for-

ward by the Austrian Government.

L-Inersee Project

2. The Bank has agreed to send lessrs. Spottswood and Kanters to Bregenz

to examine the latest information on the financial position of the Vorarl-

berger Illwerke (VIW). A decision can then be taken on whether or not a

supplementary loan from the Bank is required.

3. A question arises over the term of any loan which might be made. 
Once

the project is completed the VIW's cash position improves markedly 
and it

should be able to repay the loan quite rapidly. Because of this it might

be appropriate for the Bank to make the term of the loan fairly short. 
This

matter is comrlicated by the VTWt s undertaking to repay a loan from the

Lunderbank "as rapidly as possible". A decision on this problem must await

the findings of the mission.

4. Dr. Teufenstein stressed that the Government thought the loan to the

VTW should be as small as possible. He appears to think that any amounts

lent by the Bank to the VIW mean a reduction in the 
amount lent to Austria

in other ways. r. Cope had, however, previously made it clear that, if

there were no loan for Linersee there would not be 
a correspondingly larger

loan for industrial enterprises.

Industrial Pro ects

5. At the first meeting Dr. Teufenstein explained 
that the Austrian Govern-

ment attached great importance tothis proposal. 
The capital market in

Austria was particularly tight and it was important to maintain the rate

of investment in industry. The impending common market in Europe lent an

added urgency to this task since Austrian firms would face greater competi-

tion. As proof of the derand for long term capital he said the total of

initial apilications for assistance under the new loan came to Sch. 2 billion

($77 million).



6. It was agreed that the Austrians would select about 25 enterprises

from the list which they had drawn up and that these enterprises would be

requested to complete the Bank's questionnaire (as worked out for the

Italian loan). hr. Ripman would go to Vienna early in April to explain

how the questionnaires should be answered.

7. When it was suggested that only those enterprises requiring more than

$1 million should be included, Dr. Teufenstein said that the Government

was anxious to include some smaller ones since there were many "interesting

and worthy" projects around the half million dollar mark.

8. There was considerable discussion, both with the Austrians and within

the SLC, on the question of who should be the borrower. There were four

principal possibilities:

a) Direct loans to industrial enterprises. This would mean perhaps

75 to 20 loan agreements and would carry the disadvantage of
Government guarantees to particular firms.

b) Four or five loans to different Austrian banks to be re-lent to

enterprises. This would be simpler to manage but was open to the

objection that it might seem that the Bank was encouraging the

practice of long term lending to industry via the banks.

c) To form a bank consortium. This proposal was dropped owing to a

number of legal and practical obstacles.

d) To lend to the Osterreichische Kontrollbank A. G. Although the

Kontrollbank is owned by five of the commercial banks, a loan to

it would be less open to the objections to direct lending to the

banks themselves.

9. It was finally decided to proceed with a loan to the Kontrollbank.

Since the Kontrollbank has a very small capital of its own ft would have

to be regarded purely as a vehicle for the Bank's loan. The Austrian pro-

posal is that for each loan to an enterprise the "hausbank" concerned

should 7unrantee repayment to the Kontrollbank. In order to explore the

workability of such an arrangement and to discuss legal questions concern-

in the Kontrollbank it is proposed to send a member of the Legal Depart-

ment to Vienna.

Verbundgesellschaft

10. Dr. Teufenstein said that the V.G. needed to raise Sch. 650 
million

this Tear. Permission had been granted for a bond issue of Sch. 350 million,

but it was unlikely that the remaining Sch. 300 million could be raised by

bonds during 1957. A further issue might be possible if the bonds had a

valorization clause, but the Finance inistry was not prepared to agree to

one. It was therefore tentatively planned for the V.G. to issue preference

shares for the remaining Sch. 300 million.



-3-

Export-Tmnort Bank

11. essrs. haugh and Sauer of the Eximbank have recently visited Vienna

where they expounded the view that loans for the purchase of U.S. exports

should be oddressed to the Eximbank. But Dr. Teufenstein stated that the

list of projects prepared for the Bank had not been greatly affected by

the decision to exclude those requiring purely U.S. equipment. The only

important proposition which had come forward for the Exinbank was one for

the nurchase of a rolling-mill by Alpine-ontan, a nationalized enterprise.

Hilton Hotel

12. The Austrians are trying to find Sch. 150 million to build a hotel

in Vienna which would be managed by Hilton. They are thinking in terms

of Sch. 50 million raised by "People's Shares", Sch. 50 million from

counterpart funds and Sch. 50 million from borrowings. Dr. Teufenstein

asked whether the Bank would consider including this hotel as a project
under the industrial loan. 1e said that the Bank would prefer to finance

other projects, of which there would presumably be more than enough to

make up the loan.

JHCollier:fgs



F(OR-No. 7 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM
TO: FILES DATE: March 27, 1957

FROM: S. R. Cope

SUBJECT: Austria - Proposed Supplementary Loan to the
Vorarlberger Illwerke A.G.

1. Dr. Dreschler said that the two German firms concerned, the RWE
and EVS, have asked what the Bank was proposing to do about the need
for more money for the Linersee project. They said that they thought
the amount required was DM 30 million and that they hoped it could be
obtained as a loan with the same life as the Bank's original loan.
If it were a short or medium term loan there might have to be a special
agreement between the two companies and the Vorarlberger.

2. I told Dr. Dreschler that we were sending two people to Austria
in the second half of April to discuss with the companies both the amount
and the period for which it was required and until they had looked into
the matter it was impossible to say what the Bank could do. I added that
the indications at the moment were that the amount required was less than
DM 30 million. Dr. Dreschler seemed satisfied with this reply.

SRCope:eed
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FORM No. 61
(354) INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT CONFIDENTIAL

STAFF LOAN COMMITTEE sLC/w/66h iTE

Minutes of Staff Loan Committee Meeting held Wednesday, March 20, 1957 APR 25
at 3:00 p.m. in Room 1005

1. Present:

Mr. J. B. Knapp, Chairman Mr. A. Broches
Mr. J. Rucinski i*/ 2/ Mr. H. W. Riley
Mr. S. R. Cope Mr. G. M. Alter
Mr. S. Aldewereld Mr. H. G. A. Woolley, Secretary

In attendance:

Mr. W. A. B. Iliff 1/ 2*/ Mr. D. Fontein 1/
Mr. D. Sommers 1/ 2*/ - Mr. P. Kanters 1/ 2*/
Mr. M. M. Mendefs !*/ Mr. M. L. Lejeune T7
Mr. 0. H. Calika IT Mr. F. M. Oppenhei-er 2*/
Mr. B. Chadenet Mr. H. B. Ripman
Mr. J. H. Collier Mr. A. D. Spottswood 1/ 2*/
Mr. G. R. Delaume 2*/ Mr. E. Symonds 1/ 2*/-

1/ South Africa only. * Part only.
T/ Austria only.

2. Union of South Africa

The Committee heard and considered an oral report on the proposed
South African operation; and

RECOMMENDED that

(a) the Bank should be prepared to consider a loan to South Africa
of such portion of the $50 million which the Government is
seeking as cannot be obtained from private sources;

(b) the proposed loan, if made, should not be for a longer term than
ten years;

(c) the Government should be informed accordingly.

3. Austria

The Committee heard and considered oral reports on the request of the
Austrian Government for: (i) a supplementary loan for the Ltinersee project;
and (ii) a loan for industrial financing; and

RECO14MMENDE that

(a) Lnersee Project

the Bank be prepared to consider a supplementary loan of approximately
$3 million for the Linersee project, subject to confirmation of the
need for the additional Bank financing by a mission to be sent to
Austria shortly;



-2 - SLC/M/66h

(b) Industrial Financing

(i) the Bank be prepared to consider a loan of approximately
$10 million for the expansion and modernization of private
industrial enterprises in Austria;

(ii) the Bank obtain more information on projects suitable for
the proposed loan;

(iii) further consideration be given to the question of the
selection of a suitable intermediary for the loans to the
individual enterprises.

4. The meeting adjourned at 5:35 p.m.
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FOR N 7 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

OFFICE MEMORANDUM
TO: The Files DATE: March 20, 1957

FROM: Petrus A. Kanter

SUBJECT: Austria - Lunersee Project and VG's Expansion Program -
Meeting with Dr. Teufenstein

This morning Mr. Spottswood and I attended a meeting in Mr. Cope's
office which was called for the purpose of obtaining from Dr. Teufenstein
the latest information with regard to VIs s needs for additional funds for
completion of the Lunersee project.

Lunersee Project

1) Swiss Bank Credits

Dr. Teufenstein stated that when he left Austria last week these
credits had not yet been signed but that they are expected to become
available for the project. The net proceeds during the remaining con-
struction period of Lunersee are expected to amount to Sch. 70 million
($2.7 million) after deducting interest and early amortization require-
ments. VIW has already obtained the consent of the Austrian National
Bank to conclude these transactions. No authorization of the Finance
inistry is necessary because no Government guaranties are involved.

2) Remaining Gap in Financing to Complete Lunersee

Assuming Sch. 70 million to be available from the Swiss bank
credits (Sw. Frs. 16 million gross) the remaining gap in the financing
for Lunersee would be about Sch. 80 million, equivalent to $3.1 million.
Dr. Teufenstein stated that the Austrian Government was anxious that the
proposed additional loan from the Bank to V1W would be as low as possible
so as not to reduce the amount that might be obtained from the Bank for
industrial projects. We pointed out to him that the exact amount of an
additional loan could of course only be determined after we had analyzed
the requirements of the Company, and that the loan should include a safe
margin to prevent a recurrence of the Company running out of funds which
could happen if the loan was set at too low a figure. In this connection
Dr. Teufenstein said that VIW has been authorized by the Gemp to ob-
tain a loan from us up to $5 million. With regard to the term of any
additional loan he mentioned a possible 25-year period, the same term
as applies to our existing loan. This matter, however, was not further
discussed because it was realized that a term can only be intelligently
discussed after we have made our financial investigation.

O~\Mvv~ ~0~
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VerbundgesellsChaft's Expansion Program

VG's financing plan for 1957 provided for Sch. 650 million
to be raised in the form of a public bond issue. This is still the
amount required. However, due to the very tight bond market in

Austria it is not possible to raise this amount in one issue and it
is also unlikely that the entire amount can be raised in the form of
bonds. The Government has authorized VG to issue Sch. 350 million
in bonds during the early part of 1957, of which Sch. 300 million
have already been sold to savings banks and other banks. The need
for the remaining Sch. 300 million will arise during the second half
of 1957. There is the possibility that this sum will be raised in
the form of preference shares which according to Dr. Teufenstein
are easier to sell to the public than straight bonds, that is, bonds
without a revaluation clause to compensate for any decline in the
currency. Previous VG bond issues have contained such a clause but
the Austrian Government is anxious that this practice be discontinued.
We told Dr. Teufenstein that the proposed mission to Austria also
intends to go to Vienna to review the status of VG' a program and
would further carry out a normal end-use supervision of the projects
being financed with our existing loans.

PAKanters:fc



FORM No. 60 Intenational Bank for Reconstruction and Development CONFI TAL
(9-56) CNIETA

STAFF LOAN COMMITTEE kWA/

FROM: The Secretary, Staff Loan Committee March 19, 1957

NOTICE OF MEETING

A meeting of the Staff Loan Committee will be held on Wednesday,
March 20, 1957, at 3z00 p.m. in Room 1005.

AGENDA

The Committee will hear oral reports on and consider:

(a) the proposed South African operation;

(b) the request of the Austrian Government for:

I i) a supplementary loan for the Ltnersee project;
(ii) a loan for industrial financing.

DISTRIBUTION

Chairman Copies for information to:
Director, Department of Operations
- Asia and Middle East (2) President
- Europe, Africa and Australasia (3) Vice Presidents
- Western Hemisphere (2) Secretary
Director, Department of Technical Director, Office of Information (2)

Operations (3) Director, Economic Development Institute
Associate General Counsel (2) Special Representative in Europe (agenda only)
Director, Economic Staff (2)
Treasurer (3) Mr. Lejeune
Director, Technical Assistance and Mr. Wheelock

Liaison Staff (2) Mr. Collier



FORm No. 57 INENAINA AN4O

(5-48) INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

FFICE MEMO AND M
TO: Mr. J. B. Kn p March 14, 1957

FROM: S. R. Cope

SUBJECT: Supplementary Loan for Liinersee

1. We have just received a formal invitation from the Austrian
Government to send a Mission to Austria. The Government has put for-
ward two distinct proposals which it would like the Bank to consider.
The first is for a loan for industrial enterprises, a matter which has
been under discussion for some time, and the second is for a supple-
mentary loan to the Vorarlberger Illwerke for the Liinersee project.

2. A memorandum on the Liinersee problem was/rculated to the SLC
on October 30, 1956 (SLC/0/874, copy attached). This memorandum gives
the background to the present proposal for a supplementary loan. At
that time the management took view that in the circumstances an opera-
tion of this kind might be justifiable.

3. When Mr. Black and I were in Vienna in November 1956, we had a
meeting with Dr. Kamitz, the Austrian Minister of Finance, at which this
question and that of a possible loan for industry were discussed.
Mr. Black said that, of the two, he preferred the latter and the Austrians
therefore undertook to prepare a list of possible industrial projects.

4. It now appears, however, that the Austrian authorities have decided
to submit both projects to the Bank. The reasons for their so doing are
not difficult to understand. The financial situation in Austria has be-
come even more strained since the SLC memorandum was written. Events in
Hungary have placed a substantial and quite unexpected burden on the
Austrian budget. An internal Government issue floated late last year
was a failure; out of a hoped for 400 million schillings the public took
up only 180 million. Also the Swiss are, if anything, less anxious to
put money into Austria.

5. Of the two projects only one is covered in the present memorandum,
which examines the case for the Bank's considering a supplementary loan
for Liinersee, irrespective of what the Bank decides to do about industrial
financing. In neither case is there any question of the creditworthiness
of Austria to take on more foreign debt, as the amounts involved are so
small.

6. The Vorarlberger Illwerke has sent a letter to the Bank quoting
section 5.02 (b) of the Loan Agreement (the consultation clause) and
drawing our attention to the shortage of funds as being a condition which

A " . 7
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threatens to interfere with the accomplishment of the purposes of the

loan. The estimated increase in the cost of the project since the
loan was made is $9.1 million, bringing the total cost up to $7.7 million.
The company has informed the Bank that it can provide "3.1 million from
its own resources, leaving a gap in its requirements of 86 million. It
is attempting to bridge this gap by borrowing in Switzerland and is nego-
tiating for a 5 year credit of SF 10 million and may be able to obtain a
further credit of SF 6 million. Together these two credits, after allow-

ing for interest during construction and early amortization payments, would
provide the company with about 2.7 million net, or a little less than half
of its needs. With the help of these funds, work on the project could con-
tinue for another four or five months.

7. In the absence of additional funds for the company there is a high
probability that work on the project, which is up to now proceeding slightly
ahead of schedule, would be slowed down. The Guarantee Agreement does in-
clude a performance guarantee and the Bank could therefore demand some ac-
tion by the Austrian Government. To meet the Company's needs the Government
would have either to provide funds itself or permit a public issue by the
company. But either course would present the Austrian authorities with
great difficulties and I think the Bank would be reluctant to put pressure
on them in a direction which would be quite contrary to their present prop-
erly restrictive credit and fiscal policy.

8. While we have a good deal of information about the finances of the
Vorarlberger Illwerke, I do not think we should take a decision without a
full discussion on the spot with officials of the company. The main pur-
pose of these discussions would be to see what the company's cash needs
really are and whether they could not be met in some other way than from
the Bank.

9. I recommend that we give the Austrians the substance of paragraph 8
above. The Department of Technical Operations agrees.

Enclosure



FoM4 No.-61
(354) INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT CONFIDENTIAL

STAFF LOAN COMMITTEE DECLASS FFE)

APR 2 5 2418

MEMORANDUM TO THE STAFF LOAN COMTTEE

Austria

The attached Memorandum SLC/0/874, "Austria - Loan 118 AUA

(Lunersee Project)," is distributed for information.

Herbert G. A. WUolley
Secretary

Staff Loan Committee

October 30, 1956
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CONFIDENTIAL AR C5 /

SLC/0/874
October 30, 1956

STAFF LOAN CO *MITTEE

femorandum from Departmentof Operations
Europe, Africa and Australasia

AUSTRIA -- Loan 118 AUA (Lifnersee Project)

1. In June 1955 the Bank made a loan of $10 million equivalent
to the Vorarlberger Illwerke A.G. (VIW) for the construction of the
Ltinersee project. Already at the time the loan was made the Bank knew
that the amount of the loan was the minimum necessary in the circum-
stances. An important factor which played a part in the determination
of the size of the loan was the contractual arrangement, known as the
Illwerke Agreement, which governs the relations between the VID and
its power consumers in Germany, principally the German power companies,
Rheinisch-Westf'lisches Elektrizit~tswerk (RfjE) and Energie-Versorgung
Schwaben (EVS). Under the terms of this agreement RNE and EVS undertake
to reimburse the VIW for the cost of the power which they consume and to
ensure that the VIW has sufficient liquid resources to meet its debt
service. It is, therefore, to the advantage of RWE and EVS that loans
to the VIW should be in DN since otherwise they are exposed to an ex-
change risk in their obligations towards the VIW. The German authorities
were prepared to make only a limited amount of 18% Dh available for
LUnersee and this, in effect, was the reason why the Bank loan was kept
to a minimum.

2. Since the loan was made there have been various increases in the
cost estimates for the project. An end-use inspection carried out by the
Bank in February of this year revealed that the estimated total cost had
increased from $38.6 million to $h7.o million equivalent. The reasons
given for this increase were as follows:

Q million equivalent

A. Increase in cost of land acquisition 0.23
B. Unforeseen geological conditions 2.3
C. Project improvements 1.73
D. Requirements of "Water Rights Autho-

rities" 1.54
E. Increased wages, social costs and con-

tractor costs 3.1

Total 8.9

(There were also certain decreases in the estimates which
amounted to 8.5 million).
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3. These new cost estimates were regarded by the end-use mission
as reasonable.. To meet these higher costs the VIWA can find some '2.3
million equivalent from a re-allocation of revenue earmarked for debt
service on old Reichsmark debts. Final settlement of these debts has
been postponed and the VlPI now expects that repayment will take the form
of a funding operation. An increase in the VI~ts net revenue will pro-
vide an additional <1.7 million equivalent. This increase has occurred
because the payments for power by the consumers are now based on a re-
turn of 7% on the V.J's capital instead of 5%. These two items together
mean that the VIW can provide approximately 0 million equivalent from
its own resources towards the additional requirements of $8.4 million
equivalent.

4. A brief account of the situation was given verbally to the SLC
and to the Executive Directors in March, 1956.

5. The VID has kept the Bank informed about their position. In
July Dr. Ammann, Director of the V1!, met 1r. Ubricht in Ziirich and
explained that he would have to find approximately another h-05 million
equivalent to complete the project. Mr. Umbricht suggested that it might
be possible to raise some money in Switzerland if the VrII could provide
security in the form of some Swiss franc proceeds of power exports to
Switzerland.

6. Hoever, the VI is encountering considerable difficulties in
covering its additional needs. The main obstacle to a possible loan from
Switzerland is that the VI has no additional power available Zor export
to Switzerland. ioreover it iwould also not be easy for the VLJ to obtain
additional funds either in the form of an advance from WE and EVS or from
Austrian sources. Because of the tight position of the capital market the
Austrian Government would be most reluctant to grant permission for a
public issue by the VTW although, in principle, the Bank could ensure the
provision of some form of finance by invoking the performance guarantee
in the Guarantee Agreement.

7. We have now learned that the VIW would like to raise this
question with the Bank and the management has authorized 1r. Umbricht
to discuss the matter in Vienna and to indicate that the Bank would be
prepared to consider the possibility of a supplementary loan. 11r.
Umbricht plans to arrive in Austria during the first half of November.

S. R. Cope
Director
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The Austrian Ambassador

February 26, 1957

My dear Mr. President:

In accordance with instructions received from the Austrian
Government I have the honor to convey to you the following:

The Austrian Council of Ministers has positively approved
the proposition of the Federal Minister of Finance Dr. Reinhard Kamitz
on September 11th. 1956 that negotiations with the International Bank
for Reconstruction and Development should be iniciated concerning a
loan for investments in Austrian Industrial Enterprises.

Pursuant to the negotiations concerning the above mentioned
loan, which have taken place in Vienna and in Washington between
Dr. Kamits and the President of the Bank for Reconstruction and Devel-
opment as well as between the appropriate officials of the Federal
Ministry of Finance and the staff of this bank, the Embassy has the honor
to convey the desire of t he Austrian Government, to have a commission
sent to Austria in order to start the necessary negotiations with the
Austrian authorities.

Moreover the Austrian Government is interested to discuss a
further loan for "Vorarlberger Ill-Werke" at that occasion, if feasable.

The Embassy wishes to draw the attention of the International
Bank to the fact, that Minister Kamits will take part at the International
Monetary Conference which will assemble in New York from March 27th. to
March 29th.

In view of this fact, the Austrian Government would greatly
appreciate to have the Commission sent to Austria as early as possible.

Please find enclosed three copies of a list comprising projects
for the use of this loan. It has to be stated, however, that this list
is not a definite one.

An information as to the decisions taken in this matter by the
International Bank at an earliest convenient time would be highly appre-
ciated.

Yours sincerely

Mr. Eugene R. Black, President
International Bank Dr. Karl Gruber
Wasbington, D.C. Ambassador of Austria

/s/ Karl Gruber

-JVI
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J. H. Collier

Swiss Credits for Vorar7brger 112werke

-ur infor atioi on this matter is that the e e e t to
conclude an agreement with the Swiss Ba # i Corporation for
SF 10 illion before thE e3 d of Iebruary. Tey thus hope to
have this money available before the Lariderba:- credit is ex-
ha sed.

1 is credit w'll be repaiable over 5 years ad the -nterest
rate would be 5 1/2 plus 1/8 / per quarter "credit coxnission"

* e. 6 ross. There is to be a complicated security arrange-
ment by means of a power contract between RWE ard the bwises
company "Atel".

.n add-tion to this, EVS is trying to negotiate a similar
credit for -F 6 million. There is no indication of when this
is likely to be concluded.

' ogether these would provide SF 16 -illion gross. This gives
SF 12 million net after allowing for inturest during construction
and early amortisation pay ents* It would thus provide about
70 million schiUlings towards the \L's needs of 150 million schillings.

JH Ujollier:fgs

cc: Umbricht
Cheelock
Chadenet
17anters



February 20, 1957

Vorariberger Ilwerkce A ci n -es Ulchaft
Gre ens

stria

\dloon No. UlS-AUA

This 4 - to acknnwledge receipt of your letter of
bruaryi I, 1957, nIth 4ih you sent us three copies of

r oress deport . 6 r he Luxersee project covering the
Squarter of 195 6. nh reler no to the last paragraph

o n y rlettorple mn dtl t ehave taken due
note of the] inormation uon n d in pararaph VI of Annex 7

o. ior report. It would appreciated if you could keep
us currently inomd o- loprnents,

e eply regret to ye to inforn you that Dr. Rembert,
hon your letter was addressed, died last October. For

your inforaat ion he was succeeded by Vhe undersigned as head
of or ublic Utilities Division,

Ver truly yours,

Biernard Chadnet
Chic C, Pit lie Utilities Division

Department of Technical Operations

CLEARED WITH AREA DEPT (MR. UMBRICHT)

PAanters Imc
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FoRM No. 57 INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
(5-48)INENTOABAKFRRCNTUTO AN DEEOM T

OFFICE MEMORANDUM
TO: Files DATE: November 23, 1956

FROM: V. Umbricht

SUBJECT: Austria

On my recent trip to Austria the question of an additional loan of
approximately $5 million to the Vorarlberger Illwerke for the Ldnersee
project was raised officially by the Austrian authorities. They explained
that the VIW had submitted a request to the Austrian Government for an
additional World Bank loan and that the Finance inister was prepared to
support the request. The Finance linister expected to obtain Cabinet
approval for the new loan application at a Cabinet meeting scheduled for
Tuesday, November 20, which would enable him to raise the matter officially
with Nr. Black at his forthcoming visit on November 27/28 in Vienna, (This
meeting has in the meantime taken place and the Cabinet has approved the
request.)

I informed Messrs. Black and Cope of this in London on Sunday, November 18,
and handed them the supporting material with the details of the various increases
in the project costs which were given to me by the VIW. Mr. Black expressed the
opinion that if the cirmstances justified an additional loan, he would be pre-
pared to consider it. It was also understood that before new loan negotiations
could actually start, a staff member of the Bank should visit the VIW and update
the Bank's information on the financial status, earnings, etc. of the Company,

cc: 1essrs. Knapp
AJldewereld
Oppenheimer
Wheelock

VUmbricht:ms
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Filos mber ~i, 1956

V. Unricht

Austria

n iy recant trip to AEtria t 1 uti n of an ai.t , nal loan of
Poi. tely 5 millin to te orar er r Illverke for the Linersee

r ject uas raised officially by the uj 'ran utivo itie. They explai.ned
Vt te a nted a reuu. t to th ustrian 1overrent for an

adAiti al ord ank loan and tnan t.e :'inace 1.nirter was prep ,ed to
support the reque st. The Fin.nce ."Yi t expected to ottain Cqinet

m apoa.1 fov the new lIan plie tin V a Cabinet e ting eheduled for
u"eday, -ove1 er .O, Nich would eAmle QAi to naie the matter official y

-ith .r. lack at his fort'cva. A visit on .ve ,7/2. in Vienna. (his
e ting as inth ; Vet: tken pi ce and th Cinet has a'ro- the

Wr v t.ee . 1.)O a-aj

I in c ed .eors. lack a : Cope of tis in Lo.don on unA y, ov .ier 18,
a ade tnes the sup- rtin . t rial with the details of the v rius inceses

in project costs ,hirh fre i. en to V e ty the 'i . X. 'lack expressed the
oSAnin tAt if the circst nce jus tified an ad it i, al loan, he would to pre-
red to co siAer it. It a aiso unerstood t a fore new loan eati ti.na

could OctuAly sU rt, a staff etvr of te :ank should visit the l and upd te
the a Ws in on the :!acA status, e Qrin-s, et .of the Co.any.

cc: 1 - r!, r r '
Alo ewereld
pptenne.. iT

~heelook


