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Shelley J. Dropkin 09001072
General Counsel, Corporate Governance . ’ 93
. Act:
Citigroup Inc. Received SEC +ion: 1
425 Park Avenue elc ton: 4 17
2nd Floor ule: '
New York, NY 10022 JAR 3 0 2009 ublic - 20.04
Wishington. DC 20549 vailability:

Re:  Citigroup Inc.
Dear Ms. Dropkin:

This is in regard to your letter dated January 22, 2009 concerning the shareholder
proposal submitted by the Sisters of Charity of Saint Elizabeth, the Missionary Oblates of
"Mary Immaculate, the Maryknoll Fathers and Brothers, and the Maryknoll Sisters of St.
Dominic, Inc. for inclusion in Citigroup’s proxy matenials for its upcoming annual
meeting of security holders. Your letter indicates that the proponents have withdrawn the
proposal, and that Citigroup thercfore withdraws its December 19, 2008 request for a no-
action letter from the Division. Because the matter is now moot, we will have no further

comment.

Sincerely,

Raymond A'Be
Special Counsel

cc:  Sister Barbara Aires
Coordinator of Corporate Responsibility
The Sisters of Charity of Saint Elizabeth

P.O. Box 476

Convent Station, NJ 07961-0476 PR@@ESSJ;Q
Rev. Seamus P. Finn OMI 1

JPIC Director FFR 1 2009

Missionary Oblates USA THOMSON REUTERS

391 Michigan Avenue, NE
Washington, DC 20017



Citigroup Inc.
January 30, 2009
Pagc 2 of 2

CC:

Reb. Joweph P. La Mar, M.M.
Maryknoll Fathers and Brothers
P.O. Box 305

Maryknoll, NY 10545-0305

Catherine Rowan
Corporate Responsibility Coordinator
The Maryknoll Sisters of St. Dominic, Inc.

*** FISMA & OMB Memorandum M-07-16 ***



Sheltey J. Dropkin Citigroup Inc. T 2127937386

General Counsel 425 Park Avenue F 21279375600

Corparate Governance 7 Floor dropkins{peiti.com
Hew York, NY 10022

January 22, 2009

VIA E-MAIL

Office of Chief Counsel

Division of Corporation Finance -
Securities and Exchange Commission
100 F Street, NE

Washington, DC 20549 -

Re:  The Sisters of Charity of Saint Elizabeth, Missionary Oblates of Mary
Immaculate, Maryknoll Fathers and Brothers, Maryknoll Sisters of St. Dominic
(“Proponents”)

Dear Sir or Madam:

By letter dated December 19, 2008, Citigroup Inc., a Delaware corporation (the
“Company”), gave notice of our intention to omit from the proxy statement and form of
proxy for the Company's 2009 Annual Meeting of Stockholders (together, the “2009 Proxy
Materials™) a stockholder proposal relating to the Eurodad Principles (the “Proposal’™)
received from the Proponents. In that letter, I requested confirmation that the Staff of the
Securities and Exchange Commission will not recommend enforcement action if the
Company excludes the Proposal from the 2009 Proxy Materials.

I am writing you today to inform you that the Proponents have withdrawn the

Proposal, as indicated in the withdrawal notices, copies of which are attached as Exhibit A.

Accordingly, the Company hereby withdraws its request for no action relief relating to the
Proposal.

Please acknowledge receipt of this letter and the enclosed material by return email.

)

o

if

you have any comments or questions concerning this matter, please contact me at (212) 793-
7396.

cc: The Sisters of Charity of Saint Elizabeth
Missionary Oblates of Mary Immaculate
Maryknoll Fathers and Brothers
Maryknoll Sisters of St. Dominic
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January 21, 2009

Securities and Exchange Commission
Judlcamy Plaza

450 Fifth Street, N.W.
Washingion, D.C. 20549

shareholderproposal@sec.goy
Dear Madam/Sir:
Pursuant to an infonmative and constructive dialogue with representatives of Citigroups, Inc., and
an agreement on further dialogue and sharing of information on the Company’s views on'the
Eurodad Principles, including receipt of information, I am anthorized by the Sisters of Charity of

Saint Elizabeth to withdraw a resolution entitled, * Principles™ for inclusion in
the 2009 proxy statement for consideration of the shareholders. swedad

Enclosed is & copy of my-letter to M.r. Vihram Pandit, President and CEO of Citigroup, Inc.

Smcercly,

Slstcr Barbara Aires,
Coordinator of Corporate Responsibility

Enc.
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Japuary 21, 2009

Mr. Vihram Pandit, CEO
Citigroup, Inc

399 Park Avenue

New York, NY 10043

By Fax 212-793-7600
Original by mai]

* Dear Mr. Pandit,

First, members of the Interfaith Center on Corporate Responsibility delegation who met with
Citigroup representatives on January 15, 2009 are grateful for the time, energy and candor’
evidenced at our dislogue. Please extend our thanks to all of the Citigroup participants.

Pursuant to bmh an mformanve and constructive dialogue and commitments made by Citigroup
to prov:dc comments regarding the Eurodad Principles, a willingness to meet with the writer of
the same Principles in London and to share select furtber information on training for sovereign
natjons related to bond issnance, I am hereby authorized by the Sisiers of Charity of Saint
Elizabeth, Missionary Oblates of Mary Immaculate, Maryknoll Fathers and Brothers and
Marykunoll Sisters and Sisters of St. Dominic to withdraw a resolution entitled, “Responsible
Financing” (Re Eurodad Principles), for inclusion in the proxy staternent for consideration of the
sharcholders at the Anpual Shareholders Meeting in 2009,

Enclosed is a copy of my letter to the Securitics and Exchange Commission.

Sincerely,

MW@W—

Sister Barbara Aires
Coordinator of Corporate Responsibility

cc: Securities and Exchange Commission

mSTS.ZQD,BAOZ
| @®7v3.z80 Baan

PO BOX a-ag
CONVENI Bratium
N E W JER S EY
7?8001 -0a786

BALREA@PECNI OAD



November 9, 2008

Mr. Vikram Pandit, CEOQ
Citigroup

399 Park Avenue
New.York, NY 10043

Dear Mr. Pandit,

The Sisters of Charity of Saint Elizabeth are concerned about the current fiscal crisis, its effect
on world-wide communities and our Company’s response to this critical situation. We believe
the global financial crisis requires major changes in lending practices by our Company.
Therefore, the Sisters of Charity of Saint Elizabeth request the Board of Directors to adopt the
Eurodad Principles for responsible lending as described in the attached proposal.

The Sisters of Charity of Saint Elizabeth are beneficial owners of 300 shares of stock. Under
separate cover, you will receive proof of ownership. We will retain shares through the annual

meeting.
I have been authorized to notify you of our intention 1o file this resolution for consideration by
the stockholders at the pext annual meeting and I hereby submit it for inclusion in the proxy

statement, in accordance with rule 14a-8 of the General Rules and Regulations of the Securities
Actof 1934,

If you should, for any reason, desire to oppose the adoption of this proposal by the stockholders,
please include in the corporation’s proxy material the attached statement of the security holder
submitted in support of this proposal, as required by the aforesaid rules and regulations.

Sincerely,

Sealor zetrse deria
Sister Barbara Aires, SC
Coordinator of Corporate Responsibility



CORPORATE MARYKNOLL FATHERS AND BROTHERS

RESPONSBILITY PO Box 3056 « Maryknoll, New York 10545-0305 « Tel. {914) 941-7636 ext 2516
Fax. {914) 944-35601 « E-mail: jlamar@maryknoll.org » www.maryknoll.org

January 21, 2009

Mr. Vikram Pandit, CEO
Citigroup

399 Park Avenue

New York, NY 10043

Dear Mr. Pandit,

On behalf of the Maryknoll Fathers and Brothers, | withdraw the shareholder
resolution, which asks the Board to adopt the Eurodad Principies for responsible
lending.

We have arranged with Ms. Shelley J. Dropkin to continue our current dialogues with
Citigroup with the desire to seek self-regulatory controls that respect all aspects of the
communities involved with the normal intercourse of banking needs.

Yours truly,

Joseph P. La War

{Rev.) Joseph P. La Mar, M.M.
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MARYKNOLL FATHERS AND BROTHERS

PO Box 308 » Maryknoll, New-York 10545-0305 « Tel, (914) 941-7634 ext 2516
Fax. {314) 844 - 3801 + E-mall. Jemar@maryknoil.org

Corporate Soclal Responsiblilty

November 13, 2008

Mr. Vikram Pandit, CEQ
Cltigroup

399 Park Avenue .
Now York, NY 10043

Dear Mr. Pandit,

The Maryknoll Fathers and Brothers are concerned about the current fiscal crisle, lte offect on world-
wide communhles and our Company’s response to this criticel situation. We bolleve the global
financlal erisls regquires midjor changes In lending practices by our Company. Therefore, the
Maryknoll Fathers and Brothers request the Board of Directors to adopt the Eurodad Principles for
responsible Isnding as describad in the attached proposal.

Thoe Maryknoll Fathers and Brothers are beneficlal owners of 58 shares of stock. Under separste
cover, you will recalve proof of ownership. We will retain shares through the annual mesting.

Through this letter we ars now notlfying the company of our Intention to co-file the enclosed
resolution with the Sisters of Charlty of 5t. Elizabeth N.J., and pressnt it for Inclusion In the proxy
statement for consideration and action by the shareholdsrs st the next stockholders meating In
accordance with ruls 14-8-8 of the General Rutes and Reguiations of the Securitiss Exchange Act
of 1834,

It is our tradition, as religlous investors, to seek dialogue with companles to discuse the Issues
involved with the hope that the resclution might not be necessary. We trust that s dlalogue of this sort
is of Interest to you as well. Pleass fesl free to call Sr. Barbara Aires, sc at [973-290-5402] if you
have any qusstions ubout this resclution, ]

er Jésaph P:u ar, Hh

rdinator of Corporate Responsibllity

Sincerely,

Enc
ICCR .
Sr. Barbara Alres

Legal Titler Catholic Forcign Mission Socicty of America, Inc.




Re: SEC withdrawal Page | of 2

Dropkin, Shelley J [CCC-LEGAL])

From: Catherine Rewama & OMB Memorandum M-07-16 =
Sent:  Tuesday, January 20, 2009 2:34 PM

To: Dropkin, Shelley J [CCC-LEGAL])

cc: B Aires

Subject: Re: SEC withdrawal

Dear Shelley,

On behall of the Maryknoll Sisters, | withdraw the shareholder proposal, “Responsible Financing® co-filed by
the Maryknoll Sisters along with the Sisters of Charity of St, Elizabeth and other sharehotders.

Thank you for organizing our dialogue fast week.

Cathy

Catherine Rowan
Corporate Responsibility Coordinator, Maryknol] Sisters

*** FISMA & OMB Memorandum M-07-16 ***



—MARYKNOLL—SISTERS
‘ P.O. Box 311

Maryknoll, New York 10545-0311
Tel. (914)-941-7575

November 12, 2008

Mr. Vikram Pandit
Chief Executive Officer
Citigroup, Inc.

399 Park Ave. )
New York, NY 10043

Dear Mr. Pandit,

The Maryknoll Sisters of St. Dominic, Inc, are the beneficial owners of 100 shares of Citigroup,
Inc. The Maryknoll Sisters have heid the shares continuously for over one year and intend to
hold them until after the annual meeting. A letter of verification of ownership is enclosed.

I am hereby suthorized to notify you of our intention to present the enclosed proposal for
consideration and action by the stockholders at the next annual meeting, and 1 thereby submit it
for inclusion in the proxy statement in accordance with Rule 14-2-8 of the General Rules and
Regulations of the Securities and Exchange Act of 1934.

The contact person for this resolution is Sister Barbara Aires representing the Sisters of Charity
of Saint Elizabeth (973-290-5402). We look forward to discussing this issue with-you at your
carliest convenience. :

Sincerely,

Catherine Rowan
Corporate Social Responsibility Coordinator




From: B Aires [mailto:baires@scnj.org]
Sent: Thursday, January 22, 2009 1:24 PM
To: Seamus Finn

Cc: Dropkin, Shelley 3 [CCC-LEGAL]
Subject: RE: Citigroup

Seamus,
Shelley advises , this is good.

Barbara Aires

Sisters of Charity of Saint Elizabeth
PO Box 476

Convent Station, NJ 07961-0476
Tel: 973-290-5402
Fax:973-290-5441
e-mail:baires@scnj.org

From: Seamus Finn [mailto:seamus@igc.org]

Sent: Thursday, January 22, 2009 11:51 AM
To: B Aires
Subject: Citigroup

Page 1 of |

On behalf of the Missionary Oblates | am authorized to withdraw the resolution on the Eurodad charter that was

submitted to Citigroup for the 2008 annual meeting,

Seamus Finn omi

1/22/2009



Missionary Oblates of Mary Immaculate

Justice & Peace / Integrity of Creation Office, United States Province
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November 11th, 2008

Mr. Vikram Pandit, CEO
Citigroup

399 Park Avenue

New York, NY 10043

Dear Mr. Pandit,

_The Missionar)} Oblates of Mary Immaculate have closely monitored the ever expanding
financial credit crisis that has now spread to the real economy and is resulting in significant
hardship and disruption in many people’s lives including significant job losses. The impact has
been felt world-wide and derailed the plans and the hopes of many of the most vulnerable who
have no safety net in this critical situation. We believe the global financial crisis requires major
changes in lending practices by our Company. Therefore, we want to join the Sisters of Charity
of Saint Elizabeth in filing this resolution in their request that Board of Directors adopt the
Eurodad Principles for responsible lending as described in the attached proposal.

We are the beneficial owners of the required number of shares of stock to take this action. Proff
of ownership is included in this mailing. We will retain shares through the annual meeting.

[ have been authorized to notify you of our intention to file this resolution for consideration by
the stockholders at the next annual meeting and I hereby submit it for inclusion in the proxy
statement. in accordance with rule 14a-8 of the General Rules and Regulations of the Securities
Act of 1934.

If you should, for any reason, desire to oppose the adoption of this proposal by the stockholders,
please include in the corporation’s proxy material the attached statement of the security holder.
submitted in support of this proposal, as required by the aforesaid rules and regulations.

Sincerely,

N7
-:‘_)____G.,--_..-_.—-# ) N —_

Rev Séamus P. Finn OMI
JPIC Director
Missionary Oblates USA

391 Michigan Avenue, NE * Washington, DC 20017 ¢ Tel: 202-529-4505 ¢ Fax: 202-529-4572
Website: www.omiusaipic.org
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December 19, 2008

VIA E-MAIL

OfFice of Chief Counsel

Division of Corporation Finance
Securities and Exchange Commission
100 F Street, NE

Washington, DC 20549

Re: Stockholder Proposal Submitted to Citigroup Inc. by The
Sisters of Charity of Saint Elizabeth, Missionary Oblates of
Mary Immaculate, Maryknoll Fathers and Brothers and
Maryknoll Sisters of St. Dominic

Dear Sir or Madam:

Pursuant to Rule 14a-8(i) under the Securities Exchange Act of 1934, as amended
(the “Exchange Act™), enclosed herewith for filing are the stockholder proposal and
supporting statement (the “Proposal™) submitted by The Sisters of Charity of Saint Elizabeth,
Missionary Oblates of Mary Immaculate, Maryknoll Fathers and Brothers and Maryknoll
Sisters of St. Dominic (the “Proponent™), for inclusion in the proxy materials to be furnished
to stockholders by Citigroup Inc. in connection with its annual meeting of stockholders to be
held on or about April 21, 2009 (the “Proxy Materials™). Also enclosed for filing is a copy of
a statement outlining the reasons Citigroup Inc. deems the omission of the attached Proposal
from the Proxy Materials to be proper pursuant to Rule 14a-8(i)(7).

Rule 14a2-8(1)(7) provides that a proposal may be omitted if “it deals with a matter
relating to the company’s ordinary business operations.”

By copy of this letter and the enclosed matenal, Citigroup Inc. is notifying the
Proponent of Citigroup Inc.’s intention to omit the Proposal from the Proxy Materials.
Citigroup Inc. currently plans to file its definitive Proxy Materials with the Securities and
Exchange Commission on or about March 13, 2009,

)

foi)
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U.S. Secunties and Exchange Commission
December 19, 2008
Page 2

Please acknowledge receipt of this letter and the enclosed material by return email. If
you have any comments or questions concerning this matter, please contact me at (212) 793-
7396.

) Very truly yours,

\ '. "-: /‘]
N Y/ o cyf e
/&Jﬁ{JBmp in J - ﬁ

encral Counsel, Cordorate Governance

cc: The Sisters of Charnity of Saint Elizabeth
Misstonary Oblates of Mary Immaculate
Maryknoll Fathers and Brothers
Maryknoli Sisters of St. Dominic

Encls.,



STATEMENT OF INTENT TO OMIT STOCKHOLDER PROPOSAL

Citigroup Inc., a Delaware corporation (“Citi"” or the “Company”), intends to omit the
stockholder proposal and supporting statement (the ""Proposal™) a copy of which is annexed hereto
as Exhibit A, submitied by The Sisters of Charity of Saint Elizabeth, Missionary Oblates of Mary
Immaculate, Maryknoll Fathers and Brothers and Maryknoll Sisters of St. Dominic (the
“Proponent™) for inclusion in its proxy statement and form of proxy (together. the 2009 Proxy
Materials™) to be distributed to stockholders in connection with the Annual Meeting of
Stockholders to be held on or about April 21, 2009.

The Proposal provides “that our Company adopt the Eurodad Charter on Responsible
Financing.”

The Company believes that the Proposal may be omitted from the 2009 proxy materials
pursuant to Rule 14a-8(i)7) of the rules and regulations promulgated under the Securities
Exchange Act of 1934, as amended (“Exchange Act”). Rule 14a-8(1)(7) provides that a proposal
may be omiited if it “deals with a matter relating to the company's ordinary business operations.”
Moreover, the Proposal does not raise any significant social policy issues.

THE PROPOSAL MAY BE OMITTED UNDER RULE 14a-8(i(7)
BECAUSE IT REQUESTS THAT THE COMPANY ADOPT THE
CHARTER ON RESPONSIBLE FINANCING WHICH (i) WOULD
DICTATE ITS LENDING PRACTICES (ii) SEEKS TO GOVERN
INTERNAL BUSINESS PRACTICES AND (iii) DICTATES DISCLOSURE,
ALL OF WHICH ARE MATTERS THAT RELATE TO THE COMPANY’S
ORDINARY BUSINESS OPERATIONS

The Proposal requests that the Company “adopt the Eurodad Charter on Responsible
Financing” (the “Charter”). The Proposal, in requesting the adoption of a policy dictating lending
practices seeks to govern internal business practices. These matters are core management functions
that fall squarely within management’s day-to-day operation of the Company. '

In Exchange Act Release No. 34-40018 (the “1998 Release™), the Commission identified
two cemtral considerations underlying the ordinary business exciusion. The first is that: “Certain
tasks are so fundamental to management's ability to run a company on a day-to-day basis that
they could not, as a practical matter, be subject to direct shareholder oversight. The second
consideration involves the degree to which the proposal seeks to “micro-manage the company by
probing too deeply into matters of a complex nature upon which shareholders. as a group, would
not be in a position to make an informed judgment.” Decisions related to lending practices are
core management functions that fall squarely within the Company’s ordinary business operations.

1




Adoption of the Charter would interfere with the Company’s ability to
conduct its ordinary business operation because it mandates the terms and
conditions upon which the Company can make loans.

The Company is a financial services holding company that provides a wide range of
financial products and services to its customers. One of the Company's primary financial services is
the provision of loans to its individual and corporate customers. The Charter, a copy of which is
attached as Exhibit B, sets forth requirements pertaining to, among other things. technical and legal
terms of conditions of loans to sovereign borrowers. These include the purpose and amount of the
loan compliance with law, repayment. interest rates, penalties, fees and charges, etc., protection of
human rights and the environment, public consent and transparency, including public disclosure of
information and the specifying the language of the agreement, procurement, including provisions
around public procurement and immunity and repayment difficulties or disputes, such as provisions
for changes in circumstances, independent arbitration, loan refinancing, prohibitions on cross-
default provisions and termination provisions. The Charter even specifies what a reasonable upper
limit would be for variable rates of interest. The Charter also dictates loan provisions to which the
Company would become subject and which could put the Company at a competitive disadvantage.
For example, the Charter prohibits cross-defaults.  Cross-defaults are a standard remedy
incorporated into loan agreements for the protection of lenders. By dictating that lenders subject 1o
the Charter no longer be allowed to negotiate to include certain standard remedies, the Charter
would place the Company at competitive disadvantage and could discourage the Company from
making loans if it does not feel adequately protected. The terms upon which the Company makes
loans 10 sovereign borrowers and the provisions of its agreements fall squarely within the
Company’s ordinary business operations and the decision whether to subject the Company’s
decision-making around its lending business to the Charter is not a an appropriate matter for
shareholder consideration.

The Staff of the Division of Corporate Finance of the SEC (“Staff’) has repeatedly
recognized that the policies that a company applies in making lending decisions are particularly
complex, and, as such, stockholders are generally not in a position to make an informed
judgment regarding these policies. See BankAmerica Corporation (avail. March 23, 1992)
(omission of a proposal dealing with the extension of credit and decisions and policies regarding
the extension of credit); and BankAmerica Corporation {avail. February 18, 1977) (omission of a
proposal relating to a company's lending activities because “the procedures applicable to the
making of particular categories of loans, the factors to be taken into account by lending officers
in making such loans, and the terms and conditions to be included in certain loan agreements are
matters directly related to the conduct of one of the company's principal businesses and part of its
everyday business operations’™). The Staff has also found that proposals dealing with the
provision of financial services. namely “credit policies, loan underwriting and customer
relations.” are excludable under Rule 14a-8(1)(7) because they relate to a company's ordinary

2




business operations. See e.g., Banc One Corporation (avail. February 25, 1993).

The Staff has also found that proposals regarding the provision of other banking services
and banking relationships are matters of ordinary business. In Citicorp (avail. January 26, 1990),
the Staff found that a proposal to write down, discount or liquidate loans to less developing
countries was excludable because it related to the forgiveness of a particular category of loans
and the specific strategy and procedures for effectuating such forgiveness. In Salomon Inc (avail
January 25, 1990), a proposal to an investment bank that related to the specific services o be
offered to customers and the types of trading activity to be undertaken by the company was
excludable because it dealt with ordinary business operations. As with the foregoing proposals,
the  Proposal addresses the Company’s provision of  financial  services.

The Charter seeks to govern business conduct invelving internal policies

The Proposal, by requesting the adoption of the Charter that, if adopted, will become an
internal policy. seeks to govern the Company's business conduct in the area of its lending practices.
Internal operations and decision-making with respect to internal operations are core management
functions.

As noted above, the Charter dictates specific requirements for loan transactions and
agreements that may have an anti-competitive effect on the Company. In order to best serve its
customers and its stockholders, the Company must be able to determine its own lending policies
and practices. The Proposal, in requiring adoption of the Charter, would improperly infringe on the
Company's ability to make its own determinations as to its lending policies.

The Company has previously voluntarily adopted a set of principles also aimed at socially
responsible lending practices. The Equator Principles, a copy of which are attached as Exhibit C,
are a financial industry benchmark to ensure socially responsible lending practices, and reflect
sound environmental management in lending decisions. Citi was one of the founding members
of the Equator Principles in 2003, and continues to be a leader in the Equator Principles Financial
Institution (EPFI) network today, with Citi's ESRM Director currently serving on the Equator
Principles Steering Committee. Based on the policies of the World Bank Group's International
Finance Corporation (IFC), the Equator Pninciples address a number of environmental and
human-rights related issues ranging from biodiversity protection to consuitation with affected
comununities (including indigenous peopies), and labor standards. The Equator Principles are
now considered the "gold standard” for environmental and social responsibility in the financial
industry with more than 64 global financial institutions currently adhering to the framework. Citi
is viewed as a leader in transparency and reporting on our implememntation of the Equator
Principles by our peers and by civil society. While not as far reaching as the Charter, Citi’s
decision to adopt the Equator Principles followed its participation in their creation and its

determination, following careful consideration. of their appropriateness as an integral pan of
3




Citi’s lending policies and practices. Shareholders are not in a position to evaluate the many
ways in which the Charter could impact Citi’s business operations. The adoption of principles
affecting lending policy is a core management function and is not an appropriate matter for
decision-making by shareholders.

The Staff has long recognized that proposals which attempt to govern business conduct
involving internal operating policies, customer relations and legal compliance programs may be
cxcluded from proxy materials pursvant to Rule 14a-8(i)(7) because they infringe upon
management's core function of overseeing business practices. See, e.g., H&R Block Inc. (August 1,
2006) (proposal sought implementation of legal compliance program with respect to lending
policies). Bank of America Corporation (March 3, 2005) (proposal to adopt a “Customer Bill of
Rights™ and create a position of “Customer Advocate™). Deere & Company (November 30, 2000)
(proposal relating to creation of shareholder committee to review customer satisfaction); CVS
Corporation (February 1, 2000) (proposal sought report on a wide range of corporate programs and
policies); Associates First Capital Corporation (February 23, 1999) (proposal requested that Board
monitor and report on legal compliance of lending practices); Chrysler Corp. (February 18, 1998)
(proposal requesting that board of directors review and amend Chrysler's code of standards for its
international operations and present a report to shareholders); Citicorp (January 9, 1998} (proposal
sought to initiate a program to monitor and report on compliance with federal law in transactions
with foreign entities).

The adoption of the Charter would infringe improperly on management’s ability to oversee
business practices. The Proposal, in requiring adoption of an internal policy that would govern
business conduct seeks to inappropriately micromanage a core business function of the Company.

Decisions regarding disclosure are core management functions

The Securities and Exchange Commiission (“Commission”™) promulgates rules governing
the appropriate disclosure required to be provided by companies in order to allow stockholders
and potential investors to evaluate an investment in the company based on ample and relevant
information. Decisions to disclose additional information beyond that which is required by the
Commission fall squarely within management’s ordinary business judgment. The Proposal
requests that the Company disclose information about its loan transactions. The Charter provides
“[t]he loan contract must be available to the public in borrower and lender nations {e.g.
transmitted to parliament, available for consultation on request, published on the web. announced
in the nattonal press, radio and/or television as appropriate}.” In addition, it requires that “[t]he
details of any restructuring/refinancing agreement...be made public.” Information about lending
transactions is highly confidential and sensitive and should not be shared with the stockholders
or the public at large. Disclosure of loan terms could have an anti-competitive effect as lenders
not subject to the Charter would not be subject to the same disclosure requirements — a factor that
may be looked upon favorably by borrowers when choosing a lender. In addition, having to

4



disclose the negotiated terms of loan transactions would give lenders not subject to the Charter
another competitive advantage as they would have access lo the terms of loans made by the
Company but the Company would not have access (o the terms of loans made by other lenders.

In Peregrine Pharmaceuticals, Inc. (July 28, 2006), the Staff declined to recommend
enforcement action against a company that omitted a proposal requesting it to post on its website
monthly statistics regarding its clinical trials. See also Amerlnst Insurance Group. Lid. (April 14,
2005) (proposal requesting a company 1o provide a full, complete and adequate disclosure of the
accounting, each calendar quarter. of its line items of Operating and Management expenses omitted
under Rule 14a-8(i)(7)).

Decisions as to disclosure are ordinary business decisions to be handled by management of
a company and should not be micro-managed by stockholders. The Charter, in imposing additional
disclosure requirements, sceks (o inappropriately micromanage a core business function of the
Company.

The Proposal’s excludability is not overridden by a significant policy concern

Although the Company agrees thal the exercise of responsible lending practices in
transactions with all borrowers, not exclusively sovereign borrowers , the Proposal does not raise
a significant social policy issue as contemplated by Rule 1da-8(i)(7). Unlike recent years, where
proposals related to tobacco. executive compensation, environmental protection, and affirmative
action and employment matters have been found 1o raise significant policy concerns, the subject
matter of the Proposal has not attracted a comparative level of attention from the media, a
significant degree of public concern, nor has there been a significant increase in legislative and/or
regulatory initiatives undertaken in relation to the issue. Again. while the Proposal raises
noteworthy issues, it simply does not raise significant policy concerns that warrant the Staff
overriding a matter that 1s clearly related to the ordinary business of the Company. In Citicorp
(discussed above), a proposal related to lending activities of a financial service company to less
developed countries was found excludable because, among other things, the *‘developing
country” aspects of the proposal did not raise an overriding significant policy concern. In Wal-
Mart Stores, Inc. (avail. April 1. 2002) a proposal requested a report regarding the company's
rationale for not adopting in developing nations the same tobacco advertising policies applicable
in the United States. Again, the Wal-Mart proposal was found excludable because, among other
things, the “developing nations’ aspects of the proposal did not raise an overriding significant
policy concern.




CONCLUSION

For the foregoing reasons, the Company believes the Proposal may be (;mittcd pursuant to
Rule 14a-8(1¥7).
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THE SISTERS OF CHARITY

OF varmt s0ifastty

November 9, 2008

Mr. Vikram Pandit, CEO
Citigroup

399 Park Avenuc

New York, NY 10043

Dear Mr. Pandit,

The Sisters of Charity of Saint Elizabeth are concerned about the current fiscal crisis, its effect
on world-wide communities and our Company’s response to this critical situation. We believe
the global financial crisis requires major changes in lending practices by our Company.
Therefore, the Sisters of Charity of Saint Elizabeth request the Board of Directors to adopt the
Eurodad Principles for responsible lending as described in the attached proposal.

The Sisters of Charity of Saint Elizabeth are beneficial owners of 300 shares of stock. Under

separate cover, you will receive proof of ownership. We will retain shares through the annual
meeting.

I have been authorized to notify you of our intention to file this resolution for consideration by
the stockholders at the next annual meeting and I hereby submit it for inclusion in the proxy
statement, in accordance with rule 14a-8 of the General Rules and Regulations of the Securities
Act of 1934.

If you should, for any reason, desire to oppose the adoption of this proposal by the stockholders,
please include in the corporation’s proxy material the attached statement of the security holder,
submitted in support of this proposal, as required by the aforesaid rules and regulations.

Sincerely,

Sisliv Spssasn deres

Sister Barbara Aires, SC
Coordinator of Corporate Responstibility

Enc
SBA/an
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The Sisters of Charity of 5
Elizabeth

Responsible Financing
WHEREAS:

The Monterrey Consensus of 2002 of the UN Conference on
Financing for Development states that “debtors and
creditors must share the responsibility for preventing
and resolving unsustainable debt situations”;

The current financial crisis that began in the US sub-
prime mortgage market has had severe consequences of
systemic and global proportion. The crisis has focused
attention on ‘predatory lending’ and poor underwriting
practices by some banks and the need to enforce more
responsible behavior by lenders.

The global consequences of the current financial crisis
will have devastating impacts on the economies of
developing countries.

Some commentators have suggested that principles for
responsible lending be extended to the international
arena, in order to make the recurrence of another
crisis less likely:

The European Network on Debt and Development ({(EURCDAD),
a network of non-governmental organizations from 17
countries, has developed a “Charter on Responsible
Financing” that outlines the essential components of a
responsible lcan. “These aim to ensure that terms and
conditions are fair, that the loan contraction process
is transparent, that human rights and environments..are
respected and repayment difficulties or disputes are
resclved fairly and efficiently”;

The principles outlined in the Charter are relevant to
our Company, given its role in lending in international
markets. They focus on such areas as transparency;
clarity cf purpose of a loan; mutual cobligations
between lender and borrower; repayment difficulties or
disputes;

Resolved: That our Ccmpany adopt the Eurodad Charter
on Responsible Financing.



The Sisters of Charity of St
Ehzabeth

Suppoerting Statement. Recent turmoil in global
tfinancial markets shows why it is necessary to have
transparent and fair rules for both lenders and

.borrowers. By adopting the Charter, our Company can

play a key role in developing ways to prevent global
financial instability.



November 9, 2008

Securities and Exchange Commission
Judiciary Plaza

450 Fifth Street, NW.

Washington, DC 20549

Dear Madam/Sir:

Enclosed is a copy of the stockholder’s resolution and accompanying statement which
we, as stockholders in Citigroup, have asked to be included in the 2008 proxy statement.

Also, enclosed is a copy of the cover letter Mr. Vikram Pandit, CEO of Citigroup.
Sincerely,

dunlor Brstea Jetsa

Sister Barbara Aires, 5.C.
Coordinator of Corporate Responsibility

Encs.

SBA/an
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November 14, 2008

The Sisters of Charity of Saint Elizabeth
340 South Fullerton Ave.

Montclair, NJ 07042

Attention: Sister Barbara Aires, SC

Dear Sister Aires:

Citigroup Inc. acknowledges receipt of the stockholder proposal submitted by The
Sisters of Charity of Saint Elizabeth for consideration by Citigroup’s stockholders at the
Annual Meeting in April 2009.

Please note that you are required to provide Citigroup with a written statement
from the record holder of The Sisters of Charity of Saint Elizabeth’s securities that The
Sisters of Charity of Saint Elizabeth has held Citigroup stock continuously for at least one
year as of the date you submitted the proposal. This statement must be provided within 14
days of receipt of this notice, in accordance with the rules and regulations of the Securities
and Exchange Commssion.

Sincerely,

Y2

General Counsel, Cdrporate Governance
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November 10, 2008

Mr. Vikram Pandit
- Chief Executive Officer
Citigroup
399 Park Avenue
New York, NY 10043

RE: The Sisters of Charity of Saint Elizabeth

Dear Mr. Pandit,

This letter along with the enclosed asset derail shall serve as proof of beneficial
ownership of 300 shares of Citigroup for The Sisters of Charity of Saint
Elizabeth. These shares have been held for one year and will be rerained rhrough

the annual meeting.

Please feel free to contact me should you need anything further.

cerely,

M“M

Kelli K. Hill

Porrfolio Manager

Ashfield Capital Partners, LLC
415.391.4747

Ce Sister Barbara Aires
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MARYKNOLL FATHERS AND BROTHERS

PO Box 305 » Maryknoll, New York 10545-0305  Tel, (914) 941-7536 ext 2516

W#MW
Fax. (914) 944 - 36801 » E-mall. Jlamar@maryknoll.org

November 13, 2000

Mr. Vikram Pandit, CEQ
Cltigroup

399 Park Avenue

Noew York, NY 1004}

Dear Mr. Pandgit,

The Maryknoll Fathars and Brothers are cancermed about the current fiscal crisly, He offect on world-
wide communities and our Company’s response ta this critical situation. Wae belleve the globasl
financlal crisls raquiras major changes In lending practices by our Company. Therefore, the
Maryknall Fathers and Brothers requast the Board of Directors to adopt the Eurodad Principles for
responsible lsnding 2e describad in the attached proposal.

The Maryknoll Fathers and Brothors are beneflclal owners of 58 shares of stock. Under separate
covar, you will recalve proof of ownershlp. We will rotain shares through the annual mesting,

Through this letter we are now notifying the company of our Intention to co-file the enclosed
resolution with the Sistera of Charlty of 5t. Elizabeth N.J., and present It for Inclusion in the proxy
statement for conslderation and action by the shareholders at the next stockholders meeting in
accordance with rule 14-a-8 of the Gengral Rulas and Regulations of tho Securities Exchangs Act
of 1834,

it is our tradition, as religlous Invastors, to ssak dizlogus with companios to discuss the lssues
involved with the hope that tha resolution might not be necessary. We trust that a dlalogue of this sort
ts of interest to you as well. Please fesl free to calt Sr. Barbara Alres, SC at [¢73-290-5402) If you
have any questions about this resohstion,

" Sincerely,

er Jésaph P:La ar, M.b.

rdinator of Corporate Responsibility

Enc
ICCR
Sr. Barbara Alres

Legal Title: Catholic Forcign Misston Soclety of America, Inc.
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Brothers {Sisters of Charity)

Responsible Financing
WHEREAS:

The Monterroy Consensus of 2002 of the UN Confersnce on Financing
for Development states that “debtors and craditors must shara the
responslbility for preventing and resdiving unsustainable debt
sltuations”;

The currsnt financial crisls that began in the US sub-prime mortgage
market has had severe consequences of systemic and global
proportion. The crisis has focused attention on ‘prodatory lending’
and poor underwriting practices by some banks and ths nsed to
enforce more responsible behavior by loendars.

The global conssquences of the current financlal crisis wili have
devastating impacts on the economies of developing countries.

Soms commentators have suggested that principles for responsible
janding be extsnded to the International arena, In order to make the
recurrance of another crisis less llkely;

The Europsan Network on Debt and Development (EURODAD), a
network of non-governmental organizations from 17 countries, has
doveloped a “Charter on Regponsible Flnancing™ that outiines the
essential componants of & responsible loan. “These alm to ensurs
that terms and conditions are falr, that the loan contraction process
Is transparent, that human rights and environments...are respected
and repayment difficuities or disputes are resolved falrly w=nd
efficlently”™;

The principles outlined In the Charter ars relevant to our Company,
given Its role In lending in internationai markets. They focus on such
areas as transparency: clarity of purpose of a losn; mutual
obligations between londer and borrower; repayment difficuities or.
disputes;

Rasolved: That our Company adopt the Eurodad Charter on
Responsible Flnancing.

Supporting Statement. Recent turmoll In global financial markets
shows why it s necessary to have transparent and fair rules for both
lenders and borrowers. By adopting the Charter, our Company can
play a key role In developing ways to prevent giobal flnanclsl
Instability.

(E) Frinted vn wcycled pape.
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November 14, 2008

Maryknoll Fathers and Brothers

P.O. Box 305 '

Maryknoll, New York 10545-0311
Attention: Father Joseph P. La Mar, M.M.

Dear Father La Mar:

Citigroup Inc. acknowledges receipt of the stockholder proposal submitted by
Marvyknoll Fathers and Brothers for consideration by Citigroup’s stockholders at the Annual
Meeting in April 2009,

Under SEC rules, in order to be eligible to submit a proposal, a stockholder must own
at least $2,000 in market value or 1% of the Company’s stock for a period of one year prior
to submitting the proposal. Your letter indicates that Maryknoll Fathers and Brothers own
approximately 58 shares. Even at the highest price of the stock in 2008, the market value of
your ownership was under $2.000. Therefore you do not meet the minimum threshold
required to submit a shareholder proposal. However, if you own additional shares of
Citigroup’s common stock through a bank or broker, please provide Citigroup with a written
statement from the record holder of your securities that you have held Citigroup’s common
stock continuously for at least one year as of the date you submitted your proposal. In
" addition. you must provide us with a statement that you will continue to hold these securities
through the date of the annual meeting.

You must provide these materials within 14 days of receipt of this notice. in
accordance with the rules and regulations of the Secunties and Exchange Commission.

A

Smperel Yoo . -

)//,/z., AM# R

Shelley J‘Iﬁopkm /
Gieneral Counsel. Corporate Governance
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—MARYKNOLL—SISTERS
P.O. Box 311

Maryknoll, New York 10545-0311
Tel. (914)-941-7575

November 12, 2008

Mr. Vikram Pandit
Chief Executive Officer
Citigroup, Inc.

399 Park Ave.

New York, NY 10043

Dear Mr. Pandit,

The Maryknoll Sisters of St. Dominic, Inc. are the beneficial owners of 100 shares of Citigroup,
tnc. The Maryknoll Sisters have held the shares continuously for over one year and intend to
hold them until after the annua! meeting. A letter of verification of ownership is enclosed.

1 am hereby authorized to notify you of our intention to present the enclosed proposal for
consideration and action by the stockholders at the next annual meeting, and 1 thereby submit it
for inclusion in the proxy statement in accordance with Rule 14-a-8 of the General Rules and
Regulations of the Securities and Exchange Act of 1934.

The contact person for this resolution is Sister Barbara Aires representing the Sisters of Charity
of Saint Elizabeth {973-290-5402). We look forward to discussing this issue with you at your
earliest convenience.

Sincerely,

%I/M /ﬁl&%

Catherine Rowan
Corporate Social Responsibility Coordinator




Maryknoli Sisters of St
Dominic (Srs of $t Charity)

Responsible Financing
WHEREAS:

The Monterrey Consensus of 2002 of the UN Conference on Financing for
Development states that “debtors and creditors must share the
responsibility for preventing and resolving unsustainable debt situations”;

The current financial crisis that began in the US sub-prime mortgage
market has had severe consequences of systemic and global proportion.
The crisis has focused attention on ‘predatory lending’ and poor
underwriting practices by some banks and the need to enforce more
responsible behavior by lenders.

The global consequences of the current financial crisis will have
devastating impacts on the economies of developing countries.

- Some commentators have suggested that principies for responsible
lending be extended to the international arena, in order to make the
recurrence of another crisis iess likely;

The European Network on Debt and Development (EURODAD), a network
of non-governmental organizations from 17 countries, has developed a
“Charter on Responsible Financing” that outlines the essential
components of a responsible Jloan. “These aim to ensure that terms and
conditions are fair, that the loan contraction process is transparent, that
human rights and environments...are respected and repayment
difficulties or disputes are resolved fairly and efficiently”;

The principles outlined in the Charter are relevant to our Company, given
its role in lending in international markets. They focus on such areas as
transparency; clarity of purpose of a loan; mutual obligations between
lender and borrower; repayment difficulties or disputes;

Resolved: That our Company adopt the Eurodad Charter on Responsible
Financing.

Supporting Statement. Recent turmoil in global financial markets shows
why it is necessary to have transparent and fair rules for both lenders and
borrowers. By adopting the Charter, our Company can play a key role in
developing ways to prevent global financial instability.
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Nicholas Anger
Semiar Financial Adwvaser

301 Tresser Bivd., 10" A,
Stamford. CT 06901
203-356-8778
477-156-8778

&g Merrill Lynch

November {1, 2008

I'o Whom it Mav Concern:

This ¢ertifies that the Maryknoll Sisters of S1. Dominic. Inc. are the beneficial owners
of 100 shares of Citigroup. These shares have been held continuously

for 12 maonthg and will continue 10 be held at leaat through the next annual meeiing of
the Company.

Singerely,

g

o < 7,—/
Nicholas Anger
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November 14, 2008

Marvknoll Sisters of St. Dominic, Inc.
P.O. Box 311

Maryknoll, New York 10545-0311
Attention: Catherine Rowan

Dear Ms. Rowan:
Citigroup Inc. acknowledges receipt of the stockholder proposal submitted by the

Marvknoll Sisters of St. Dominic, Inc. for consideration by Citigroup’s stockholders at the
Annual Meeting in April 2009.

N

L)
helley 1. pkin

General Counsel, C rate Governance
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Missionary Oblates of Mary Immaculate

Justice & Peace / Integrity of Creation Office, United States Province

KA AR R A KA A KRRk K

November | | th, 2008

Mr. Vikram Pandit, CEQ
Citigroup

399 Park Avenue

New York, NY 10043

Dear Mr. Pandit,

The Missionary Oblates of Mary Immaculate have closely monitored the ever expanding
financial credit crisis that has now spread to the real economy and is resulting in significant
hardship and disruption in many people’s lives including significant job losses. The tmpact has
been felt world-wide and derailed the plans and the hopes of many of the most vulnerable who
have no safety net in this critical situation. We believe the global financial crisis requires major
changes in lending practices by our Company. Therefore, we want to join the Sisters of Charity
of Saint Elizabeth in filing this resolution in their request that Board of Directors adopt the
Eurodad Principles for responsible lending as described in the attached proposal.

We are the beneficial owners of the required number of shares of stock to take this action. Protf
of ownership is included in this mailing. We will retain shares through the annual meeting.

| have been authorized to notify vou of our intention to file this resolution for consideration by
the stockholders at the next annual meeting and 1 hereby submit it for inclusion in the proxy

statement, in accordance with rule 14a-8 of the General Rules and Regulations of the Securities
Act of 1934.

If you should. for any reason, desire to oppose the adoption of this proposal by the stockholders.
please include in the corporation’s proxy material the attached statement of the security holder.
submitted in support of this proposal. as required by the aforesaid rules and regulations.

Stncerely.

, "’\

¢ .
\“3_’&&*-__11. . /\.—-——-—-—\
Rev Séamus P. Finn OMI

JPIC Director
Missionary Oblates USA

391 Michigan Avenue, NE * Washington, DC 20017 ¢ Tel: 202-529-4505 + Fax: 202-529-4572
Website: www omiusajpic.org



Missionary Oblates of Mary
Immaculate

Responsible Financing

‘WHEREAS:

The Monterrey Consensus of 2002 of the UN Conference on Financing for Development
states that “debtors and creditors must share the responsibility for preventing and
resolving unsustainable debt situations™;

The current financial crisis that began in the US sub-prime mortgage market has had
severe consequences of systemic and global proportion. The crisis has focused attention
on "predatory lending” and poor underwriting practices by some banks and the need to
enforce more responsible behavior by lenders.

The global consequences of the current financial crisis will have devastating impacts on
the economies of developing countries.

Some commentators have suggested that principles for responsible lending be extended
to the international arena, in order to make the recurrence of another crisis less likely;

The European Network on Debt and Development {(EURODAD), a network of noo-
governmental organizations from 17 countries, has developed a “"Charter on Responsible
Financing” that outlines the essential components of a responsible loan. “These aim to
ensure that terms and conditions are fair, that the loan contraction process is transparent,
that human rights and environments. . .are respected and repayment difficulties or disputes
are resolved fairly and efficiently™;

The principles outlined in the Charter are relevant to our Company, given its role in
lending in international markets. They focus on such areas as transparency: clarity of
purpose of a loan; mutual obligations between lender and borrower; repayment
difficulties or disputes;

Resolved: That our Company adopt the Eurodad Charter on Responsible Financing.

Supporting Statement. Recent turmoil in global financial markets shows why it is
necessary to have transparent and fair rules for both lenders and borrowers. By adopting
the Charter, our Company can play a key role in developing ways to prevent global
tinancial instability.

L



2 M&T Investment Group

MaT Bank, 26 South Charlas Street, PO, Box 1696, Baltimore, MD 21203-1596
470 645 2719 wourns 866 840 0383 rax 410 545 2782

QOctober 27, 2008

Rev. Seamus P. Finn

Missionary Oblates of Mary Immaculate

Justice and Peace Qffice — United States Province
391 Michigan Avenue, NE

Washington, DC 20017-1516

Dear Father Finn:

The United States Province of Missionary Oblates of Mary Immaculate owns 2,600 shares of
"Citigroup and has owned these shares for at least one year.

Please don’t hesitate to call me with any questions.

Very truly yours,

Mbbiauen

S Sernadette Greaver

Trust Officer - Custody Admintstration
M & T Bank- MD2-CSMM

25 S Charles Street

Baltimore, Md 21201

410-545-2765

fax 410-545-2762
sgreaver@mib,com
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Nowvember 14, 2008

Missionary Oblates of Mary Immaculate -
391 Michigan Avenue, NE

Washington, DC 20017

Attention: Rev Séamus Finn, OMI

Dear Rev. Finn:
Citigroup Inc. acknowledges receipt of the stockholder proposal submitted by

Missionary Oblates of Mary Immaculate for consideration by Citigroup's stockholders at the
Annual Meeting in Apnii 2009.

Sincerely,

“,g //[(g ,z%l_\

- Shelley J. Dropkm
General Counsel, C rate Governance

TN
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About EURCDAD

EURODAD (the European Network on Debt and Development) is a network of 54 non-governmental
organisations from 17 European countries who work 1ogether on issues reloted to debt, development
finonce ond poverty reduction. The Eurodad network offers o platform for exploring issues, collecting
intelligence and ideas, and undertaking collective advocacy.

Eurodad’s aims are to:

¢ Push for development policies that support pro-poor and democratically defined sustainable
development strategies

*  Suppor the empowerment of Southern people to chart their own path towards development
and ending poverty.

*  Seek o lasting and sustainable solution to the debt crisls, promote appropriate development
financing, and o stable internctional financial system conducive to development.

More information and recent briefings are at: www.evrodad,org

EURODAD Information Updates
Subscribe free to EURODAD's listserves on ald and debt:

Want to stay ahead of the game on what's happening globally on development finance issues? Need
the truth behind the debt ond aid deals we hear so much about?

Then why not join 2,000 other subscribers 1o EURODAD's listserves?
Subseribe free al: hitp:{/www.eurodad.org/newsleterfin 2id=108
Disclaimer

This report was written by Gail Hurley at EURCDAD. It is o EURQDAD paper but the analysis
presented does not necessorily reflect the views of all EURODAD member organisations.

Please send us your comments

EURODAD is actively soliciting comments and suggestions from all interested readers. All serious
contributions will be published on our website in order to generate a lively and fruitful debate on the
issues tackled in this paper. Plzose send comments and questions 1o ghurley(@evrodad.omg

Acknowledgemenis and thanks

The author would like to thank the following individuals and orgonisations for their invaluable
comments and advice oh several draft versions of the paper. Without their critical insights and
suggestions, the paper would not have been possible. Grateful thanks to: Advocates for Internctional
Development {A4ID), Rémi Bordaz (Plate-forme Dette et Développement), John Christensen (Tax
Justice Network), Penny Davies (Dickonia), lolanda Fresnille (Observatorio de la Dauda en la
Globalizacién), Lucy Hayes (Eurodad), Joe Hanlon {Open University), Barry Herman {New School),
Hirgen Kaiser (Erlassjahr.de), Uli Lohr {Bank Track), Matthew Martin {Debt Relief International), Jean
Merckoert (Plate-forme Dette et Développement), Nachilola Nkombo (Jubilee Zambia), Jeff Powell
{Bretton Woods Project), Kunibert Roffer (University of Vienna), Trisha Rogers {Jubilee Debt
Campuign}, Marta Ruiz (Eurodad), Antonio Tricarico (CRBM), Jocques Terray {Plate-forme Detre et
Développement}, Oscar Ugarteche [Lotindadd], Meja Vitalis {Afrodad), Neil Wotkins {Jubilee USA),
Alex Wilks {Eurodad), Arnaud Zacharie (CNCDL.
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Executive summary

In the absence of an international insolvency regime and in the face of the continuing ad hoc and haphozard
treatment of the sovereign debt of developing countries, we are demanding a series of centractuol chonges in
loan contracts issued to savereign states. These measures aim to provide guidance, fairness and certainties 1o
barrower states ond lenders as well as protect the citizens and environments of developing nations. The proposal
moves away from institution or sector speciflc approaches to dealing with concerns over 'responsible fending’ and
‘fair resolution of debt crises’ towards internalionally recognised legal stondords for responsible fingncing.

Eurodad's Charter on Responsible Finoncing outlines the essential components of o responsible loan, These aim
to ensure that terms and conditions are falr, that the loan contraction process is iransparent, that human rights
and environments of recipient nations are respected and repayment difficulties or disputes are resolved fairly
ond efficiently. Many of the provisions outlined in Eurodad's chorter are drawn from international treaties and
conventions 1o which lender ond borrower nations are signatories.

The issue of ‘responsible lending’ by both official and private creditors has been rapidly gaining ground in
international discourses on debt and aid. The main drivar of internotional interest in the farmer is probably the
Increased prominence of developing country lenders such as Ching, India, Venezuela and Brazil ameng others.
This has unsettted many ‘traditionsl’ donors and creditors whoe are arguing = rightly or not — that ‘new’ lenders
wilt contribute to new rounds of unsustainable and irresponsible debt in developing couniries.

But other foctors are also playing a role. The Norwegian Government has helped to stimulate discussions around
creditor co-responsibility in lending to sovereign states by its October 2006 decision to cancel US$80mn in debt
owed by five countries because the credits hod been extended irresponsibly without due consideration for the
needs of the recipient countries. NGOs are now intensifying their efforts to gain international recognition of the
doctrine of ‘illegitimate debt’” ond have been developing links with legal experts to try to develop this currently
undesdeveloped areo of international law. NGO campaigning efforts have also helped to generate research
studies on the issue by both the World Bank and UNCTAD.

2008 will also see o high level forum on aid etfectiveness in Acera, Ghana. Most of the world’s largest donors
have signed-up to the so-calted *Paris Declarotion on Aid Effectiveness’. This binds donors to o set of targets as
they relate to developing country ownership of development assistance, its focus on poverty reduction and mutual
accountability of donors and recipients.

As regards private creditors, the current erisis hitting the US sub-prime mortgage market has alse focused
internotional attention on the issue of ‘predatory lending’ by some banks and the need to enforce more
responsible behaviour by lenders. Some commentatars have suggested thot these some principles be extended to
the international lending arena.

Eurodod's Charter on Responsible Financing aims to provide a robust response to these challenges. It outlines
what mutual accountability looks like in practice ond points to the inodequacies of current policy responses ot
the international tevel. Part One of the poper asks why this issue Is such o hot topic and critically reviews some
of the current measures available to promote responsible lending and resolve debt difficulties. Part Two presents
Eurodad's Charter on Responsible financing.

The proposals cutlined in the paper are intended to launch further debate at the internationol level into this issve.

The Monterrey Consensus of 2002 states very clearly that "deblors and creditors must share the responsibility for
preventing ond resolving unsustainable debt sifuotions.™ In the run-up to the UN Financing for Development Summit
in Doha in 2008, countries around the world have o unicue opportunity 1o put these issues ot the forefront ond to
debate seriously the proposals tabled in Euradad's Charter.

EURODAD Charter on Responsible Financing January 2008 4



PART ONE: The Current Political Dynamic on Responsibie Lending

"Many Africon countries (and other developing countries) still face on unbeoroble burden of debt, in spite of the
progress that bas been mode in debt refief. Going forward, however, the challenge is to prevent the recurrence
of these debt burdens. The most important step in this direction would be to ensure that mere risk is shifted from
developing couniries lo developed [...J. Bul even wilh the best designed risk shoring arrangements, circumstances will
occur in which couniries will be unable to repoy what they owe.™ ’

Qver 25 years ofter Mexico defavited on its sovereign debt in 1982, marking what many onalysts view as the
beginning of the modern debt ¢risis, and despite constant and impressive civil society mobilisafions around the
globe on the issue of debt, the same haphazard approoch to resclving sovereign debt crises remains. Except for
o few countries which have been classified as Heavily Indebted Poor Countries (HIPCs), no official process and
only the most general guidance has been offered to sovereign borrowers and their creditors as 1o how to resolve
repayments difflculties. In the absence of o feir and predictable debt work-out procedure at the international
level, sovereign borrowers have sometimes been oble to work through their repoyments problems in an orderly
and smooth manner, sometimes not. A kind of 'Wild Wes!" system hos taken over where the fastest gun collects the
money and there is liflle justice (or certainty} in who wins the draw.,

Arguably, iraq secured a more favourable debt outcome then other poorer and more severely indebted
nations on both its commercial and bilaterol debt obligations. In 2004, Iraq secured an B0% reduction in its
bilateral debt obligations by the Poris Club. Iraq is defined as a middle-income country by the World Bank. This
represented o write-down of over US$30bn in bilateral debt. At the seme time however, Kenya, a much poorer
low-income notion, has only ever managed to secure three separote rescheduling ogreements ar the Parls Club.”
The argument here is that there is littte equity — or transparency — in whether borrower or lender comes out on
top and why.

Many civil society organisations hove put forward the argument that some debis should not be repaid by
sovereign borrowers. This [s becouse lenders extended loans to developing country governments negligently,
corruptly or on grossly unfair terms. These debts have commonly been described as illegitimate and/or odious.?
fven where loans did not promote the development or benefit the peoples of the recipient nation, they must be
repoid under current international norms which dictate that where the borrowar is o nation-state, contracts must
always be respected. Sometimes, these repayments have seriously compromised the obility of the borrower stote
1o carry out its basic duties of care towards its citizens and corrupt and for negligent behaviour by lenders has in
essence been rewarded.

Many debt campoigners argue that some form of ‘fair and transparent arbitration procedurs’ or international
insolvency procedure could help to identify incidences of illegitimate deby, as well as legltimate creditor claims.?
The procedure would ensure thot the basic human rights and needs of the citizens of the borrower nation are
protected while legitimate creditors’ claims are dealt with equitably and efficiently where repayment difficulties
do arise. It would therefore help to promote responsible lending practices. So for however, there has been a
broad rehuctance by polley-mokers to support a formal international procedure for fair and transparent debt
resolution,

The public and private sectors hove instead responded with an assortment of voluntary measures designed to
reduce uncertainty or promote fairness {among creditors] where debt crises do hit. These include the broader
vse (since 2001} of *collective oction clouses’ in sovereign bond contracts® and the private sector's ‘Principles for
Stable Copital Flows and Fair Restructuring in Emerging Markets' of 2004. These Principles cover “voluntary,
good faith negotiations,” “transparency and timely flow of information”™ and “sanctity of controcts™. 7 1n 2003, the
internctional Monetary Fund (IMF} tabled proposals for o *Sovereign Debt Restructuring Mechanism’ {SDRM) but
these were soon shelved following objections from among others, the United States Government.*
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1t is important to recognise however thot calls for the fair resolution of exisiing debt burdens have been
accompanied by colls which demand that corrent — and future — finance to developing notions be extended

in a manner which is transparent, accountable, serves the development needs and protects the peoples and
environments of recipient nations, Certainly the last two decades have seen official lenders in particular come
under constant pressure ond scrutiny from NGOQOs to ensure that the flnance they do extend to sovereign borrowers
respects fundamental human rights and protects local environments in recipient nations.

To help ensure responsible and sustainable project finance from officiol lenders — such as the World Bank,
International Finance Corporation {IFC), Inter-American Development Bank (IDB) and other mullilaieral institutions
~ these institutions have adopted o series of safeguard policies’ or ‘performance standards’, These claim to offer
a certain standard of protection 1o the peoples and environments of borrower countries.? Private banks have
responded with their own set of [voluntary) financing standards as set-cut in the ‘Equator Principles’ adopted in
2006.'°

The World Benk and IMF's "debt sustainability fromework for low-income countries’ approved in 2006 aolso
takes-up the issue of responsible lending although the framework takes o slightly different approach.!' The
framework urges creditors to take into account an economic assessment of a debtor economy's ‘state of health’

as carried out by the Bank and Fund. If the country signals a high level of ‘debt distress’, future flnance should be
extended on highly concessional terms [or nat extended at all}. The aim is to avoid future (and repeated) rounds
of unsustainable debt in pocrer countries, The framework is voluntary and creditors are “urged’ to buy-in to this
new instrument. It does not enter into the qualitative aspects of the loan finance on offer nor propose sanctions for
lending beyond so-called prudent limits.!?

The GB and Paris Chub have also recenily stepped on to the bandwagon. [n June 2007, the G8 outlined the
need for a ‘Responsible Lending Charter’.'* Proposals for o charter are currently under discussion within the
G20 although no concrete outcomes are expected before the G20 meeting in November 2008. The World
Bank's September 2007 discussion paper on odious debt also mentions the importance of improving lending
and borrowing practlces and outlines a series of voluntary meosures which could contribute towards ensuring the
‘fairness’ of loans and that funds are indeed used for developmental purposes.'*

The fact that issues of illegitimate debt and responsible lending are progressively gaining importance in the
discourses on development lending is no accident. A series of factors are currently converging at the international
level which throw into question outdated and inefflcient practices for the management of sovereign debt ond
have increased colls to develop measures to ensure responsible financing in the future. The following section looks

ot some of the drivers behind increased international focus on these issues.
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Box !: Major instruments to promote responsible lending and deal with sovereign debl crises

and environmental
sofeguards/ IFC
performance
stondards/ EIB
environmental
standards

responsible lending

others
discretionary

Instrument Year Aim Mandatory or OHiciol/private
voluntary sector initiative
QECD Principles and 2008 Encouroge prudent | Voluntary Export credit
Guidelines to promote fending agencies
Sustainable Lending
practices in the
provision of Offlcial
Export Credits to low
income countries
G20 Charter on 2007 Promote . Voluntary Officlal
Responsible Lending {on-gaing) responsible lending {governmentat)
WB “free-rider” 20046 Peomote ‘prudent’ Voluntary Officiat
policy lending and
borrowing
The Equator Principles | 2006 Promote Yoluntary Private sector
tesponsible lending
WB/IMF debt 2005 Promote prudent Mandatory Official
sustainability tending and assessment,
framework berrowing voluntary
compliance
Principles for Stable 2004 Deal with debt Voluntary Private sector
Capitai Flows and Fair crisls, prevention ’
Debt Restructuring in and resolution
Emerging Markets problems
Collective aclion More commen | Deal with debt Yoluntary {but Officiol and
clavses from 2003 crisis now standard privote sector
terms in
tontrocts)
QECD 2003 2003 Promote Voluntary Exporst credit
Recommendation on respensible lending agenciey
Common Approoches
on Environment and
Officiclly Supported
.Export Credits
IMF lending into 1999 and Deal with debt Conditionai's Official initiative
arrears policy 2002 problems with participation
of private sector
World Bank social Various Promote Some mandatory, | Officiol project

loans
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Responsible lending: a hot topic
So why are the issues of illegitimate debt and responsible tending currently such hot topics?

The efforts of debt campaoign groups around the world to secure international recognition of the doctrines of
odiows and illegitimate debt have wmdoubtedly been emboldened by the actions of the Norwegian Government
which decided in October 2006 unilaterally 1o cancel US$80mn in debt owed by five countries acknowledging
“shared rasponsibility” far the debt burden.'® The Norweglan Government stoted that the credits had been
extended without due assessment of the development neads of recipient countries and the materials provided
{ships) had been of sub-standard quality. It has also funded two research studies into the issue of odious debt by
the World Bank and UNCTAD. Both agencies have recently published discussion papers on the issve.'” Once a
taboo subject, it is increasingly recognised that infernationa! organisations and creditors can no longer sweep the
mistakes of the past under the carpet and publication of these papers signals an increased openness to discuss
illegiimate debt.

But probably the key driver behind increased internotional interest in these issves is the growing prominence of a
number of ‘new’ lenders on the scene. Internotional focus has tended to concentrate on China which has intensifled
cooperation with o range of Sub-Saharan Africon countries over recent years. However it is frue to say that many
developing countries have a far greater choice of financiers than, say, 10-15 years ago. Some of these African
countries have recently benefited from substantial debt write-downs under the HIPC Initiative and Multilateral
Debt Relief Initiative (MDRI). These debt cancellations have prompted new policy debates ot the intarnational
level os to how to avoid the ropid re-accumulation of debt by countrias which have just had targe parts of thair
debts relieved. The argument — often put forword by so-colled ‘traditional’ {or OECD) lenders — alleges that the
recently increased lending activities of non-QECD lenders such as Ching, India, Venezuela or Brazil may serve to
make poorer countries’ debts quickly unsustainable agoin because finance may not be provided on sufficiently
concessional 1erms.

Maoreover, some analysts have argued that non-QECD lenders are less inclined to adhere to certain
internationally agreed standards or sofeguard policies which aim 1o offer certain minimum protections to the
peoples ond environments of borrower nations. This could encourag‘e o ‘race to the bottom’ whereby other lenders
may be encowraged to abandon their own minimum social and environmental standords. Philippe Maystadt,
President of the European Investment Bank (EiB) told the Financlal Times recently thot, “the competition of the
Chinese banks is clear [...} they don't bother about social or human rights condifions”. Mr. Maystadt then went on

to suggest that the EIB may rethink its labour and environmental protection standards.'® While these arguments
are quickly advanced by OECD-lenders in policy discussions, they tend to ignore that OECD lenders themselves
hove extremely poor records in the past as they relate to irresponsible and unsustainable Jending practices to
developing countries, in particular via nationally sponsored export credit agencies.

The recent actions of so-called vulture funds have also thrown the spotlight on the importance of responsible
practices by lenders. Vulture funds are companies which buy developing country debt — often at a significant
discount = then sue the country to recover the full face value of the debt {usuclly plus interest, penalties and legal
casts). Such lawsuits have increased over recent years'® and the Paris Club recently stoted: “These actions free-ride
on the debf cancellotion gronted by other creditors and thus divert resources from poverty reduction expenditures

in the debtor country™.™ Governments around the world have spoken-out in disgust at the recent actions of so-
called vulture funds which threaten to wipe-out the small advances made so far in terms of debt cancellation. The
actions of litigating creditors have graphically underscored the need for conitractual changes within sovereign
loan agreements which restrict a creditor's right 1o sell o sovereign debt to another party. These measures would
in lurn be strengthened via small amendments to national fegislation which would ban vulture funds from using
national courts to pursue litigation against developing nations.?!
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Another factor enriching the debate on ‘responsible lending’ at the international level Is the corrent erisis hitting
the US sub-prime mortgage market ond noises by prominent bankers that “it [is] not the job of central bonks to
bail out lenders who had lent imprudently”.”® These senliments echo legislation at the national level in the United
Kingdom. The UK's Consumer Credit Act of 1974 = amended in 2006 = places o number of responsibilities
squarely on the shoulders of lenders with the aim of pratecting borrowers. These include measures to prevent
coercion, unreasonable interest rates and independent dispute resolution procedures. British courts are allowed
to take into consideration “oll relevant factors” when assessing whether the loon extended was fair and tokes into
account the borrower's copaclties to repay. H lenders do not comply with the law, the courts can make fenders
liable for compensation.?® Although these principles have not yet been appfied where the borrower is o sovereign
state, the continving evolution of domestic consumer law will undoubiedly influence debates on lending at the
international level in the future.

These factors are all contributing to increased international attention to the issues of illegitimate debt and

responsible lending. However policy measures currently available to help address these concerns are seriously
Yacking, as the next section shows.
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Why current instruments just don’'t make the grade

There are a number of problems with the policy responses currently available ot the internotional level. The most
central concern is probably the volunfory noture of the measures currently ot borrower’s and lender’s disposal.
The 'Principles for Stable Capital Flows and Fair Restructuring in Emerging Markets’ hove experienced limited
sign-on, The proposed G8 Charter on Responsible Lending is also planned 1o be a voluntary code of conduct for
creditors. Meanwhlle, the World Bonk and IMF state squarely thot, “fhe [debt sustaingbility framework] is not an
institutional or contractval mechanism fo bind creditors around ¢ cerlain course of action”. Tronstated this mecns that
lenders and borrowers can continue to behave as they please, and there is nothing that can be done about it.
With respect to international safeguerd policies, the lost decade hos seen a shift away from mandatory policies
to flexible principles, ‘performance standards’ or towards naotionol standards of varying strengths.

The concern is that those lenders that are inclined to sign-up to voluntary codes of conduct are precisely those
that are more unlikely to engage in irresponsible behaviour, leaving the door wide open to unscrupulous
practices. Ne voluntary code of conduct can usefully be relied on to promote responsible lending or resolve
repayments difficulties equitably where they do arise. Purely voluntary codes of conduct have no enforcement
powers and therefore cannot impose any discipline on lenders or borrowers.

Another important gap In current Instruments centres on the foct that none question the validity or legitimacy

of creditors’ claims, Although ‘pacta sunt servando’ [contracis must be respected} is an important economic ond
ethical principle, oll domestic legal systems recognise situations where a contract can ne longer be enforced.
These inciude situations where the lender has not exercised dee-diligence or has engaged in illegal behaviour;
whare the terms of tha contract are considered unfoir; where coercion has been invelved; ar where the borrower’s
circumstances chonge so dramoticelly that to force the debtor to honour the contract would lead to Inhumane
distress or a violation of human rights. The basic legol principles of lender Hability and shared responsibitity have
not been applied when the borrower is a developing country however even though a nation state has certain
obligations to meet the basic welfare of its citizens. Market theory states that when the link between economic
decision-making and risk is severed, efficiency is seriously compromised. Yel as long os the debtor is o notion-
state, current institutional orrangements dictate thas, technicolly at least, the eredit is velid and therefore legally
enforceable. Arguably, this has contributed to reckless and negligent lending by some creditors becouse they can
be confident of the legal enforceability of their contract.

At the some time, it Is clearly critical to secure as much ex ante certainty for potential lenders to sovereign states
as possible, i.e. lenders must be confident in the legal enforcecbility of their contracts before o loan is made. The
importance of this should not be underestimated: in the modern globalised financial environment, the importance
of global capital flows to developing nations ond emerging market economies is significant. Any reform measures
should not discourage respontible, legitimote lending from taking place. It is also critical that any measures
proposed not be so complex to implement as to push-up the cost of legitimate soverelgn borrowing beyond the
point where Joans con earn a sufficient rate of return and help support economic growth,
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\What instead? Towards responsible financing standards

In the absence of an internationally-ogreed debt work-out procedure ond in the face of the continuing ad-hoc
and haphazard treatment of the debt of developing countries, this paper proposes contractual changes 1o loan
contracts. The intention is to provide guidance, fairness ond certainties to the parties involved, as well as protect
the human rights ond environments of developing nations in line with international commitments ond norms, The
proposal moves away from instifution or sector specific responses to concerns aver responsible lending and fair
resolution of debt crises towards infernationally recognised legol standards for responsible lending and borrowing.

Evrodad's Charter for Responsible Financing — os tabled in Port Twe of the paper — outlines the essenticl
components of a responsible foan. These aim to ensure that a loan's terms and conditions are fair, that the

loan contraction process is legal and transporent, that human rights and environments of recipient natlons are
respected, that many possible future problems are pre-empted and that repayment difficulties or disputes are
resolved fairly and efficiently. Many of the provisions outlined in Eurodad’s charter are drawn from international
treaties and conventions to which lender and borrower nations are signotories.

The paper gims to help improve the quolity of lending, and prevent fulure illegitimate and unsustainable debt
problems. It orgues that all lenders and borrowers should be held accountable to the responsible financing
standards outlined in this paper. If these standards are broken, the low is broken and the debt becomes nuil
and void. Lender and borrower nations should enact changes to national legislation to recognise ~ ond agree o
abide by — these responsible flnancing stondards. Matienal legislation will also ensure that private fnanclers are
bound by the fromework. Our proposals will therefore encouroge a race-to-the-1op rather than a roce-to-the-
bottom that some financiers clearly fear.”™

The key oim of this poper's proposals is to lounch o serious political debate into better policy options than thase
currently available, and to flif a gap at the international level. Discussions on an infernationally recognised sef of
fegal stondards for responsible lending and borrowing = and improvement on the measures tabled in this document
— must take place within a broad international process with the serious and equal participetion of oll cencerned
stakehalders.
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8ox 2: From condilionality to responsibility

A common appreach to official loan finance has centred around the conditions which lenders have
imposed on the borrower as port of the loen packoge.

Within official finance agreements — such as thase entered into between sovereign states and
muttilateral institutions ~ thesa conditionalities have mushreomed in both number and scope over the
past two decades. They hove moved far beyond the technical aspects of a loan contract which set out
details reloted to the purpose and omount of the loan, repayment schedule, interest rate, loan maturity,
disbursement schedule, taxes, fees and complionce with due process of law. There are now conditions
which serve a larger economic restructuring (and ideological) purpose or which further substantive
governance reforms,

Examples of economic conditionolitles include liberolisation of government procurement procedures,
divesture of stote-owned enterprises; corporate governance reforms to create an enabling environment
for private sector development and externol Investment ond improving flscal discipline. Governance
conditions have encompassed administrative and flscal decentralisation, tax and judicial reform, policies
far participotory monitoring ond tracking of public expenditure and for porticipatory budgeting,
constiiutional and legistative reforms to facilitate involvement of poarlioments and citizen groups in
decision-making processes and onti-corruption legislation, 2

Such conditions have proved extremely controversial however, with heavy criticism volced by Southern
Governments, the citizens of borrower nations and compaign groups alike. They have been widely
described as onerous and harmiul 1o poor populations and os failing to respect democratic processes
and state sovereignty in important domestic economic and institutional reform decisions. It is also
increasingly acknowledged = including in official clrcles — thot conditions which further substantive
economic or political aims have largely failed in their objectives because borrower governments have
felt little national ownership over their reform processes.

The contractual changes proposed in this report da not in any shape, size or form aim 1o further sensitive
or ideological aims. Instead they strive 1o provide an effective technicol fromework to ensure that joan
monles are used for their Intended purpose(s), that citizens in borrower nations have consented to the
foon, thot lenders have exercised due-diligence, that terms and conditions are fair, that loan contraction
processes are transporent and accountable, some possible future repayment problems are pre-empted
and any repayment problems or disputes are dealt with equitably and efficiently.
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PART T\WO: Eurodad Charter on Responsible Financing

Eyracad Chaitar on Rosponsikio Finand

10.

PREAMBLE

The history of the soverelgn debt crisls since the 1980s has shown that loans have often been extended

1o developing nations with insufficient regard for the rule of law or citizens' welfare. In many cases, loans
were used to buy political support or to fund non-viable projects. Citizens around the world demand the
productive and transparent use of financial resources. To prevent repeated rounds of unsustainable and
irresponsible lending ond borrowing, it 1s essential to reform current opproaches to sovereign lending. We
therefore demand that lenders and barrowers sign-up and adhere to the following EURODAD Charter on
Responsible Financing,

A. TECHNICAL AND LEGAL TERMS AND CONDITIONS

A. (i} ALL LOANS:

Putposa and amaunt of lcan: The loan document must state clearly the purpose, amount ond
beneflcicries of the loan.

Mutual obligations and predictable disbursemant: The borrower commits to spend the funds
as stipulated in the loan agreement. The lender commits to deliver the funds predictably os
stated.

Compliance with relavant national and international laws: The parties to the loon must
comply with relevant national laws and regulations in the borrower and lender notions. Leans
should not be exempted from the responsibilities and occountabilities demanded by nationol
law in the borrower or lender notion. Disregard for applicable laws can render ony later
cloims invalid.®

Legai authorisalion to enter into the transaction: The loan document must be signed by
authorised representatives of both borrower and lender. it must show that It has secured the
necessary parfiomentary and/or other administrative appravals in the borrower country (see
Cli))

Repayment nssumplions: The borrower government and lender must make public the economic
‘assumptions’ they have mode in relation to how the loan is to be repaid, such os the financlal
position of the borrowar and expectad rate of return on activities financed.

Intorest rates: The loan document must indicate cloarly the type and level of inferest rates
charged {flxed or vorloble ratas). if variable interest rates are chosen, rates must be given

a reasonable and fair upper {imit which must be stated in the controct. This of fers more
predictability ond certainty to both parties to the contract. A reasonable upper limit would be
1% obove the basic market rate in the lender nation.

Repaymen? profile: The contract must provide cleor information on grace and maturity periods,
and repayment profiles (date and omount of debt service}.

Penaities: There should be no vsurious penalty premiums. These should be set at the same rate
as the original interest rate, for example if the originai loan carries on interast rate of 3%, the
penaity premivm should carry o maximum interest rate of 3%.

Side-lattars: All details in relation to the loon must be contained within one document. Side
letters are not permitted.” -
Fees and charges: The loan decument must contain detailed figures ond information of any
fees charged as part of the transoction {including recipient(s) and purpose(s) of fees). Any
such fees should be charged at no more thon International market prices for such goods or
services.™?

. Conflict of interests: The loan document should akso spell out any additional role the lender

has ployed in relation 1o the loan, e.g. if it has acted as advisor/consultant to the borrower
in oddition to its role as lender. The details of this advice should be public and available on
demand.
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12. Sale of loan an socondary market: To prevent aggressive actions by litigoting creditors,
the Ioan should restrict the creditor’s right to assign the debt to another party, i.e. the lender
cannot unilaterally seil or assign the debt to other entities. The lender must first obtoin tha free
and informed consent of the borrower. In the event the debt is sold-on, ossigned, transferred,
restruciured or replaced with o successor loan, all provisions as outlined in the original
locn agreement apply, such as the provision for independent arbitration and change of
circomstance.®”

A, {ii} DEVELOPMENT LOANS:

13. Aid effectiveness and povarty focus: Loans that are considered “development Joans” must
be fully in-line with country-designed development strategies and deb? policies. They must
respect tha key principles of the Paris Declaration on Aid Effectiveness.®

14. Currency of the loan: Official lenders should offer the possibility of berrowing all or part
of the loan in locol currencies to help balance exchange rate risk.

B. PROTECTION OF HUMAN RIGHTS AND THE ENVIRONMENT
B. (i} ALL LOANS:"

1. Respect for human rights: Activities finonced must not violate humon rights and must not
contribute to the violation of human rights. These rights are set out in the Internationally
recognised human rights treatles and conventions to which either borrowers or lender is
signatory.’?

2. Needs assessment: The borrower should provide clear documentation or other evidence which
identifies the need for the loan.™?

3.  Ex ante impoct cssessment: The lender has o fiducdiary responsibillty to ensure that activities
financed are legal and viable, as attasted by on independent ex ante long-term integrated
impocdt assessment. The tender and borrower should jointly oppoint someons who will carry
out the ex ante assessment, The loan contract should state who bears the costs of possible risks
associoted with the project as identified in the ex-ante assessment.™ '

4. Respect for intarnationally racognised sociol, labour and environmental stondards: The foan
must not support any venture that contravenes internationolly accepted minimum standerds on

* sociol, labour and environmental protection,®

C. PUBLIC CONSENT AND TRANSPARENCY
C. (i) ALL LOANS

1. Parliamentary ond citizen parficipation: The loan contraction process must be transparent and
participalory, i.e. parilaments and/or citizens ond affected communities in the borrower nation
must be given adequate time and information to debate the taking-on of the loan, including
purpose, tarms and conditions of the loan in accordance with the national constitution, ™

2. Public disclosure of information: The loan contract must be avaitable to the public in
borrower and lender nations (e.q. transmitted to parlioment, avallable for consultation on
request, published on the web, announced In the national press, radie and for television as
appropriate). ¥

3. Langvage: The contract must he available in the main national languages {including the
language(s) of offected communities) of the debtor nation. Both original and translated versions
shoutd have equal volidity in o court of law,™®
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C. {ii} PROJECT LOANS'

4. Progress reports and loan avalvation: For projed loans, there should be regular (e.q.
biannual or annual os appropriate) progress reports. There should be o clear timetabla for
completion of the project. There should be independent ond timely evoluation and audit of
project loans. Project reports and evalvations must be public.

D. PROCUREMENT
D. (i) ALL LOANS

1. Public procurement: Government procurement processes must be open ond transparent. The
loan contract should carry clear details of tendering processes for those carrying oul any work
or providing any services.

2.  Agrooments between borrower and lender: The iocon must contain details of any host
government agraement, production-sharing agreement, power purchase agreement or any
other similar accord. It must ¢lso contoin details of eny agreement te repay the foan in goods
or servicas provided by the borrower as well as state dearly the batls for the valuation of
these goods or services. Similarly, if the purpose of the foan is the provision of goods or
sarvices by the lendar, the loon document must clearly state how such goods/services have
been valued.

3. Immunity: To ensure that service providers are fully accountable, there should be no clauses
in loan agreements which give legal immunity for violations of the law in borrower and lender
nation to those carrying out any services or work as part of the contradt.

4, tocal capocity-buildingt Procurement procedures should support the copacity-building of
{ocal companies and institutions in line with international ogreements and commitments in this
regard.”

D. {ii) DEVELOPMENT LOANS

5. Development loan tying: development loan contracts should not be tied to the purchase of
goods or services from the lender.

E. REPAYMENT DIFFICULTIES OR DISPUTES

1. Change in circumstance: The loan must recognise that there will be cases where a dramatic
change in circumstances — beyond the will of either borrower or lender = means that the
borrower is no longer able 10 meet its flnoncial obligations on the loan. The contract shovld
state clearly what happens in such circumstances and should allow for a modification of the
terms of the agreement. The borrower must provide cleor evidence which demonstrates that it
Is not oble to meet its financial obligotions on the loan,”?

2. Independent arbitration: The loan document should provide o provision for an Independent
and transparent arbitration procedure in cose of repayment difficulties or dispute {at the
request of borrower or lender). There will be o stoy on debt repayments while negotiations
are underwoy. The borrower will also be protected from litigation while negotiations ore in
progress. Borrowers ond lenders will abide by the decision of the independent arbitrator and
there is o right to oppeak”’

3. legal authorisation to negotiate: Proof of legal power of altorney ond negotiction must be
provided by both sides of the contract before commencement of any negotiations on the loan.

4. loan refinancing: The details of any restructuring/refinoncing agreement must be made
public. Any successor loon carries with il the properties of the ariginal loan. Borrowers should
not sign sovereign immunity waivers when debts are sold-on.

5. Cross-dofoull: The loan document must not contain any cress-default or similor ciouse.*?

6. Termination of the contract: There must be clear, fair grounds and requirements for
nullification/termination of the contract by either party.
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Conclusion

Developing coutry debt stands ot over US$2.85 nrillion, up from U5$2.24 trillion in 2000 and US5$1.3 trillion
in 1990, Developing countries paid-out over US5540mn in debt service in 2005, an almost four-fold increase
from US$1 46mn in 1990 ond many devete large percentages of scorce government revenues to external debt
service. This problem olso continues to need urgent attention and policy-makers connot ¢claim that intesnational
debt relief initiatives hove adequately deait with sovereign debt problems to-date.

Nevertheless, there is also a clecr need 1o aveid the accumuiation of illegitimate and unsusteinable debt in the
future. The voried instruments currently available to borrowers and lenders to ensure responsible lending and
deal with debt problems equitably are severely lacking. Some of the key problems centre on the voluntary nature
of various 'safeguard policies” and ‘debt resolution principles’. These offer no incentives {or sanctions) for credirors
to extend loans responsibly and transparently. And although it is widely recognised that beth lenders ond
borrowers share responsibility for the occumulation of unsustainable and illegitimate debt burdens, scont attention
hos been paid to the issues of due diligence of financiers and the liabilities of lenders,

Debates about the re-accumulation of irresponsible and unsustainable debt are increasingly capturing the
attention of policy makers at the internafional level. This is due to a range of factors. These include the
hophazord way a number of recent debt crises have been dealt with — notably Argentina - and craditors’
charges that they were treated unfairly; recent rounds of debt cancellation under the HIPC Initiative and MDRI
and the fear that beneficiary countries will immediately build-up new un-payable debt; the increased prominence
of a number of non-QECD lenders and fears over o ‘race 1o the bortom” with respect to Internationat social

and environmental safeguards policies; increased activities of vulture funds; debates over lenders' duties and
responsibilities towards consumers at domestic levels, and the Government of Norwoy's cancellation of debts on
the grounds that they were extended irresponsibly.

The instruments available to borrowers and lenders are however [il-equipped to deol with the chollenges going
forward of ensuring (and rewarding) responsible lending ond avolding the build-up of unsustainable and
illegitimate debt. Indeed, they ensure that unscrupulous lenders continue to have fertile ground and do not foce
the consequences of their actions.

This paper has argued that lenders and sovereign borrowers should be held accountable to a set of clear ex
ante internationally recognised legal stondards for responsible lending and borrowing. The proposed framework —
as set out in Eurodad's Charter on Responsible Financing — sets binding standards which protect borrowers and
ienders. They show that there are certain fundamentatl values that both parties to a contract must abide by and
provide citizens —South and North — with effective tools with which to held governments, public institutions and
lenders fully to account. The standards also help to reinforce both internationat and naticnal taw concurrently.

The primary interests of fenders are clear ex ante rules of the road. If lenders can be assured thot the hew
standards make sense, that implementation costs are not burdensome ond that there is predictability ond fairness
in cases of repoyments difficulties or dispute, there should be broad buy-in and the costs of lending should not
increase. Borrowers con also be reossured thot they will not have controversial, onerous and ideological conditions
imposed on them by lenders. There will olso be certain minimum standards of protection guaranteed for the
peoples and environments of recipient governments. Moreover, via provisions for independent arbliration in cases
of repayments difficulties or disputes, both parties to a contract will also be offered further protection.

A set of prospective rules will establlish a stable framework 1o assure current and future investors that there is
no danger to legitimate and beneficiol lending as well as reassure sovereign borrowers that the humaon rights
of their citizens will be adequately protected. The aim of this paper is 1o launch @ political debote about more
credible policy olternatives to those currently on the table in order to prevent repeated cycles of unsustainable
and illegitimate debt. We look forward to a lively ond public debate ond will publish all serious responses
received to this paper.

We are positive about the prospects that this issue will indeed be taken-up energetically by policy-makers in
developing and developed nations, as wel! as by the multilaterol institutions. In September 2007, World Bonk
President Robert B, Zoellick stated that; “Fighting corruption in developing countries is as much the responsibility of
developed countries os of developing countries,” referring to bribes, kickbacks, and other illegal income provided
by firms and individuals in developed countries and the hiding of money in developed countries. There is clearly
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an appetite at the internaticnal level to hotd lenders ond borrewers much mare occountable for their actions
ond to combat corruption, negligence ond recklessness in international lending. An immediole and first step could
be the voluntary adoption — by individual governmenis or agencies — of the Euradad Charter on Respensible
Financing, and lending only to those who have also odopled the code.

Ultimately, for this type of reform to take place, the agreement of both major crediter and developing countrles
Is needed. in particular, developing country governments need to push this agenda forcefully at the international
level. Such discussions on a binding set of international legally recognised responsible financing standords — ond
improvement on the measures tabled in this document — could take ploce within a broad infernational process
with the serious participation of all concerned stakehalders. The United Notions Financing for Davelopment {FfD}
process could be one opfion. This is a more globally owned ond equitable forum than either the G8 or G20 can
claim to be. We also suggest that lenders and borrowers develop their own track-records of adherence to the
standards, which could then be subject to peer review and public scrutiny.

In a context where there ks increasing competition in the aid and loan marketplace, borrower countries are in a
stronger position to be able to demeand more of internationol financiers. They — supported by social movements
ond civil society groups in their countries — should seize the opportunity to table these debates in relevant
international forums sooner rather than later.

EURODAD Chorter on Responsible Financing Jonvary 2008 17



References

Abiidsnes Kjetil, Norway's Responsibility in the Ship Export Caompuaign, March 2007, hitp: / fwvw.eurodad.orq/
uploadedfiles /Members /Norways%20creditor ¥ 2 Qresponsibility.pdf

Acosta, Alberto and Ugarteche, Oscar, Una propuesta global paro un problema globak: Hacio un tribunal
internacional de arbitroje de deudao soberana, Nueva Sociedad 183

Afrodad, Owning the Loan: The Public Loan Contraction Process in Africe, 2006: http: / fwww.ofrodod.org/index,
phploption=com content&task=viewdid=58&temid=101

Assemblée Nationale Frangeise, No 3214, Proposition de Loi visant & lutter contre ['action des fonds finonciers
dits « fonds vautours », 28 juin 2006

Bretton Woods Project, Conditionality at Issue (droft think piece on responsible financing standards), August 2007
(not published}

Breton Woods Projedt, Bretton Woods Update, March/April 2005: http:/ /www.brettonwoodsproject.org/
te /4 wypdtd 5.pdf

Brown Gordon, Statement of the Chancellor of the Exchequer on Yulture Funds, 10 May 2007: http: / /www,
pyblications.porlioment.uk /pa/em2Q0607 /em0705 10/ wmstex1 /7051 0mQ000 | m#tcolumn 1 6WS

Catiori, Alde, CIDSE, A human development aopproach to preventing new cycles of debt, June 2007: hitp: //www,
cidse.org/docs/200706051702546233.pdf

Coumba Fall Gueye, Miche! Vaugeois, Mathew Martin and Alison Johnson, Negotiating Debt Reduction in the
HIPC Initiative and Beyond, February 2007 '

Equator Principles: L Swww, r-REING
Ertassjabr.de, FTAP: Arguments and Counter-arguments, 2004: http: //www erlassicohr.ce /

Eurodad, Responsible Finance: towards a coherent strategy on carruption, Ewodad meeting raport: Brussels, 9" —
1™ June, 2006 (not published)

Eurodad, debt strategy meeting report, Brussels, Febrvary 2007 [not published)

Euradad, Debt sustoinability or defensive deterrence? Jonuary 2007: http: [ /www.eurgdod.org/whotsnew /
reports,aspx?id=444

Evrodad, EU Aid Report, "Hold the Applause: EU Stotes fail to live up to their promises on aid to werld’s poar,
April 2007 hiip: // www.euredad.org /aid farticle,aspx?id= ) 228item=0860

Evradad, Morway makes ground-brecking decision to cancel illegitimate debt, 3 October 2006: htp: / fwww,
surodod.erg/debt/orticle aspx2id=114&item=0302

European Investment Bank {EIB), Sodial en Environmental Practices Hondbook, 29 September 2007: hitp:/ fwww,
eib.org/about/publicotions /environmental- gnd-social-pragiices-handbook hitm

Financial Times, EIB accuses Chinese Banks of undercutting Africa loans, 28 November 20046

Global Transparency Initiative Charter, 2005: http: / /wwwiifitransparency.org/doc/chorter enpdf

Guardian Weekly, “The credit party’s over. For now,” 17 August, 2007

EURODAD Charter on Responsible Financing lanvary 2008 18




Hanten, Jeseph, Preventing Future [llegitimate Lending in Ecuador, April 2007 {not published)
Intarnational Monetary Fund, IMF Policy on Lending into Arrears to Private Crediters, 199%: hitp:/ Fwww jmi.org/
external/pubs/ft/odvered Jlending.pdf

Internationat Monetary Fund, Proposals for a Sovereign Debt Restructuring Mechanism (SDRM), 2003: hitg:/fwww,
imf.org fexteraol/np fox facts /sdrm bim

International Monetary Fund, IMFC Communiqué, Spring Meetings 2006: hitp:/ /www.imf.org /external /np/
sm /2006 /042206 htm

International Finunce Corporation {IFC), Performance Standards: hhp: /S www.ife.orafifcest fenvironst /Content/
Performance Standards

International Labour Qrganisation, Internationat Labeur Standords: htim:/ /www.ifo.org ‘eublic ‘english/stapdards/
norm i

Institute of International Finance: “Principles for Stable Capital Flows and Fair Restructuring in Emerging Markets”,

2004 hiip: / fwwwiif.com/emp fprinciples/
lubilee Debt Campaign: Lift the Lid on Bad Loans: hitp://www, Jubileedebtcompaign.org.uk/lifthelid

Jubilee Zambia, Yulture Funds and Detst Relief. The Cuse of Zambia. “What they ore and what you con da abour

them”, February 2007: hitp: / /' www,jctr.org.zm [vultyrefynd

Liounis Audrey, EXTIC , Bamtle against Corruption a Shared Responsibility, September 18, 2007

Mandel, Steve, Qdious lending: debt relief as if morals mattered, New Economics Foundation 2007: hitpy/ /www,
ngweconomics.org/gen/vploads /v dgdvewa SofthynS Sgy 1 fwy 451 409200017 4700,pdf

QOECD Convention on Combating Bribery of Foreign Public Offlcials in International Business Transactions: htp://
www gesdiorg/document/2170,234Q,un 2649 14855 2017813 1 1 1_1.00hmmbrtexs

OECD, 2008, Princples and Guidelines 1o promote Sustainable Lending proctices in the provision of Official
Export Credits to low income countries: hitp:/ fwww.gecd.org/lopic /0,337 3.en 2649 34169 1 1.1 1 37431
QQ.htinl

OQECD, 2003 Recommendation on Commen Approaches on Environment and Officially Supported Export Credits:

http:f fwww.oecdora/decument /56 /0,3343,en 2649 34181 21 4131 10¢html

Pettifor, Cisneros and Olmos Gaona, ™It tokes twa to tange: creditor co-responsibility for Argenfing’s crisis — and
the need for independent resolution”, Jubiles Plus ot the New Economics Foundation, September 2001

Paris Decloration on Ald Effectiveness, March 2005: hitp: / fwww.oecd.ora/dooyment /1 8/0,2340,en_2649 323
6398 35401554 1 1.1 1.00htm)

Paris Club: http:/ /www clbdeparis.org/

Poris Club, press release on the threats posed by some litigafing creditors to heavily indebted poer countries,
May 22, 2007: hip:/ /www.clubdepgris,org /sections /ser vices feommuniques /communique-presse-du/
switchlanguage /en

Parliumentarion’s declaration for shared responsibility in sovereign lending: http://www.debtdeclaration.org/
declaratiopen

Roffer, Kunibart, “Applying Chapter 9 insolvency to International Debts”, 1990

EURODAD Charter on Responsible Finoncing Janvary 2008 19



Raffer Kunibert, Risks of Lending and Liability of Lenders, Ethics & International Affairs, Volume 21, lssue 1, Page
85-106, March 2007:

htps/ fvewew blackwell-synergy.com/action/doSearch?action =rundearchdity pe= advakeddresult=ve &prevdear
ch=%2RBovuthorsAeld%IA{Ral{er¥ 20 +Kunibert)

Reyes Tagle, Tovana and Sehm Patomoki, Kataring, The Rise and Development of the Global Debt Movement, a
North-South Dialegue, UNRIST, Jonuary 2007

Royal Norwegian Minfstry of Forelgn Affairs, Cancellation of debts incurred as a result of the Nerwegian Ship
Export Campaign {1974-80), October 2006: htip:/ /www.regjeringen.ne /en/dep fud /Documents /Reports-

progrommes-of-ogtion-ang-plans /Reports /2006 Cangellgtion-of -debls-incurred-os-n-resuli-of -the-MNorwegian-
Ship-Expori-Compuign-1 976-80htmiZid=420457

Shafter Jonathan, The Due Diligence Model: A New Approach to the Problem of Odious Debt, Ethics &
International Affairs, Volume 21, Issue 1, Page 49-67, March 2007

Spanish law on debl: “Act Governing the Management of Foreign Debt”, December 2006: hitp:/ /www,

debtwaich.org/documents /enprofundital /Estal_espanyol/boe ley%20devdq.ndf

Stigfitz, Joseph and Griffith-Jones, Stephany, Growth with Responsibility in a Gloablized Waord — Findings of the
Shadow G-8, Dialogue on Gloablization, May 2007: hitp: / /library.fes.de /odf-files fiez /alobal /0447 2 pdf

Tan Celine, for Eurodad, Respensible Financing or Unwarranted Obligations? Fiduciary Obligations in Loan and

Aid Contracts Between Donors, Client States and Citizens, May 2006: http. / /fwww.eyrodod.org/whatspew/
ceports.aspa?id=464

UK Consumer Credit Act 1974 — amended in 2006: hitp://www.oft.govuk/advice and resources/resource

base /| I/cca/

UNCTAD: The Concept of Odious Debt In Public Internationol Low, July 2007: http:/ /wwwunctad.orgfen/dogs/
p9dpifl enpdf

United Nations Universal Declaration of Humon Rights, 1948: hitp;//www.un.org/Overview /rights.himi
United Nations Internationat Covenont on Civil and Political Rights, 1964: hptp: / /www.chchr.org/english/lqw/

ceprhtm

United Natlons Monterrey Consensus, 2002: hitp; / /wwwunorg fesa /ffd /monterrey /Montes reyConsensus, pdf
United Nations, Mlilennivm Deciaration, 18 September 2000: hitg: / fwww.an.ara/millennium/declargtion/
aresd52e.pdf

United Nations Convention Against Corruption, 31 October 2003: htip://www.unodc.org /pdf /crime /convention
coruption Fsigning /Convention-e_ pdf

United Nations Multi-Stakeholder Consultations on “Sovereign Debt for Sustained Development”
Concluding Session, Held in Conjunction with the Fifth UNCTAD Debt Monogement Conference
Geneva, 20-22 June 2005 Secretariat Report of the Consultation: hitp://www.unorg/esa/ffd /msc/
sovereigndeht /Debt%20Multi%205tokeholder% 20Geneva% 20Report%20-%20final. doc

Woaood Angela, for Jubilee Debt Campaign, Condifionality for Debt Cancellation, April 2004 [not published)
World Bank, Review of Low-Incame Country Debt Sustainabllity Framework and Implications of the

MDRI, March 2006: bip: / /siteresources.weoridbank,org JANTDEBIDEPT /PolicyPapers/ 20956852/
ReviewoflIC DebiSustainehilityFromeworkMDRIMarch 27, ndf

EURCDAD Charter on Responsible Finoncing Janvary 2008 20




World Bank, Managing Risks Associoted with Nonconcessional Borrowing in IDA L 4 Grant-Recipient and Post-MDRI
Countries, June 2006:

http:/ /web.worldbonk.org /WB SITE/EXTERNAL/EXFABQUTUS /IDA /0, conlentmMDK: 21021 278~ pagePK:51 2361
75~piPK:437 394~ resourcevrinome:F Y 0bgrontimplemenation” $ pdf - theSitePiG7 31 54,00 him!

World Bank and International Monetory Fund, “Heavily Indebted Poor Countries [HIPC) Initiative and Multilatera!
Debt Relief hirative {MDRI}—Status of Implementation”, August 2006:

hitp:/ fweb.wordbonk.org s WESITE/EXTERNAL/TOPIC S /EXIDEBTREPT /0. contentMDK: 21 GSOB77 ~ menuPK:6 41 6467 39 page
PK:64160668% - piPKibal 60646 ~ theSitgPK:469043,00 htm)

World Bank, Press Retease, World Bank to Increase Support to Curb Vulture Fund Actions, July 2007:
hitp: / fweb, worldbank,org /WBSITE /EXTERNAL/NEWS /0, contentMDK: 21 353898 ~pagePh: 34370~ piPK:34424
= theJitePK:4407.00 himl

Warld Bank, Global Develapment Finance 2006 and 2007

World Bank sofeguards policies: htip:/ /www.worldbank.org fsefequerds

World Bank, The concept of odious debt: some considerotions, 7 September 2007: hitp://web.worldbank,org/
WRSIE/EXTERNAL/TOPICS /EXTDERTDEPT /0 menuPK 041 067 39~ pagePK:b4 | 60681 ~piPK.04 1667 25~theSil
2PK:462043,00.htmi

World Trade Qrganisation {WTQ); Government Procurement: hitp: / /www.wio.arg /english ftratop e/gproc_a/
gproc ehtm

EURODAD Charter on Responsible Financing Janvary 2008 21




(Endnotes)

) Monterrey Consensus, 2002, p. 17, pora. 47: hitp: [ /wwwun.orafesa /iid /momerrey /
MonterceyConsensys.pdf . Moreover, the final cutcome report of the UN FID's 2005 multi-stakeholder
consultations on sovereign debt reveols that in foct, o braad range of stakeholders — pubfic and private
sectors — support far greater transparency and predictobility in the international debt architecture.

The outcome report states that: “The proposal to create o multi-siakeholder working group to explore
additional mechanisms to improve debf workouls was widely supported and discussed ot lengfh. Participants
ogreed with the proposal that the working group examine such issves as o code of conduct for sovereign
debtors and their creditors, operalionalizotion of the doctrine of "odious deb!,” and provision of arbilration
or mediotion services to facilitate dispute setilement. While there was no agreement on the shape that an
additional mechanism or mechanisms should foke, there was a feeling that if on ossured international debt
workout mechanism existed, it would make creditors ond debtors more coutious in lending and borrowing,
which would be good." See: p. 9: hitp:/ www.un.org/esq/ffd/mse/soveraigndebt /Debi®4 20Multi% 20
Stokeholder%20Genevoe 20Report%20-%20fngl.do¢

? Stiglitz, Joseph and Griffith- Jones, Stephany, Growth with Responsibility in a Glebalized Word -
Findings of the Shadow G-8, Dialogue on Globalization, Moy 2007

3 See Paris Club: hitp;/ /www.clubdeparis.org/

4 There s no universally agreed definition of illegitimate debt. However Blegitimate debts can loosely
be described as those loans which did not benefit the populations of borrewer nations and in some cases
did local communities and/or environments grave harm. Professor Alexander NMahum Sack, a Russian
legal scholar developed the nation of odious debt in 1927. Odisous debts are defined by three moin
choracteristics: o/ the loan did not benefit the population of the debtor notion and indeed the funds
may have been used to oppress the people(s) of that notion (absence of beneflt); b/ the population

of the debtor nation did not consent to the loan (obsence of consent); and ¢f the creditor was aware

of these facts and yet proceeded to disburse the loon anyway [creditor aworeness). llegitimate debt
however is ¢ much broader cotegory. It applies for example to ill-conceived development projects which
ne finoncier exercising reasonable due-diligence should ever have financed. More recently, the concept
of ius cogens and its potentiol application in cases of llegitimote debt hos been raised. This argues that
any loans which contravened accepted international fus cogens norms such as lorture, slavery or war of
aggression should be deemed invalid.

5 The *fair ond transparent arbitration procedure’ or 'FTAP' was first proposed in 1987 by Austrian
academic Kunibert Roffer who recommendad the internationalisation of Chapter @ of the US Insolvency
Code, Chapter 9 protects natienal government municipalities in cases of bankruptey. The key feotures of
Raffer’s model inclyde a neutral decision-moaking body which orbitrates ond decides which debis need
to be declared null and void, and which naed to be repaid; the rights of both debtor and creditor te be
heard by arbitrators; protection of the human, soclal and economic rights of the citizens of the debtor;
the institution of outematic stay and transparency of process and decisions. Internationalisation of this
procedure would ensure comparability of ireatment between countries and between debts. [n cases

of financia! difficulties or dispute, debters and creditors should be able 1o turn to such an independent
mechanism as a serious option should they so choose, According 1o Raffer’s mode!, arbitralion moy be
heard on on ad-hoc basis. Meanwhile, Alberto Acosta, Ecvadorian economist and Oscoar Ugarteche,
Peruvian economist have also put forward not dissimilar prapoesals for the creation of a ‘tribunot
internacional de arbitraje de deuda soberana’ or ‘TIADS' {international tribunal for the arbitration of
sovereign debts). Unlike Raffer’s model, the TIADS model would involve the institutionalisation of an
arbitration court — possibly under the cegis of the United Nations or International Court of Justice — to
hear sovereign debt related disputes and/or repoyment difflculties. Acosta and Ugarteché argue for an
‘international financial code’ (cédigo financiero internacional) which would codliy the right to be heoard
before on arbitration tribunal. Eurodad’s charter for responsible fending does not indicate o preference
for either model, but orgues that borrowers and lenders should have the right to be heard before on
independent panel in cases of repayment difflculties or dispute. This panel would aiso identify incidence
of lllegitimate debt (and legitimate debt of course}.

¢ A collective action clause {CAC) allows a supermajority of bondholders to agree o debt restructuring
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that is legally binding on all holders of the bond, including those who vote against the restructuring.
Bondholders generally opposed such clauses in the 1980s and 1990s, fearing that they would
compromise "credifor’s rights’, although such clouses were long standard in bonds issued under 3ritish
law. New York law bonds on the other hand, the most common, required unanimity to alter their finoncial
terms, although o technique had been devised to indirectly change the terms with a smaller majority
{‘exit consents’). Bond-Issuing governments generaily feared that including CACs would raise their
interest rates, if creditors demanded compensation for grealer perceived risk. However, alter Mexico
experimented successfully with CACs in o New York bond in February 2003 without negative effect,
they became the new stondard. Whether they enable easier coordination of bondholders has not yet
been tested.

7 See: hitps/ /wwwiitcom/emp /orinsiples/

8 1n 2003, Anne Krueger, First Deputy Managing Director at the IMF developed proposals for a
Sovereign Debt Restructuring Mechonism (SDRM). Some of the main features of the SDRM include: o
supermajority of creditors could vote to occept new terms under a restructuring agreement, minority
creditors would be prevented fram blocking such agreements, negotiations should be based on geod
faith, there would transparency requirements ond sharing of information by the debtor and the creation
of a dispute resolution forum. The proposals were abandoned in 2004 following objections by a
number of creditor goveraments and privote financiers. Proposals were abso criticised by NGO:s for,
among other reasons, the exclusion of IMF debis from the process of orderly restructuring. For further

Information, see: hitp://www.imf.org /external/np /exr/facts/sdim.htm

9 See for exaomple, the World Bank’s safeguard policies af: hitp:/ /go.warldbank.org /WTATQDEZTQ
or the IFC's "performanca standards” at: htip: //www.ifgorg/ifcext/environst /Content/
PetfermanceStondards

10 See: bt/ /www.equator-principles.com/

1 Eor further information on the World Bank /IMF debt sustainability framework, see: hitp://web,
worldbank,org /WBSITE/EXTERNAL /TOPICS /EXTDEBTDEPT /0, contentMDK; 20261 804 ~menuPK:6 41667
19~pagePK:641 64089 -piPK:64)1 66446 ~theSite PK:46904 3,00 himl

12, fact, the reverse is true. In 2006, the World Bonk opproved its so-called ‘free-rider policy’. The
policy, entitled ‘Managing Risks Associoted with Nonconcessional Borrowing' states that should low-income
countries take-on too much non-concessional commercial debt for purposes the Bank does not agree with,
it retains the right to reduce (or harden the terms of} that country’s access to concessional International
Development Association (IDA) resources. No sanctions of any kind are imposed on lenders for lending
beyond prudent limits. And although the Bank recognisas that "this does imply a somewhot asymmetric
treatment of lenders ond borrowers™ It presents na potential policy measures which could be discussed to
ensure a more equitable treatment between the two parties, For further information on the palicy, see:
hitp:/ /web.worldbank.org /WSSITE /EXTERNAL/EXTABOUTUS /DA, contentMDK:21 021 578 pagePK
131236175~ piPK:4 37 394 ~resourceviinome:FY Qo grantimplementation¥ SE$ %S Epdi~the SitePK:7 3154
LD0.html

13 The draft principles currently under discussion are short and extremely weck. They read as foliows:
Droft Principles on Responsible Lending

“QOver the yaars the International Community has mode remarkable efforts to enhance its support lo
low-income countries. We believe that, in order 1o reinforce these efforts, responsible lending policies
and practices should be developed and implemented, according to the following principles.

1. Fostering sustainable development

Sustainable development is the ultimate objective of cid and assistance. Finonce to developing
countries should not compromise the ability of future generations to meelt their own needs. This implies
that responsible lenders consider the economic, social, environmental and cultural dimensions of their
interventions together with long- term financiot sustoinability.

2. Preserving debt sustainability

Responsible lenders ensure that their lending decisions meet the need for funds of recipient countries in o

EURODAD Charter on Responsible Financing Janvary 2008 23




way that matches their current and future ability to service debt, in order o avoid the return to the lend-
and-forgive ¢ycles that undermine losting development. To this end, responsible lending towards low-
income countries is guided by the World Bank/IMF Joint Debt Sustainability Framework and the country-
specific Debt Sustainability Analyses and is provided on terms and conditions fully consistent with them.,
Responsible lenders help ovold the risk of litigation against HIPC and other low-income countries.

3. Supporting good governance

Good governance is key to sustaingble development in its political, social, environmental and economic
dimensions. Peace, democracy, rule of kaw, respect of humon rights and fundementol freedoms, broad-
based occess 1o health, education ond basic services, gender equulity ond people’s porticipation,
effective, accountable and transparent public financial and management institutions and sound economic
maonagement are all necessary. Responsible lenders support beneficiory countries that moke progress in
these flelds, enhoncing the incentives to good governance and maximising the impact of donor resources
in suppert of development,

4. Ensuring transparency and effectiveness

To strengthen creditor coordination, responsible lenders fully share information on their lending proctices
to low-income countries. This transparency also contributes to the efforts by recipient countries to use
public resources wisely. Responsible lenders also respect the principles of the Paris Declaration on Aid
tffediveness: Ownership, Alignment to pariner countrles’ strategies, Harmonisation, Managing for Results
and Mutual Accountability.

14 See, World Bank, The concept of odious debt: some considerations, 7 September 2007: http:/ /web,

worldbank.org /WBSITE/EXTERNAL/TOPICS /EXTDEBTDEPT/Q.menvPK.441647 39~ peaePKi64166681

15 he IMF will lend 10 countries in arrears 1o private creditors if the country shows it is making o ‘good
faith effort’ to resolve its debt crisis.

16 The countries involved in the Norwegian debt write.off are: Ecuador, Egypt, Jamaico, Perv and
Sierra Leone, See: Royal Norwegian Ministry of Foreign Affairs, Cancellation of debts incurred 0s a

result of the Norweglan Ship Expart Campmgn {1976- 80) hitp/ fwww reg QI QQWMM

MNMLNQLMR-MLQQMQQ;LE&BO.Q@L&,E 20452

17 See: UNCTAD: The Concept of Odious Debt in Public international Low: http; / fwww.unctod.org fen/
docs/osgdpiBS en.pdf and World Bank: Odiocus Debt: Some Considerations: hiip;//web.worldbank
org /WEITE/EXTERNAL/ TOPICS /EXTREBTDEPT /Q..menuPK;:64 1 $67 39~ pagePK:641 66681 ~piPK;0a1 6
0725 ~theSite PX:469043.00 hml

18 Financial Times, EIB accuses Chinese Banks of undercutting Africa loons, 28 November 2006

19 Eor the full list of litfgations underway against HIPCs, see: hitg:/ /web.waorldbank.org /MWRSITE/

EXTERNAL/TOPICS /EXTDEBTDEPT /0. contentMDK:2] 050877 ~menuPK:641 447 39 ~pagePK:641 66689
~piPKi641 66646 ~theSitePK:469043,00 htmi

The World Bank estimates thot more than a third of the countries receiving debt relief hove been
targeted with lowsvils by at least 44 [tigating creditors, with judgments, aworded in 26 of these cases,
of some US$1 billion {in some cases, public pressure forced the vulture fund to drop the case). The
HIPCs facing the most litigation are the Republic of Congo, Guyana, and Uganda with eigh, seven
and six lawsyits respectively, The bank states that although litigeating creditors are based oll over the
world, higher concentrations are observed in the UK, British Virgin Islands, US. Lawsuits against HIPCs
hove been filed mainly in London, Paris ond Mew York. Total reported clalims under litigotion amount to

US$1.9bn.

20 Press release of the Paris Club on the threats posed by some litigating creditors to heavily indebted
poor countries, May 22, 2007: See: htip:/ fwww.clvbdeparis.org /sections fser vices fcommypiques/
communigue-presie-du/viewlanguoge fen

21 13 order to better protect borrowers, one proposal has been to enoct smaoll amendments to noticnal
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legislation to prevent vulture funds from using notionaf courts to pursue litigation against developing
nations. In june 2006 for example, o proposal was tabled in the French Assemblée Nationale for o

law which aimed to place serious obstacles in front of any vulture fund which hoped to use the French
courts to seek repayment from a debtor natlon by giving French judges discretionary powers ta 1oke into
consideration “the efforts of other creditors” [to provide any debt relief to the debxtar nation In question)
“and the copacities of the debtor”. The text is certainly not as strong as it could be ond has not yet
become law in France but such measures are welcome and are definitely a step in the right direction.

22 Guardion Weekly, “The credit party's over. For now,” 17 August, 2007

23 UK Consumer Credit Act 1974 — omended in 2006: http: / /www.oft.govyk fadvice_ond_resources/
resource baselegel/ceq/CCA2006/

24 pMost the provisions In Eurodad's Charter for Responsible Financing can be applied to a full range

of lending, e.g. project loans, export-credit agreements, sovereign bonds, policy support loans (such as
modernisation or privatisation leans) and balance of payments loans, There may be some coses however
where a particular provision may not be relevant to this type of loan, e.g. the provision for an ex ante
social ond environmental impact assessment would not apply in coses of direct budget support or to
sovereign bonds. The provision on the untying of loans to the purchase of lender goods or services would
not be applicable to export credit agreements olthough we suggest ways to dramoftically improve the
quality of these transactions.

3 Eor an excellent critical assessment of "types” of loan conditionalities within IF! loan agreements to

sovereign states, see: hitp;/ /www, eurodod.org /uplondedFiles /Whats New /Repeorts /Eurodad®20Q
ResponsiblefinancingTon.pdf

26 Yhe toan should comply with relevant legislotion in both borrower and lender nation. if the loon
vlclates the constitution of the borrower nation in any way, it should be deemed null and void. Examples
of relevant legislation in the lender nation include the Sponish law of December 2006 entitled: “Act
Governing the Management of Foreign Oebt”. This binds the Spanish Government as o lender to,
amang other things, tailor loans to “debtor countries’ development requirements and [..] be proportionol
to their financiol difficulties,” and pay special attention to “reducing poverty levels, [..], pursuing
sustainable economic growth, [...] os well as to preserving the environment.”

27 feas and other supplementary charges are often included in loan documentation by reference to o
side letter to avoid disclosure. For this reason, side-letters should be avoided.

28 ¢ 1oan should distinguish between types of fee, e.g. ‘commitment’ fees {which should hove a
maximum level of 0.5-1%), from fees for ‘services rendered’. These shavld really be included in the
overall loan amount as part of the project being financed. in case they are not, the lcan document must
contain clear and detailed information on the omount, purpose, recipient and interest rates charged.

295 only a voluntary code of condud is cdopted as an immedicte step on the way towards binding
internationa! standards, there could be o stipulation that loans con be ossigned only to other creditors
who have signed up to the Code of Conduat.

30 $00 the Paris Declaration on Ald Effectiveness, March /April 2005: hip: / fwww,gecd.org/docyment /
18/0,2340,en_2649 3236328 35401554 1 1 1 ) 00 .htmi The 12 indicators donor countries have
signed up to are: partners have operational development sirategies; reliable country systems; aid flows
are cligned on national priorities; strengthen capacity by coordinated support; use of country public
financial monagement systems; use of country procurement systems; strengthen capacity by avoiding
parollel implementation structures; oid is more predictable; aid is untied; use of commen arrangements
or procedures; encourage shared analysis; results-oriented framework; mutual accountability, See

olso the UN Millennium Dedlaration, 18 September 2000: hitp: / /www.un.org/milleaniym/deglaration/
oares552e.pdf

3 we recognise that there are seme loans, e.g. balance of payments support loans, budget support

EURODAD Charter on Responsible Financing January 2008 25



EURQDAD Charter on Responsible Financing January 2008 26

etc. where best practice standards as they relate to ex-anle ond ex-post social ond envirenmental
impact assessments would not be relevant.

32 $ch rights are cleorly loid-out in texts such as the United Nations Universal Declaration of Human
Rights, 1948 (hitp:/ /wwwun,org/Cverview /rights.himl} which mony experts argue has achieved the

status of international customary law as well os the United Nations Covenant on Social, Economic and
Culturat Rights and United Nations Covenant on Civil and Politicol Rights.

33 This document must be public {e.g. available for consultation on request, published on the web,
announced in national press, radio ond/or television os oppropriate).

34 It is crucial to carry out ex ante impact assessments on all loans, not just project loans. This is because
loans which are described as 'policy suppaort loans' or loans to suppert ‘modernisation’ or privatisotion”
in a borrower country con also have significant distributional or other impacts. It is therefore vitol that
these alse be eccompanied by independent (and positive) ex ante social and environmental impact
assessments.

35 Such internationally recognised and occepted stondards include — but are not limited 10 — the
World Bonk's sofeguard policies (hitp://www.worldbank,org/safeguards), the international finance
Corporalion's {IFC) Performance Standards, the Equotor Principles {http:/ fwww.equater-principles.com,/
} and the International Labaur Organisation’s (ILO} core lcbour standards {hitp:/ fwww.ilo.org /public/
english/standards/norm/). The World 8ank’s safeguard policies incorporate for example: environmental
assessment; natural habitats; forestry; pest management; involuntary resettlement; indigenous peoples;
cultural property; safety of dams; projects on Internationol waterways; and projects in disputed oreas.
Important, please note— this poper does not suggest that in many cases these scfeguord poficies or
principles could not be significantly strengthened. There is u large volume of literolure available which
points to the weaoknesses of different institutions' pelicies and safeguards and theiefore efforts must
constantly continue to improve on them. Instead, this poper suggests that they provide o minimum set of
standards which enjoy broad-bused sign-an and which can be used to hold financiers ond barrowers
accountable for their lending/borrowing decisions,

36 minimum standards of consuliation to be respected can be drawn from internationally recognised
social, labowr and environmenta! standards.

37 Bath lenders and borrawers should be encouraged ot the end of the year to publish condensed
annval reports of their lending and borrowing adtivities. This report should be widely distributed and
mode publicly available to anyone interasted.

8 Often, even where loon contracts are avoilable in tronslated versions, they carry no legal value, A
clause contained within the agreemaent will stote that in coses of dispute, only the original longuoge
version of the document has any validity {usually drafied In the languoge of the lender nation). This
practice is routinely used by lenders although others have abolished the proctice which shows that
improvement is possible. Recent loan agreements berween Belgium ond Ecuador for example state thot
both Franch and Spanish lenguage texts are equally valid in a court of law. Denmark, France, Germany
and ltely however need to improve since loan agreements issued by these countries state that only the
original texts are fegally volid.

% Such cs contained within the Paris Declaration on Aid Effectiveness which pledge greater support for:
strengthening of national procurement systems; support for focat capacdity development and use of local
country systems: See: bttp:/ /www.oecd.org/deportment/0,3355.en 2649 19101395 ¥ 1 1 1 1.00, :

hien! i

40 There are two broad categories of cases which could reasonably be deemed a dramatic change
in circymstance which may require o modiflcation of the terms ond repayment profile of o loon. These
include: a/ force majevre [dramatic changes which occur beyond the will of borrowet or lender such
as political or economic upheaval, war, notural disoster, a dramaotic fall in the price of mojor export
commodity prices, draomatic changes in real interest rates, dramatic currency fluctuations efe.); b/ état
de nécessité (state of necessity: when repayments on the loon threaten the survival of the state and/or




its peoples). The burden of proof lies with the borrower in these situations. The debt contract must state
clearly the procedures should such eventualities orise. Possible resolution scenarios include: o/ GDP or
commedity-price indexed loans to ollow far GDP indexed debt service, i.e. a reduction in debt service in
cases of externol shock or “force majevre”™. They could also allow for payments to be linked 1o the price
of o 'basket’ of the borrowing country's main commeodity fies; b/ o moratorium on debt service poyments
(without penalties imposed) te safeguard a state's vital expenditures and help it 1o recover more
quickly; ¢/ an ad-hoc arbitration or other independent legal opinion/decision under which both porties
ogree to share the consequences of such unforeseen circumstances.

41 gae note on FTAP and TIADS proposals for further elaboration, During the arbitration procedure, the
berrower would continue 1o maoke interest poyments on the locn(s} at the standard level charged (i.e.
penalty interests rotes would not apply). These interest payments may be reimbursed to the borrower
subjec! to the outcome of the independent arbitration.

42 5 provision in a bond indenture or loon agreement that puts the borrower in default if he/she /the
state defaults on another debt obligation.
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July 2006
The "Equator Principles”

A financial industry benchmark for determining,
assessing and managing social & environmental risk in
project financing

www.equator-principles.com

PREAMBLE

Project financing. a method of funding in which the lender locks primarily to the revenues
.generated by a single project both as the source of repayment and as securily for the
exposure, plays an important role in financing development throughout the world.' Project
financieis may encounter social and environmental issues that are both complex and
challenging. particularly with respect to projects in the emerging markets,

The Equator Principles Financial Institutions {EPFIs) have consequently adopted these
Principles in order 1o ensure that the projects we finance are developed in a manner that is
socially responsible and reflect sound environmental management practices. By doing so.
negative impacts on project-affected ecosystems and communities should be avoided where
possible, and if these impacts are unavoidable, they should be reduced. mitigated and/or
compensated for appropriately. We believe that adeption of and acherence 10 these
Principles ofters significant benefits to ourselves, our borrowers and locat stakeholders
through our borrowers’ engagement with locally aftected communities. We therefore
recognise that our role as financiers affords us opportunities o promote responsible
environmental stewardship and socially responsible development. As such, EPFIs wiil
consider reviewing these Principles from time-to-time based on implementation experience,
and in order to reflect ongoing fearning and emerging goad practice.

These Principles are intended to serve as a commaon baseline and framework for the
implementation by each EPF! of its own inlernal social and environmental policies,
procedures and standards related to its project financing activities. We will not provide loans
10 projects where the borrower will not or is unable to comply with our respective social and
environmental poficies and procedures that implement the Equator Principles.

' Project linance is "a method of lunding in which ihe lender looks primarily 10 the revenues generaied by a single
project. both as the source of repayment angd as securily for Ihe exposure, This iype of tinancing is usually tor large,
complex and expensive mstallaions that might include, lor example, power plants, chemical processing plants, mines,
ransponauon infrasinsciure, environment. and telecommunitalions infrastrusiure. Project hnance may lake the iorm gl
financing ol the consiruction of a new capial installation, of refinancing ot an exisuing instaliaton, with or without
improvements. In such transaclions, the lender 15 usvally paid solety or aknost exclusvely cui of Ihe money generated by
he contracts tor the tacility's oustput, such as the electricity sold by a power plant. The borrower is usually an SPE (Special
Purpose Enkty} that 15 not permitied 1o pertorm any funclion ather than daveioping. owning, and operalng the nsiallaton,
The congequence I8 that repayment depends primasly on the project's cash flow and on the cotlateral value of the
project’'s assets.” Source: Base! Commitlee on Banking Supervision, lnlernationat Convergence of Capulat Measurement
and Capital Standards ("Basel I7) Novembes 2005, bilp fiwwye bis omyipeblibebs 118 pdf
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SCOPE

The Principles apply to alf new project financings globatly with total project capital costs of
USE10 million or more, and across all industry sectors. In addition, while the Principles are
not intended 10 be applied retroactively, we witl apply them 1o all project financings covering
expansion or upgrade of an existing facility where changes in scale or scope may create
significant environmental and/or social impacts, or significantly change the nature or degree
of an existing impact.

The Principles also extend 1o project finance advisory activities. In these cases., EPFls
commit 10 make the client aware of the content. application and benefits of applying the
Principles to the anticipated project, and request that the client communicate to the EPF1 its
intention to adhere 1o the requirements of the Principles when subsequently seeking
financing.

STATEMENT OF PRINCIPLES
EPFIs will only provide loans to profects that conform to Principles 1-9 below:

Principle 1: Review and Categorisation

When a project is proposed for financing, the EPFL will, as part of its internal social and
environmental review and due diligence. categorise such project based on the magnitude of
its potential impacts and risks in accordance with the environmental and social screening
criteria of the International Finance Corporation (IFC) (Exhibit 1),

Principie 2: Social and Environmental Assessment

For each project assessed as being either Category A or Category B, the borrower has
conducted a Social and Environmental Assessment (“Assessment”) process’ to address, as
appropriate and to the EPFI's satistaction, the relevant social and environmental impacts and
risks of the proposed project {which may include, if relevant, the illustrative list of issues as
found in Exhibit §). The Assessment should also propose mitigation and management
measures relevant and appropriate 10 the nature and scale of the proposed project.

Principle 3: Applicable Social and Environmental Standards

For projects located in non-OECD countries, and those located in OECD countries not
designated as High-Income, as defined by the World Bank Development Indicators
Database, the Assessment will refer to the then applicable IFC Performance Standards
(Exhibit tl) and the then applicable Industry Specific EHS Guidelines {"EHS Guidelines”)
(Exhibit IV). The Assessmeni will establish to a participating EPFI's satisfaction the project's
overall compliance with, or justified deviation from, the respective Performance Standards
and EHS Guidelines.

The regulatory, permitting and public comment process requirements in High-Income QECD
Countries, as defined by the World Bank Development Indicators Database, generally meet
or exceed the requirements of the IFC Performance Standards (Exhibit [1i) and EHS
Guidelines {Exhibit IV). Gonsequently, to avoid duplication and streamling EPFI's review of

? Social and Envirohmental Assessment is a process that defermines the social and enviranmental impacis and risks
{including labour, health, and saletyl of a proposed project in its arca of influence. For the purposes of Equator Princrples
compliance, this will be an adequate, accurale and objective evaluation and presentation of the issues, whether prepared
by the borrower. consulianis or external expens. Depending on the native and scale of the project, the assessment
cocument may comprise a {ull-scale social and environmenial impact assessment, a limited or focused envirdonmental or
social assessmoent {e.y. awdi), or shaight-lorward application of enviranmentat siting, polivtion siandards, design criteria.
of construchion slandards. One o more specialised sludies may also need to be undertaken,

[
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these projects, successful completion of an Assessment (or its equivalent) process under
and in campliance with local or national law in High-Income QECD Countrigs is considered
to be an acceptable substitute for the IFC Performance Standards, EHS Guidelines and
further requirements as detailed in Principles 4, 5 and 6 below. For these projects, however,
the EPFI still categorises and reviews the project in accordance with Principles 1 and 2
above.

The Assessment process in both cases should address compliance with relevant host
country laws, regulations and permits that pentain to sociat and environmental matters.

Principle 4; Action Plan and Management System

For all Category A and Category B projects located in non-QECD countries, and those
located in OECD countries not designated as High-Income, as defined by the World Bank
Development Ingicators Database, the borrower has prepared an Action Plan (AP)“ which
addresses the relevant findings. and draws on the conclusions of the Assessment. The AP
will describe and prioritise the actions needed to implerment mitigation measures, correclive
actions and monitoring measures necessary to manage the impacts and risks identified in
the Assessment. Borrowers will build on, maintain or establish a Social and Environmental
Management System that addresses the management of these impacts, risks, and corrective
actions required 1o comply with applicable host country social and environmental kaws and
regulations. ang requirements of the applicable Performance Standards and EHS
Guidelines, as defined in the AP.

For projects located in High-Income OECD countries, EPFls may require development of an
Action Plan based on relevant permitting and regulatory requirements, and as defined by
host-country law.

Principle 5: Consultation and Disclosure

For all Category A and, as appropriate, Category 8 projects located in non-OECD countries,
and those located in QECD countries not designated as High-income, as defined by the
World Bank Development Indicators Database, the government, borrower or third party
expert has consulted with project affected cornmunities in a structured and culturally
appropriate manner.* For projects with significant adverse impacts on affected communities,
the process will ensure their free, prior and informed consultation and facilitate their informed
participation as a means to establish, to the salisfaction of the EPF|, whether a project has
adequately incorporated aftected communities’ concerns.®

* The Action Plan may range from a brief description of routine mitigalion measures 10 a series of documens (..,
resefiement action plan. indigenous peoples plan, emergency preparedness and response plan, decommissioning plan,
eig). The level of detail and comptexity ol the Action Plan and the priority of the identilied measures and actions will be
commensurate with the project's potential impacts and risks. Censistent with Perdormance Standard 1. the internal Social
and Environmental Management System will incarporate the tollowing elements: (i) Social and Erwronmental
Assessment; {ii) managemeni program; {iii) organisational capacity; (iv) itaining; {v) community engagement: {vi)
manitoring; and [vi} reporting.

* Attected communities are communities oi the local papulation within the project’s area of influence who are likcly 1o be
adversely attected by the project. Where such consultation needs to be undertaken in a structured manner, EPFis may
renuire the preparation of a Public Consultation and Disclosure Plan {PCDP).

3 Consultation should be “free” (Iree of external manipuation, inlererence or coercion, and intimidatian), “priar™ {imely
dhs¢logure o ntormatron) and "intormed” {relevani. understandable and accessible information), and apply to the entire
project process and not o the early stages of the project alone. The borrower will tailos s consultation process to the
language preferences of the aftecied communities, their decsion-making processes, and the necas of disadvaniaged or
vulnerable groups  Consultanon with Indigenous Peoples mus! conform 1o specific and detailed requirements as lound in

. Pertormance Standard 7, Furtherenore. the special rights ot Indigenous Peoples a5 recogniseo by host-country legrsiation

wilt neegd to be addressed.
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In order to accomplish this, the Assessment documentation and AP, or non-technica!
summaries thereof, will be made available {0 the public by the borrower for a reasonable
minimum period in the relevant local language and in a culturally appropriate manner. The
borrower will take account of and document the process and results of the consultation,
including any actions agreed resulting from the consultation. For projects with adverse sacial
or environmental impacts, disclosure should occur early in the Assessment process and in
any eveni before the project construction commences, and on an ongoing basis.

Principle 6: Grievance Mechanism

For all Category A and, as appropriate, Category B projects iocated in non-QECD countries,
and those located in OECD countries not designated as High-Income, as delined by the
World Bank Development Indicators Database, to ensure that consuftation, disclosure and
community engagement continues throughout construction and operation of the project, the
borrower will, scaled to the risks and adverse impacts of the project, establish a grievance
mechanism as par of the management system. This will alfow the borrower to receive and
facilitate resolution of cancemns and grievances about the project's social and environmental
performance raised by individuals or groups from among project-alfected communities. The
borrower will inform the affected communities about the mechanism in the course of its
community engagement precess and ensure that the mechanism addresses concerns
pramptly and transparently, in a culturally appropriale manner, and is readily accessible to alt
segments of the affected communities.

Principie 7: Independent Review

For all Category A projects and, as appropriate, for Category B projects, an independent
social or environmental expert not directly associated with the borrower will review the
Assessment, AP and consultation process documentation in order to assist EPFI's due
diligence, and assess Equator Principles compliance.

Principle 8: Covenants

An important strength of the Principles is the incorporation of covenants linked to
compliance. For Category A and B projects, the borrower will covenant in financing
documentation:

a} 10 comply with all relevant host country social and environmental laws, regulations and
permits in all material respects;

b) 10 comply with the AP (where applicable) during the construction and operation of the
project in all material respects;

¢) to provide periodic reports in a iormal agreed with EPFIs (with the frequency of these
reports proportionate 1o the severity of impacts. or as required by law, but not less than
annually}, prepared by in-house stait or third party experts, that i} document compliance with
the AP (where applicable), and ii} provide representation of compliance with relevant local.
state and host country social and environmental laws, regulations and permits; and

d} to decommission the facilities, where applicable and appropriate, in accordance with an
agreed decommissioning plan.

Where a borrower is not in comphance with its social and environmental covenants, EPFls
will work with the borrower to bring it back into compliance to the extent feasible, and if the
borrower fails to re-establish compliance within an agreed grace period, EPFis reserve the
right to exercise remedies, as they consider appropriate.
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Principte 9: Independent Monitoring and Repoarting

To ensure ongoing monitoring and reporting over the life of the loan. EPFis will, for all
Category A projects, and as appropriate, for Category B projects, require appointment of an
independent environmental and/or social expert, or require that the borrower retain gualified
and experienced external experts to verify its monitoring information which would be shared
with EPFls.

Principle 10: EPFI Reporting

Each EPFI adopiing the Equator Principies commits to report publicly al least annually about
its Equator Principles implementation processes and experience, taking into account
appropriate confidentiality considerations,®

DISCLAIMER

The adopting EPFls view these Principles as a financial industry benchmark for developing
individual, internal social and environmental policies, procedures and practices. As with all
internal policies, these Principles do not create any rights in, or liability to, any person, public
or private. institutions are adopling and implementing these Principles voluntarily and
independently. without seliance on or recourse to IFC or the World Bank.

 Such reporting sheuld a1 a minimum inciude the number of ransaclions screened by each EPFY. including the
categonsalion accorded 10 lransactions (anc may mclude a breakdown by secior or region), and intonmat.en regarding
wmplementaion

15



July 2006

Exhibit I: Categarisation of projects

As part of their review of a project’s expected social and environmental impacts, EPFis use a
sysiem of social and environmental categorisation, based on IFC's environmentat and social
screening criteria, to reflect the magnitude of impacts understood as a result of assessment.

These calegories are.

» Category A — Projects with potential significant adverse social or environmental
impacts that are diverse, irreversible or unprecedented;

= Category B - Projects with potential limited adverse social or environmental impacts
that are few in number, generally site-specilic, largely reversible and readily
addressed through mitigation measures; and

» Category C - Projects with minimal or no social or environmental impacts.
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Exhibit I}:
Ittustrative list of potential social and environmentatl issues 1o be addressed in the
Social and Environmental Assessment documentation

in the context ot the business of the project, the Assessment documentation will address,
where applicable, the following issues:

a)
b}
c)

d)

)

f)

assessment of the baseline sociat and environmental conditions

consideration of feasible environmentally and socially preferable allernatives
requirements under host country laws and regulations. applicable international treaties
and agreements

protection of human rights and communily health, safety and security (including risks,
impacts and management of project's use of security personnel}

protection of cultural property and heritage

protection and conservation of biodiversity, including endangered species and sensitive
ecosystems in modified, natural and critical habitats, and identification of legally
protected areas

sustainable management and use of renewable natural resources (incfuding susiainable
resource management through appropriate independent certification systems)

use and management of dangerous substances

major hazards assessment and management

tabour issues (including the four core labour standards), and occupational health and
salely

fire prevention and life safety

socio-economic impacts

land acquisition and involuntary resettlement

impacts on aftected communities, and disadvantaged or vulnerable groups

impacts on indigenous peoples, and their unique cultural systems and vaiues
cumulative impacts of existing projects, the proposed project, and anticipated future
projects

consultation and participation of affected parties in the design, review and
implementation of the project

efficient production, detivery and use ot energy

pollution prevention and waste minimisation, pollution controls (liquid effluents and air
emissions) and solid and chemical waste management

Note: The above list is for illustrative purposes only. The Social and Environmental
Assessment process of each project may or may not identify all issues noted above, or be
relevant to every project.
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Exhibit fil: IFC Performance Standards on Soclal and Environmental Sustainability

As of April 30, 2006, the following list of IFC Performance Standards were applicable:

Note: The IFC has developed a set of Guidance Notes to accompany each Perlormance
Standard. While not formally adopting the Guidance Notes, EPFls or borrowers may use the

Performance Standard 1: Social & Environmental Assessment &
Management System

Performance Standard 2: Labor and Warking Conditions

Performance Standard 3: Pollution Prevention and Abatement
Performance Standard 4: Community Health, Safety and Security
Performance Slandard 5: Land Acquisition and Involuntary Resettlement
Performance Standard 6: Biodiversity Conservation and

Sustainable Natural Resource Management

Performance Standard 7: Indigenous Peoples

Performance Standard 8: Cultural Heritage

Guidance Notes as usetul points of reference when seeking further guidance on or

interpretation of the Performance Standards. The IFC Performance Standards, Guidance

Notes and Industry Sector EHS Guidelines can be found at www.ifc.org/enviro
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Exhibit IV: Industry-Specific Environmental, Health and Safety (EHS) Guidelines

EPFIs will utilise the appropriate environmental, heaith and safety {(EHS) guideiines used by
IFC which are now in place, and as may be amended from time-to-time.

IFC is using two complementary sets of EHS Guidelines available at the IFC website

{www ilc.orgfenviro). These sets consist of all the environmental guidelines contained in Part
HI of the World Bank's Pollution Prevention and Abatement Handbook (PPAH) which went
into official use on July 1. 1998 and a series of environmenial, health and safety guidelines
published on the IFC websile between 1991 and 2003. Ultimately new guidelines,
incorporating the concepis of cleaner production and environmental management sysiems,
wilt be written to replace this series of industry sector, PPAH and IFC guidelines.

Where no sector specilic guideline exists for a particular project then the PPAH's General
Environmental Guidelines and the IFC Occupational Health and Safety Guidelines (2003) are
applied, with modifications as necessary 10 suil the project.”

The 1able below lists both the World Bank Guidelines and the IFC Guidelines as of March 1,

2006,

Industry Specitic EHS Guidelines:

i World Bank Guidelines (PPAH)

{FC Guidelines

1. Aluminum Manufacturing

1. Airports

2. Base Metal and lron Ore Mining

2. Ceramic Tile Manulacturing

3. Breweries

3. Construction Malerials Plants

4. Cement Manufacturing

4. Electric Power Transmission and
Distribution

5. Chlor-Alkali Plants

5. Fish Processing

+ 6. Coal Mining and Production

6. Food and Beverage Processing

. Coke Manuiaciuring

7. Farestry Operations: Logging

. Copper Smelting

8. Gas Terminal Systems

[Fe3Ta A BN

. Dairy industry

9. Geothermal Projects

10. Dye Manufacturing

10. Hazardous Materials Management

11. Electronics Manutacturing

11. Health Care

12. Electroplating Industry

12. Life & Fire Safety

13. Foundries

13. Occupational Health and Satety

14. Fruit and Vegetabie Processing

14. Office Buildings

15. General Envirgnmental Guidelines

15, Oltshore Qil & Gas

16. Glass Manufacturing

16. Polychlorinated Biphenyls (PCBs})

17. Industrial Estates

17. Pesticide Handling and Application

18. Iron and Steel Manufactunng

18. Plantations

19. Lead and Zinc Simelting

19, Port and Harbor Facilities

20. Meal Processing and Rendering

20. Rail Transit Systems

21. Mini Steel Mills

21. Roads and Highways

22, Mixed Fenilizer Planis

22. Telecommunications

23. Monitoring

23. Tourism and Hospitality Development

24. Nickel Smelting and Refining

24. Waste Management Facilities

25. Niffogenous Fertilizer Plants

25. Wastewater Reuse

26, Qil and Gas Development {Onshore)

26. Wildland Management

27. Pesticides Formulation

27. Wind Energy Conversion Systems

28. Pesticides Manufacturing

28. Wood Products Industries
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29.

Petrochemicals Manufacturing

30.

Petroleum Refining

31.

Pharmaceutical Manufacturing

-1 32,

Phesphate Feriilizer Plants

33.

Printing Industry

34.

Pulp and Paper Mills

35.

Sugar Manufacturing

36.

Tanning and Leather Finishing

37.

Textiles Industry

38,

Thermal Power Guidelines for New

Plants

39. Thermal Power Rehabilitation of Existing

Plants

40. Vegetable Qil Processing

41,

Wood Preserving Industry

* Exception (the following are Word Bank Guidelines not contained in the PPAH and

currently in use)

Mining and Milling - Underground
Mining and Milling - Open Pit

END
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