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l.Executi ve Summary

1.1 Introduction

The Audit Team has beenengaged e sponse t o The Norwegian Gov
that an audit should be conducted of all public debt owed to Norway by developing countries.
Thi s statement, together with Norwayds recent
and borrowing, forms the foundation for the current debt audit.

Norway has made considerable efforts to address the topic of responsible lending and
borrowing, includhg cancelling debt arising from the Ship Export Campaign and financing
the UN Principles on Promoting Responsible Sovereign Lending and Borrowing (UN
Principles). Norway has also taken a leading role in advocating international guidelines for
responsiblé endi ng. | nitSpowagdbyvibw,size and sust
debtthatshould be assessed lalgsohow the debbriginally arose anthe conditions that
were seft the time

Purpose

The multiple purposes of the audit may hecordhg to the Terms of Referenagiyided into
four principal areas€zach purpose is explained in more déet@lowand linked to execution
of the assignment.

1. Perform a normative assessment: The rationale and approach for the debt audit is
normativeandbi | ds on Norwayods expressed intention:
2. Foster public relations: The debt audit intends to attract attention, promote debate, and

ultimately lead to a more responsible lending policy. The audit team has attempted to make
the report and other audit deliverablemmprehensibleegardless of technical background.

3. Build knowledge: The audit process has been conducted in such a manner that it may
serve as a model for future debt auditsl,provide useful lessons for interesiaatties,

including creditors and debtors. The audit team has developed an approach and methodology
that can be used for assessing public debt. Reference is nadmterd for a comprehensive
description of the strategy and methodology of the audit.

4. Develop experience with UN Principles: The assignment should provide feedback on
the newly launched UN Principles. Through testing the Principles as part of the audit, the
Audit Team have attempted to contribute to their further development. This exdscise
aligns with Norwayods role of promoting finan

The scope of the study is | imited dawto-Nor wayo
stateloans with developing countries. The claims originate from 34 export€medinded to

Sudan, Myanmar, Somalia, Egypt, Pakistan, Indonesia and Zimbabwe between 1978 and

2000, and guaranteed by the Norwegian Guarantee Institute for Export Credits (GIEK).

Methodology

The assessment consists of three key analyses based oiothiépthree sets of criteria:

1. FormerGIEK procedures, rules and regulatiéns place at the time the guarantees

were provided (GIEK6és regulations from 1964
Supported Export Credits (OECD Arrangement).

2. UNCTAD Principles on Promoting Responsible Sovereign Lending and Borrowing

(UN Principles)i the principles were launched in April 2012 drave beemndorsed by

several countries, including Norway, Germany, Brazil and Italy.

3. Current GIEK procedures, &8 and regulations, including the OECD Arrangement on
Officially Supported Export Credits (OECD Arrangement), OECD Recommendation of the
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Council on Common Approaches for Officially Supported Export Credits and Environmental
and Social Due Diligence (OECDo@mon Approachesand the OECD Principles and
Guidelines to Promote Sustainable Lending Practices in the Provision of Official Export
Credits to Lowlncome Countries (OECBustainable Lending

The audit has comprised the followistgps

1. Mapping of roleand responsibility of stakeholders

2. Review of documentati on, Il ncluding guarant ¢
supplementary information from Norad and Eksportfinans

3. Meetings with Norwegian stakeholders; GIEK, Eksportfinans, Norad, Ministry okTrad
and Industry, and selected NGO and exporters, Norsk Industri.

4. Interviews with recipient countries, and support from Deloitte country offices in Indonesia
and Pakistan.

5. Interviews with Bretton Woods/UNCTAD bodies related to best practice and futuee idea

Following commencement of the audit in aivthrch an Inception Report was delivered mid
April and finalised in May. The assessment of the 34 contracts commenced in April
concurrently withinterviews with international organisations, NGOs, expertsaelat the
countries in question as well agth subject matter experts. Feedback on preliminary findings
was obtained in midune and a draft report submitted on 21 June.

Disclaimer

The study has been conducted based on available documentation, datararation

sources. Incomplete or missing guarantees, files and other documents may have consequences
for the study and related findings. Interviews were held with experts and institution in

Norway, key international institutions, NGOs and borrower caestNot all of the invited

institutions and persons contacted were availablaferview. The study shoulthereforebe

read with these limitations in mind.

1.2 Conclusions

We have noted certain devi at formersilesraedgar di ng ¢
regulations. Our conclusion is, however, that these were not of such a nature that the

guarantees should not have been issued, part
Nor wegian export and Noraddéds evaluas.ions of

Based on our audit findings, the guarantegithersatisfy in full thecurrentrequirements of

Gl EK6s rules and regul ations notheruldsendUN Pr i n
regulations and UN Principles we have noted as being insufficietidressed, these were not

in force at the time of issuing the guarantees. It is possible that if the present rules and

regul ations had been Iin place at the time of
decisions regarding some of the projeunight have been concluded differently.

This conclusion has been formed based on review of certain information found during
assessment of some, but not all, of the credits granted in Indonesia, Myanmar, Pakistan and
Zimbabwe

1 Indonesia: Wave power plaptoject highlighted concerns regarding the technical and
commercial viability of the project.
1 Myanmar: Serious design faults were noted in a vessel subject to guarantee.



1 Pakistan: Allegations of weapon and drug dealing by the buyer were published before
theguarantee was issued.

1 Zimbabwe: Stat@wned buyer was already subject to widespread allegations of
corruption several years before the guarantees were issued. We have not found
evidence to suggest that Norwegian companies were invohad/allegations of
corruption.

1.3 Findings

Sovereign lending is viewed as a growing area of internationalmglortant developments
are taking place when it comes tassreign debt restructuring

OECDOG6s r ul e ssam onijueringhg expbaat credis marké&qe for OECD
exporters. However, as the larger emerging economies continue to grow?\BMESD is
struggling to maintain the level playing fialdigardig use of export credits.

On the devel opi ng c oconstituteheboréowisgiodneies, thishi ¢ h usu
imbalance is even more prominent. In the view ofAbdit Team there is currently no
OECD-equivalent organisation in place to protect and help prevent the borrower countries
from falling into the fArace to the bottomod

Export guarantedsased on governmental guarantees from borrower countries are generally
no longerin commonuse by GIEK. The guarantees audited partly represent contracts from
periods when the Norwegian economy was in reces@tbowing the 1973 oil crisis and the
downtun in the early 1990s.

Key conclusions drawn from our work relating to each set of criteria are described below.

1. Former GIEK rules and regulations
The assessment of guarantgeserally demonstrat@shigh degree of compliance with the
rules and regut@ns in place at the tim@©ne deviation identified is a new paragraph in
Gl EK6s regul ations on risk assessment in the
the buyer, the debtor, the project and the country. We have observed that risk agsessme
mainly focused on the political risk of the debtor countries. It should be noted that in all cases
the state was either debtor or guarantor. This may, however, be acceptable in the cases where
the buyer was a state body and therefore also the delwoimABer of the cases included
mixed credits, where Norad undertook a partial assessment of the expected developmental
effects. We did not find that GIEK undertook any substantial independent project assessments
for guarantees issued, even for thgentedater than 1994.

2. UNCTAD Principles on Promoting Responsible Sovereign Lending and
Borrowing (UN Principles)
The UN Principles make a positive approachaalscurbing a significant problem affecting
a large number of countries; namely an unsustainabéé & debt.

'IMF201Z 4 { 29SNBATY GBOOSWEARBODII2ANKFAEGTE YR AYLIE AOFGAZY
LI2fAOE FNIYSE2NI £ ! LINARE HcCcZ HAmO

?BICS means Brazil, India, China and South Africa.

®This expression referstowhy9 / 5 Q& S EQZNIIS N]NUS)RZ\),G 0 & thasbeeh |MMtaﬁt308 YSy
OECDcountriess 4SS h9/5 uHnmmI a{cPWINBSwWoESZ FTSHNLE NI NONBRR
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The UN Principles are general in nature and are still in an early stage-@dt.ollhis is
emphasised by the fact that relatively few countries have endorsed them so far.

The assessment of guaranteeaccordance witkhe UN Principlesdads to a main finding of
partial compliance. This is in line with our expectations. The UN Principles were agreed in
2012. The new ideas of responsible sovereign lending and borrowing were therefore not
reflected to any significant extent@| E Keg@ddions of in the 1970s, 1980s and 1990s.

Nonethelessit is our view that some of the UN principles have been partially complied with
such as Principles 1 Agency, 2 Informed Decisions, 3 Due Authorization and 4 Responsible
Credit Decisions. Weelievetha Principles 6 International Cooperation and 7 Debt
Restructurings have most likely been complied with in full. In our opiniorguleantees
generallyare not in compliance with Principle 5 Project Financing.

On t he bor r lmavwedourstitat te codntriesvirgeopenormally had some form of
identifiableprocess before entering into a contract. The degree to which processes in
borrower countries were developed and consistently appliedhbasvernot been possible

to assess, particularly fordlearliest contracts. For later contracts in Zimbabwe, Indonesia
and Pakistan there is clearer evidencprotessem place. In all countries there have been ex
ante investigations reiag to Principles 8 to 13. The quality of these processes differs
however Some countries have serious debt problems and have not managed to avoid over
borrowing, as required by Principle 1is applies tiGudan and Zimbabwe in particular. The
same countries are also struggling to undertake a restructuring, as reguRrauciple 15.

3. Current GIEK procedures, rules and regulations
Generally, we found the guarantees to be partially compliant with the present OECD
Arrangement

Both the Principles for Sustainable Lending and Common Approaches were agreed and
enforcedrecently, in 2008 and 2012 respectively. The degree of compliance with the detailed
technical requirements in Sustainable Lending Principles and Common Approaches is broadly
assessed as low. However, elements of environment and social issues have batzdeval

where Norad has been involved. Starting in the 1990s, GIEK introduced certain

environmental clauses in connection with their guarantee polities.

1.4 Recommendation®r improving UN Principles

The UN Principles make a positive approach towards cugbsignificant problemelating to
sovereign borrowing and lendiadfecting a large number of countries. Efforts should

therefore be sustained to further develop and implement the Principles and to secure funding
for the future.

The scope ofthe Princpls coul d be clarified and expanded
but other parties involved in the process of issuing export ciiggliterantors for exampie
should, in our opinion, also be included. Guarantors are at present not included in scope.

Thecooperation between and distribution of responsibilities amongst stakeholders in the
export credit system is currently not clear enough and shouthfieed and strengthened.



Efforts should be made to strengthen the collaboration between the boroowimges.

In order to support the work of the UNCTAD Working Group and to align with existing
principles, efforts should be made to use existing, accepted and perhaps already ratified
concepts, where applicable. One example is the UN Global Colnphith may be of help

in developing Principle 5 Project Financing.

Specific recommendations relating to each of the UN Principles pertaining to lenders are
shown below.

1. Agency:Lenders should recognize that government officials involved in soveraijnde

and borrowing transactions are responsible for protecting public interest (to the State and its
citizens for which they are acting as agents).

UNCTAD Working Group should further specify how the responsibility set out in Principle 1
is verified.

2. Informed Decisions:Lenders have a responsibility to provide information to their
sovereign customers to assist borrowers in making informed credit decisions.
UNCTAD Working Group should also include cooperative behaviour.

3. Due Authorization:Lendershave a responsibility to determine, to the best of their ability,
whether the financing has been appropriately authorized and whether the resulting credit
agreements are valid and enforceable under relevant jurisdiction/s.

Lenders and guarantors shouldumesthat all export credits are properly authorised in
accordance with legislation in the borrowing country.

4. Responsible credit decision&:lender is responsible to make a realistic assessment of the
sovereign borrower 0s sedaopthedest ayailable infermeationande a |
following objective and agreed technical rules on due diligence and national accounts.

UNCTAD Working Group should suggest an approach for undertaking such assessments.

This is particularly important as the pressuastainable lending approach led by IMF is not
sufficient in its own right, exemplified in
fail[s] to establish debt sustainability and market access in a durablé®way

5. Project financing:Lenderdfinancing a project in the debtor country have a responsibility
to perbrm their own ex ante investigation into and, when applicable;gisbtirsement
monitoring of, the likely effects of the project, including its financial, operational, civil,
social,cultural, and environmental implications. This responsibility shouldrbgortional to
the technical expertise of the lender and the amount of funds to be lent.

UNCTAD Working Group should clarify the purpose of the investigation and monitoring,
such aseacuring projects with benefits for the public, and that guidelines are developed for
clarification of responsibilities.

UNCTAD Working Group should provide recommended guidelines for ex ante investigations
and post disbursement monitoring of the projects

4 http://www.unglobalcompact.org/
°IMF 2013
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6. International CooperationAll lenders have a duty to comply with United Nations
sanctions imposed against a governmental regime
Principle should be maintained as is.

7. Debt Restructuringstn circumstances where a sovereign is manifestly urtatdervice

its debts, all lenders have a duty to behave in good faith and with cooperative spirit to reach a
consensual rearrangement of those obligations. Creditors should seek a speedy and orderly
resolution to the problem.

UNCTAD Working Groupcouldchmge t he formul ati on fAspeedy a
a recent | MF report showed that WnAdebt restru
The idea is that when restructuring needs to take place (Principle 7) then it should bring the
borrowernt o a state where Principle 4 AResponsib
Acapacity &0 service debt
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2.Background

The Norwegi an Gover nsiaeas thdt an apdid of allpublic debtowed at f o r
to Norway by developing countgeshould be conducted. The debt atltht has resulted

from this statemts houl d t herefore be understood in |
policy on the topic of responsible lending and borrowing. A debt audit is a natural-fgllow

to the work whiciNorway has already undertaken, namely the cancellation of debt arising

from the Ship Export Campaign and the financing of the UN Principles on Promoting

Responsible Sovereign Lending and Borrowing (UN Principles). The audit will focus on

issues such as mansible lending and creditor cesponsibility and aims to raise the profile

of deb?t policy, encourage debate anidimately, to promote a more responsible lending

policy’.

Norway has taken a leading role in advocating international guidelines fons@spo

l ending. Today, it i s theits&DbPzoranmudlexportcountr yo
revenues that determines how much is cancétiedigh an assessmentdsfbt sustainability

often through creditor institutions, like the Paris Club, anernd@tional organizations like the
Worl d Bank and I MF, through initiatives | i ke
consideration should also be taken regarding how the debt came about in the first place and

the conditions that were set. Debt cancellation khoat just be a question of how much debt

a country can sustain, but also a question of justice.

Although there are no generally agreed definitiorfsesponsible lendirgandfillegitimate
delto, the conceptare certainlyinterconnected. In this dehtdit wedo not use a set
definition of the two concepts but instead look at various attempisei@tionalisehem Our
interpretatioras a resullows from these operationaitions.A brief exploration of key
concepts isionethelessseful to undersind the basis for thettempts abperationalisation

lllegitimate debt does not have a formal definition. Most sources consulted appear to view
illegitimate debts as those debts which did not benefit the populations of developing
countries, which is thevay EurodaqEuropean Network on Debt and Development)
describes it. Eurodad is a network of 48 qgmvernmental organisations from 19 European
countries working on issues related to debt, development finance and poverty reduction.
lllegitimate debt is tarefore often regarded as slightly more expansive than the concept
odious debt that has a definition and a longer history. The definition of odious dglbt is
highly controversial. A debt can be considered odious ifebe following three conditions
hold:

1. Absence of consentThe debt were incurred without the consefnthe people
2. Absence of benefitThe funds were not used for the public benefit
3. Creditor awareness:The creditor was awaiieor should have been awdr®f both

of the above @nditions.

¢ KS b2NBSIAAL y 3A2@SNYyYSyiGQa LRtAGAOLIf LI F GF2NNYY
http://www.regjeringen.no/upload/SMK/Vedlegg/Rapporter/Plattforsm2-a4-web-english.pdf

Ta A YAAZOGNE 2F C2NBAIY ! FFLANR HAMH G/ 2¢/ 3R SNIYyDR20dz8 S B !
Sak nr. 12/09267

® According to Alexander Nahun Sack, 1927.
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http://www.regjeringen.no/upload/SMK/Vedlegg/Rapporter/Plattform-sm2-a4-web-english.pdf

The modern concept of odious debt was first articulated in 1927 by Alexander Nahun Sack, a
Russian émigré legal theorist, based upon-tétitury precedents including Mexico's

repudiation of debts incurred by Emperor Maximilian's regime, amdenial by the United

States of Cuban liability for debts incurred by the Spanish colonial regime. The odious debt
concept has had a renaissaduengthe last 10 years by a diverse set of actore éxample

is Nobel laureate and economist, dasStigi t z, who di s tamomsother! r aq o s
countries) within the odiess debt termsAlso, Ecuador declared their detot beillegitimate in

2008, arguing that the debt was odious. A number of NGOs have also pushed forward and
advocated for debt forggnesdor debt they regartb be eitherodiousor illegitimate.

Odious debt is the key when discussing what should nobh&deregroper lending. Other
useful termdgor describingypes ofsovereign debtsemphasideingon debt witha negative
connotdion i includeonerous, imprudentriminal and despotic deldsillustrated inFigure

1.

QOdious Debt

Figure 1Types of Sovereign debf

Ideally, lenders and borrowers should already estabksinteif a loan is respnsible,

including how to undertake a responsible lending and borrowing process. As with odious
debt, several attempts have been made to bring responsible lending and borrowing forward.
OECD has worked fds0 years to establishlevel playingfield primaily via their

Arrangement on Officially Supported Export Credits, as well as bringing social,
environmental and sustainability issues on board with various lending guidelines. Corruption
and antifraud guidelines have also been made by OECD.

IIF (Institute for International Financé)a global association of financial institutionsas

adopted APrinciples for stable capital fl ows
transparency and flow of information, dialogue and cooperation to avoid restrucgoot

faith actions and fair treatment. The aim is to establish flexible guideposts for cooperative
behaviour of all parties concerned when restructuring'tebt

% Stiglitz, Josef  H nOdmEs Rdlers, Odious Deb&hould the people of Iraq be forced to pay back money

borrowed by SaddangA Nobel laureate makes an urgent case for forgiverieiss Atlantic Monthly

November 2003

Ve 2dNDSY [S$2y 0SS bRAT Y VRAF RANHHXSESTEHOAY2EDBYCEANBNREG
ISR I/ 2YyGAYySyYyGéd tI13S yhpo

1 See website for informatiorhttp://www.iif.com/emp/principles/
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NGOs havealsodrafted guidelines, lik&urodadwith their Charter on Responsible
Financing,concerning technical and legal terms and conditions, human rights and
environment protection, public consent and transparency, procurement as well as repayment
difficulties or disputes.

The latespffshoot is UNCTAD with their UN Principles on Respomsibending and
Borrowing. UN Principlesrebased on a set of principles both wereignendes and
borrowersshould adhere to when lendiig

All of the aboveeffortsto establishproper and common guidelines are based simftin
opiniontowards believingthat the lender and borrower should haveesponsibility in
deciding the terms of the loafihe pendulum hasdeed begun tewingtowardsa positionof
sharedresponsibility however a proper mix of lender and borrower responsibiligsyet to
be established

2 UNCTAD 2012ttp://www.unctad.info/en/Debt-Portal/NewsArchive/OurNews/UNCTAIReleases
ConsolidateePrincipleson-ResponsibleSovereigA-inancing310112/
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3.Purpose of the audit

The multiple purposes of the audit may be divided into four prineigesto performa
normative assessmemd fosterpublic relationsto build knowledge andto develop
experiencavith the UN Principles Each of thespurposess explainedn more detaibnd
linked toplanned execution dhe assignmertielow. The purpose of the audit is also
described in detail in the TermsRéferencerefer to Annex 1, and the Inception Report
delivered on 12pril.

1. Performa normative assessmerithe rationaleand approackor the debt audit is
normativeand buildson Nor wayés expressed intentions :

2. Fosterpublic relatiors. Thedebtauditintends toattractattention promotedebate, ad
ultimatelylead toa more responsible lending policshe audit team will seek to make
the report and othexudit deliverableaccessible regardless of technical backgrolihd
deliverableill presentlear and visual arguments, examples idastrations The
assessment and discussion willfereachingwhilst remaining comprehensibfer the
interestecpublic.

3. Build knowledge:The auditprocesshouldbe conducted in such a manner thabaty
serve as a successfubdel for futuredebt audss. This will, hopefully provideuseful
lessons for interestquhrties includingcreditors and debtor$he audit team will develop
an approach and methodology that can be fmesssessing public deliRefer tochapter
4 for a comprehensive descriptiohthe strategy and methodology of the audit.

4. Developexperiencevith UN Principles The assignment shouptovidefeedbackonthe
newly launched UNPrinciplesandcontribute tatheir further developmeniThis exercise
alsoalignsvi t h  No r of@rgndosng finantia and economic transparency.

The scope of the study is Iimited to Norwayd
(stateto-state). The total public claims originate from 34 export credit contracts from Sudan,
Myanmar, Somalia, ypt, Pakistan, Indonesia and Zimbabwe. The contracts in question

were entered into between 1977 and 2000.
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4. Research strategy and met

The audit has been conducted based on the public debt owed to Norway by developing
countriescomprising34 contacts in total. The contract counterparties are Egypt, Indonesia,
Myanmar, Pakistan, Somalia, Sudan, and Zimbabwe. The audit process and methodology is
outlined below.

4.1 The Audit Process

The overall process of the debt auditomposed ofeven principal pases; from contract
signing and start up to deliyeof the final reportFigure2 illustrates the process.

( N\
2 ®
X = - - 24
Contract signing Inception Phase  Inception Report _
and start-up Delivery and Acceptance ~ udy ag?algeterwew
Commentsfrom

Draft Final Report Seering Committee Final Report

N J

Figure 2 Overall process of the Debt Audit 2013

The Inception Repowasdeveloped throughouhé Inception Phase and prepared with the

aim of explaining precisely the Study and Interview Phase and related deliverables included
in the Final Report. The research strategy and methodology of the Study and Interview Phase
are outlined in the followingextions.

The audit commenced on 12 March with an initial planning meeting and start of the inception
phase. A draft Inception Report waaliveredin mid-April with the final version approved on
21May. In parallelthe review of the 3guarantes wason-going. Interviews with

international orgasations, NGOs, experts related to the countries in question as well as
experts on the issues in questioreyeundertakerbetweermid-April andmid-June.

Telephone conferences with expedgsliscuspreliminary fndings were held in midune. A

draft report was handed over to the MFA on the 21 June, for distribution to the Steering
Committee. Comments from the Steering Committeeereceived or27 Juneand a final
reportwas handed over to MFA drb August
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4.2 The Three Pillars of the Audit

The assessment consists of three key analyses based on the following three sets of criteria:

1. Former GIEK procedures, rules and regulationsi in place at the time the
guarantees were provided OQbHERBECD regul at
Arrangement on Officially Supported Export Credits (OECD Arrangement).

2. UNCTAD Principles on Promoting Responsible Sovereign Lending and
Borrowing (UN Principles) i the principles were launched in April 2012 and
endorsed by several countriegs;luding Norway, Germany, Brazil and Italy.

3. Current GIEK procedures, rules and regulations including the OECD
Arrangement on Officially Supported Export Credits (OECD Arrangement),
OECD Recommendation of the Council on Common Approaches for Officially
Supported Export Credits and Environmental and Social Due Diligence (OECD
Common Approaches) and the OECD Principles and Guidelines to Promote
Sustainable Lending Practices in the Provision of Official Export Credits te Low
Income Countries (OECD Sustaitathending)
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Figure 3 below illustrategur approach to assessing the 34 guarantees in line with the criteria
described in 4.2 abovEindings and bservations arising froranalysisof all three pillars

have been gathered in orderagsess the degreearfmpliance with both former and current
rules and regulations, degree of compliance with the UN Principles as welbaside
cumulativefeedback on the UN PrincipleSection 42 providesmore detail orthe guarantee
assessment process

-
Feedback to
UN Principls

Applications etc /
\_ J

Figure 3 The Three Pillars of the Audit
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4.3 Research approach and the audit process

The research approach builds on the audit phases and the three pillars described in section 3.1
and 3.2. We have divided the apach into specific areas which describe the steps and
methodology of the audit.

4.3.1 Mapping of stakeholders, roles and responsibilities

Identifying the relevant stakeholders for each of the three pillars and mapping their differing
roles, responsibilities @nassociated interests is critical to the debt audit. This step involved
identifying possible conflicts or tensions, as well as similarities, between the stakeholders as
well as roles and responsibilities related to complementary financing schemes, thigch as

Mixed Credit scheme. The mapping exercise was performed early on during the audit and was
updated as the audit proceeded.

4.3.2 Review of secondary data

The approach to auditing public debt owed by developing countries may be new; however,
there is alreadgubstantial research material to be found on the topic, including articles,
findings and statements. This secondary set of data has been reviewed by the audit team,
discussed with the Steering Committee and setwsdpplement the audit findings.

4.3.2.1 Data urces

GIEK has provided, in addition to those documents listed in the tender document, an
important source of documentation, links and other information. GlEBoperation partners
such a€ksportfinans and Norad have also been interviewed and proadied d
Documentation received from these sources has not been complete. Important missing
documents are listed in the contract matrix.

International stakeholdenscludingthe World Bank and UNCTAD were consultédringthe
audit The team also consultether organisations and stakeholders, for example, Slett U
landsgjelda (SLUG).

4.3.3 Inception Phase and Inception Report

In the Inception Phasthe team planned the audit approach and methodology. This included
the initial mapping of stakeholders and colilegtand reviewing secondary data. The

Inception Report was the primary deliverattem the Inception Phase and was prepared in
order to explain precisely the Study and Interview Phase and related deliverables that are
included in the Final Report. Theception Report waeviewed and approved by the

Steering Committee.

4.3.4 Review of contracts

This is a pioneer debt audit and therefore nedatermined audit tools exist. Part of the task
hasthereforebeento establish a sound methodology. The audittdaenv e | oped a @A Con
Audit Matrixo for collecting and assessing d
that form theauditpillars.The Contract Audit Matri x has sup
for assessment of former and current GIEK raled regulations, UN Principles and, to an

extent, the recommendations for further development of the UN Principles.
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4.3.5 Interviews

The audit teanmeldmeetings and interviews with relevant stakeholders and Non
governmental organisations (NGOSs) identifisdhe mapping of stakeholders. Interviews

were undertaken in order to support huarante@ssessment, as well as to assist in

developing potential feedback on the UN Principles. The stakeholders selected for interview
can be divided into three major ls¢dnolder groups; Norwegian stakeholders and NGOs,
recipient countries, and organisations promoting schemes for sustainable lending. In the
following sections, the three groups are described in more detail. Annex 5 comprises a list of
thestakeholdermterviewed.

4.3.5.1 Norwegian stakeholders and NGOs

The team met representatives from GIEK, Eksportfinans, The Norwegian Agency for
Development Cooperation (Norad), Ministry of Foreign Affairs (MFA), Ministry of Trade
and Industry (NHD), The Federation of Norwegiadustries (Norsk Industri) and SLUG.

4.3.5.2 Recipient countries

Although the audit has been conducted as a desk study, the audit team has attempted to
identify andestablishcontact with relevant stakeholders in the debtor countries. Involving the
debtor counies is interesting for several reasons. Firstly, it is a key issue whether or not the
recipient countries made their own assessments regarding development through foreign loans
before entering into a loan agreement, either as a guarantor or debtor.l\getznof

interest to find out more about the nature and development of the projects. To what extent,
and on what basis, any assessments of the projects were mag®fentnllyimportant

findings for the audit byuis some of these loans were undeaas far back as the 1970s

few interview candidates have been available.

The audit teanmas, howevenytilised its global network to facilitate collectiaf information

from some otthe recipient countrieg:or Indonesia, Pakistan and Zimbabwe, wlibee
guarantegewerethemostrecentDe |l oi tt eds nati onal mobligedic es i n
orderto performinterviews and search for documents. During the time of investigation

Zimbabwe were preparing for electiddebt wasan important topionthe election agenda

andthere vastherefore significant tension around the issueisg raisedFor security

reasonsthe Zimbabwaninvestigatiors wereundertakerirom Norway.

For Myanmar, Egypt, Sudan and Somalia attempts were madéataishcontad with
government officials, NGOs and other sources were applicable. The information from these
countriesvasmostly scate, and sources with experience with contracts not possible to
identify.

4.3.5.3 International organisations

The organisations behind the safes forming the Three Pillars of the audit are of interest as
they are important sources of knowledge and experience that may contribute to the
assessments. The team has consulted experts in the United Nations Conference on Trade and
Development (UNCTADgaNd the World Bank. Representatives of The Organisation for
Economic Ceoperation and Development (OECD) have not been available during the short
time span of the audit.

4.3.5.4 Interview templates

In order to make the interview process as standardised anemffxs possible, model
interview templates were developed for the identified stakeholders groups. In order to adapt
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the interview to each specific case, questions tailored to the relevant contract were included.
The templates also incorporated general ifimm theguarante@ssessments.

4.3.6 Analysis Phase and outputs

The assessment of the @darantes builds on the Three Pillars of the Audit, as explained in
sectiond.1. The analysis, in addition to secondary data, was based on the results from the
assessnmgs and the interviews. The audit has resulted in four key ougmiexplained in
section 4.2.

4.3.7 Draft final report and final report

The results and findings from the Study and Interview Phase and the Analysis Phase have
been included in the final repo@omments and certain amendmensn the Steering
Committed s r evi ew of thave bedmncarpotated intorthe final repcasthe t
audit teandeems necessary

4.3.8 Disclaimer

The study has been conducted based on available documentatiandiattormation
sources and the audit teambdbs professional
and other documents may have consequences for the study and related findings. Interviews
were held with experts and institutions in Norway, kegnnational institutions, NGOs and
certain borrower countries. Not all of the invited institutions and persons contacted were
available for interview. The study should therefore be read with these limitations in mind.

The report and its findingand conalsions are the sole responsibility of the audit team and do

not necessarily refleché views otthe Norwegian authorities or any organisasanm
informans listed in the report.

21



5.Descri ption of the scheme:

In this chapter the schas that form the Three Pillars of the audit, previous Gi@ks and
regulations UN Principles and Current GIEKiles and regulationsre explained.

5.1 Previous GlEKarticles of association

GIEK was established by a Parliamentaegolutionand its actiities are based on annual
decisions by Parliament, fixing among other things the main operating principles (including
the purpose of enhancing Norwegian exports and thdisaifcing principle) and maximum
guarantee ceilings. Based on the parliamemnesglutionghe Ministryresponsiblgcurrently

the Ministry ofTrade andndustry)thenissues detailed regulations.

After the establishment of the special guarantee scheme for developing countries in 1963,
separate regulations were introduced for thdinary guarantee scheme and the special
guarantee scheme for developing countries. Beth ofregulations were amended from time

to time. For the purpose of this audit we have reviewed the following regulations received
from GIEK:

1964 1980° 1994 19992005
1969 1980 1989 1994 19992005

MoT  MoT MDA MFA  MTI

The regulations refer to the fact that the guarantees sbeudild line with the Parliamentary
decisions on state guarantees valid at the timecamprise such issues as:

the purpose of the schemes,

principles of fixing guarantee premiums,

country limits and transaction limits,

Norwegian content ajuarantes,

rules regarding appointment of the board and administration of GIEK,
powers of attorney,

main principles of issuing various types of guarantees,

the guarantee fund, accounts, auditing and reporting to the Ministries.

cooooocc

For further details, ferenceis made to Annex @f the report.

As of 1980, Gl EK6s regulations specifically
with common international trade practice. GIEK as a member of The Berne Union (the
International Union of Credit and Investnténsurers) has for a number of yearsoperated

closely with other credit insurance organisations, and is generally well informed on
international credit insurance issues.

B The regulation of 1980 is not complete as one page is missing from the document.
“MoT here meanMinistry of Trale, MDAMinistry of Development Assistance, MBnistry of Foreign
Affairsand MTIMinistry of Tradeand Industry
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In the 1978, the Organisation for Economic ©peration and Development (OECBtarted
discussing issues related to export credits. The background for this wamttnaftficially
supported export credits and tied aid credits and grants to developing countries were extended
on terms controlled by governments. Therefore, there washptation for governments to

use these financial instrumentssiagbsidisecommercial exports from their own countries or to
counterbalance such an action from another government (matching). To limit these practices,
and to create a level playing field fexporters from different countries, it was considered
useful to standardize export credit conditions and to monitor matching and tied aid credits.

This led first to an informal agreement in 1976 among some OECD countries, known as "The
Consensus”. This & succeeded in 1978 by a gentlemen's agreement facilitated by the
OECD's Trade Directorate, which established a Working Party on Officially Supported
Export Credits. This gentleman's agreement, officially termed the Arrangement on Guidelines

for Officially Supported Export Credits, is known as "The Arrangement”. The Arrangement
attempted to provide a Al evel playing fiel
contained rules i.a. on the following:

U  maximum credit terms for different categories of caestr
0 minimum interest rates for different categories of countries,
U minimum size of grants in relation to contract value in connection with tied aid.

GIEK and Export CreditNorway regularly participate in the work of the OECD Trade
Directorate, and have hdred to the rules of the arrangement from the beginning.

The Arrangement has been revised a number of times since its establishment. In 1992, the so
called Helsinki package was concluded among Arrangement participants. This agreement
prohibits (with some exceptions) the provision of tied aid loans to Higtome countries
(based on World Bank per capita income), and for commercially viable projects. The
commercial viability of all tied aid projects should therefore be assessed according to specific
constutation procedures. For Least Developed Countries, the grant element of tied aid loans
should constitute at least 50 % of the contract value, and for Middle Income Countries at least
35 % of the contract value.

Another important revision of the Arrangenmtg¢ook place in April 1999, when country risk
categories werbarmonisedy the Arrangement and minimum premium rates were fixed for
various risk categories. Until April 1999, GIEK, like other credit insurance agepcasssed

its own system of risk ¢agories and guarantee premiums. In all but one of the audited
projects, for which the guarantee was issued after April 1999, GIEKs own premium system
was applied.

Also after 2000, OECD introduced several important new schemes which are referred to in
5.3below.
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5.2 UN Principles

The Consolidated version of the Principles on Responsible Sovereign Lending and Borrowing
was made public in January 2012. That version was discussed during UNCTAD XIlll in Doha,
Qatar in late April same year and provided the biasithe endorsement of the Principles.

The draft principles were the result of warkdertakerby an Expert Group constituted by
high-level academics and professionals from Internati@@anisationsthe private sector

and the civil society. The Consiated Principles thus represent the fruits of extensive
bilateral consultations as well. OECD, World Bank and IMF weas® observers in the
UNCTAD Working Goup. The principles have been endorsed by 13 countries so far, of these
only Germany and Italyém major European economies and Argentine and Brazil from large
emerging mar ket economies. China and USA
and not ratified, therefore still are principles that very much are in the making.

The Principles rigect obligations for both lenders and borrowdise Principlesnumberl5in

total i sevenprinciples for lenders aneight principles for borrowers. The Principles
elaborated within this project encompass concepts as fiduciary duty, accountability,
trangarency, due diligence, @esponsibility, debt monitoring, good faith, etc.

The principles on the lender and borrower side to a large extent mirror each othemoBee
Reference source not found.

Table 1: Overview UNCTAD Principles

Issue Responsibilities of  Responsibilitiesof
Lenders Borrower

Agency Principle 1 Principle 8

Informed and Responsible Decisiors  Principle 2 Principle 4 and 14

Due Authorization Principle 3

Project Financing Principle 5 Principle 12 and 13

International Cooperation and Principle 6 Principle 9

Binding Agreements

Restructuring Principle 7 Principle 15

Transparency Principle 10 and 11

They can be found in most domestic legal orders, including Norwegian, as we will elaborate
upon later, but are nsising at the international level. The UNCTAD principles do not
constitute a part of GIE# operational procedures.

Each principle is summarised in turn in the section below.

5.2.1 Lenders

Principle 1 Agency

Lenders should recognize that government offisiainvolved in sovereign lending and
borrowing transactions are responsible for protecting public interest (to the State and its
citizens for which they are acting as agents).
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Principle 2 Informed decisions
Lenders have a responsibility to provide infatran to their sovereign customers to assist
borrowers in making informed credit decisions.

Principle 3Due authorization
Lenders have a responsibility to determine, to the best of their ability, whethenaheirfig
has been appropriately authorizaad whether the resulting credit agreements are valid and
enforceable under relevant jurisdiction/s.

Principle 4 Responsible credit decisions
A |l ender is responsible to make a r etatbi sti c
service a loarbased on the best available information and following objective and agreed
technical rules on due diligence and national accounts.

Principle 5Project financing
Lenders financing a project in the debtor country have a responsibility to perform their own
ex ante investigation into and, when applicable, desiursement monitoring of, the likely
effects of the project, including its financial, operational, civil, social, cultural, and
environmental implications. This responsibility should be proportidnathe techrdal
expertise of the lender and the amount of funds to be lent.

Principle 6 International cooperation

All lenders have a duty to comply with United Nations sanctions imposed against a gov
ernmental regime.

Principle 7 Debt restructurings
In circumstances where a sovereign is manifestly unable to service its debts, all lenders have a
duty to behave in good faith and with cooperative spirit to reach a consersuahgement
of those obligations. Creditors should seek a speedy and ordaslytren to the problem

5.2.2 Borrowers

Principle 8 Agency
As to borrowers, Governments are agents of the State and, as such, when they contract debt
obligations, they have a responsibility to protect the interests of their citizens. Where
applicable, borwmer s shoul d al so consider the respons:s
organizations.

Principle 9Binding agreements
A sovereign debt contract is a binding obligation and should beuheshoExceptional cases
nonethelessnay arise. A state of ecoomi ¢ necessity can prevent t
timely repayment. Also, a competent judicial authority may rule that cstamoes giving
rise to legaldefencehave occurred. When, due to the state of economic necessity of the
borrower, changes tohé original contractual conditions of the loan are unavoidable,
Principles 7 and 15 should be followed.
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Principle 10Transparency

The process for obtaining financing and assuming sovereign debt obligations antielabili
should be transparent.

Resposibilities of sovereign borrowers
Governments have a responsibility to put in place and mgh a comprehensive legal
framework that clearly defines procedures, responsibilities and accountabilities. They should
particularly put in place arrangementsetasure the proper approval and oversight of official
borrowings and other forms of financing, indlugl guarantees made by Sta¢dated entities.

Principle 11Disclosure and publication
Relevant terms and conditions of a financing agreement showliddesed by the seveign
borrower, be universally available, and be freely accessible in a timely manner through online
means to all stakeholders, including citizens. Sovereign debtors have a responsibility to
disclose complete and accurate informatmn their economic and rfancial situation that
conforms to standardized reporting requirements and is relevant to their debt situation.
Governments should respond openly to requests for reldtathettion from relevant parties.
Legal restrictions to ddosing information should be based on evident public interest and to
be used reasonably.

Principle 12Project financing
In the context of project financing, sovereign borrowers have a responsibility to conduct a
thorough ex ante investigation into thendncial, operational, civil, social, cultural and
environmental implications of the project and its funding. Borrowers should make public the
results of the project evaluation studies.

Principle 13Adequate management and monitoring
Debtors should desigand implement a debt sustainability and management strategy and to
ensure that their debt management is adequate. Debtor countries have sibidispom put
in place effective monitoring systems, including at the-safional level, that also capture
contingent liabilities. An audit institution should conduct independent, objective, professional,
timely and periodic audits of their debt portfolios to assesstigaiively and qualitatively the
recently incurred obligations. The findings of such audhsuld bepublicisedto ensure
transparency and accountability in debt management. Audits should also be undertaken at
subnational levels.

Principle 14 Avoiding incidences of oveborrowing
Governments have a responsibility to weigh costs and bendi#s geeking sovereign loans.
They should seek a sovereign loan if it would permit additional public or private investment,
with a prospective social return at least equal to the likely interest rate.

Principle 15Restructuring

If a restructuring of soveign debt obligations becomes unavoidable, it should be taicer
promptly, efficiently and fairly.
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5.3 Current GIEKarticles of association
Gl EK6s present fr ame wé&eydomporemsilusirateeisFigurddte f ol | o

U The parliamentaryesolution(Stortingsvedtaket)

0 G| E Kadides of associatigmulesand regulationsetby the Ministry of Trade and
Industryas well aghe rules of the 108greement (see section 6)

U AnnualGrant Lettefrom the Ministry of Industry and@rade

U Main instruction for the economic management

| — — :

Regulations and Provisions | | E Resolutions
on Financial Management in : ‘ !

Central Government + GIEKs regulations

+ 108 arrangement
regulations

+ Annual budget with
attachments

* Instructions for financial
management and
administration

@ 2013 Deloitte AS

Figure 4: GIEK's present framework

5.3.1 The Parliamentary Resolution

According to the current Parliamentargsolution concerningG|l E K, Gl EKO s or d
guarantee scheme has a ceildidNOK 135 billionin 2013,whilst the scheme for developing

countries has an upper limit oNOK 3.15 billion. GIEK also manages schemes for
guaranteeingpans for construction of ships and leteym power contracts in power intensive
industries

5.3.2 G| E Kaftisles of association

G| E kdrrentarticles of associatioweresetby the Ministry ofTrade andn 1999 anchave
beenamended several times, the last tineengJune 2013The main general rules comprise:

Purpose and frames
General regulations
Guarantees for export
Investment guarantees
The board

i I I i
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Gl EK6s activities

Gl EK6s administration
Recoveries

Drawing right

Accounts, budget and auditing

Reporting

ety enchy entl anf e e

In addition, there are specific regulations for special guarantee schemes, including the
guarantee seme for investments in and exports to developing countries.

For further detds, reference is made to Ann&of the report.

The regulations among other things specify that the guarantees shall be in accordance with
Nor wayds i nt er n aigprimanharefersotdtheifodoavingi OEGDs scheriiek:

5.3.2.1 OECD Arrangement on Officially Supported Export Credits (The Arrangement)

As mentioned in 5.1, the OECD Arrangement is subject to frequent adjustments. In addition

to these adjustments of the Arrangemaifter year 2000, several new OECD schemes were
introduced which have a bearing on export credits. For the purpose of this audit, the most
important ones are the 2008 Principles and Guidelines to promote sustainable lending
practices in the provision of @fial Export Credits to Lowincome countries and the 2012

Common Approaches for Officially Supported Export Credits and Environmental and Social
Due Diligence (Athe Common Approacheso). Th
common rules for handlingnvironmental and corruption issues. An agreement on bribery

was drawn up and published in 2003, and revised in 2006 (OECD Council Recommendation

on Bribery and Officially Supported Export Credits).

GIEK is actively involved in the development of thesgulations, which are seem to benefit
exporters as common regulations and the greatest possible degree of openness between
me mber countries help to prevent gover nment
choice of supplier

5.3.2.2 Principles and Guidelins for Sustainable Lending to Low Income Countries
(2008)

The agreemen®yinciples and Guidelines to Promote Sustainable Lending in the Provision of
Official Export Credits to Low Income Countrjesets out commitments for Export Credit
Agencies (ECAs) whavish to provide commercial (i.e. naxd) credits to public borrowers

in low-income countrieswho face challenges in managing their external debt. These include
ensuring that these credits respect any limits on such borrowing that have been agreed
betweenthese countries and the IMF and World Bank and taking into account the latest Debt
Sustainability Analyses (DSA) jointly produced by the IMF and World Bank. For larger
transactions with a repayment term of two years or more, Members have also agre&d to se
assurances from government authorities in the buyer country that the transaction is in line
with the country's agreed borrowing and development plans. Finally, the Agreement cements
existing Arrangements between ECAs and the World Bank and IMF regandirsiparing of
information on official export credits provided to the countries subject to the Principles and
Guidelines.
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As far as the audited projects are concerned, Somalia, Sudan and Myanmar are presently
classified as Low Income Countries.

With regardt o GI EK6s handling of these principles
which are offered a guarantee go through GIE
the ability to deliver, income and ability to handle the debt. In the case of pooiries,

where it seems probable that the buyer has limited administrative capacity, GIEK is
particularly careful to ensure that the transaction will benefit development. GIEK will not
guarantee commercial loans in respect of projects which are contrédrg tronomic and

social strategy of the recipient country. GIEK will also ensure that the case is not in conflict
with the countryds obligations to the | MF/)
countries and covers transactions with public buyerd siate owned companies and
transactions with a government guarantee. Thanks to the HIPC program, and with the
assistance of creditor countries, IMF and the World Bank, since 1996, 18 countries have
completed the process and had their debts reduced. Reduet debt and improving

economic cycles and raw materials prices have brought markedly improved credit worthiness

to many developing countries. As a follow up
has devised guidelines for the assessment of aredits to countries which are thought to

have a limited capacity to take up new loans. Applying these principles will ensure that
government guaranteed export credits are not used for unproductive purposes, that the project

i s endor sed i @av etlhoep meotw ntprlyabnss dand t hat t he
recommended limits for loans on commercial terms are respectedOEGD countries are

invited to follow the same principles.

5.3.2.3 Common Approaches for Officially Supported Export Credits and Environmental

and Social Due Diligence (2012)
Consistent with the mandate of the OECD Working Party on Export Credits and Credit
Guarantees (ECG), OECD members have, since thel@8ds, been sharing information on
their policies, practices and experiences with regaradtiressing environmental and, more
recently, social issues , leading to discussions to establish common approaches for taking such
issues into account when providing officially supported export credits.

The result of these discussions has been a sersggedéments and OECD Recommendations
since the late 1990s relating to measures Members should take to address the potential
environmental and social impacts of projects for which official export credit support is
requested.

The most recent agreement i2@12 OECD Recommendation of the Council, which sets
common approaches for undertaking environmental and social due diligence to identify,
consider and address the potential environmental and social impacts and risks relating to
applications for officiallys uppor t ed expor't credits as- an in
making and risk management systems.

Whilst an OECD Recommendation is legally Aminding, it expresses the common position
or will of the whole OECD memberships and therefore may entaibrntapt political
commitment for Member governments.
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GIEK has incorporated the OECD common approaches in its practice, which comprises
screening and classifying and reviewing, evaluating and monitoring projects according to
their potential environmental drsocial impacts.

The OECD Secretariat monitors Membdaigho® supp
medium potential environmental and/or social impacts.
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6.Mapping of stakehol der s

In this chapter the audit stakeholdensl @aheir roles and responsibilities are identified.

6.1 Introduction

Norwegian exports have to a large exteadlitionallyconsisted of raw materials and

consumer goods. Norwegian industrial and trade policy in the period studied20@78

aimed at acleving a larger share of processed products with a higher value added, including
capital goods and ships. As other industrialized countries introduced subsidized medium and
long term credits to support their producers of such products, export financimgebaca
important competitive factor. Various Norwegian institutions were involved in financing
Norwegian exports of capital goods and ships; several ministries and state institutions as well
as private financial institutions and companies. This in sum afeduoan export credit

system Similar systems were established in other countries. The main participants in the
Norwegian export credit system, as well asrth&in functions, are listed Table2.

Table 2: Participants in the Norwegian export credit system in the period 1972000

GIEK - Provision of export guarantees

Eksportfinans - Provision of medium and lorgrm export credits for capital
goods

Norad - Assessment of the developntal effect of the projects in

connection with the old guarantee system for developing cour
- Managment of the new guarantee scheme for developing
countries in ceoperation with GIEK (from 1989)
- Management of schemes for.imixed credits and traing

Ministry of Trade (until 1987). - Responsible Minisyrfor GIEK

Ministry of Trade and Industry - Fixing of guarantee ceilings, decisions on large export guarar

(since 1997) - Allocation of funds to cover losses under the old guarantee sc
for deweloping countries (in addition to Ministry of Foreign
Affairs)

- Provision of interest subsidies for the ship export campaign
- Acquired 15 % of shares of Eksportfinans in 2001

Ministry of Foreign Affairs - Responsible Ministry for Norad

(Ministry for Development - Allocation of funds to cover losses under the old guarantee
Assistancel DUH- from 1983 scheme for developing countries (in addition to Ministry of Trag
1990) - Allocations for the loss fund of the new guarantee scheme for

developing countries estahed in 1989
- From 1987 to 1997 responsible Ministry for GIEK
Ministry of Finance - Responsible Ministryor the agreement on interest subsidies ar
currency risk coverage (the-salled 108arrangementjyvhich
made it possible for Eksportfinans to providgert financing
conditions in accordance with the OECD Consensus agreeme
The exporters - Export of he goods and services
The banking sector - Handling of parts of the documentation in connection with the
export credits
- Provision of guarantees as a sgmpént to GIEK
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6.2 GIEK

6.2.1 Establishment and management

Garantiinstituttet for Eksportkreditt (GIEK) was tblished by Parliamentargsolutionin

1960 as a state agency. The purpose was to enhance Norwegian exports and investments
abroad by giving guarantees behalf of the Norwegian state. The origin of GIEK goes back
to the establishment &taten€ksportkredittkommisjon in 1934.

During most of the period in question, GIEK was subordinated to the Ministry of Trade (later
the Ministry of Trade and Indusl;, and from 1987 to 1997 to the Ministry of Foreign Affairs
following the merger of the latter with the Ministry of Tradetil the end of the 1970s the
chairman was a civil servant from the Ministry of Trade. Other members of the board were
representates of the Norwegian Export Council, the Norwegian Association of Industrialists,
the Labour Unions, the Norwegian Bankersé As
Ministry of Foreign Affairs, and, in particular cases, Norad (see section 6.2.3 bEtow).

the middle of the 1980s representatives of the Ministry of Finance and academia were added
to the board. The managing directors of GIEK in the audited period were also appointed by
the Ministry. A new orgamsational system with an independent board established in 1994

(see section 6.2.7 below).

6.2.2 Principles of operation

According to the guidelines which were based
guarantee scheme was supposed to bdisalicing, meaning that the income from guarantee
premiums and recoveri&should be sufficient to cover indemnities and administrative costs.
GIEK provided cover against two types of riglolitical and commercial risk. In simple

terms, political risk involves nepayment from a public borrower or guaranin the

developing country, or lack of payment or transfer of payment due to wanyaivi

expropriation, nationaletion and currency restrictions. Commercial risk comprises non
payment due to insolvency of a private buyer or guarantor. GIEK budkerigin premium
reserves towards the end of the 1970s largely due to income from short term guarantees for
exports raw materials and consumer goods to developed countries.

In accordance with the guidelines which applied until the@n@é s, G| Edvemd r mal | vy
90 % of the political risk and 80 % of the commercial risk (when relevant) towards the
exporters. In addition, GIEK in many cases providedsol | ed | endersé or su.

guarantees towards Eksportfinans, which always required guaranteestepiable

guarantors for 100 % of the credit amount. This system implied that in cases when GIEK had
to pay indemnity to Eksportfinans, GIEK had recourse to the exporter for 10 % of the
indemnified amount for political risk and 20 % for commercial risksTinseveral cases led

to serious problems for the exportéts.

Following the large indemnities, aulplic working party which was set up in 1983, in its
report’ proposed certain changes in GIEKs framewormhditions, notably a system of risk
sharing withprivate guarantors. This in particular applied to commercial risk in connection

1 By recovery is meant payment from the borrower or guarantor after GIEK haisnpl@mnity under a

guarantee, including income from rescheduling agreements

® Edvard Stang: Skipseksportkampanjen. 2007
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with large projectsiit h er gptrao systemo). The changes, whic
Parliament, included a decision that GIEK for contract above NOK 10 million should

normally not provide 100 % cover to Eksportfinans. However, following another assessment

in the 1990s, GIEKvas once more given a possibility to offer 100 % cover for political risk.

6.2.3 Special guarantee scheme for developing countries

In 1963 a special guaranteseheme for exports to and investments in developing countries

was establishél At the outset, the purpose of the new guarantee scheme was to enhance
Norwegian exports and investments which could contritmimproving the economic

growth potentialindey | opi ng countri es, particularly fnir
to a considerable degreetahe char acter of hefdnotdertot he cou
improve the ability to assess the aid elam#e board of GIEK was enlarged by a

represehati ve from Norad when dealingheifpdpt wasuch
replaced throughnother parliamentary decisfSwhich stated that the exports and

investments should be likely to enhamo®nomic growtlin the country in question.

Furthermore, a special provision was added to the guidelines, according to which the Ministry

of Tiadeaifiti cul ar caseso could decide that a
not make an assessment of the relevant case. According to the ggid#him special

guarantee scheme for developing countries was not required toHfieasting as the

guarantee premiums were lower than for the ordinary guarantee scheme. Possible losses
exceeding the fundsere to be covered by allocations from the kaidyf the Ministry of

Foreigzrzl Affairs, or, if necessary, by special allocations from the budget dithistry of

Trade:

6.2.4 The ship export campaign

I n 1976 a Aship export campaignodo was | aunche
dramatically afiected shipyards all over the world. Norwegian authorities decided to search

for projects in developg countries and offer favourable financing conditions for countries

which were willing to purchase Norwegian ships. By means of this s¢iNonsay expored

altogether 156 ships and vessels to 21 developing countries. Export credits were given in the
amount ofNOK 3.7 billion. In addition, interest subsidies were given by the Norwegian

government in a total amount of appimatelyNOK 1.5 billion?®, The subislies normally

corresponded to 25 % of the contract value of the ships in line with the rules of the OECD
Arrangement on Officially Supported Export Credits at that time. A committee headed by the
secreairy of state in the Ministry of Trade was set updordinate the campaign and to select
projects. Three Norwegi an ahmbegotidianslvitmtee fien mi

'® parliamentary proposition (St.prmy. 108 (196263)

Y OmGarantL Yy AU AGdz 0SG F2NJ 91 aLBRNIINBRAGGE oDLOYQAUL Ik NI yi
investeringer | utviklingslang#rordningen). Rapport fra arbeidsgruppen oppnevnt av Handelsdepartementet

i mai 1983. Avgitt til departementet 20. juni 1984

20 Parliamentary proposition (St.pymr. 100 (196768)

*'Reference is made i.a. toh Y D kisituytal for EksportkredittsDL 9 Y Qa0 I+ NGNPU A 2 NRY Ay 3 SN
1983:34

ZOmGarantL Y 4 G A GdzG G SG F2NJ 91 aLRNIINBRAGGHAE oDLOYQAaL I+ NIy
investeringer | utviklingsland (sserordningeRppport fra arbeidsgruppen oppnevnt av Handelsdepartementet

i mai 1983. Avgitt til departementet 20. juni 1984

> Proposition S. nr290 (19880 ® t NR LR aAGA2Y FTNRBY (GKS LI NIAFYSYGl NBE ¢
activities in 1986 and 1987 and about the orientation about the Ship Export Campaign (Parlianwhiser
Paper nr. 25)
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governments in developing countries. The campaign was discontinued in 1980, but of the
credits still outstandingnly thedebt réating to Sudan remains

In 1998, the Norwegia@overnment concluded that the decisimaking process in general
wascharacterisetdy time pressure, and that the Ministry of Trade attached decisive weight to
the employment situation at the shipyardsisTimplied that the not necessarily the shipyards
which were best qualified for the task was given the contract. The quality of the products
which were supplied from the Norwegian side turned out not always to be satisfactory
However, it was generally eged that the campaign fulfilled its purpose of securing contracts
for Norwegian shipyards at a time of crisis.

Most of the ship export contracts were financed by Eksportfinans with guarantees from GIEK.
Almostall of the guaranteeNOK 3.5 billion) wereissuedunder the special guarantee

scheme for developing countrié3f thistotal, Noradapproveccreditsto an amount of NOK

1.1 billion. The remaining NOK 2 billion wasapprovedy the Ministry of Trade without

the approval of Nordd. The final decisins regarding provision of all guarantees under the

special guarantee scheme for developing countries as well as interest subsidies under the ship
export campaign were made by the Minystf Tradeinacor dance wi th GI EKOs
regulationsat that tme?®.

An international debt crisis unfolded in the beginning of the 1980s. Throughout the 1980s,
large indemnities were paid out by GIEK, in particular in connection with the guarantee
scheme for developing countries. This required transfers of condelarabunts from the

state budget to GIEK. In 1980, Parliament decided that only guarantees appriv@cd
should be covered by funds from the development assistance budget. The remaining funds
were covered by the budget of the Ministry of Trade. Siguiti 1986 all required funds for
payment of indemnities were drawn from the budget of the Ministry of Trade.

In 1998, the government initiated a debt plan, whereby Norway offered to cancel debts if
countries introduced reforms decided by the HIPC imnadr the Paris Club. In 2006, the
Norwegian Parliament decided to cancel all debts related to the ship export campaign of
Sierra Leone, Peru, Ecuador, Jamaica and Egypt. The debt of two remaining countries, Sudan
and Myanmar (Burma) was not included histinitiative, and are subject to this audit.
Cancell ati on of confrmadoyRarliansent dlene2013w a s

The special guarantee scheme for developing countries was discontinued in January 1988, but
a new scheme was set up the following yaamely theJ-landsordning (Developing

countries guaranteschemg of 1989

6.2.5 Political risk assessment

In its efforts to promote Norwegian exports and at the same time limit the risk, GIEK
normally required what was generally considered the best posstbigtgéor its guarantees.

In connection with all 34 projects studied in this audit, GIEK required either a state guarantee
or a state debtor for the credit, even though in a few cases the importer was a private
company. As a credit provided to or guaradtdy a foreign state per definition was

considered as political risk, GIEK in these cases primarily assessed the political risk involved
in the projectsAs long as the debtors or guarantors were considered to be in a position to

**Ibid

**bid.

26 According to the guidelines of 1969, final decisions regarding all guarantees above NOK 20 million (later
increased to NOK 25 and 50 million) were to be made by the Ministry of Trade
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represent the governmetttjs mainly implied an evaluation of the creditworthiness of the
debtor country. However, in some cases additional securities were required by GIEK, in
particular mortgages in ships. Such securities were sometimes utilized by GIEK in cases of
default by he debtor/guarantor.

When assessing the political risk, GIEK based its¢adent inter alia on information from
Norwegian embassies, international sister organis&fians its own information gathering
and analysis. GIEK also practiced a system of riskidution implying that there were limits
to the share of individual countries in the total portfolio of GIEK. The Ministry of Trade had
to approve credits which quassed these credit ceilings. GIEK elaborated country lists
specifying its general riskower policy, debtor or counter guarantee requirements and
guarantee premiums for different countriesoject risks involved in the 34 projects were
normally not assessed by GIEK in any great detail, for instance by independent feasibility
studies, althougthe exporters sometimes provided project assessments in connection with
their applications to GIEK

6.2.6 New guarantee scheme for developing countries

| 1989 a new guarantee scheme for investments in and egm@vé¢loping countries (U
landrdningen) wagstablished. The new scheme was originally supposed to be a
development assistance instrument to be managed by Norad, and only covered political risk.
According to its statuté® the new scheme could be used when the risk was considered too
high for the odinary guarantee scheme. The new scheme has a loss fund provided by the
budget of the Ministry of Foreign Affairs, and the scheme should break even taking into
consideation the loss fund. GIEK, was supposed to assess the credit risk involved in the
projeds. Final decisions were made by the Ministry of Foreign Affairs (Ministry of
Development Assistanke The new guarantee scheme was evaluated irf1998ong other
things, the evaluators proposed abolishing the requirement of state guarantees frortothe deb
countries, and including coverage of commercial risk. Corresponding changes of the
guidelines wee introduced later. After an initial trial period, GIEK took over the management
of the system in coperation with Norad® It was now up to GIEK to decidehether or not

the application should be sent to Norad in order for them to assess the developmental effects
of the project. If the application was sent to Norad,adtihenhad the right of veto. All
applications should be sent to Norad for informatlb@GIEK intended to turn down an
application, Norad had the right to demand that the applicatigerido theMinistry of

Tradefor a final decision.

6.2.7 Neworganisation structure and a new ordinary guarantee scheme

In connection witha majorreorgansation in 1994, GIEK became a statempanyfist at | i g
forvaltningsbedr i ft osjonahboardh Theacompany das divdedlirdon t |,
two parts one part providing guarantees with a duration of more than two§ezmdthe

otherbeing responsibléor shortterm guarantees. At the same time, a new ordinary guarantee

*’ GIEK is a member of the Berneitm which is the ceoperation organization of a number of international

export guarantee agencies, which has an extensive exchange of information and opinions on credit risk issues.

8 The regulations were approved by Royal Decree of 15.12.1989

29 Seehttp://lwww.norad.no/no/evaluering/publikasjoner/publikasjon?key=165610

% Reference is made to regulations of GIEK approved by royal Decree of 22.12.1999

e KS NB2NHIYAT FGAZ2Y 6F4& o6l aSR 2y | -NQBLIBMRH) bFaNB Y M pn
official working party headed by former Minister of Finance Per Kleppe

2 separate company owned 100 % by GIEK , GIEK Kredittforsikring AS, was set up in 2001 to provide

guarantees with a shorter credit period than two years.
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scheme was established. Likch e ol d fAordi nary guarantee sche
guarantee schenveassupposed to be sdihancing in the long run.

Table3 andTable4 showsthe distribution of the 34 projects between the four different
guarantee schemes:

Table 3: Guarantee schemes and number of projects in connection with the audigescheduled credits

Guarantee schemé rescheduled credits Number of projects

The old ordinary guarantee scheme 9
The new ordinary guarantee scheme 7
The old guarantee scheme for developing aiemit 4
The new guarantee scheme for developing coun 1
Total 21

Table 4. Guarantee schemes and number of projects in connection with the audit, not rescheduled credits

Guarantee schemé credits not rescheduled Number of projects

The old ordinary guarantee scheme 4
The new ordiary guarantee scheme 2
The old guarantee scheme for developing counti 6
The new guarantee scheme for developing coun 1
Total 13

6.3 Eksportfinans

6.3.1 Establishment and principles of operation

Eksportfinans was established in 1962 by Norwegian catiaidanké® for provision of

long term loans at fixed interest rates. Export credits for capital goods and ships became one

of its main activities as this type of financing normally required adodssig term funds

with fixed interest raté8. Apartich ar feature of Eksportfinans?d
based itself on 100 % guarantees from GIEK and/or first class Norwegian or international

banks and normally did not make any thorough ptaecisk assessments of their own. The

debtor was usuallsupposed to issue promissory notes confirming their unconditional and
irrevocable obligation to repay the debt independentlyettntract between the buyer and

exporter.

Starting in the 197006s, Eksport fgianexposgs pl ayed
by offering credit lines to prioritized countries in Eastern Europe and developing countries.

632 i1 a8y reement 0 and the ship export campaigr
In 1978 Eksportfinans lost its access to the Norwegian bond market, but the government
through the Mirstry of Finance decided to establish a system of interest subsidies in

% |n 2001 the Norwegian state represented by the Ministry of Industry and Tradequired 15 per cent of the
share,capital of Eksportfinans.

3 n 2012, a new state owned institution, Norsk Eksportkreditt AS, took over the
responsibility for new export financing transactions from Ekspa@ntign
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combination with a currency risk system (thecatled 108arrangement), This made it

possible to provide favourable export credit conditions, including interest rates, in accordance
with the OECD Arrangement on Officially Supported Export Credits. The objective of the
108-agreement was to give Norwegian exporters internationally competitive credit terms on a
par with exporters from other countries.

Eksportfinans was chosen as a vehidr financing the ship export campaign based on
guarantees from GIEK and interest subsidies
Eksportfinans played an active role in financing projects linked with tvalted Asiaplan

and other governmentatferts to promote Norwegian exports to developing countries. A

credit line on favourable interest terms based on mixed credits from Norad was concluded

with Zimbabwe.

633 Buyer 6s addredaisuppl i er
Most projects subject to this audit were financed by ASplrtfinans (later Eksptiinans

ASA) with guarantees fromGIEKe i t her as buyer s or supplier
large contracts (generally above NOK 50 million) were financdtlasy e r s ancc r ed i t s
smaller contractsasu p p | i e r. ©ré of the reathiredsens for this distinction was the
considerable costs involved in establishing

Eksportfinans concluded a direct credit agreement with the developing country. In these
cases, Eksportfinans gerally required legal opinions from local lawyers confirming that the
credit was in line with the laws of the borrowing country and that the person(s) signing the
credit agreement were empowered to do so. In a few cases, when there were questions
regardirg the content of the legal opinions, Eksportfinans consulted GIEK.

I n the case of supplierdés credits, the expor
credit agreement with the borrower. In all but two of the 34 cases cases the exporters were
refinanced by Eksportfinans. In these cases, Eksportfinans required a confirmation from a

Nor wegian agent bank that the | oan document a
requirements. Among other things, the bank was required to check that all necessa

authorisations, permits and licenses for repayment of the credit were in place.

In general, the same organisations were involved in the two types of credits. For the sake of
simplicity, a diagram il lustr aAnmery3 t he buyer

6.4 Norad

6.4.1 Establishment

Norwegian offical development coperation started in 1952 by the establishment of the
Fund for help to underdeveloped countries (Fondet for hjelp til underutviklede land). In 1962,
the Fund was replaced by Norwegian Depebent Assistance (Norsk Utviklingshjelp),
which was a frestanding governmental institution with its own board.

In 1968, Norad (Norwegian Agency for Development Cooperation) was established as a free
standing directorate under the Ministry of Foreignaft§. The administration of Norwegian
development assistance was split between the Ministry of Foreign Affairs and Norad, the
latter being responsible for long term bilateral assistance. In the perioeB298Wrad was a

part of the Ministry for Developnm¢ Assistance (DUH).
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6.4.2 Support schemes for private sector development, including mixed credits

Norad managed several grant schemes which could be used in connection with Norwegian
export activities, such as grants for feasibility studies, training, tradelapenent, parallel
financing and infrastructure investments. In addition, Norad had a role in assessing the
developmental effect of the projects in connection with the guarantee schemes for developing
countries.

A scheme for mixed credits wastablisheds a trial scheme in 1985, and made permanent in
1990. The background for its establishment was the extensive use of mixed credits by other
industrialised countries. The scheme was normally based on a combination of export credits
from Eksportfinans, guanéees from GIEK and grants from Norad, which could be used for
lowering the interest rates of the export credits and/or financing a part of the contract value. In
order to be in line with international agreements (notably the Helsinki Arrangement of the
OECD Arrangement on Officially Supported Export Credits adopted in 1992) the grant
element should constitute at least from 35 to 50 % of the total contract value depending on the
debtor country. Norad was responsible for management of the mixed credit setit@oie

was abolished in 2000.

According to Nor a*fitolrse groii xdeed isncehse noef cldOwWI5d fion |
which were prioritized in the recipient country and be considered as hagewgmbpmental
effect according to the following criteria:

U Contribute to furthering sustainable economic growth in the developing country

U Result in high processing value and create profitable employment and improve social
and economic conditions in the recipient country

U Give increased employment and comprisepél training of local workers

Utilize and process the proper raw materials of the recipient country

U Contribute to improving the technological level of the recipient country as well as
transfer and use of a technology which is adapted to the needs efiffient country

U Contribute to an improved external economy through import compensation or
increased exports

U Create a foundation for other economic growth

0 Satisfy the requirement of the recipient country and international requirements as to
environment angollution

c:

According to the guidelines, there was no requirement that each project satisfy all the criteria.
Project applications were subject to a total consideration where the above criteria would be
decisive. The scheme should be managed in accordaticthe OECD guidelines for official
development assistance as long as these were in accordance with Norwegian development
assistance policy.

According to Norad, in connection with mixed credits to Africa, bilateral agreements were
usually concluded bewen Norad and the authorities in the developing countries. The
bilateral agreements provided for reporting and follggwof the projects. In the case of Asian
countries, such bilateral agreements were normally not concluded.

% The mixed credischeme was originallyetd to exports oNorwegian goods and servicdsater, a scheme for
untied mixed credits was established, but never gained much momentum. This scheme was abolished around
2006/ 2007.

®p2NI RQa 3 95REphed tg &rumirifof prvate sector schemes, including the mixed credit scheme
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A credit line to Zimbabwe badeon mixed credits was established by Eksportfinans in 1992

with an initial size of NOK 150 million on the basis of a bilateral agreemeabrding to

FAFO*, six projects with a total contract value of NOK 188.5 million and a grant value of

NOK 58.8 million were financed with Norwegian mixed credits. In addition, one of the
audited projects was financed as an individu

In the context of this audit, the mixed credit scheme was also used in connection with credits
to all of the audited prects in Indonesia, all but one of the projects in Pakistan and all but
one of the audited projects in ZimbabwéeTuse of the mixed credit scheme was in most
cases combined with guarantees under the ordinary guarantee scheme of GIEK.

In its evaluation ofhe Norwegian mixed credit scheme, FAR@rew the following
conclusions regarding Noraddés administration

U Before theHelsinki Arrangement thex anteevaluations of projects vary
substantially. Some projects were initiated without extersiatuation, while others
(for example, in Botswana) were well documented. After 1994, documentation
gradually improved. Nevertheless, the evaluation team has not been able to locate
feasibility studies for a number of projects, while for others, the cbotehe
documents varies.

0 NORADOGs i nternal egantesdvauhtiomotdevelopamméntand or an
macroeconomic effects (celseénefit analysis and analysis of the debt situation in the
recipient country). Often, however, the documentation dealsdeitblopment
effects through generic statements only. The team learnt that in NORAD, aid
assessment is normally undertaken only in the case of projects being challenged in
the OECD.

U The official policy is to implement not only the letter but also the indéthe
Helsinki Arrangement. Challenges are to be avoided, but they do occur. Instances
were found in whiciNoradhas argued for not exceeding SDR 2 million per project.
In one case, this was done to avoid the condition ofaommmercial viability. Projet
documentation from Zimbabwe lends support to the assumption that small projects
(less than SDR 2 million) are preferred.

U N OR A De& gostvaluation and project followp have been sources of concern.
The internaNoradguidelines (1998) stipulate annwagits to the MC projects,
either by NORAD, the embassies, or external consultants. The evaluation team has
had access to a few evalioa reports. It is regrettableowever, that none of these
reports contains wider analysis of the economic soundnesteartbpment
contributions of the projectso.

6.4.3 Guarantee schemes for developing countries

Norad was responsible for certain functions in connection with the old and new special
guaranteechemes for developing countries.

37 EAFO 2000:Evaluation of theNorwegian Mixed Credits Programme

% FAFO 200(Evaluation of théNorwegian Mixed Credits Programme
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6.4.3.1 The old guarantee scheme for devping countries- assessment of the
developmental effect

As regards this audit, Norad was responsible for assessing the developmental effect of all but
some of the ship projects in Myanmar guaranteed in connection with the old guarantee

guarantee scheme fdeveloping countries. According to the report of a working party

established in 1984 by the Ministry of Trade to assess the special guarantee scheme, the
following conditions were given particular w
applicationg®

AThat the transaction enhances economic grow
the technical efficiency, improves tb&ternal economy by reduced imports or increased

exports, gives new opportunities for employment, transfers technical anisttative

knowledge to the developing country. It is not a requirement that the transaction fulfills all the
criteriao.

Furthermore, the working party concluded tha
effect the type of project is consideredoontant. In other words, if the effort is done in a

form and in a sector (infrastructure, agriculture, industry, trade, shipping etc.) to which the
receiving country gives priority and which i

According to the working party, Nad did not make hilepth assessments. The reasons for
this were several: Lack of administrative capacity, lack of knowledge about the buyer/debtor
and lack of background information about the country in question, etc.

The working party also statedtiaan assessment of the qualitie
l i mited extent é.because the credit which is
public institution in the importing country. Since the assessment of the developmental effect
underthe special guarantee scheme is based on a criterion of economic growth, very few
projects are not qualified for recommendatio

As the guarantee amounts were frequently quite large, the board of Norad was involved in
deciding a large number of projects.

6.4.3.2 The new guarantee scheme for developing countries

Norad initially was responsible for the overall management of the scheme, later only for the
assessment of the developmeetfiéct of projects

The new guarantee saime for developing countries was used in connection with one of the
projects in Pakistan (1992) and one of the projects in Zimbabwe (2000).

In the case of the former guarantee, the guarantee decision was made by the Ministry of
Development Assistance. ({6 s r ol e was to assess the credi
In the case of the latter guarantee, the guarantee decision was made by GIEK based on the
guidelines given by Norad for the management of the scheme.

¥ Om Garantinstituttet for Eksportkr®@ A 1 14 6 DLOY Q&0 3IF NI YGAZNRYAY3I LW &anNI
investeringer | utviklingsland (sserordningen). Rapport fra arbeidsgruppen oppnevnt av Handelsdepartementet
i mai 1983. Avgitt til departementet 20. juni 1982age 4849
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6.5 The Ministry of Tradeand Industry

Excep for the period 1984997, the Ministry of TradéMinistry of Trade and Industryas
the responsible ministry for the activities of GlEBKthe time of the granting of the
guaranteesrThis included among other things the following tasks:

1 Proposal of chares in the Parliamentary decisions regardivgexport guaraae
system, including increases in the guarantee limits fixed by Parliament

1 Appointment of the board and managing directors of GIEK. Until the end of the
1970s, the chairman of the board of Gliais a civil servant of the Ministry of Trade.

1 Approval of large export guarantees (for instance all export guarantees provided in
connection with the ship export campaign and other large projects.

1 Decisions regarding certain export guarantees undeldhguarantee scheme for
developing countries in cases where Norad had not approved the project.

1 Provision of interest subsidies for the ship export campaign before the system of
mixed credits was established.

1 -Responsible for Norwegian participationrescheduling agreements in the Paris Club
and the OECD export credit committee. Later, the responsibility of Paris Club
negotiations was taken over by the Ministry of Foreign Affairs.

1 -15 % shareholder in Eksportfinans since 2001

6.6 The Ministry of ForeigrAffairs

As the Ministry responsible for development assistance, including the activities of Norad, the
Ministry of Foreign Affairs (from 1983 to 1990 the Ministry for Development Assistance
DUH) was responsible for i.a. allocation of funds to covesdesunder the guarantee scheme
for developing countries. In 1987, the Ministry of Foreign Affairs was merged with the
Ministry of Trade, and thereby became the responsible Ministry for GIEK until 1997.

The responsibility of Paris Club negotiations was taeer from the Ministry of Trade.

6.7 The Ministry of Finance

The Norwegian Ministry of Finance was the responsible Ministry for the agreement with
Eksportfinans on interest subsidies and currency risk coverage {tiadles» 108
arrangement) concluded i978. This agreement made it possible for Eksportfinans to
provide export credit conditions in accordance with the OECD Consensus agreement.
The Ministry of Finance also was responsible for deciding an extension of the maximum
credit term for mixed creditgormally 15 years) up to 23 years for some of the audited
projects in Indonesia.

6.8 The exporters

Most of the exporters were Norwegian producers of capital goods, ships and consulting or
other services. The most frequent sectors were hydro power progtetecommunications,

ships and other maritime activities.

In addition to the responsibility for concluding and carrying out contracts for export of the
goods and services, the exporfera case of suppliés credits organised the provision of

credits to the importing countries in cooperation with their bankers, Eksportfinans and GIEK.

In cases where GIEK provided 100 % guarantee towards Eksportfinans, GIEK had recourse to
the exporter.
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6.9 The banking sector

In addition to the provision of guaranteassaasupplement to GIEK, the banking sector
normally handled a large part of the documentary work in connection with export credits. Not
only Norwegian banks were involved, but also German, Dutch, Danish and other banks.
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7/.Analysis and findings

7.1 Degree ocompliance

7.1.1 General remarks

In Annex6, the 34guaranteg are assessed in detail with regard to their compliance with:
)] previous GIEK procedures, rules and regulations,
i) the UN Principles, and
i) current GIEKOGs procedur esethreesséteof and r e
OECD principles and guidelines (OECD Arrangement, OECD Common
Approaches and OECD Sustainable Lending)

Due to the fact that some key documents are missing from the files, the following analysis
contains some elements of uncertainty.

7.1.2 Previous GIEK procedures, rules and regulations

The assessment shows that there is generally a high degree of compliance with the
procedures, rules and regulations at the time of granting the guarantees.
Some general observations may be noted, as descriloyd be

7.1.2.1 Risk assessments

The analysis of the documentation shows that in some cases GIEK was in doubt whether to
provide a guarantee or not, or whether to use the ordinary guarantee scheme or the guarantee
scheme for developing countries. Even though, ma$ight, some of the decisions may be

discussed, this does not necessarily imply that there was-eompliancewith the previous

regul ations. GIEKOG6s role was to make deci sio
assessments in developing countries aghlfiicomplex, in particular long term assessments.

One central feature of all the 34 contracts was that the borrowing state acted either as debtor

or guarantor. The assessment shows that the risk assessment of GIEK mainly comprised an
analysis of the riskf nonpayment of the debtor or guarantor. Project risks were normally not
analysed in any depth. In other words, GIEK primarily assasgepbolitical risk involved in

the transaction. GIEKG6s mandate givasto by Par
enhance Norwegian exports and at the same time apply the principlefoiasting (in

particular for the ordinary guarantee scheme).

In A 8 of GIEKs regulations of 1994, it is s
on the backgrouhof the risk picture at the time of the guarantee offer, and shall include an
assessment of the buyer, the debtor, the pro

after this point in time, GIEK primarily assessed the political risk involved. pfdject risk

was normally limited to a brief description of the project (often based on information from the
supplier) and the buyer, but generally did not include any independent project risk analysis or
buyer and debtor on the part of GIEK.

7.1.2.2 Role d Ministry of Trade

In the case of the oldest contracts (Myanmar, Sudan, Somalia and Egypt), all guarantee
decisions above a certain amount were made blihistry of Trade, as foreseen by the
regulations in force at that tim€his in particular appliet the remaining contracts under to
the ship export campaign (Myanmar and Sudan). As to all the projects in Myanmar, the
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outstanding debts to Norway were cancelled by Parliamentary decision in June 2013. The
government at the same time announced thahiesiproposal may be made later regarding
the ship project in Sudan.

7.1.2.3 Role of Eksportfinans

The | oan documentation, which in the case of
was based on unconditional obligations to pay on the part of the wrroowyuarantor.

Eksportfinans generally did not make any independent risk assessments, but based its loans on
guarantees from GIEK and/or banks.

7.1.2.4 Role of Norad

In some of the credits, Norad was involved either through the guarantee scheme for
developingcountries or the mixed credit scheme. With the exception of some of the contracts
under the ship export campaign, Norad assessed the developmental effect of the projects. It
should be noted that Noradods projigatonofr evi ew
the project, but was limited to an assessment of whether the project was likely to fulfil some

(but not necessatrily all) criteria which were listed as potentially beneficial for the

development of the country in question.

7.1.3 UN Principles
Assessmet of compliance with UN Principles is considered in secti@n

7.1.4 Current GIEK procedures, rules and regulations

Since thetime of grantingh e 3 4 g u a r alestaedeegulatioBs h&vK deseloped
considerably. This is due to development of interads and regulations as well as the
introduction of new OECD regulations, which have beeornparated into GIEKs practice.
Reference is made to section 5.3.

As to the OECD Arrangement on Officially Supported Export Credits, the main new
developmentamong other things comprise the following:

7141 The dAHel sinki packageo introduced in 199

Since this agreement prohibits the provision of tied aid loans for commercially viable
projects, and since the commercial viability of all tied aid projects should besasis it is

only natural that mixed credits and interest subsidies granted before 1992 were not subject to
such commercial viability assessments.

Furthermore, as of 1992, for Least Developed Countries, the grant element of tied aid loans
should constitte at least 50 % of the contract value, and for Middle Income Countries at least
35% of the contract value. For interest subsidies or mixed credits granted before 1992, a grant
element of 25 % of the contract value was sufficient.

In 1999, OECD agreed ammon system of country risk assessments, buyer and premium
categries. Up until this time, GIEKust as its sister organisations in other OECD aoest
practiced their own national systems of country risk and premium categories. Furthermore, no
formalised system of buyer categories, like the OECD system, was practised by GIEK. In
1997, OECD agreed a new system of notification of all officially supported export credits
regulated by the Arrangement. No universal notification system existed before thesndiate
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notifications were therefore not made by GIEK or other export credit agencies, except for
mixed credits.

7.1.4.2 Common Approaches

As mentioned in section 5.3.2.3, OECD members haveg dime mid1990s, been sharing
information on their policies, practiceand experiences with regard to addressing
environmental and, more recently, social issues. As a result, a series of agreements and OECD
recommendations were introduced since the 18804 relating to measures members should
take to address the environnenand social impacts of projects. The most recent agreement

is the secalled Common Approaches for undertaking environmental and social due diligence
which was introduced in 2012. ({Ehas incorporated the OECD common approaches in its
practice. We haveoted several instances of knowleddmaring and consultation between
OECD members as part of tggarante@ssessment.

In line with expectationghe specific obligations of this agreement have not been observed in
connection with the audited projects. wkyver, certain environmental and social aspects have
been assessed in connection with some of the projects, partly by GIEK and partly by Norad,
in connection with the special guarantee scheme for developing countries or the mixed credit
scheme.

7.1.4.3 OECD Sust@able Lending Principles

As described in section 5.3.2.1, the OEEfinciples and Guidelines to Promote Sustainable
Lending to Low Income Countriesets out commitments for Export Credit Agencies (ECAS)

who wish to provide commercial (i.e. naid) credis to public borrowersn low-income
countries who face challenges in managing their external debt. These include ensuring that
these credits respect any limits on such borrowing that have been agreed between these
countries and the IMF and World Bank aadtihg into account the latest Debt Sustainability
Analyses (DSA) jointly produced by the IMF and World Bank. For larger transactions with a
repayment term of two years or more, Members have also agreed to seek assurances from
government authorities in tHauyer country that the transaction is in line with the country's
agreed borrowing and development plans.

As far as the audited credits are concerned, Somalia, Sudan and Myanmar are presently
classified as Low Income Countries. It is obvious that theghtsrevhich were granted in the
late 1970s, were not subject to the mechanisms of the OECD Sustainable Lending Principles.

However, it may be argued that the assessment of the creditworthiness of the debtor countries
by GIEK and of the developmental effexf projects by Norad contain some of the same
elements which are applied in connection with the OECD sustainable lending principles.

7.1.4.4 Convention on combating bribery

An OECD Convention on Combating Bribery of Foreign Public Officials in International
Business Transactions came into force in 1999. This represented a major breakthrough in the
fight against corruption. It committed the
crime to bribe foreign public officials when engaging with them in ebosder business
transactions.

Tolerance for corruption ia clear example of how the regime has changed for the Norwegian
companies and financial institutions. Until 2003 there was dipeatbat gifts given for

business in certain states were tax exenjpite practice was formalised through directives
from Norwegian tax authorities. The practice primarily applied to countries wheremjifts

45



bribes were seen as a part of the business culture and considered necessary to accomplish
business in the countrit.is not excluded that such gifts in some cases were intended as
bribes. The practice came under criticism and was terminated in 2003.

Our assessment of the 34 guarantees has not uncovered any conclusive evidence of bribery or
corruption. We have, howey, made an observation regarddimbabwewhere a tate

owned buyer was already subject to widespread allegations of corruption several years before
the guarantees were issued. We have not found evidence to suggest that Norwegian
companies were involved iany allegations of corruption.

7.2 Evaluation of the UN Principles

The aim of this section is to present an evaluation of the UN Principles as well as providing
feedback that may contribute to their further development.

The UN principles and the Norwegiaebt audit 2013 should be viewed in the context of
recent developments like debt audits and changes in the global economy.

7.2.1 Debt audits

Several countries have made attempts at undertaking a debt audit. Until now, only debtor
rather than creditor coungts have performed such an audit. Ecuador is one example of such a
debtor country.

7.2.1.1 Ecuador

In mid-2007 Ecuador established a public debt audit commission with a mandate to review

current debt arrangements. The Commission included representatives @fé¢hengent and

civil society. The Commi ssion has been criti
recommended that two major bonds be declared illegal. These bonds were the product of
restructuring prior debt, which included debt assumed undearyillictatorship as well as

debt transferred from the private sector. The Commission also cited irregularities in the
restructuring process. The debt default had a moderate impact on the already low level of

public debt. However, it had a higher impacttiba amount spent on interest paymé&hfBhis

has freed up publisector revenues for social spending.

Even though there is a frequent concern that defaultingtonnanal debt wi | | idi
country from the capit al thanthisiknettalsaysthetcds@e Ec u ad
Even though the Ecuadorian debt commission was by many claimed to be biased, it did not
wreck the count r y lowimgaating fate 2009 Equader cegainedris t h e
CCC rating and improved to-Bn 2010

The Ecuador case indicates that relegating some debt does not necessary pose a threat of

losing market access to capital markets or even a long term deteriorataimgstatus.

7.2.1.2 OECD system

While OECD has the most advanced rules governing expoitdresl i n i ts AGentl e
agreement 0 ceof OEED auntmeas aseexporters and providers of export credits is
diminishing. Emerging economies like Brazil, China and India are also providing export

credits, but not necessarily dretsame terms as iorline with OECD. While OECD invites

4 INTERNALUDITING COMMISSON FOR PUBLIC CREDIT OF ECUADEIRAISREBORF THE
INTEGRAL AUDITING OF THE ECUADORIAN DEETR / 99 GvdzlH Fﬁ(mm@iﬂfceZOOK ()
“LFitch Rating of Ecuador 202012, www.fitchratings.com
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countries to attend OECD, and some emerging economies, like Brazil, have accepted at least
some specific aspects of the OECD rfflesther countriebave signalled they do not want to

join OECD. Thebigger the emergmeconomies to grow, the less able does OECD become to
provide a level playing field for the use of export credits.

On the side of the developing countries, which often are borrowing countries, this unbalance
is even more prominent. No organization onliberower or developing countries side protect
southern countries from falling into the Ar a

7.2.2 Feedback on the UN Principles

Below, general observations are presented as well as specific comments regarding different
sets of principles, inading the UN Principles that were presented above in section 5.2. The
complete Principles are attachedAinnex8.

We assess and give feedback based on the following assessments:

1. Findings in the audit of the export credit contractdmmex 7

2. Findings fom our interviews of stakeholders and experts, as well as the document
review of the theme

3. To what extent do the UN Principles correspond to existing legal obligations of
borrowers and lenders? In order to assess each underlying issue across different
jurisdictions or in international law, a number of countries have been studied during
the preparation of the UN PrincipfdsTo the extent that the proposed principles find
support in a large number of domestic jurisdictions and probably even in international
treaties and practice, the legal character of these principles could be distinguished.

7.2.3 General observations on the UN Principles

The UN Principles represent a positive approach to curbing a significant problem affecting a
large number of countries; ansustainable level of debts. Irrecent report, IMF stated that
Afdebt restructuring have often-edsmblishrdebt oo | it
sustainability and mé&*rTkePincipies repeesestaposiiva dur ab
attemptto curb debt problems before they materialise.

t
|

Based on the assessment ofdharanteg in light of the UN Principles, the main finding is

there is generally only a partial degree of compliance. This is hardly surprising. The UN

Principles were agreed 2012. The new ideas of responsible sovereign lending and
borrowing were therefore generally not refle
806s and 900s.

Nevertheless, it is our judgement that some of the UN principles have been complied with
fully or partially. This issue is discussed below under each Principle.

The coverage of the Principles could be <clar
also other stakeholderdike guarantor§ should in our opinion be included. At the morhen
these are not included. This however, may require new rounds of discussions as well as

“h9/5 HaMMEI &{ Yl Ngpwdzt SANE2RF CBE NP NNI RRBRAGAE @

“ Goldmann, M (2012): «A Comparative Survey Written foldhged Nations Conference on Trade and

Developmené¢ ¥ | b/ ¢! 5

* IMF 2013, «Sovereign debt restructurigiReceti RS @St 2 LIYSy ia FyR AYLI AOLF(GAZ2Y 4
policy work», April 26 2013.
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including also other partigsfor instance export credit agenciet be included as observers
and possible participants in the discussions.

1. Agency:Lenders shuld recognize that government officials involved in sovereign lending

and borrowing transactions are responsible for protecting public interest (to the State and its
citizens for which they are acting as agents).

During our audit, we have not come acrisgsrmationto showthat bribes or corruption

occurred in connection with the audited projects. However, reference is made to section
AConvention on combatding briberyodo in section

Protecting public interest is the key; however the Principles dfurtber specify how the
responsibility is verified in principle #1. There is reason to believe that consent from the
public should be central in verifying this public interest. This consent is specified in the
definition of odious debt as absence of cohgewiolation of one of the three conditions set

to define odious debt. Public consent is difficult to identify if the regime acquiring it is not
elected fairly and freely. Projects that produce Public Good may represent an exception. This,
however, reques that the proper use of funds for achieving Public Good is secured and
verified.

2. Informed DecisionsLenders have a responsibility to provide information to their

sovereign customers to assist borrowers in making informed credit decisions.

As far aswe have been able to ascertain in our contract audit, the borrowers have generally
been duly informed by the lenders about the terms and conditions of the loans, which were in
general standard OECD Consensus type export credits or subsidised (mixesl) credi

As mentioned in this principle, Athe |l evel o
widely. Some are well informed about markets and financial techniques, others less so. The
|l ender 6s responsibility i nicateésovereign when deal i

counterpartyo. The Principle highlights that
Sharing information is important as the credit information needed to make a sound decision

may be complex. Providing information, however, mayb®enough as borrowers in our

audit portfolio clearly could need capacity building. Norad had long ago included training as a
preferred support when a large procurement of a relative advanced capital goods take place as
was the case for the export creditPrinciple 2 could also go further to include more

cooperative behaviour, and not only providing information. Such cooperative behaviour is
inherent in the IIF guideposts, showing that cooperative behaviour is valued also by lenders,
however IIF guidepsts are limited to restructuring efforts.

3. Due Authorization:Lenders have a responsibility to determine, to the best of their ability,
whether the financing has been appropriately authorized and whether the resulting credit
agreements are valid andfenceable under relevant jurisdiction/s.

The contract audit shows, that in connection
generally made thorough checks whether the financing had been authorised in accordance

with the legislation of the borrowg country, and of the enforceability of the obligations of

the borrowers and guarantors. The representations and warranties of the borrower were
confirmed by legal opinions from governmental and/or independent legal advisers.

For suppl i eauditBas motrbeeth abte $0,asseésste what extent the due
authorisation was checked by the lenders (exporters) as relevant documentation has not been
available for the audit. Most of the audited

Eksportfinans. In suchases, a commercial bank acted as agent for Eksportfinans and
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confirmed towards Eksportfinans that all required formalities had been fulfilled in connection
with the credit.

It should be noted that buyer so calmalkcts s wer e
financed in the 19906s. Suppliersdé credits w
back to the 19706s and 198006s, and are gener

financing system.

4. Responsible credit decision&:lender is responsible to make a realistic assessment of the
sovereign borrowero6s capacity to service a |
following objective and agreed technical rules on due diligence and national accounts.

The audit confims that GIEK primarily has made assessments of the debtor country risk (the
political risk). There was a close collaboration among OECD countries regarding country risk
assessments. We therefore consildlat GIEKT at the time of issuing the guaranfedsl
qgualified assessments of the debtor country

5. Project financing:Lenders financing a project in the debtor country have a responsibility

to perform their own ex ante investigation into and, when applicabledgistrsement

monitoring of, the likely effects of the project, including its financial, operational, civil,

social, cultural, and environmental implications. This responsibility should be proportional to
the technical expertise of the lender and the amoufunals to be lent.

The contract audit indicates that principlé i particular the need for conducting an ex ante
project investigation and post disbursement monitoring of the prejratsgenerally has not

been fully complied with. Norad, however, unek assessments of the developmental

effect of mixed credit projects and projects related to the special guarantee scheme for
developing countries. These assessments normally did not amount to a complete investigation
of the abovementioned elements difi¢ project, but usually only comprised a consideration of
whether the project fulfilled certain criteria for measuring developmental effects. According
to Noradds guidelines, it was not a prerequi

Full ex ante project investigations and post disbursement monitoring represent a relatively
new dimension to sovereign export credit lending. Traditionally, in cases where governments
have acted as borrowers or guarantors for export credits, the main asséssnie®n of the
political risk. The mandate of the export credit agenciesiveasl still is- to promote

exports, and not to engage in development finance, although mixed credits do contain an
element of development considerations.

Export credits aretsictured in a way which separates the legal obligation to repay the credit
from the project delivery. When the borrower had accepted the loan, the borrower carried the
full responsibilities for the repayment. The actual delivery and implementation mfojleet

was- except from the acceptance declaratidelinked from the project itself. Eante

project investigation and pedisbursement monitoring move the creditsselotowards the

project delivery.

The principle is not clear as to what the irtigegion and monitoring should be used fafe
believe that the Principles could be more specific on the issue of collaboration between
stakeholders in the export financing system. The IIF (Institute of International Finance) has
made cooperative behavioessential when it comes to restructuring of debt, however this
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relates only to restructuring. It seems that cooperative behaviour could be further developed
also in the UN Principles.

Principle 5 identifies several issues (financial, operational, sedial, cultural and

environmental implications) that should be assessed and implicitly should adhere to good
standards. UNCTAD tries here to establish some new guidance, but we believe that following
broadly accepted principléslike the Global Compadt could be a more fruitful approach.

The UN Global Compact's (UNGC) ten principles in the areas of human rights, labour, the
environment and antiorruption enjoy universal consensus and are derived from. Over

10,000 corporate participants and other stalddrs from over 130 countries have committed
themselves to the Global Compact and it is the largest voluntary corporate responsibility
initiative in the world®.

As discused above under Principle 4, in the Norwegian jurisdiction the principles for sound
management require a) adequate management, b) monitoring and c) control. Similarly, the
principles for sound management, including the criterion of ethical behaviour, will necessitate
an assessment as required by Principle 5, "Project Financing". Adthtjonaur opinion,

grounds for an assessment of ethics can be found also in the requirement reporting on social
responsibility. However, from our viewpoint, it is unclear how far this reaches, and in this
respect, clearer guidelines and regulation aneaméed.

6. International CooperationAll lenders have a duty to comply with United Nations

sanctions imposed against a governmental regime

Norway has generally adhered to internationally agreed sanctions directed towards specific
countries. The trademargo against the apartheid regime in South Africa may be cited as an
example. In one of the audited projects, a guarantee was issued after a sanction was imposed
on Pakistan foll owing a nuclear test expl osi
spedfic exception in the sanction regarding guarantee offers given before the sanction entered
into force.

7. Debt Restructuringstn circumstances where a sovereign is manifestly unable to service
its debts, all lenders have a duty to behave in good faidhwath cooperative spirit to reach a
consensual rearrangement of those obligations. Creditors should seek a speedy and orderly
resolution to the problem.

Norway has generally been responsive to the needs of debt restructuring of countries with
high debt lnrdens, and has participated actively in Paris Club restructurings since their
beginning. Norway has been a frantiner in terms of debt cancellation related to the ship
export campaign.

Good faith and cooperative spirit is emphasized in connectiorregtiheduling. These

principles correlate well with the principle in lIFs principles, however IIF represent private
sector lenders and is therefore not impartial. In the recent papé? pidifits to exploring

ways to prevent the use of Furesources to sinip bail out private creditors, and measures

to alleviate the costs associated with restructurings. It also points to the growing role of
official lending and call for a cler framework for official sector involvement, especially

with regard to notParisClub creditors. Based on the findings in the IMF paper as well as
findings from interviews and other documents, getting a speedy, orderly but also sustainable

> Global Compact 201 8itp://www.unglobalcompact.org/AboutTheGC/index.html
*°IMF 2013
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restructuring that can bring growth back in struggling countig important, but not always
the case.

Il. Responsibilities of Sovereign Borrowers

Norway, as a creditor nation, is primarily s
have fewer observations and findings on the borrower side. We do, however, have some
reflections on some dhe Borrower Principles.

8. Agency:Governments are agents of the State and, as such, when they contract debt
obligations, they have a responsibility to protect the interests of their citizens. Where
applicable, borrowers should also considertherespobs | i ty of | endersd ag
organizations.

Principle 8 in many respects mirrors Principle 1. The Implication section of Principle 8
clarifies the necessity of Codes of Ethics, fighting corruption etc. Debtor governments,
however, still lack theame support as OECD lenders in relation to export credits. For
borrower states which typically have less procurement and financial management capacity
than lenders, a member organisation (similar to OECD) where borrower countries could meet
and agree oterms, processes and learning would be beneficialptissiblethat borrower
countries agree on less favourable terms than if they were united.

12. Project Financing:In the context of project financing, sovereign borrowers have a
responsibility toconduct a thorough ex ante investigation into the financial, operational,
civil, social, cultural and environmental implications of the project and its funding.
Borrowers should make public the results of the project evaluation studies.

Principles12miwmr s Principle 5 of the Lenderods respo
countries undertake ex ante investigations of the projects, and make public the results of the
studies.

13. Adequate Management and Monitorin@ebtors should design and ingphent a debt
sustainability and management strategy and to ensure that their debt management is
adequate. Debtor countries have a responsibility to put in place effective monitoring systems,
including at the suimational level, that also capture contingdiabilities. An audit institution
should conduct independent, objective, professional, timely and periodic audits of their debt
portfolios to assess quantitatively and qualitatively the recently incurred obligations. The
findings of such audits should pablicized to ensure transparency and accountability in debt
management. Audits should also be undertaken ahatibnal levels.

Based upon our interviews and document studies many debtor countries carry out monitoring
of their debt portfolio. Several cotries have established debt offices for this purpose.
However, according to our information, even though incomplete, management and
monitoring does not always comply with all the above requirements.

15. Restructuring:If a restructuring of sovereign debbligations becomes unavoidable, it
should be undertaken promptly, efficiently and fairly.

This paragraph mirrors paragraph 7 of the |e
countries towards debt restructurings has not been subject to this audi

In a restructuring process, treating creditor claims in an equitable manner is essential.
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As mentioned in section 7.211above, Ecuador is an example where the treatinentthe

b or r oweimwasot equitthide but skewed. This skewedness v&esilom the debt audit
undertaken immediately before the decision to default on some of the debt. We do therefore
believe that many stakeholdérparticularly lenders will disagree with way Ecuador

undertook its restructuring/unilateral default. It dbesvever illustrate an alternative way of

restructuring. Norway considers a fair treatment of all creditors as a central element in debt
restructurings.
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8Conclusions and Recommend:

8.1 Conclusions

We have noted certain deviations regarding compliancéevhn G|l EK6s f or mer r ul
regulations. Our conclusion is, however, that these were not of such a nature that the
guarantees should not have been issued, part
Nor wegian export and Nor anthbmspacteswofdhe prgects.ons o f

Based on our audit findings, the guarantesither satisfy in full the current requirements of

Gl EK6s rules and regulations nor the UN Prin
regulations and UN Principles we leanoted as being insufficiently addressed, these were not

in force at the time of issuing the guarantees. It is possible that if the present rules and

regul ations had been in place at the time of
decisions regrding some of the projects might have been concluded differently.

This conclusion has been formed based on review of certain information found during
assessment of some, but not all, of the credits granted in Indonesia, Myanmar, Pakistan and
Zimbabwe:

1 Indonesia: Wave power plant project highlighted concerns regarding the technical and

commercial viability of the project.

Myanmar: Serious design faults were noted in a vessel subject to guarantee.

Pakistan: Allegations of weapon and drug dealing by tiyefwere published before

the guarantee was issued.

1 Zimbabwe: Stat@wned buyer was already subject to widespread allegations of
corruption several years before the guarantees were issued. We have not found
evidence to suggest that Norwegian companies weolved in any allegations of
corruption.

T
T

8.2 Findings

Sovereign lending is viewed as a growing area of internationalmglortant developments
are taking place when it comes tassreign debt restructurifig

OECDOGs r ul e ssam anijuen thaggenploracteditonarket place for OECD
exporters. However, as the larger emerging economies continue to grow/{BEMD is
struggling to maintain the level playing fialdlgardig use of export credits.

On the devel opi ng clygconstitute the bodrowing abuntriesvhisi ¢ h  u s u
imbalance is even more prominent. In the view of the Audit Team, there is currently no
OECD-equivalent organisation in place to protect and help prevent the borrower countries
from falling iotttoSmhe Arace to the b

YIMF20136 { 2 GSNBA Iy 5 SewiS OBTAIG NNBDBEZMNIYB Y 1a YR AYLIEAOFGAZ
L2fAOE FNIYSE2N]I £ ! LINARE HcCcZ HnAmoO

“8BICS means Brazil, India, China and South Africa.

**This expression referstowly9 / 5 Qa S EQZNIIS NINBRARS ¥ & yhsBDéeh iMpottayit

for OECDcountriess 88S h9/ 5 HanmMmME G{cPhNBSwWozB S 2 TF 8 HNILE NX NONBRRS &
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Export guarantees based on governmental guarantees from borrower countries are generally
no longerin common use by GIEK. The guarantees audited partly represent contracts from
periods when the Norwegian economy was in recession, following #8dilcrisis and the
downturn in the early 1990s.

Key conclusions drawn from our work relating to each set of criteria are described below.

4. Former GIEK rules and regulations
The assessment of guarantees generally demonstrates a high degree of cenvphahe
rules and regulations in place at the time. One deviation identified is a new paragraph in
Gl EK6s regulations on risk assessment in the
the buyer, the debtor, the project and the country. We dlaserved that risk assessments
mainly focused on the political risk of the debtor countries. It should be noted that in all cases
the state was either debtor or guarantor. This may, however, be acceptable in the cases where
the buyer was a state body ahdrefore also the debtor. A number of the cases included
mixed credits, where Norad undertook a partial assessment of the expected developmental
effects. We did not find that GIEK undertook any substantial independent project assessments
for guarantees &led, even for those granted later than 1994.

5. UNCTAD Principles on Promoting Responsible Sovereign Lending and
Borrowing (UN Principles)
The UN Principles make a positive approach towards curbing a significant problem affecting
a large number of countrigsamely an unsustainable level of debt.

The UN Principles are general in nature and are still in an early stage-@dt.ollhis is
emphasised by the fact that relatively few countries have endorsed them so far.

The assessment of guarantees in acomelavith the UN Principles leads to a main finding of

partial compliance. This is in line with our expectations. The UN Principles were agreed in

2012. The new ideas of responsible sovereign lending and borrowing were therefore not
reflectedtoanysignéiant extent in GIEKG6s regulations o

Nonetheless, it is our view that some of the UN principles have been partially complied with;
such as Principles 1 Agency, 2 Informed Decisions, 3 Due Authorization and 4 Responsible
Credt Decisions. We believe that Principles 6 International Cooperation and 7 Debt
Restructurings have most likely been complied with in full. In our opinion, the guarantees
generally are not in compliance with Principle 5 Project Financing.

Onthe borrowes 6 si de we have found that the countr
identifiable process before entering into a contract. The degree to which processes in

borrower countries were developed and consistently applied has, however, not been possible

to assess, particularly for the earliest contracts. For later contracts in Zimbabwe, Indonesia

and Pakistan there is clearer evidence of processes in place. In all countries there have been ex
ante investigations relating to Principles 8 to 13. The qudiitigase processes differs

however. Some countries have serious debt problems and have not managed to avoid over
borrowing, as required by Principle 14; this applies to Sudan and Zimbabwe in particular. The
same countries are also struggling to undertalestaucturing, as required by Principle 15.
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6. Current GIEK procedures, rules and regulations
Generally, we found the guarantees to be partially compliant with the present OECD
Arrangement.

Both the Principles for Sustainable Lending and Common Appesawere agreed and

enforced recently, in 2008 and 2012 respectively. The degree of compliance with the detailed
technical requirements in Sustainable Lending Principles and Common Approaches is broadly
assessed as low. However, elements of environmergcmml issues have been evaluated

where Norad has been involved. Starting in the 1990s, GIEK introduced certain

environmental clauses in connection with their guarantee polities.

8.3 Recommendations for improving UN Principles

The UN Principles make a ptise approach towards curbing a significant probtetating to
sovereign borrowing and lendirdfecting a large number of countries. Efforts should

therefore be sustained to further develop and implement the Principles and to secure funding
for the futue.

The scope of the Principles could be clarifi
but other parties involved in the process of issuing export ciiggliterantors for exampie
should, in our opinion, also be included. Guarantors are at presteincluded in scope.

The cooperation between and distribution of responsibilities amongst stakeholders in the
export credit system is currently not clear enough and shouthtieed and strengthened.

Efforts should be made to strengthen the collation between the borrowing countries.

In order to support the work of the UNCTAD Working Group and to align with existing
principles, efforts should be made to use existing, accepted and perhaps already ratified
concepts, where applicable. One exanipkhe UN Global Compatt whichmay be of help
in developing Principle 5 Project Financing.

Specific recommendations relating to each of the UN Principles pertaining to lenders are
shown below.

1. Agency:Lenders should recognize that governmentiaf§dnvolved in sovereign lending

and borrowing transactions are responsible for protecting public interest (to the State and its
citizens for which they are acting as agents).

UNCTAD Working Group should further specify how the responsibility set oBtimciple 1

is verified.

2. Informed DecisionsiLenders have a responsibility to provide information to their
sovereign customers to assist borrowers in making informed credit decisions.
UNCTAD Working Group should also include cooperative behaviour.

3. Due Authorization:Lenders have a responsibility to determine, to the best of their ability,
whether the financing has been appropriately authorized and whether the resulting credit
agreements are valid and enforceable under relevant jurisdiction/s.

%% http:/Aww.unglobalcompact.org/
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Lenders and guarantors should ensure that all export credits are properly authorised in
accordance with legislation in the borrowing country.

4. Responsible credit decisiona:lender is responsible to make a realistic assessment of the
sover ei g ncapaoity to sewieeradoan based on the best available information and
following objective and agreed technical rules on due diligence and national accounts.

UNCTAD Working Group should suggest an approach for undertaking such assessments.

This is particudrly important as the present sustainable lending approach led by IMF is not
sufficient in its own right, exemplified in
fail[s] to establish debt sustainability and market access in a durablévay

5. Project financing:Lenders financing a project in the debtor country have a responsibility
to perbrm their own ex ante investigation into and, when applicable;gisbtirsement
monitoring of, the likely effects of the project, including its finanojé&rational, civil,

social, cultural, and environmental implications. This responsibility shoufutd@ortional to

the technical expertise of the lender and the amount of funds to be lent.

UNCTAD Working Group should clarify the purpose of the invesiigaand monitoring,

such as securing projects with benefits for the public, and that guidelines are developed for
clarification of responsibilities.

UNCTAD Working Group should provide recommended guidelines for ex ante investigations
and post disbursememonitoring of the projects.

6. International CooperationAll lenders have a duty to comply with United Nations
sanctions imposed against a governmental regime
Principle should be maintained as is.

7. Debt Restructuringstn circumstances where av&reign is manifestly unable to service

its debts, all lenders have a duty to behave in good faith and with cooperative spirit to reach a
consensual rearrangement of those obligations. Creditors should seek a speedy and orderly
resolution to the problem.

UNCTAD Working Group could change the for mul

a recent | MF report showed that Adebt restru
The idea is that when restructuring needs to take place (Principle 7) sheald bring the
borrower into a state where Principle 4 fARes

Acapacity &0 service debt

> IMF 2013
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Annex 1 TOR

Part 2: Terms of Reference

Audit of the developing countriesd6 public de

1. Background

1.1 International Debt Cancellaton

Export campaigns, the oil crisis and the rise in interest rates led to unsustainable debt burdens
of poor countries in the 1980s. The full picture is a complex one and it is not possible to
assign blame in a cleaut way. Unsustainable debt burdengobr countries are slowing

down economic and social development. Money that could have been used to reduce poverty
is being spent on servicing debt, and outstanding payments are complicating these @éountries
relationships with the international financiastitutions and preventing them from taking up

new loans.

Over the last 15 years, the international community has cancelled a large proportion of the
poorest and most heavily indebted counérdebt. This is the result of two major

international initiatves: the Heavily Indebted Poor Countries Initiative (HIPC) of 1996, and

the Multilateral Debt Relief Initiative (MDRI) of 2005, both of which are under the auspices

of the World Bank and the IMF. Because of the two instruments 33 of the 39 poorest and
mostheavily indebted countries have reduced its level of external debt to a sustainable level.
The countries that have not qualified are either engaged in or have recently emerged from an
armed conflict. An important principle of both initiatives is thatftieds released by debt

relief must be used for the benefit of the poorest. Unconditional debt relief can negatively
change behaviour and incentives; moral hazard. Consequently debt relief alone is not enough;
it must be part of a sound development policy.

The latest report on heavily indebted poor countries (HIPC) and the MDRI shows that the
amount spent on servicing debt in the countries that qualified for HIPC treatment was more
than halved between 2001 and 2006. Between 2006 and 2011, the figurewsdsahain. At

the same time prpoor spending has increased substantially. Less money spent on servicing
debt means more money to invest in poverty reduction measures.

The international instruments for debt reduction and cancellation have been a success.
Norway is a strong supporter of the above mentioned instruments. However, in many
countries, traditional debt relief is not enough. Some of the countries that have received debt
relief are again in debt distress.

1.2 Norwegian debt policy

The action planDebt Relief for Developme(2004) provides the guidelines for Norwdsy

debt policyhttp://www.regjeringen.no/upload/kilde/ud/rap/2004/0225/ddd/pdfv/20738
debtplan.pdf

It sets out that Norway is to be at the forefront of efforts to cancel the debt of the poorest
countries through bilateral efforts, strong support for multilateral debt relief instrumeahts, an
innovative approaches.

Norwayds dfeest pobo aduntriesd debt probl ems
areas: 1) traditional debt relief through international instrumentgrg)ative work and 3)
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efforts to prevent new debt crises from arising. All creditors support the first area obwork,
Norway is one of the few that are also engaged in the other two areas.

Responsible lending and illegitimate debt

Norway has taken a leading role in advocating international guidelines for responsible
lending. Today, it is the size of a courdggyglel in relation to its GDP or annual export

revenues that determines how much is cancelled. In N@wasw, consideration should also

be taken of how the debt came about in the first place and the conditions that were set. Debt
cancellation should not jube a question of how much debt a country can sustain, but also a
question of justice. Although there are no generally agreed definitions of the terms
responsible lending and illegitimate debt is interconnedted.debt movement uses broad
definitions.

Norway has funded a UN project to draw up closer definitions and criteria. UN Principles on
Promoting Responsible Sovereign Lending and Borrowing were launched in April 2012 and
endorsed by many countries, including Norway.
http://unctadxiii.org/en/SessionDocument/gdsddf2012miscl_en.pdf

Norway has funded reporiom both The World Bank and the UN to study the notions of
odious debt. Link to the UN study The Concept of Odidabt in Public International Law
http://unctad.org/en/Docs/osgdp20074 _en.pdf

Norway has also funded efforts to identify illegitimate debt before a loan is made (ex ante),
which in itself constittes a kind of sanctiofereventing Odious Obligations A New Tool for
Protecting Citizens from lllegitimate Regimes

http://www.cgdev.org/files/1424618 file_Odious_Debt FINAL baglf

Norway has also financed studies of illegitimate debt, conducted both by The world Bank and
the UN.

Responsible lending and illegitimate debt are controversial issues and few creditor countries
are willing to discuss them. It is vital to engagerencountries in the debate, including the
major new creditors and indebted countries.

The discussion encompasses several dilemmas. One is that if the criteria for responsible
lending are too strict, developing countries will have less access to capéegt. are also

difficult sovereignty issues. Also; if there is too much focus on illegitimate loans, this may
distract attention and funds from our top priority: helping the poorest countries to cancel their
debts.

Norwayds policy is to combine engagenten normative, longerm efforts with immediate

action. For instance, we set an important example in 2007 with our unconditional and
unilateral cancellation of all the remaining debt from the Norwegian ship export campaign of
1974 80, without any budgetllocation. This has attracted considerable international

attention. Norway exported 151 vessels to many developing countries. A review of the
Campaign, ten years after, initiated from the Norwegian Parliament, concluded that necessary
needs and risk assgsents were not conducted and that the overall motivation from Norway
was to help Norwegian ship yards. In 2007 the government, consequently decided to
unilaterally cancel the remaining debt from that campaign owed by Ecuador, Jamaica, Peru
and Egypt. Sepress release:
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http://www.regjeringen.no/nb/dep/ud/pressesenter/pressemeldinger/2006/caneeftation
debtsresultim-from-the.html?id=272158

Debt Audit

Nor wegian governmentdés political pl atform
http://www.regjeringen.no/upload/SMK/Vedlegg/Rapporter/Plattfsm2ad-web-

english.pdfsays that Norway shall conduct a Debt Audit. Such exercise should be understood
and executed in the light of Norw@ypolicy and recent work on the above mentioned topics
llegitimate debt and responsible lendifithe topics are, as mentiah interconnected and a

Debt Audit is a natural follovup of the work Norway has done, both the cancellation of the
debt from the Shipping export Campaign and the financing of the UN guidelines for
responsible lending. Debts incurred through irrespon&blging in the past may come to be
considered as illegitimate debt. This Audit will train a spotlight on issues such as responsible
lending and illegitimate debt. It will be noticed. It will start a debate, and it may promote a
more responsible lending lpxy.

Norway supports the World Bank/IMF Debt Sustainability Framework (DSF)
http://www.imf.org/external/pubs/ft/dsa/lic.htm

It is a relatively new and useful tool that will reduce the riskew unsustainable debt burdens.

However, the discussion on external debt is about more than sustainability. The discussion on external
debt should not only focus on how much debt a poor country can have, from a debt sustainability point
of view. It shoudl also include how much debt a poor country should have based on how the loans
were given. In other words; the discussion on external debt is also about creditor responsibility and
fairness.

From a cosbenefit point of view, responsible lending and bolirgnis more important than debt
cancellation. Both the creditors and the debtors have responsibilities. Debtors have the responsibility
to practice good public debt management and the creditor has the responsibility to be sensitive to
needs and risks inghdebtor country and to have a dialogue regarding these matters with the debtor
countries.

2. Purpose

The rationale for the debt audit is normative. There is no reason to believe that The
Norwegian Export Credit Agency (GIEK) has acted irresponsiblyight bf Norways debt
cancellation policgs emphasis on responsible lending and cre@itmrresponsibility, an

audit of all public debt developing countries have to Norway will train a spotlight on issues
such as responsible lending and credi#acregonsibility. It will be noticed. It will start a
debate, and hopefully promote a more responsible lending policy. Furthermore, as an integral
part of this exercise, is the intention that the process should be conducted in such a manner
that it can serve assuccessful example of how a debt audit can be carried out. Hopefully this
will serve as useful lessons to learn for interested actors, both creditors and debtors. A
Norwegian debt audit also fits into Norwiayole to promote financial and economic
trarsparency. The purpose of the debt audit is not to cancel debt.

A secondary objective is to give febdck to the newly launched UN guidelines on
Responsible Lending and Borrowing. A debt audit will testriéw guidelinegsnd might

provide important inputo develop thguidelinesfurther.
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3. Scope

3.1 Scope and delimitations

The scope of the study shall be limited to Nor@&atptal public claims on developing

countries (statéo-state). NOK 961,7 million 7 countries, originated from 34 contracts. See
enclosed a list of 19 of the contracts with some basic facts and reference documents of each
contract. This is a list of the contracts from which restructured debt in the Paris Club
originate. In total a debt of NOK 391,2 million (excluding late intepess of 30 June 2012.

In addition the debt audit shall study the contracts from which the debt not being restructured
in the Paris Club originates: Zimbabwe 7 contracts, Myanmar 5 contracts, Sudan 2 contracts
and Somalia 1 contract. NOK 570,6 milliorx¢euding late interests) as of 30 June 2012. The
list is exhaustive. Assessment of guarantees, as a part from debt, is beyond the scope of this
study. Beyond the scope of this study is also debt owed by developed countries and/or debt
owned by private or mitilateral debtors.

All debt within the scope of this study originates from export credits guaranteed by the
Norwegian Export Credit Agency, The Norwegian Guarantee Institute for Export Credits
(GIEK).

4. Work Plan and Methodology

The audit will be onducted as a desk study. Two main sets of criteria will be used:

1 GIEKGs procedures, rules and regulations, including O&Qjnidelines for
sustainable lending and borrowing and OESommon approachesSee 8. List of
Selected Background Documents (aghaustive).

1 UN Principles on Promoting Responsible Sovereign Lending and Borrowing were
launched in April 2012 and endorsed by several countries, including Norway,
Germany, Brazil and Argentina. See 8. List of Selected Background Documents.

Methodologi@l issues should be looked at in light of the purpose of the audit. To uséstoday
glasses when assessing the issuance of guarantees from the 1980s and 1990s is not only
challenging, it is unfair. However, when using to@agtleveloped guidelines, hopefylly

lessons will be learned and todaygriteria will be developed further.

All debt within the scope of this study originates from export credits guaranteed by GIEK.
When assessing the 34 contracts, the consultants shall usé@iikedures, rules and
regulations today. However, to make the report more interesting, useful and fair, the study
shall also where it is possiblessess whether GIEK procedures, rules and regulations at the
time when the guarantees were issued were followed.

The roles of ard collaboration between the different stakeholders (GIEK, The Norwegian
Agency for Development CooperatiorNorad, the exporter, the private or public partner in
the debter county etc.) is of special interest. It will be necessary to conduct interviews wi
relevant stakeholders.

The consultants will outline a well formed research strategy and propose an appropriate
methodology to ensure an objective, transparent and impartial conduct of the tasks outlined
for this study. The consultants will mainly makseof GIEKGs archive in its documentation,
but also World Bank, IMF, UN and other relevant documents are important to study and use
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in the study. The consultants will have to sign an agreemeanditientialityand nor
disclosure, according to under flueisdiction of the Public Administration A&8 13 to 13e.

5. Organisation

The evaluation is commissioned by the Norwegian Ministry of Foreign Affairs. A steering
committee has been established, consistent of representatives from the Norwegian dinistry
Foreign Affairs and the Norwegian Ministry of Trade and Industry. Input from Norwegian
NGOs at different stopping points / draft reports will be gathered. The Norwegian Ministry of
Foreign Affairs will be leading the process and will be responsibléh&final decisions
concerning the terms of references and evaluation outputs (i.e. the inception and final report),
with professional guidance from the steering committee. Relevant technical staff from all
three entities will be invited by the steeringronittee to comment on all evaluation outputs
before finalization. The evaluation will be carried out by an independent team of consultants
contracted by the Norwegian Ministry of Foreign Affairs. The evaluation team is entitled to
consult stakeholders pamént to the assignment but it is not permitted to make any
commitments on behalf of the Government of Norway. The evaluation team leader will be
reporting directly to the Norwegian Ministry of Foreign Affairs.

6. Composition of the Team
A team consistin@f at least three consultants is envisaged for this assignment. The team shall
cover the following competencies (these must be documented in the tender):

Competence of the team
Academic Higher relevant degree
Discipline Accounting, auditing and Public sector accounting an
finance auditing
Development cooperation Also within development
finance issues, export credit
work/guarantee issuaac
Human Rights, CSR,
Legal aspects of
development cooperation.
Normative work, e. g.
experience from the UN.
Language English Written, reading, spoken
Norwegian/Swedish/Danish | Reading, spoken

7. Budget and Deliverables

The estimated value of the ga# assignment is between NOK 1,5 and 3,0 million including
VAT. The budget estimate includes the time allocétethe team members. The deliverables
consist of an inception report, a draft final report and a final report prepared in accordance
with theguidelines given in Annex 3 of the Tender Document. It will be discussed with the
team and the steering committaefore approval by the Norwegian Ministry of Foreign
Affairs. The evaluation team shall present its preliminary analysis to relevant stakeholders,
allowing for feedback and discussion.

Proposal shall be prepared in accordance with the guidelines giveméex 3 of the Tender

Document. It will be discussed with the team and the steering committee before approval by
the Norwegian Ministry of foreign Affairs.
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All presentations, reports, data collection tools and raw data (to be prepared in accordance
with the guidelines given in Annex-2 Guidelines for Reports of this document) are to be
submitted in electronic form in accordance with the deadlines set in the¢hedule

specified under Section 2 Administrative Conditions in Part 1 Tender specifioatiois
document.

The Norwegian Ministry of Foreign Affairs retains the sole rights with respect to distribution,
dissemination and publication of the deliverables.

8. List of Selected Background Documents (not exhaustive):

The Norwegian Debt Relief @tegyiDebt Relief for Developmeat

http://www.regjeringen.no/upload/kilde/ud/rap/2004/0225/ddd/pdfv/21-tplan.pdf

The Norwegi an gaplafoomment 6s pol it

http://www.regjeringen.no/upload/SMK/Vedlegg/Rapporter/Plattfsm2ad4-web-

english.pdf

UN Principles on Promoting Responsible Sovereignding and Borrowing were launched

April 2012 and endorsed by over 20 countries, including Norway:

http://www.unctad.info/upload/Debt®20Portal/Principles%20drafts/SLB_Principles _English
Doha_2204-2012.pdf

Preventing Odious Obligations A New Tool for Protecting Citizens fiegitimate Regimes

http://www.cgdev.org/files/1424618 file Odious_Debt FINAL_ web.pdf

Unilateral cancellation of Norwegian ship export campaign (1805 Press release from

2006: http://www.regjeringen.no/nb/dep/ud/pressesenter/pressemeldinger/2006/caneellation

of-debtsresultingfrom-the.html?id=272158

OECD6s system of international regul ations f

been built up over the course of many yeat#p://www.giek.no/internasjonalt/oecd/en

GIEK's social responsibility policy, including its main basis for work on environmental and

social aspects is prvaled by the OECD's guidelines of 12 June 2007 (Common Approaches):

http://www.qgiek.no/miljo_og_sosialt_ansvar/gieks_politikk_innen_samfunnsansvar/en

GIEKfoll ows OECDOGs principles of sustainable |e

http://www.giek.no/miljo_og_sosialt_ansvar/ansvarleg_langiving/en

World Bank/IMF Debt Sustainability Framework (DSF)

http://www.imf.org/external/pubs/ft/dsa/lic.htm

The report from the UN financed by Norwayn 2 007: fAThe Concept of C

I nternati onal Lawo

http://unctad.org/en/Docs/osgdp20074_en.pdf

UN6s AGuiding principles on debt and Human r

http://www.ohchr.org/Documents/HRBodies/HRCouncil/RegularSession/SessichIRITA

20-23_en.pdf

Eurodaddéds AResponsible Finance Chartero:

http://eurodad.org/4562

OECD6s AArrangement on Guidelines for Offici

http://www.oecd.org/tad/exportcredits/thearrangementonexportcredits.htm

Fafads reportfiEvaluation of the Norwegn Mixed Credit Schende

http://www.fafo.no/ais/eastasia/evaluationofmixedcredits/index.htm

ols Indonesié Debt to Norway illegitimates?

http://www.slettgjelda.no/filestore/indonesiarapport_ Web.pdf
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Annex 2 @erview of contracts in the audit

Ref Land

Ordning

Oppr Beslutning
Gar.bel

Mill kr

Blandet
kreditt
NORAD

Egypt Tillegg fergeprosjekt  GSO 3,6 Avd dir, 80 LG? skips
(254,5) Noradnei eksp k
Egypt Utstyr/ GAO 115 Styre 82 SLG
Egypt IKT/Tele GAO 1,1 K-sjef 83 SLG
Egypt Cont.terminal/ GSO 126,5 Styre, 80/84 LG
Port Said Port Auth Norad, HD
Egypt Utstyr GAO 4,2 Adm dir 84 SLG
Indonesia Bglgekraftv GAO 29,3 Styre 95 X LG FAFO
Indonesia  Digit.kartlegg GAO 134,6 Styre 92 XHD/UD LG FAFO
Indonesia Havoverv AO 70,9 Direksjon 96 X LG FAFO
Indonesia Sjgkartlegging AO 256,9 Styre 95 X LG FAFO
Indonesia  Forskn.fart AO 115,8 Styre 96 X LG FAFO
Pakistan Kraftverkkomm GAO 19,5 Direksjon 90 X LG
Pakistan  Radiolinjeutstyr GAO 63,7 Styre 92 X UD LG
Pakistan ~ Sambandsmidl GAO 9,0 Direksjon 94 X LG
Pakistan  Feas st kraftv AO 26,7 Styre 95 X LG
Pakistan  Instrumentpakke AO 7,7 Styre 97 X LG
Pakista Radiolinjeprosjekt AO 113,4 Styre 98 ? LG
Norad?)
Pakistan  Radg ingtj. AO 12,7 Styre 96 X LG
Pakistan  Radiolinjeutstyr 65,5 Styre, Nor 92 X UD LG
Sudan Trevarefabrikk GSO 51 K-sjef, 79 HD nei SLG 50%
Norad Dekn.
Sudan Radg tjen GAO 1,5 Avd dir 77 EG
Sudan Lektere River GSO 189,0 Styre, 79 LG
Oil Industry Services Norad, HD
21 SUM MOR AVT 1268,2
Myanmar Pass skifBurma Five GSO 47,5 78 Rente LG  Skips
Star Ship C Statte Eksp
k
Myanmar Burma FSSC GSO 89,165 78 Rentest LG -«
Myanmar  Fiskefartgy/ GSO 135,3 78 Rentest LG -«
Peoples Pearl &
Fisher
Myanmar M F Tr Bank GSO 13,015 79 Rentest LG -«
Myanmar My F Tr Bank GSO usD18,7 01.80 LG
Somalia Tjenester ind GSO CHF13,1 79 EG
Zimbabwe Oppgrad kraftverk AO 17,460 96 Mixed Cr LG FAFO
Line
Zimbabwe Rensealegg vann AO usD 96 MCL LG FAFO
18.719.059
Zimbabwe Utstyr og systemer GAO 41,2 91 LG
ZPost&T
Zimbabwe GAO UsSD13,5 94 LG
Nat Oil Co ZIM
Zimbabwe ZESA GAO USD 3,2 93 MCL LG FAFO
Zimbabwe ZESA GAO UsD 2,9 93 MCL LG FAFO
Zimbabve Min Fin 17,1 2000 MCL LG FAFO
13 SUM IKKE MOR AVT
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Annex 3 Maping of stakeholders, roles antesponsibilities

Stakeholders
Buyer 6s credi-tUp)( Nor mal Set

A

(Recommendation
under scheme for;
dev. countries) \
Ml_nlstry of_ _____ v Ministry of Trade
Foreign Affairs & Industry

Interest subsidies/ mixed credit

Recourse for exporter s own

t of credit
amount

/
NORWAY

100%

|l enderds guarantee

. Ministry of (n%X08

5

————————————————————————————————————————— %————————————g—————— e
£ & &
%‘ [=)] Counter guarantee =
o “5 Z
[0) = 8
* 3 gS
\ /O z
S}
’ State Bank w
Borrower (Buyer) L o
(Ministry) )
LL
1 © 2013 Deloitte AS

65



Annex 4List of documents

(N.B. This list is norexhaustivg

Author Year/Date Title Link
Center for 2010 Preventing Odious http://international.cgdev.org/files/1
Global Obligations 24618 file_Odious_Debt FINA w
Development A New Tool for Protecting Citizens eb.pdf

from lllegitimate Regimes
GIEK N/A N/A http://www.giek.no/
GIEK Version Kreditthandbok Paper format

2012
GIEK 22 March  Vedtekter med vedlegg Paper format
2011

GIEK 1964 Vedtekter for Garantinstituttet for Paper format

Eksportkreditt faststt av

Handelsdepartementet 24. februa

1964.
GIEK 1969 Bestemmelser om statsgaranti pA Paper forma

seerlige vilkar ved eksport til

utviklingsland og statsgaranti ved

investeringer i utviklingsland,

fastsatt av Handelsdepartementet

mai 1969
GIEK 1980 Bestemmelser om statsgaranti ver Paper format

eksport, fastsatt av

Handelsdepartementet 3. septeml

1980
GIEK 1980 Bestemmelser om statsgaranti pA Paper format

seerlige vilkar ved eksport til

utviklingsland og statsgaranti ved

investeringer i utviklingslad,

fastsatt av Handelsdepartementet

september 1980
GIEK 1989 Neermere bestemmelser om garar Paper format

etter stortingsvedtak om

garantiordning for investeringer i

og eksport til utviklingsland,

15.12.1989
GIEK 1994 Vedtekter for Garai-Instituttet for Paper format

Eksportkreditt fastsatt av

Utenriksdepartementet 14. februa

1994,
Ingrid Decenber Exportable? How to Make The http://slettgjelda.no/filestore/tunisial
Harvold 2012 Norwegian Debt Audit pport_web.pdf
Kvangraven Transferable To Other Countries
(SLUG)
Jon Hanssea 2000 Evaluation of the Norwegian http://www.norad.no/en/tooland
Bauer (Team Mixed Credits Programme publications/publications/publicatior
leader), ?key=165405
Anthony
David Owen
and
Bjgrne
Grimsrud
(Fafo)
Magnus 2009 I s I ndonesi ads http://www.slettgjelda.no/filestore/in
Flacké lllegitimate? donesiarapport Web.pdf
(SLUG)
Ministry of 2004 Debt Relief for Development http://www.regjeringen.no/upload/ki
Foreign de/ud/rap/2004/0225/ddd/pdfv/217
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http://www.giek.no/
http://slettgjelda.no/filestore/tunisiarapport_web.pdf
http://slettgjelda.no/filestore/tunisiarapport_web.pdf
http://www.norad.no/en/tools-and-publications/publications/publication?key=165405
http://www.norad.no/en/tools-and-publications/publications/publication?key=165405
http://www.norad.no/en/tools-and-publications/publications/publication?key=165405
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http://www.slettgjelda.no/filestore/indonesiarapport_Web.pdf
http://www.regjeringen.no/upload/kilde/ud/rap/2004/0225/ddd/pdfv/217380-debtplan.pdf
http://www.regjeringen.no/upload/kilde/ud/rap/2004/0225/ddd/pdfv/217380-debtplan.pdf

Affairs O-debtplan.pdf
Ndikumana 2011 Africa's Odious DebtsHow Booki paper format
and Boyce Foreign Loans and Capital Flight
Bled a Continent
Nuria Molina 2011 Responsible Finance Charter http://eurodad.org/uploadedfiles/wh
(Eurodad) ts_new/reports/charter_final_23
11.pdf
OECD 28 June Recommendation of the counciho http://searb.oecd.org/officialdocume
2012 common approaches for officially nts/displaydocumentpdf/?cote=TAL
supported export credits and ECG%282012%295&doclanguages
environmental and social due n
diligence ("The Common
Approaches")
OECD 11 January Arrangement on Officially http://www.jbic go.jp/ja/finance/expc
2013 Supported Export Credits rt/oecd/pdf/original.pdf
OECD 20 Principles and Guidelines to http://search.oecd.org/officialdocunm
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2008 Practicesn the Provision of e=ené&cote=tad/ecg(2008)1
Official Export Credits to Low
Income Countries
Prof. Robert  July 2007  The Concept of Odious Debt http://unctad.org/en/Docs/osgdp20(
Howse in Public International Law 4 en.pdf
The Labour 2009 Political platform as basis for http://www.regjeringen.no/upload/S
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Socialists Left sm2a4web-english.pdf
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Party
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United 10 April Report of tke Independent Expert  http://www.ohchr.org/Documents/H
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Annex 5 List ofnterviewees
The enclosed list details the individuals or organisations with whom we consulted during the
courseof our work

Company/Organisation  Name Position
Mabhinour El The Egyptian Center for Economic and Social
Egypt Bedrawi Rights
, Martine Mills L . . _
Eksportfinans Executive Vice President - Director of Funding &
P Hagen Lending
Eksportfinans Jens Feiring Executve vice president and general counsel
Eksportfinans Knut-Erik Regnell  Loan Administration Officer
GIEK Nikolai @strat Owe Senior Adviser International Relations
Giek Johan E. Mowinkel DlrecFor, Market Analysis and International
Relations
Giek Victor Petersen Chief Economist
Giek Bjgrn Egeland Senior Environmental Specialist
::rlzre]rdnatlonal Monetary Reza Bagir Policy Development and Review Department
International Monetary Laurence Allain Dep_uty Division Chief, Strategy, Policy, and
Fund Review Deprtment
Me mber s in John Williamson Econom!st at Petersons Institute for Internationa
group of experts Economics
Member s in |
group of experts Lee C. Buchheit Partner and lawyer, Gottlieb Steen & Hamilton LLP
M|n|_stry of Foreign Per Kristian Roer MFA
Affairs
Myanmar Audun Aagre Den norske Burmakomiteen
NORAD Dag Larsson Senior Adviser
Other Kunibert Raffer, Jurist and economist , Vienna University
Other Léonce Ndikumane Economist at University of Massachusetts

SLUG (Norwegian
Coalition for Debt

Cancellation) Gina Ekholt Coordinator

SLUG (Norwegian

Coalition for Debt Ingrid Harvold

Cancellation) Kvangraven Political advisor

South Centre Manuel Montes Senior Advisor, Finance and Development
UNCTAD Pal Bgrresen

World Bank Shan Gipta Sector manager, PREM

Zimbabwe Eric Bloch Dr, Economic Commentator

Zimbabwe Ashok Chakravarti  Professor

For Indonesia and Pakistan Deloitte country offices did a short review and severalasffices
persons where interviewed. These intervievagesnot in this list.
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Annex6 Assessment of the 34 public debt guarantees
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Introduction

Annex 7 presets the Contract Audit Matrised to collect and assess data availablehéor
34 public debtcontractdn scope and comprises findings and other observationsTdmy.

contracts in question were entered into between 1978 anda2dbe borrowing countries in
scope are Sudan, Myanmar, Somalia, Egypt, Pakistan, Indonesia and Zimbabwe

The purpae of the matrix has been to gysatically collect andssessignificant amounts of
data in accordance with the three sets of criteria described in the audit Phiaursatrix

includes, in addition to background information on the contracts, applisatdgraphs from

each of the following sets of criteria. The audit team has exercised professional judgement in

deciding which paragraphs are applicable for the assessment r@otent

U FormerGIEK procedures, rules and regulations
0 UN Principles

U CurrentGIEK procedures, rules and regulations, including OECD schemes

The assessment has been based primarily on a

additi on, t he audidt team has revi

ewed

N o r a d oves. Cue to tha age of the contraais information has been available in

electronic format. In some instances, due to missing or incomplete documentgeéhas
difficult to ascertain what the final information or guarantee decisions were. In sushn@ase
have, where possi bl e, used i nformation

usually in connection with restructuring of the outstandielgt.

Presentation structure

Geneic findings applicable to themajority of contracts are psented firstMain findingsper
contract are summarised in tables grouped by coimaiphabetical ordelAn accompanying
description of idahdeolitical sitnation girdssto peocide background
understanding and context for the contractguestion. Sutsaharan African countries tend
to use capital flight as a portfolio choice to a much larger extent than in other regions,
according to research done but the World Bank, therefore capital flight estimates are included
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for Sudan and Zimbabs¥’. Grouping by geographical location is primarily for presentation
purposes, although some of the contracts do result in similar findings per country.

The frst two columns of the tables provide basic data about each contract. The next column
lists missing key documents, if any. The final three columns summatsassessmenhnthe
degree of compliance with the three pillars of the audit. Noteworthy exceptions or other
observations are summarised under each pillar.

Former GIEK regulations have been andedovertime and, for the purposes of this audit,
we have reviewednly the applicable scheraen place. We have been unable to obtain page
8 ofthe ordinary guarantee scheme from 13B@refore§ 15 and 16havenot beenassessed.
We believe this omigsn is unlikely to have had a material impact on our findings and
conclusions.

The current GIEK regulations consist of three parts; OECD Arrangements, OECD Common
Approaches and OECD Principles on Sustainable Lending, which are commented separately
in thelast column of the tables. For further description of the schemes see chapter 5.

Appraisals and assumptions for the audit

The schemes described above are detailed and some of the comtemisal or out of scope

for the auditparticularly the supeesledGIEK schemes and the OECD regulations. The audit

team has therefebeen obliged to make some appraisals for the purpose of the audit. The

audit teamanalysedhe different schemesorting forparagraphs relevai theguarantee
decisionsCertain @ragraphse.g. pertainingt&!| EK6s business and admir
coordinationor those which have beéilifficult to assess due to lack of informationthe

inherent limitations of a desk study, have not been included. Furtherter guarantees,
foreignexchange guarantees or contract guarantees in cases where such guarantees have been
provided by GIEK in addition to the guarantees under ahdite not been assessed.

General findings and observations

This section summarises general findings and obsengvhich are common for the
majority of guarantees.

Degree of compliance witiformer GIEK procedures, rules and regulations

All of the audited credits are assessed to have high degree of compliance with the previous
GIEK rules and regulations. Furth@bservations or exceptions noted are outlined in the
tables.

Gl EK&6s assess mmprovidiagaguardneee i si on

I n most cases, GIEKOGs final decision is docu
notes. The board memoranduosualy include a dexiption of the project and the proposed

financing, as well as a ri skicampoliicat ment of t
situatonRi sks and chall enges in the borrawer <cou

often highlightedbutthe ultimae conclusion noted i§the state is the borrower or a state
guarantee can be obtained, the risk is considered acceptable.

28t ASNE tldzA SGdFf MbddE aCfnkIKEG /FLAGEE a F t2NIOF
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GIEK usuallyperformed a risk assessment of the couintiguestiorand thereby, tadegree,
a risk assessment of the deltemgthe government of the respective country eitieedirect
debtor orguarantor

Based on available information, it appears that GIEK did not perfampeciic risk

assessment of the project or the buyer (relevant for cases undetittaayoguaranteechkeme

of 1994). I n the cases where we have been pr
assessments, we have however seen evideatdlorad has performed an assessment of
potentials oci al and environment al i signgapers andtb t he
some degree in GIEKG6s, we have seen a descri

Project budgets

Project budgets are not ditBcincluded as part of the regulations, but the audit team has
looked for budget details provided the exporter. This was mainigr the purpose of
complemering the information on project evaluations, and to see whétleee was evidence

of commission payments. In most cag@eject budgets amelativelysimple and high level,

if provided at allIn some cases, however, more detailed project budgets have been provided.
The audit team has not seen evidence of questionable commission payments.

Consutation with other OECD members

The audit team has observed on several occasions that GIEK comgtlitether OECD

member countries on issues relating to the cases under audit. For example, GIEK consulted
with other member countries in the question on practices regarding the acceptance of
promissory notes. In relation to the Indonesian guarantees, GladUlted other members

about whether or not they accepted the INPRES 8 regulations required from the Government
of Indonesia. GIEK also answer a specific question from other OECD countries on whether
they had provided more favourable terms than OE@SEC allowed. The response, with
supporting evidenceshowedhat this was not the case. These examples illustrate that GIEK
has cooperadand interacted with other members.

Degree of compliance with UN Principles

The guaranteesppearto comply partialy with the UN Principles, as some of the UN
principles have, according to our assessment, been compliedithighfully or partially.
Reference is made to chapter 7 fatlier detail.

Informed Decisions Lenders (2)

Informed Decisions can be arguedaecoveredpartly by the loan agreement issued by
Eksportfinans. We have also seen correspondence between the borrower and Eksportfinans.
Eksportfinansalsovisited the borrower country finalisethe terms of the loan agreement.

Responsible Credit Dmsionsi Lenders (4)

Responsible credit decisioaddressed at least in part throdgleK evaluaing the borrower
countryds economyinthecdse pfa statetdebtoaol state guarardot i 0 n

Project Financingi Lenders (5)

Where Norad appved interest subsidies or mixed credits there is usually evidence of review
of the projectsWe have not seen evidenceanly thorough exante projectnvestigations;
however, it is not clear from principle 5 how extensive such project evaluations bleould
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International Cooperationi Lenders (6)

We have not noted any exceptions to Principle 6 requiring lenders to comply with UN
sanctions imposed against a governmental regither than an observatiftom assessing
one guarantee pertaining to Pakistare noted that@mnomic sanctiongere in placegainst
Pakistarat the timeifi June 1998 butasGIEK was already committed to the exporter, the
sanctions did not affect thgarticularcase

Debt restructuringi Lenders (7)

We have noted for all theontracts reviewed that active efforts have been made by the Lender
organisation to restructure the outstanding debt into a more manageable repayment schedule
and amount for the borrowing country. We have noted only partial compliance with this
Principledue to being unable to answer some of the more detailed aspects of the Principle, as
documentation relating to rescheduling of the debts was outside the scope of the contract
review.

Degree of compliance with current GIEK procedures, rules and regulations

The contracts are generally assessed to show partial compliance vitB@i2 Common
Approachesin the cases where Norad has performed a project assessment, the requirements
appear to have been covered in part.

Partial compliance with th@ECD Sustanable Lending Principleshas been noted but only

in a minority of the cases. The credits show generally low degree of compliance with OECD
Principles on Sustainable Lending. I n cases
project 0s e n\valimpaatssane of thé guidelinessace covered in part.

All of the audited contracts appear to have high degree of compliance Wife@B
Arrangement General observations and exceptions relating to the OECD Arrangement are
described below.

Classifiaation of country, sovereign and buyer risk:

The OECD Arrangement states that a classification of country risk, as well as a classification
of sovereign risk and buyer risk, should be conducted after specific terms set out by the
OECDIn April 1999 Duringour assessment gfiarantegsve observed th&IEK classifed
country riskin line with its own internal rules and regulations. There are some differences in
the two sets of rules, meaning that not all OECD requirements have been filidddhve
seenevidence of assessment of sovereign, @éthough not in all caseandthereforeassess

this to have been partially addressed. There is little evidenceofnomssessmeta support

GIEK®O slassification of buyer riskh accordance with OECEequiremer.

Project evaluations

Independent project evaluations have not, as far as the audit team can see, been performed by
GIEK for the contracts reviewedowever, in the instances where Norad has been involved, a
project evaluation has been conducted. Wadot have documentation of
for all the relevant contracts, but the instances where such documentation have been found, an
analysis of economic and social impacts appears to have been addressed.

Notification

The OECD Arrangement contaicertain rules regarding notification of export credit terms to
other OECD member countries. Notifications which were required to be sent to other OECD
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member countries before issuing export credits were noted for some, but not all of the
guarantee cases.

Project Eligibility

Evaluation of the pr dasiamdstcasesandiesneveencedlde | y vi a
audit team hasn certain instancefound support for partial coverage in most of the cases

involving Norad This isin line with our gerral assumption that Norad undertook certain

project evaluations in order to reach a conclusion on the project. The degree to which this
specifically covered commercial viability is
approval documents are issing.
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Egypt

Altogether five credits were entered into with Egypt during the years 1980 to 1984, with a
total amount of MNOK 146.9. One of the credits, delivery of a container terminal in Port
Said, represents 86 % of the total amount, which meansth&dur remaining credits are
relativelysmall, representing only 14% of the total amount.

Year MNOK

1980 3.6
1982 11.5
1984 1.1
1984 126.5
1984 4.2
Total 146.9

Political situation/governance

In 1970, the ruling President Nasser died and waseeded by Anwar Sadat. He launched

the Infitah economic reform policy, wktlclamping down on religious and secular

opposition. In 1973, Egypt, along with Syria, launched the October War, which ended with a
military defeat. Sadat made a historic visitsrael in 1977, which led to the 1979 peace

treaty in exchange for Israeli withdrawal from Sinai. Sadat was assassinated in 1981, and
Hosni Mubarak came to power after and served until 2011

Egyptis ranked as number 118 of the 176 countries andaiees in the Corruption
Perception Inde¥.

Economic development

The economy of Egypt was hightgntralisedunder President Gamal Abdel Nasser. In the
1990s, a series of International Monetary Fund arrangements, coupled with massive external
debt reliefresulting from Egypt's participation in the Gulf War coalition, helped Egypt

improve its macroeconomic performance. Since 2000, the pace of structural reforms,
including fiscal, monetary policies, privadtion and new business legislations, helped Egypt
move towards a more marketiented economy and prompted increased foreign investment.

Egyppb s GNI per capita has increased significar

> Wikipedia

> Transparency International 20XZorruption Perceptions Index 204Z b dzZYo SNI m A & LISNOSA OGS

corrupt and the 176 is the most corrupt.
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Egypt, Arab Rep.
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Figure 5: GNI per capita, Atlas and PPP (Purchasing Power Parity) method (cuent US$). Source: World Bank

Debt situation

From the 1980s until today, Egypt has had four economic programs that were supported
financially by the IMF. However, only about one fifth of the available amount was actually
disbursed. The last of these pragrs ended in 1998. The total amounts outstanding have been

paid back®.

Main findings

The audit team has not uncovered any significant exceptioesation tothe Egypian

credits.Severalpurchase agreemewere noted amissing

*IMF
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Table 5: Main findings i Egypt

Modification to
car and passenge
ferry (11292).
Original contract
to build two car
and passenger
ferries subject to
earlier guarantee.

Delivery of lining
for four smelter
furnaces
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Signed addendum - High degree of compliance - Generally low degree of

relating to
modjifications to El
Tor in addition to
original contract to
build the ferries

Country - Generally high degree of
assessment for compliance despite
Egypt missing deuments.

Body of Following observations

highlighted:

- Do not see requirement
for 70% Norwegian
deliverables in contract

supplementary

|l ender 6s
(first page only
available)

Final signed
contract between
buyer and seller
Final GIEK
commitment
document
Exporter ¢

compliance
A Agency, Informed

Decisions and Due
Authorisationi Lenders:
Project information was
provided to Egyptian
authorities andstate
guarantee required.
Available information is
insufficient to assess
further

A Debt restructuring$

Lender: active efforts have
been made to restructure
the outstanding debt owec

by Egypt

- Generally low degree of

compliance. Some principle

have been covered in part:

A Agency, Informed
Decisions and Due
Authorisationi Lenders:
Project information was
provided to Egyptian
authorities and state
guarantee required.
Available information is
insufficient to assess
further

A Debt restructuring$

- Generally high degree of
compliance with OECD
AOSEC. Exceptins
noted:

AcClassification of
sovereign risk and
buyer risk

ANotification

- Generdly high degree of
compliance with OECD
AOSEC. Some principles
have been covered in
part. Exceptions noted:
AClassification of

sovereign risk and

buyer risk
AProject eligibility
ANotification

- Low degree of compliance
with OECD1 CA.

Lender: active efforts have - Low degree of complizce



recourse statemen

- Delivery of text - State guarantee - High degree of

equpment to from Egypt compliance.
Egyptian TV (Banque de Caire)
- Purchase
agreement
Contaner - Country
terminal in Port assessment later ANorad approved
Said than March 1981 guarantee

been made to restructure
the outstanding debt owec

by Egypt

- Generally low degree of
compliance. Some principles
have been covered in part:
A4. Responsible credit

decisions: partly covered
by that The Government of
Egypt (Banque de Caire)
guarantees fothe loan,
and that GIEK has
evaluated Eg
and political situation.
However state guarantee i
missing from the folder.

- High degree of compliance - Generally low degree of

compliance. Some principle

have been covered in part:

A Agency, Informed
Decisions and Due
Authorisationi Lencers:
Project information was
provided to Egyptian
authorities and state
guarantee required.
Available information is
insufficient to assess
further

A Debt restructuring$

with OECD Sustainable
Lending Principles.

Generally high degree of
compliance with OECD
AOSEC.Exceptions
noted:

AClassification of
sovereign risk and buye
risk

ANoffication

Low degree of complianct
with OECDi CA.

Low degree of compliance
with OECD Principles on
Sustainable Lending.
Generally high degree of
compliance with OECD
AOSEC. Some principles
have been covered in
part. Exceptions noted:
AClassification of
sovereign risk and
buyer risk
AProject eligibility
ANotification

Low degree of
compliance with OECD
CA.

Lender: active efforts have - Low degree bcompliance

been made to restructure

with OECD Sustainable
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- Smelting
equipment
moulding
machines and
electrical
equipment

Signed guarantee

commitment
Country note
Supplementary

|l ender 6s
Purchase
agreement

Loan agreement

- High degree of

compliance. Underline the

following observation:

AExporterapplied for the
required transmission
guarantee in addition to
the paymentgarantee
from Bank of Alexandria
to be waived. GIEK
approved on that only al
irrevocable
unconditional guarantee
from Bank of Alexandria
could be allowed, and
waived the requirement
of a transmission
guarantee.

- Generally low degree of

the outstanding debt owec  Lending Principles.
by Egyp

- Generally high degree of
compliance. Some priiples compliance with OECD
have been covered in part: AOSEC. Exceptions
A4. Responsible credit noted:
decisions: partly covered AcClassification of
by that The Government of sovereign risk and buye
Egypt (Bank of Alexandria) risk
guarantees for the loan, ANotification
and that GIEK has
eval uated Eg -Lowdegree of compliance
and political situation. with OECD CA.

- Low degree of complianct
with OECD Principles on
Sustainable Lending.



Indonesia

Altogether fivecredits in our audit portfolio were entered with Indonesia from 1992 to 1996,
with a total guaranteed amountMNOK 738 The largest credit was granted in 1995,
representing 42 % of the total amount.

Year MNOK

1992 169.10
1995 29.30
1995 312.55
1996 156.15
1996  70.90
Total 738.00

Political situation/governance

Indonesia declared independenwe tays after the surrender of Japan in August

1945. President Sukarno moved Indonesia from democracy towards authoritarianism, and
maintained his power base bglancing the opposing forcestbe military and

the Communist Party of Indones{RKI). An attempted coupn 30 September 1965 was
countered by the army, who ladviolent anticommunist purgeduring which the PKI was
blamed for the coup and effectively destroy&obund 500,000 people are estimated to have
been killed. The head bthe military, General Suhari@mutmarmeuvred the politically

weakened Sukarno, and was formally appointed president in March 1968eWMi©rder
administrationvas supported by the US governmemtgl encouragefreign direct

investmenin Indonesa, which was a major factor in the subsequent three decades of
substantial economic growth. However, the authoritarian "New Order" was widely accused
of corruggion and suppression of political opposition.

Indonesia was the country hardest hit byAlsen financial crisiof the late 199QsThis

resulted m popular protest against the New Orteadingto Suharto's resignatian May

1998. Since Suharto's resignatianstrengthening of democratic procedsas included a
regional autonomy program, and the faigectpresidential election in 200#olitical and
economic instability, social unresprruption andterrorismslowed progress, however, in the
last five years the economy has performed strongly. Although relations among different
religiou%gnd ethnic groups are largely harmonious, sectarian discontent and violence has
occurred”.

Economic development

Indonesia has mixed economyn which both the private sector and government play
significant roles. The country has a population of 237ionilis the largest economy in
Southeast Asia and a member of th&-20 major economiesndonesia’s estimategtoss
domestic product (nominadls of 2012 was US$928.274 hillion with estimated nonpeal

capita GDRwvas US$3,797. Thiemdustry sectoaccounts for 46.4% of GDP (2010). The
country has extensive natural resources, including crude oil, natural gas, tin, copper, timber
and gold. The country's major expcommodities include oil and gas, electrical appliances,
plywood, rubber and textiles.

*® Wikipedia
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In the 1960s the economy deteriorated drastically as a result of political instability, a young
and inexperienced government, and economic nationalism, which desuievere poverty

and hunger. By the time of Sukarno's downfall in the-&8d0s, the economy was in chaos
with 1,000% annual inflation, shrinking export revenues, crumbling infrastructure, factories
operating at minimal capacity, and negligileestment Following President Sukarno's
downfall, the New Order administration broughtlegree of disciplin® economic policy

that quickly brought inflation down, stals#id the currency, reschedulieteign debtand
attracted foreign aid and investment. TI®& Qs oil price raises provided an export revenue
windfall that contributed to sustained high economic growth rates, averaging over 7% from
1968 to 1981Following further reforms in the late 198@sreign investment flowed into
Indonesia, particularly iotthe rapidly developing expeorientedmanufacturing sectpand

from 1989 to 1997, the Indonesian economy grew by an average of over 7%.

During the Asian financialkrisis there were sudden and large capital outflows leading the
rupiah to go into free fall. Against the US do]ldre Indonesiarrupiahdropped from about

Rp 2,600 in latd 997 to a low point of around Rp 17,000 some months later and the economy
shrank by 13.7%. These developments led to widespread economic distress and contributed to
the political crisis of 1998 which saw Suharto resign as presitieatrupiah later stalsed

in the Rp. 8,00010,000 rangeand a slow but steady economic recovery ensued. However
political instability, slow economic reform, and corruption slowed the recov&nce 2007,
however, with the improvement in banking sector and domestic consuymtional

economic growth has accelerated to over 6% annually, and this helped the country weather
the 20082009global recessianThe Indonesian economy performed sgly during

the Global Financial Crisisand in 2012 its GDP grew by over 8%The country regained its
investment grade rating in late 2011 after losing the 1997However, as of 2011, an

estimated 12.5% of the population lived below the poverty line and the official open
unemployment rate was 6.7%.

Transparency International has ranked Indonesia below 100Goritgption Perceptions
Index

Indonesia has had strong growth in GNI per capita after the Asian financial crisis 098997

Indonesia
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Figure 6: GNI per capita, Atlas and PPP (Purchasing Power Parity) method (current US$). Source: World Bank

*"Index Mundi 2013
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Debt situation

In recent years, the Indonesian government has promoted consefigatiVgolicies,

resulting in a debto-GDP ratio of less than 25%, a fiscal deficit below 3%, laistbrically

low rates of inflation. Fitch and Moody's upgraded Indonesia's credit rating to investment
grade in December 2011.

Evaluation

As described in the introduction of this section, the credits granted to Indonesia had special
requirements for creidtime, but also for interest rates and grace period. More precisely,
Indonesia required, through the INPRES 8 rules of 1994, the financial agreement to have a
credit time of no less than 25 years (including a grace period for seven years) and that the
interest rate should not exceed 3.5 per cent.

The five credits subject to this audit were granted in the period-289Aall of them are

mi xed credits approved by Norad, and guarant
Due to fierce international alé compettion, the duration of the credits was exceptionally

long, which required a special approval from the Norwegian Ministry of Finance. Four of the
contracts were based on Norwegian maritime technology and promoted actively by the

Norwegian governmé. At the same time, the aiich Indonesian government was actively

searching for modern technology.

Some of the projects comprised new technology which had not been sufficiently tested
elsewhere, and ran into difficulties when applied in Indonesiés Bvaluation report from

2000, FAFO concluded that only ttend-based project could be considered as successful,
whereas the remainder Afaced a number of obs
below those anticipated at project inceptiometdn 1997, the Indonesian economy was

struck by the Asian Financial Crisis. A rapidly declining currency, spiralling public and

private sector debt, and associated political crises forced dramatic cuts in government
expenditure. The consequent lack afinegent operating and maintenance funding is clearly
responsible for the inability of most of these mixed credit (MC) projects to operate according

to design capacity. However, some projects also appear to have been plagued by fundamental
problems in thera@as of training, technology transfer, and institution building.

The priority list of officially sanctioned development projects is developed by the National
Planning Development Agency (BAPPENAS), and is published Blits Book In theory at

least, tlese projects have been arsaly by relevant government departments,-non

governmental institutions, and state/ned corporations. As regards Norwegian MC for
Indonesia, it is clear that some form ofaoeration was established between the end user and
thepotential Norwegian supplier and/or Norwegian authorities well before the project
appeared in thBlue Book A close relationship also seems to have existed throughout
negotiations relating to technical specifications, pricing, training, and other caatract
arrangements. As a consequence, it was unlikely that the project would be submitted to
international competitive bidding procedures. In addition, the field mission gained the
impression that some projects were "adopted" by-hagiking individuals whaook a

per sonal i nterest i n sec BlueiBoogThis¢oeld hpveledte ct s 6
inappropriate investments in the context of enhancing aid delivery and encouraged corruption.

In Indonesia, the projects listed in the development ptascontain projects not related to
the plan. In 1988, the first Indonesian project to receive funding from Norwegian MCs
concerned an application for a "turnkey" wave power plant. The project was valued at NOK
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53.3 million (70 per cent of which was to sgpplied by Norway as the MC loan). This
project was not listed in the Bappergiae Book but the project loan agreement was
nevertheless eventually concluded in 1995,
the plant was then found to be inagmiate and an alternative site had to be found. Work
stalled when twadhirds of the loan had already been spent. The plant is still not built and is
currently the subject of arbitration

Findings from Deloitte Indonesia

Deloitte Indonesia has, under insttion from the central audit team, undertaken a review of
the five Indonesiawreditsin scope for the debt audit. The Indonesian team conducted an
interview with the Ministry of Finance contaesponsible for administering Norwegian loans
and reviewediny available supporting documentation for the original loan processes. The
responses given by the Indonesian Ministry of Finance as well as suppoxtingehtation,

if any, were then assessed against relevant UN Principles.

Overview of the Indonesianrpcess and comparison to UN Principles

Certain relevant UN Principles are highlighted below and compared to the Indonesian
processes in place in the work performed by Deloitte Indonesia.

Principle 8 Agency
1 The Indonesian system for loans and grants isléldvinto two functions
- Project management and
- Funding or loan management.
1 Process and responsibilities are defined:

- BAPPENAS (Indonesian Department of Planning and Development) assesses
the project proposal, including the potential beneficial effectseptoject for
the Indonesian people

- The poential beneficiary prepares a feasibility study for review and approval
by BAPPENAS

- If BAPPENAS approves, The Ministry of Finance negotiates the terms and
conditions of the loan and enters a loan agreement

Principle 10 Transparency
1 Process and responsibilities are defined:

- BAPPENAS assesses the project proposal and feasibility study

- If BAPPENAS approves, The Ministry of Finance negotiates the terms and
conditions of the loan and enters a loan agreement

Principle L Disclosure and publication
1 All approved projects and loans should be published by BAPPENAS on publicly
available website (Ministry of Finance of the Republic of Indonesia, Directorate
General of Debt Managemé®t
Principle 12 Project Financing
1 Feasibiliy studies should be conducted before entering a loan agreement
1 All approved projects and loans should be published by BAPPENAS on publicly
available website (Ministry of Finance of the Republic of Indonesia, Directorate
General of Debt Management)
Principle 13 Adequate Management and Monitoring
1 Monthly progress report submitted to Beneficiary and BAPPENAS

%8 Ministry of Finance athe Republic of Indonesia, Directde General of Debt Management:
http://www.djpu.kemenkeu.go.id/index.php/site/index
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1 Audit conducted by The Audit Board of Indonesia once the project has been
completed.
Principle 14 Avoiding Instances of Ovdrorrowing
1 BAPPENAS studies #hpotential benefits for the Indonesian people. The Ministry of
Finance assesses whether the terms and conditions of the loan are favourable to
Indonesia.
Principle 15 Restructuring
1 Indonesia has conducted three significant debt restructuring procesdest thf
which was in connection with the Tsunami in 2004

Relevance for Indonesian debt audit contracts

Due to the age of the contracts and the fact the system has undergone significant changes in
the past few years, the Indonesian team were unablatam key documents other than the
originalloan agreements between the Republic of Indonesia and Eksportfinans and some
information regarding project funding and approval. Information regarding project review
before approval and exost project performae has not been found for any of the contracts.

It has therefore not been possible to respond in detail to the loan contract processes other than
noting that the Directorate General of Debt Management website does contain information
regarding funding re¢eed and projects approved by the Government.

Main Findings
The most noteworthy findings from our assessment of the Indorgpsi@anteesvere in
connection with the wave power plant projastfollows:

1 Doubts were expressed early in the process EKthiélJndonesian Coordinating
Department of Finance, Economy and Industry regarding the commercial viability of
the project. The finding was noted through reviewing a letter from the Norwegian
Embassy to Norad in 1991 and stated that there was not cusealiya type of wave
energypower plant in commercial use and that the project should be classified as
R&D and that the risk should be borne by either the exporter or the Norwegian
authorities. If it could be proved that the product was commercially viiable
Indonesia then EKUIN would have no objections to allowing the project to go ahead
under the expectation of fulfilment of Inpr8gules. Other strong arguments in favour
of supporting the project were put forward by the Norwegian Embassy in the same
letter

1 This was confirmed in a letter frothe exporteto GIEK 28.5.91 which stated that it
was therefore necessary to improve the financial package on offer as well as to launch
the planned feasibility study (wave measurement programme)

1 Deci si on bbayd ofGlireEid¢s018.6.91 wasimprove the financial offer so
that it was in line with Inpre8 rules (extended credit time, grace period and below
market interest rate)

1 EKUIN later changed their opinion on the project and approved 8.6.95

1 Norad, GIEKand Eksportfinans approved in 1995

Our findings appear to suggest that despite initial doubts raised on the Indonesian side over

the commercial viability or suitability of the wave power plant for Indonesia, an improved

financial offer in line with Indoasian rules as well as further developments, including a state
visit from Norway and sustained interest from the exporter, the project was finally approved
on both sides.
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Table 6: Main findings - Indonesia

Wave Power Project /
Ocean Wave Energy

Power Plant (tapered

channel type)

84

- Approval by
Ministry of
Trade to
increase
countrywide
loan limit
for
Indonesia to
MNOK 650

- High degree of

compliance. Fobbwing

observations highlighted:

ANorad approved the
project for mixed credit
and thereby made an
assessment of the
developmental effects o
the project Initial doubts
expressed in letter from
Norwegian Embassy in
Jakarta to Norad
regarding Indonesian
EKUIN (Coordinating
Department of Finance,
Economy and Industry.
EKUIN classified wave
power project as R&D
and wanted Norway not
Indonesia to take the
risk. Later in process
EKUIN changed opinion
and approved project.
Norwegian instutions
agreed to change normz
lending and credit terms
to satisfy Indonesian
Inpres8 rules (normal
practice for countries
lending to Indonesia at
the time).

ANorad undertook project
evaluations but cannot
conclude that GIEK

- Partial degree of

compliance. Following

observations highlighted:

AAgency, Informed
Decisions and Due
Authorisationi Lenders:
Project information was
provided to Indonesian
authorities as debtor in
this contract but cannot
assess whether this was
sufficient information

AProject financing
Lenders: project
information made
available to Norwegian
lenders. No evidence to
suggest they performed
own ex ante project
investigations

ADebt restructuring$

Lender: active efforts hav
been made to restructure
the outstanding debt owe!

by Indonesia

- Generally high degree of

compliance with OECD

AOSEC. Exceptions

noted:

AClassification of
sovereign risk and buye
risk

AAssessment of pmjc t
commercial viability

ACannot conclude from
available information
that notification was sen

Partial compliance with
OECDI CA.

Low degree of compliance
with Sustainable Lending
Principles:

AArgument presented by
exporter that the project
and resgctive loan
application that
supported |
economic and social
progress without
endangering its financia
future and longterm
development prospects.
However, available
information not detailed
or extensive enough to
conclude that this
principle fdlowed



85

- Digital mapping of
Java, BaliNusa
Tenggaraand Timor.

Seawatch
environmental

monitoring of Indonesiar

waters

undertook own project
evaluatbns or an
evaluation of the buyer
or debtor in line with § 8
Risiko in AGi 1994

- Purchase - High degree of
agreement compliance. No

exceptions noted.

- Final - Generally high degree of
decision on compliance. Filowing
mixed credit  observations highlighted:
from Norad ANorad undertook project

evaluations but no
documentation to show
that GIEK undertook
own project evaluations
or an evaluation of the
buyer or debtor in line
with § 8 Risiko in AQ
1994

- Generally low degree of
compliance. Some
principles have been
covered in part:

A2. Informed Decisions:
partly covered by loan
agreement

A4. Responsible credit

decisbns: partly covered
by that Indonesia Ministry
of Finance is debtor, and
that GIEK has evaluated
Il ndonesi abs

political situation.

- Generally low degree of
compliancenoted. Some

principles covered in part:

AAgency, Informed
Decisions and Due

Authorisationi Lenders:
Project information was
provided to Indonesian
authorities as debtor in

this contract.
ADebt restructuring$

Lender: active efforts hav

appropriately

- Generally high degree of
compliance with OECD
AOSEC.
- Exceptions noted:
AcClassification of
sovereign risk and buye
risk

AAssessment of if the
project is commercially
viable

ANotification

- Partial compliance with
OECDi CA.

- Low degree of compliance
with OECD Principles on
Sustainable Lending.

- Generally high degree of
compliance with OECD
AOSEC. Exceptions
noted:

AAgreed to commence
loan payouts before
15% down payment
made

A35% local costs
accepted by lender
authorities

ASovereign risk
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- Hydrographical

(marine) Mapping

- UN's "Law of the Sea

Convention

UNCLOS '82"
(Havrettstraktaten),
which entered into
force in 1994, ordered
all coastal states to
manage their economi
zones and their
continental shelves in
an efficient manner.

Signed
policy

Letter of
approval on
mixed credit
from
NORAD
Purchase
agreenent

- High degree of
compliance. Exception
noted:

ARisk assessment of the
country and the debtor i
covered by GIEK, but ar
assessment of the proje
and the buyer is not
documented in the
folder. GIEK has
however described the
project in a board
memorandumdeviation
from § 8 Risk, AG
1994).

been made to restcture
the outstanding debt owe:
by Indonesia

- Generally low degree of
compliance. Some
principles have been
covered in part:

A4. Responsible credit
decisions: partly covered
by that Indonesia Ministry
of Finance is debtor, and
that GIEK has evaluated
| ndon eanonyarsl
political situation.

assessmerand buyer
risk classification
AProject eligibility
addressed in part as
some evidence found or
commercial viability of
project but cannot see
how this was evaluated

- Partial compliance with
OECDI CA.

- Low degree of complianct
with Sustainable Lending
Principles

- Generally high degree of
compliance with OECD
AOSEC. Exceptions
noted:

AcClassification of
sovereign risk and buye
risk

AAssessment of if the
project is commercially
viable

ANotification

- Partialdegree of
compliance with OECD
CA.

- Low degree of compliance
with OECD Principles on
Sustainable Lending.
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- High degree of
compliance.

- Multipurpose research - Signed
vessel for use in policy
mapping and research
of the marine area
around Indonesia.

- Generally low degree of

compliance. Some

principles have been

covered in part:

A4. Responsible credit
decisims: partly covered
by that Indonesia Ministry
of Finance is debtor, and
that GIEK has evaluated
I ndonesi ads
political situation.

AS5. Project financing:
partly covered by
NORADG6s assce
the projects potential
socialandeconomic
effects.

Generally high degree of
compliance with OECD
AOSEC. Exceptions
noted:

AClassification of
sovereign risk and buye
risk

AAssessment of if the
project is commercially
viable

Partial compliance with

OECDi CA.

A4. General Principles:
partly covered by
N o r ssassessment of
the projects social
impacts.

A10. Potential
environmental and
social impacts: Partly
covered by
assessment.

Partialdegree of
compliance with OECD
Principles on Sustainable
Lending.
ANoradoés ass
the projects poterdily
sodal economic effects.



Myanmar

The five contracts subject to this audit date back to the late 1&1@smounts to a total
value ofMNOK 4822.

Year MNOK

1978 47.5
1978 135.32
1978 89.17
1980 107.15
1980 13.02
Total 482.16

Four of the five cotracts are ship contracts which were part of the Norwegian ship export
campaign and were financed favourable credit terms (interest subsidies). One of these was
recommended bioradunder the special guarantee scheme for developing countries,
whereashe other ship export guarantees were decided by the Ministry of Trade without the
approval of NoradThere were technical problems with some of the ship designs. The last
contract (supply of gas turbines for electricity production) was financed omearial terms,

but approved biNoradunder the special guarantee scheme for developing countries

Political situation/governance

The nation became an independent republic in 1Gé8eral Ne Win took power as president
after a military coup in 1962, and led tbeuntry until 1988. Military dictatorship continued
until 2012, when democratic reforms were introduced. The military regimelveaaterised

by numerous violations of human rights and rampant corruption.

Myanmar is ranked as one of the most corrupnhtes in the world, ans number of 172
out of the 176 countries and territories in the Corruption Perception’fhdex

Economic development

Myanmar is one of the poorest nations in Southeast Asia, suffering from decades of
stagnation, mismanagemenrtdisolation. The lack of an educated workforce skilled in
modern technology contributes to the growing problems of the ecofidraycountry lacks
adequate infrastructurBnergy shortages are common throughout the country, and only 25%
of the country's popation has electricity. The military government had the majority
stakeholder position in all of the major industrial corporations of the country (from oil
production and consumer goods to transportation and tourisfigtion is a serious problem

for theeconomy.

In recent years, both China and India have attempted to strengthen ties with the government
for economic benefit. Many nations, including the European Union, imposed investment and
trade sanctions on Myanmar, which have been lifted dfeerefoms of 2015°.

e NI yALE NBy O Ly i SNKIZYA 2 \SIND Suil Muenyes 1 i pemalvds aslenast H € =
corrupt and the 176 is the most corrupt.
® No data for GNI per capita is available for Myanmar.
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Debt situation

In January 2013, 20 of the worl dos | argest
cutting nearly half of Myanmar oés total forei
2013, The Norwegian government propose&a r | i ament to cancel al
Norway.

Myanmar is consideredlaw-Income Country (LIC) and is thereby subject to IMF/World
Bank Concessionality RequiremeniiSA only).

The Norwegian Parliament confirmed the cancellation cAMyma r Gaedingloah s t
obligations in June 2013.

Main findings

The most noteworthy findings from our assessment of the Myanmar contracts were in
connection with several contracts granted as part of the ship export campaign of the late
1970s:

1 For one of the guarargs,the building of a tanker was granted after GIEK had
been made aware of defects on the tankers, including the fact that some of the
ships had rolled over when launching. The centre of gravity was misplaced on
some of the ships. This was noted in findimg a report prepared blye exporter
to GIEK.

1 In approvingone ofthe guarantes Norad noted that the conditions in Burma were
well placed for delivering the vessels in question and that this conclusion was
based amongst other things on an assessmérg oésource and market base,
earning capacity, land and vessel facilities, manpower and other operational
assumptions. Norad also suggested that a number of modifications in line with
Burmese requirements should be made to the vessels under ordeetthamak
suitable for local conditions.

1 Ministry of Trade was requested by GIEK to either prioritise between teizted
contracts to Myanmaor to increase the country loan limit to over NOK 300 mill.
The extraordinary risk attached to the projects waislighted by GIEK. This
request was made without a recommendation having been obtained by Norad
explained as beindue to time pressures. Norad later apprahedguaranteél he
Ministry of Tradealsoapprovel the projects in questigthereby increasinthe
loan limit for Myanmar.

1 An employee ofGIEK in ahandwritten note in November 1977 initially expressed
deepscepticismowards the Myanmar projects and suggested that the cases had
beencast upon them from higher up in the system.

These findings apmgar to show that a major fault in the design of at least one of the exports
may have been overlooked and that the guarantee was issued regardless. Norad was partly
involved in the ship export guarantees although our observations also support the faet that
Ministry of Trade made full use of the Parliamentary resolution of 19 November 1976
permitting them the right to approve export guarantees without an evaluation or
recommendation from Norad.
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Table 7: Main findings - Myanmar

Supply of two cargo
liners and a coastal
tanker.

Supply of various
vessels including
cargo and passenger
vessels, aanker and
an oceargoing tuwy
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- Country assessment - High degree of compliance - Low degree of compliance.

for Myanmar

including country

risk classification
- Confirmation of

Following observations

highlighted:

AMinistry of Trade
approved guarantee and

signatory interest subsidies in line

authorisations from with applicabk

Myanmar Parliamentary resolution
- Follow-up allowing the Ministry

documentation from
Myanmar regarding
Legal Opinion

authority to decide
guarantee without an
approval from Norad.

AlLegal opinion obtained by
Eksportfinans with
exception noted:
Myanmar Foreign Trade
Bank is statutory
corporation, necessary
that central law dice
confirms that your bank
has obtained any and all
necessary corporate
consents, authorisation,
licences and sanctions.
Have not seen followp
documentation from
Myanmar.

- GIEK country
assessment for
Myanmar

- State guarantee

- High degree of
compliance. Following
observations highlighted:
ALetter from GIEK to

Ministry of Trade

- Generally high degree
of compliance with
OECD- AOSEC.
Exceptions noted:
AClassification of

sovereign risk and

Some principles have been

covered in part

AAgency andnformed
Decisionsi Lenders:
Project information was

provided to Burmese buyer risk
authorities. Insufficient AProject eligibility
information available to ANotification

assess whether
appropriate efforts were -
made to satisfy the
principles but partial
compliance is noted.

ADue Authorisatiori -
Lendes: Legal Opinion
was obtained from Burms
with exception noted, no
follow-up on file

ADebt restructuring$
Lender: active efforts
have been made to
restructure the
outstanding debt owed b
Myanmar

Low degree of
compliance with
OECDi CA.

Low degree of
compliance with
Sustainable Lending
Principles

- Low degree of compliance. -
Someprinciples partially

Generally high degree
of compliance with

covered: OECDi AOSEC.
AAgency and Informed Some exceptions
Decisionsi Lenders: noted:
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January 1978 provided
overview of the Myanmar
ship export applications
(9775, 9780 and 9778)
and minted out the
extraordinary risk
attached. Due to time
pressures the Ministry
was asked to make a fine
decision in the absence
a recommendation from
and to consider
increasing the country
limit for Myanmar due to
the projects exceeding
NOK 300 mill

AMinistry of Trade
authorised on a grant
basis NOK 5.000.000 to
be placed at the disposal
of the Burmese
Authorities for training or
training equipment
connected with the furthe
development of the
Burmese maritime and
fishing industries, and be
distributedbetween the
two industries on the
basis of their respective
utilisation of the
Norwegian credits at the
outset this is indicated as
being NOK 4.000.000 for
the maritime industry anc
NOK 1.000.000 for the

Project information was
provided to Burmese
authorities. Insufficient
information available to
assess whether
appropriate efforts were
made to satisfy the
principles but partial
compliance is noted.

ADebt restructuring$
Lender: active efforts
have been made to
restructure the
outstanding debt owed by
Myanmar

ARequirement for
maximum local cost
proportion of 3%

AClassification of
sovereign risk and
buyer risk

AProject eligibility

Low degree of
compliance with
OECDI CA.

Low degree of
compliance with
Sustainable Lending
Principles
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Supply of fishing
vessels

Part of ship export
campaign

- Construction of
tanker

fishing industry.

- Generally high degree of
compliance. Following

- Commitment
document from

GIEK observations highlighted:
- Gl EKd sry c o1 A GIEK handwritten note
assessment of in November

1977described deep
scepticism towards the
Burmeseprojects and
suggestedhat
responsibility had been
cast down upon them
from higher up in the
[Norwegian] system

A Norad approved interest
subsidies and guarantee
from GIEK

Myanmar (although
some relevant
information provided
by Norad)

- State guarantee

- Signed guarantee
commitment

- Signed policy

- Country note

Underline the following
observations:
AThe board of GIEK

- High degree of compliance -

- Low degree of compliance -

Some principles partitst

covered:

AAgency and Informed
Decisionsi Lenders:
Project information was
provided to Burmese
authorities. Insufficient
information available to
assess whether
appropriate efforts were
made to satisfy the
principles but partial
compliance noted.

A International
Cooperationi Lenders:
No UN sanctions in place
at time of issuing
guarantee

ADebt restructurings
Lender: active efforts
have been made to
restructure the
outstanding debt owed b
Myanmar

Generally low degree of
compliance. Some
principles have been
covered in part:

Partial compliance with

OECDi AOSEC.

Exceptions noted:

AClassification of
sovereign riskand
buyer risk

AProject eligibility

ANotification

- Partial degree of

compliance with OECD

T CA with following

observation:

Alnformation provided
in Norad report
relevant for analysis of
social and
environmental factors
relating to project in
Myanmar.

- Low degree of

compliance with
Sustainable Lending
Principles

- Generally high degree

of compliance with
OECDi AOSEC.
Exceptions noted:



- Document for
classification of
country risk

- Application to GIEK
- Application to, and
answer from, UD on
cash and education

turbine/generator

Delivery of 8 units
KG2 gas turbines
to Myanmar Oil
Corporation (USD
6 million) and 14

- Final documentation
on interest subsidies
(it is only stated in

emphasize that the risk o
investments with such a
small cash amount and
long credit time is large.

APolicy was granted after
GIEK was made aware 0o
defects on the tankers,
some of the ships rolled
over when launching. The
centre of gravity was
misplaced on some of the
ships (findings from
report prepared by North
West Engineéng to
GIEK).

AMinistry of Trade
approved guarantee and
interest subsidies in line
with applicable
Parliamentary resolution
(Stortingsvedtak av 19.
november 1976 § 3.3.2.1
allowing the Ministry
authority to decide
guarantee without an
approval from NORAD,
as stipulated in 8 3, GSO
1969.

A2. Informed Decisions:
partly covered by loan
agreement

A4. Responsible credit
decisions: partly covered
by that Myanmar Foreign
Trade Bank is detor, and
that GIEK has evaluated
My anmar 06s
political situation.

- High degree of compliance - Generally low degree of

compliance. Some principles
have been covered in part:

A2. Informed Decisions:
partly covered by loan
agreement

A4. Responsible credit
decisions: partly covered

AClassification of
sovereign risk and
buyer risk

AAssessment of if the
project is
commercially viable

ANotfication

e ¢ - Low degree of

compliance with OECLC
i CA.

- Low degree of
compliance with OECLC
Principles on
Sustainable Lending.

- Generally high degree

of compliance with
OECDi AOSEC.
Exceptions noted:
ANo documentation on
local costs
AcClassification of
sovereign riskand
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units KG5 gas letter from Ministry of
turbines to Electric ~ Trade that cash grant
Power Corporation  will be provided, not
(USD 16million). the size)

- Signed guarantee

commitment
- Signed policy
- Purchase agreement

by that the Debtor is

Myanmar Foreign Trade
Bank, and that GIEK has

evaluated
economy and political
situation.

My

buyer risk

AAssessment of if the

project is
commercially viable

ANo final information

on cash and
education grant

ANotification

- Partial degree of

compliance with OECLC

T CA.

ANorad has (with
information from the
application)
emphassed the
environmerdl and
social aspects of the
project. No
throughout analysis,
but Norad has
concluded that the
project may have
positive social and
environmental
impacts. Partly in
compl i anc:¢
General Principles,
40 .

- Partial degree of

compliance with OECLC
Prindples on
Sustainable Lending.
ANorad emphasid
the environmental



Guarantee Contract Case Missing Documents Degree of compliance with | Degree of compliance with | Degree of compliance
Information Previous GIEK UN Principles with Current GIEK
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Pakistan

Altogether eight contracts in our audit portfolio were entered with Indonesia from 1990 to
1998, with a total value dINOK 31709.

Year MNOK

1990 9,8
1992 1254
1994 10,2
1995 28,1
1997 10.0
1997 12.7
1998 121.8
Total 317.9
Al l but one contract are guaranteed under GI

approved by as mixed credits. Five contracts were concluded by the same Norwegian
companyfor the supply of modern communicatiequipment. Two contracts comprise
consultancy services in connection with hydro power plants.

Political situation/governance

Pakistan became an independent nation in 1947. A civil war in 1971 resulted in the secession
of East Pakistan as the new courdfyBangladesh. The Pakistani military establishment has
played an influenti al r ostoy. Predidents broughdinby Pa ki st
military coups ruled in 1958971, 19771988 and 1992008. Benazir Bhutto was elected
president in 1988 ahre-elected in 1993. She had to resign in 1996 due to a corruption
scandal, and was assassinated in 2008. The casmiggued by corruption. From 1999

there was a military dictatorship under President Pervez Mursharraf, who resigned in 2008.
Asif Ali Zardari was elected president in 2008. The country at present has a parliamentarian
democracy. The country is a nuclear power, and has a complicated relationship with its
neighbours Afghanistan and India (in the latter case in particular about the diggitedof
Kashmir). It also has a serious problem of violent internal opposition.

Pakistans ranked as number of 139 of the 176 countries and territories in the Corruption
Perception Indet.

Economic development

Pakistan is a rapidly developing coynivith a population of about 180 milliott.is South

Asi ads second | argest econo myialinskhboildyeserieus, af t e
deficiencies in basic services such as railway transportation and electric power generation

have developed.hle economy is senmndustrialized.The diversified economies &farachi

and Punjabds urban centres coexist with | ess
country.Pakistan's economic growth since its inception has been varied. It has been slow

during perods of civilian rule, but more dynamic during the three periods of military rule,

although a foundation for sustainable and equitable growth was not fdnfiation reached

25% in 200&nd Pakistan had to depend on an aggressive fiscal policy backed by the

Te NI yaLl NByOeé LyGSNYlFGAZ2Ylf HAMH &/ 2NNHZIIA2Y t SNOSLIGA
corrupt and the 176 is the most corrupt.
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International Monetary Fund to avoid possible bankrupkbg inflation rate for the fiscal
year2010 11was 14.1%. The trade deficit in the same year was U3$11.

billion. According to the Bank of Pakistan, foreign investment had significantly declined by
2010 due to Pakistan'slgal instability and weak law and order. Pakistan has had strong
growth in GNI since 2000, séegure?.
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Figure 7: GNI per capita, Atlas and PPP (Purchasing Power Parity) method (current US$Source: World Bank

Debt situation

Weak fiscal effort and low growth led to mounting debt through the 1990s.This problem was
compounded in thiate 1990s. The Paris Club restructuring agreement in 2001 allowed for a

substantial easing of the external debt serizderf>. Ac c or di n g

to Pakistant

Financetotal debt to GDP ratio stood at 59 per cent in 2008, increasing to 60 par 2600i
and 2010 and then dropping to 59.3 per cent in 2011. It increased again to 61.3 per cent in
201112. The debt burdeis considered strained, but manageable.

Main findings

The most prominent finding of the Pakistan credits relates to the guareoweted in
connection with the contract between the expamtet the buyer, National Logistic Cell

(NLC). The exportedelivered a radio line system to NLC in 1992, which was an
establishment of a telecommunication system so that NLC could better etspii@nsport
capacity. Later it was argued, in an article published in Development Today 7 #1883

NLC was controlled by the Pakistani army and that NLC where transporting both weapons
and drugs (heroin). This raises the question whether or not eisatffanalysis of the buyer,

NLC was

done

before

granting

the buyWSD6s cr e

21.880.000, and it was also granted mixed credit, approved by Norad.

I n 1998

Gl EK deci

ded

t o

gr antingooUBE2Z buyer 6s

250000, for the secongbhhaseof the radio line system project to the same buyer. The audit
team cannot find evidence tratherGIEK or Norad made an assessment ofctiitecism of
NLC noted abovédefore issuing the new guarantee to NHowever the audit teantid find

i n

Norad©os

®2 IMF Country Repd No. 05/408
% Article in Development Today I&ivind Fjeldstad, Feb. 1993 (article found in GiEkive)
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t hat

Norad received a fi



phase of the project. This, howevdoesnotamount tcevidencehat a thorough analysis of
the buyer, NLC was conducted.
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Table 8: Main findings - Pakistan
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- Power Line Carriers

- WAPDA is a state
owned and partially self
governing orgarsation
with the purpose of
producirg and
distributing electricity,
as well as development
and maintenance of the
high voltage network in
Pakistan.

Syndicate agreement
between GIEK (50 %)
and Westdeutsche
Landesbank (Europa)
AG (50 %) which
guarantees for MNOK
9.75 each.

Radio Line System,
establishment of a
telecommunication
system so that NLC
could better exploit its
transport capacity (phas
1).

Seeseparate related
contract description for
phase 2.

- This is a somewhat

Document

verifying the

premium observations:

amount AGIEK issued a
requested by

GIEK previous recourse claim

on the suppliewasin

dispute.

Application
from NLC to
GIEK is not
complete

guarantee
commitment
Exporte
declaration
Purchase
agreement
Document 1989.

commitment even though

- High degree of compliance. -
Underline the following
observations:

AGIEK claims that the risk
Signed in projects in Pakistan is
generally too high to give
a guaantee, but agrees tc
give guarantee in
combination with aNorad
guarantee for USD 11,67
mill through the UG

- High degree of compliance. - Generally low degree of
Underline the following

compliance. Some

principles arecovered in

part:

A2. Informed Decisions:
partly covered by loan
agreement

A4. Responsible credit
decisions: partly covered
by that the Debtor is The
President of the Islamic
Republic of Pakistan, and
that GIEK has evaluated
Pakistands ¢
political situation.

Generally low degree of
compliance. Some
principles have been
covered in part:

A2. Informed Decisions:
partly covered by loan
agreement

A4. Responsibleredit
decisions: partly covered
by that the Debtor is The
President of the Islamic
Republic of Pakistan, anc

- Generally high degree of

Exceptions noted:

AcClassification of
sovereign risk and buye
risk

AAssessment of if the
project is commercially
viable

ANotification

Low degree of complianct
with OECDi CA.

Low degree of compliance
with OECD Princigpes on
Sustainable Lending.

Generally high degree of
compliance with OECD
AOSEC.Exceptions
noted:

AcClassification of
sovereign risk and buye
risk

AAssessment of if the
project is commercially
viable

ANotification



special case, due to the
credit amount, U.S$
24.31 million, and that it
is a combination of

Gl E K6 s orabnsd
guarantee schemes.
(Outwardly) the
syndicate consists of
WLB and GIEK (GIEK
fronts Norad for a part o
the guarantee)

Communications media fo
communication over
power grid

verifying the
premium
amount
requested by
GIEK

No
documentation
available.

ANo documentation on

statement from GIEK to
Norad (land assessment),
nor on that notification
has been sent. (UD989, §
8)

Aln an article fom 1993

found in the fdder,
National Logistic Cell is
associated with dealing in
drugs and weaporfs.

No documentation available

% Article in Development Today i@ivind Fjeldstad, Feb. 1993 (article found in GiEive)
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that GIEK has evaluated
Pakistanos
political situation

- Degree of compliance

with the OECDi' CA is

low.

ANorad has received a
final report with a
project evaluation. This
is partly in compliance
with the requirement of
ex st reports
stipulated in paragraph
32.

- Degree of compliance

with the OECD principles
for sustainable lending is
assessed dgw.

No documentation available No documentation available
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Feasibility study of a 500
MW power plant

Instrument for checking
and monitoring system for
pipelines

- State
guarantee

- Legal Opinion
from the
Ministry of
Law and
Justice in
Pakistan

- No significant
missing
documents

- High degree of compliance. - Generally low degree of

Following observations

highlighted:

ARelated application to
Norad for financial
support for training was
rejected

Aln passing limit of NOK
400 mill with this
application, GIEK

assessed risk assessmen
of Pakistan as acceptable

ANorad approved mixed
credit, thereby
undertaking certain

assessments relating to tt
developmental effect of th

project

compliance with some

partial exceptions:

AAgency and Informed
Decisionsi Lenders:
Project information was
provided to Pakistani
authorities. Insuffient
information available to
assess whether
appropriate efforts were
made to satisfy the
principles but partial
compliance noted.

ADebt restructuring$
Lender: active efforts haw
been made to restructure
the outstanding debt owe!
by Pakistan

- High degree of compliance. - Generally bw degree of

compliance with UN

principles with some partial

exceptions:

AAgency and Informed
Decisionsi Lenders:
Project information was
provided to Pakistani
authorities. Insufficient

Generallyhigh degree of

compliance with OECD

AOSEC, with following

exceptions:

ASovereign risk
assessment, buyer risk
assessment

Low compliance with

OECDi1 CA with

following observations:

ARisk assessment of the
project, the buyer is not
documented in the
folder, but in a board
note GIEK refers to a
country note, which
implies that an
assessmerdf the
countryos e
political situation has
been conducted.

Low degree of complianct
with Sustainable Lending
Principles

Generally high degree of

compliance with OECD

AOSEC, with following

exceptions:

ASovereign risk
assessment, buyer risk
assessment

Low degree of complianct
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- Expansion of a radio
relay system (phase 2
for phase 1 seseparate
description}

- Signed policy

Underline the following

observations:

AEconomic sanctions
against Pakistan in June
1998, but since @K was
already committed tthe
exporter the sanctions dic
not affect this case

AGIEK found that the
borrower has violated the
cash elemerit Pakistan
has paid with Promissory
Notes instead of cash
payment which violates
with GI EKO®s
that 15 % & the ontract
amount is to be paid by
cash (discussed in GIEK
board memorandums).
GIEK decided to accept
this, as a ondime
occurrence.

ADecember 1998, GIEK
states that they cannot

information available to
assess whether
appropriate efforts were
madeto satisfy the
principles but partial
compliance noted.

ADebt restructuring$
Lender: active efforts hav
been made to restructure
the outstanding debt owe:
by Pakistan

- High degree of compliance. - Generally low degreef

compliance. Some

principles are covered in

part:

A4. Responsible credit
decisions: partly covered
by that The President of
the Islamic Republic of
Pakistanguarantees for
the loan, and that GIEK
has evaluat e
economy and political
situation.

with OECDi CA

- Low degree of complianct
with Sustainable Lending
Principles

- Generally high degree of

compliance with OECD

AOSEC. Exceptions

noted:

AcClassification of
sovereign risk and buye
risk

ANotification

- Low degree of compliance

with OECDT1 CA.

- Low degree of compliance

with OECD Principles on
Sustainable Lending.



Engineering advisory
services

- No significant
missing
documents

continue with the
payments under this
guarantee as they know
that the payrants likely
will be rescheduled under
debt cancellation in Paris
Club. Still GIEK accepted
further withdrawals under
the assumption that the
consolidation time was
moved so that the first
payment took place after
31.12.2000, avoiding in
this way the Housto
terms.

Aln an article from 1993,
National Logistic Cell is
associated with dealing in
drugs and weaponsve
cannot find that GIEK has
made any assessment of
this before issuing the ne\
guarantee to NLE?

- High degree of compliance.

®® Article in Development Today I6§ivind Fjeldstad, Fe 1993 (article found in GIEfchive)
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- Generally low degree of - High degree of
compliance with W compliance with OECD
principles with some partial AOSEC with following
exceptions: exceptions:

AAgency and Informed Asovereign and buyer ris
Decisionsi Lenders: assessment
Project information was
provided to Pakistani - Partid compliance with
authorities. Insufficient OECDi1 CA
information available to AProject evaluations
assess whether including potential



Guarantee Contract Case Missing Degree of compliance with | Degree of compliance with | Degree of compliance with
Information Documents Previous GIEK UN Principles Current GIEK

Water and
Power
Authority
(WAPDA)
- Applicable
guidelines:
AO i 1994
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Somalia

Only one contract fromd979 is in our auditqrtfolio, amounting to approximateMNOK

NOK 44. The contract was a seismic survey off the coast of Somalia.

Political situation/governance and economdevelopment

Somalia has been in a state of civil war in the last decades also before the 1649 a@st

entered. Mohamed Siad Barre took over in an essential bloodless takeover in 1969. In July

1977, the Ogaden War broke out. In 1979, the Bgowernnentshifted partnership from

Russia to USA.

The GNI per capita for Somalia is low, and have \éatietil 1991, when the Mohamed Siad
Barre's government collapsed as the Somali Civil War broke out.

Figure 8: GNI per capita, Atlas and PPP (Purchasing Power Parity) method (current US$). Source: World Bank

200
150
100

50

Somalia

= GNI per
capita (USD)

"Roadmap for the Ehof Transition”, a political process led to the establishment of
permanent democratic institutions in Somalia by late August 2012, and the first permanent
central government in the country since the start of the civil carplace. Somalia is ranked

as he most corrupt country (number 174 sharing the last place with North Korea and
Afghanistan) of the 176 countries and territories in the Corruption Perceptiorfindex

Main findings

The audit team has not uncovered any significant findings onthe Semal@ap | i er 6 s

guarantee granted the exportemn 1979. Some missing documents, for example signed
policy and board memorandums, are sumsadrinTable9. The guarantee is approved by
Norad under the special grantee scheme. Norad haada an assessment of the project

which states that the project may have great influence on economic growth in Somalia.

®¢ NI yaLl NBy Oe
corrupt and the 176 is the most corrupt.
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Table 9: Main findings - Somalia

- Supplier's - Financing of seismic - Signed - High degree of - Generally low degree of - Generally high degree of
Credit surveys off the coast of  guarantee compliance. compliance. Some compliance with OECD
Guarantee Somalia commitment principles have been AOSEC.Exceptions

- 1979 - Signed policy covered in part: noted:

- Guaranteed - Eksportfinans not - Purchase A4. Responsible credit ANo documentatin on
amount: involved in this agreement decisions local costs
NOK transaction. - Signed loan AcClassification of
43.631.000 agreement (only sovereign risk and buye

- Buyer: draft inthe risk
Somali folder) ANotification
Democratic - Board
Republic memorand - Partial degree of

- Applicable compliance with OECD
Guideines: CA.

GSOi 1969 AGeneral Principles: To

- Guarantee some degree covered by
approved by Norad who states that
Norad under the project may have
GSO great influence on

economic gravth in
Somalia.

- Partial degree of
compliance with OECD
Principles on Sustainable
Lending.

ATo some degree covere
by Norad, who states
that the project may
have great influence on
economic growth in
Somalia.
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Sudan

Country note

Altogether three contracts areluded in our audit from Sudan. The contracts were entered as
early as 1977 and 1979, and had a total of alddN®K 179.4

Year MNOK

1977 1.8
1979 2.6
1979 175.0
Total 179.4

Political situation/governance

Sudan suffered seventeen years of cial @uring the First Sudanese Civil War (185972)
followed by the Second Sudanese Civil War between central government of Northern Sudan
and the SPLA/M of Southern Sudan. This led to the Second Sudand3&'&iin 1983.

Because of continuing politicahd military struggles, Sudan was seized in a bloodless coup
d'état by colonel Omar-@ashir in 1989, who thereafter proclaimed himself President of
Sudan. The civil war ended with the signing of a ComprsiierPeace Agreement which
granted autonomy to valh was then the southern region of the country. Following a
referendum held in January 2011, South Sudan seceded on 9 July 2011 with the consent of
Sudan.

Sudan is ranked as one of the most corrupt c@msin the world, ranked as number of 173 of
the 1% countries and territories in the in§éx

Economic development

In 1972 the Sudanese government became mor@/pstern, and made plans to export food

and cash crops. However, commodity prices declined throughout the 1970s causing economic
problems forfSudan. At the same time, debt servicing costs, from the money spent

mechansing agriculture, rose. In 1978 the International Monetary Fund (IMF) negotiated a
Structural Adjustment Program with the government. This further promoted the mechanized
export agiculture sector. This caused great economic problems for the pastoralists of Sudan.

During the late 1970s and 1980s, the IMF, World Bank, and key donors worked closely to
promote reforms to counter the effect of inefficient economic policies autiges By 1984,

a combination of factors, including drought, inflation, and confused application of Islamic
law, reduced donor disbursements and capital flight led to a serious fesa@lgange crisis

and increased shortages of imported inputs and commodftaes. significantly, the 1989
revolution caused many donors in Europe, the U.S., and Canada to suspend official
development assistance, but not humanitaria?¥.@elow is an illustration of the GNI per
capita for Sudan, showingnancrease in GNI per c#@a untilthelate 1980s.

o7 Transparency International 20XZorruption Perceptions Index 20 2ZNumber 1 is perceived as least
corrupt and the 176 is the most corrupt.
8 Wikiepdia «Economy of Sudan»

107



Sudan
1400
1200 I’
1000 I
800
600 ’\ I GNI per capita
400 %@L (USD)
208 7/
_O N ouLowmOoLwmoLwmOo
O O NN~INNO0WOWOoO O O O
DO O) OO OO O (o)) o
A N NN

Figure 9: GNI per capita, Atlas and PPP (Purchasing Power Parity) method (current US$). Source: World Bafik

Debt situation

As Sudan bec amstdebtordo tive Wiorld Bahlsand Iterngtielkdnetary
Fund by 1993, its relationship with the international financial institutions soured in the mid
1990s and has yet to be fully rehabilitated.

Capital flight

Sudan together with the many other countries in theSaltaran region has had grsficant
capital flight out of the country. Below are figures for key indicators of capital flight, as
average for the period 19-2010.

The capital flight as percentage of GDP is 2.8% of GDP and is the 12th highest of the 33
countries in Subahaan Africa cowvered in tke statistic®.

Capital Capital Capital
flight / flight per flight/capital
GDP (%) capita ($) formation (%)
Sudan 2.8 34.9 15.6
Main findings

The audit team has not identified any significant findings regarding the guarantadsgrov

to Sudan. Some observations are though worth noting. In the céselefivery of 82 barges

for river transport it was a dispute about whether or not the Norwegian share of costs in th
project was sulfficient. In a letter to Eksportfinans, NorgespBiad expressed their concern

for the low Norwegian share of costs in the project, and suggested a Norwegian supplier for
the propellers. The project proceeded with the planned Germalesugefended by that the
Norwegian supplier was too inexperiedcwith the technology.

®World Bank, http://data.worldbank.org/dataatalog/GNiper-capitaAtlasand-PPPtable
" Source: Boyce, James and Leonce Ndikumana, Political Ecoreagrdh Institute, University of
Massachusetts.
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Table 10: Main findings - Sudan
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- Turn-key plant to wood
factory (sawmill project)

Advisory services relating
to supervision of Sudanes
satellite network

Ekportfinans were not loat
providers in this contract.

Signed guarante¢ - Due to few documented

commitment
Signed policy
Country note
Loan agreement
Board
memorandum
explaining the
boar doés

Final signed
contract between
buyer and seller
Project
evaluations
State guarantee
from Sudan

board memorandums

explaining t

recommendation, many of

the paragraphs in GSI69
where difficult to assess. As

a result we cannot conclude

on whether or notie

guidelines where followed.

Underline the following

observations:

AGIEK found that the state
guarantee from Sudan dic
not meet requirements.
GIEK therefore reduced
the coverage rate to the
exporter from 90 % to
50%.

Generally high degree of
compliance noted despite
missing documents.

- Generally low degree of

compliance. Sme

principles have been

covered in part:

A7. Debt Restructurings:
Documents in the folder
indicates that
Eksportfinans and GIEK
have been positively
involved in trying to find
a solution to the loan
defaults

Generally low degree of
compliance with UN
principles

AAgency and Informed
Decisionsi Lenders:
Project information was
provided to Sudanese
authorities. Insufficient
information available to
assess further.

ADebt restructuring$
Lender: active efforts
have been made to
restructure the
outstanding debt owed by

High degree of
compliance with OECD
AOSEC. Exeptions
noted:

AcClassification of country
risk, sovereign risk and
buyer risk

ANotification

Low degree of complianct
with OECDi CA.

Low degree of compliance
with OECD Principles on
Sustainable Lending.

Generally high degree of
compliance with OECD
AOSEC. Excetions
noted:

AcClassification of
country risk, sovereign
risk and buyer risk

AAssessment

AProjectds ¢
viability

ANotification

Low degree of

compliance with OECD
CA



- Barges for ner
transport

- Delivery of:
A16 push tugs/boats
A50 cargo barges/bulk
barges
A8 flat top barges
A2 crane barges
A6 oil barges

Signed guarante¢ - High degreef compliance.

commitment
Document
confirming UDG
education and
training
subsidies
Signed policy
Board meeting
minutes

Underline the following

observation:

AEksportfinans made
payments under the loan
agreement on the basis ¢
the present decree of the
President until the
approval of the People's
Assembly (this was
approved by
Handelsdepartementet.)

Aln a lette to
Eksportfinans, Norges
Eksportad expressed
their concern for the low
Norwegian share of costs
in the project, and
suggested a Norwegian
supplier for the
propellers. The project
proceeded with the
planned German suppliel
(defended by that the
Norwegiansupplier was
too inexperienced with
the technology).

AThe Norwegian share of
costs is only estimated to
63 % of the contract
amount, though approvec

Sudan

- Generally low degree of

compliance. Some

principles have been

covered in part:

A2. Informed Decisins:
partly covered by loan
agreement

A4. Responsible credit
decisions: partly covered
by that the Democratic
Republic of Sudan is the
debtor, and that Norad
has eval
economy and political
situation.

A5. Project Financing:
partly covered byNoradd ¢
assessment of the projec
potentially social
economic effects.

uat -

- Low degree of

compliance with
Sustainable Lending
Principles

- Generally high degree of

compliance with OECD

AOSEC.Exceptions

noted:

AClassification of
sovereign risk and buye
risk

AAssessment of
comnercially viahlity of
the project

ANotification

Partial degree of
compliance with OECD
CA.

A4. General Principles:
Partly covered by
Norad, who states that
the project may have
great influence on
economic and social
development in Sudan.

A10. Potential
environmental and
socil impacts: Social
impacts arepartly
covered byNorad s
assessment.

Partial degree of
compliance with OECD



Guarantee Contract Case Missing Degree of compliance with | Degree of compliance with | Degree of compliance with
Information Documents Previous GIEK UN Principles Current GIEK
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Zimbabwe

Altogether seven contracts in our portfolio relate to Zimbabwe, with a total contract amount
of approximatelyMNOK 149.4 The contracts were spread between 1992, 1993 and 1996,
with a small contract entered into in 20@&Xportfinans concluded a mixed creditdiwith
Zimbabwe in 1992.

Year MNOK |
1992 30.2
1993 18.3
1996 97.5
2000 3.5

Total 149.4

Political situation/governance

Zimbabwe was established as an independent state in 1980 following the end of several years
of guerrilla war. This was followed kg peace negotiation and an election in May 1980. A

white minority regime stepped down and a the two winning parties-R&mand Zapu

initially shared a coalition, but later ZafF along with its leader Robert Mugabe demolished
Zapu and declared a de facineparty state in 1987, remaining in power ever sthce

Economic development

The new government after independence promoted socialism, partially relying on
international aid. The new regime inherited one of the most structurally developed economies
ard effective state systems in Africa.

The economy has been in decline more or less continuously since 1980 until 2008/2009
measured in GNI per capita, deigurel0. After a political agreement was signed between
Mugab® s Z& andhe two MDC opposition fractions, the GNa$hincreased.

Rhodesia, from 1980 Zimbabwe
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400 ‘///
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Figure 10: GNI per capita, Atlas and PPP (Purchasing Power Parity) method (current US$). Source: World Bafdk

The government started crumbling when a bonus to independerc/eterans was
announced in 1997 (which was equal to 3qeett of GDP) followed by unexpected spending
in Congo's civil war in 1998. In 1999, the country also witnessed a drought which weakened

" Meredith, Martin 2006, «The State of Afriga history of fifty years of independence».
"2\World Bankhttp://data.worldbank.org/datacatalog/GNiper-capita-Atlasand-PPPtable
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the economy further; the economy could not recover, wihiiainately led to the country's
bankruptcy in the next decadéhe local currency was taken out in 2009 after several years
with hyperinflation beyond measurement, and nowRhad and USD are used iead.
Zimbabwe is in debt distress with an unsustdmédvel of debt.

Zimbabwe is ranked as one of the most corrupt countries in the world, ranked as number of
174 countries out of 176 countries and territdfigglost contracts in this audit went to

ZESA. Already in thdate 1980s, ZESA was known for masstcorruption, and corruption
claims have recurred frequently sifite

Capital flight
Zimbabwe together with the many other countries in the&ahmran region has experienced
a significant capital flight out of the country.

Capital Capital Capital
flight /GDP flight per flight/capital

(%) capita ($) formation (%)
Zimbabwe 2.7 45.9 60.1

The capital flight as percentage of GDP is 2.7% of GDP and is theigBest of the 33
countries in SuBahaan Africa covered in this statistfc

Evaluations

In its evaluation report from 2000, FAFO concluded that the projects in Zimbabwe were
acceptable, but in the evaluation questioned if the planning process was sufficiently robust.
The report found that mixed credit projects in Zimbabwe appeared to havgiber

development priority and were processed through normal routines within the appropriate
government bodies. Projects are submitted by various government agencies and departments.
They are then screened by a number of committees to establish tbeiawadl alignment with
national development objectives, as well as their economic sustainability. The accepted
projects are subsequenpyioritisedand decisions are then taken as to which of thenbea
undertaken with the domestic funds available. For&igds are sought to finance the

remaining projects. The Ministries of Finance and Economic Planning are the key players in
this process, and the Public Sector Investment Programme provides the formal framework for
the prioritization of projects. Officigl, all projects financed through mixed credits are linked
with and integrated into development plans and policies. In practice, however, FAFO found
that it is questionable whether these plans aridigs are really cogent and fit for
implementation. Prgeective donors and suppliers seem to be able to exert considerable
influence. On the one hand, formulated development plansdaictep are not always

followed and implemented. Even if the financed projects may all be important, it is unclear
how they stad with respect to development value in competition with alternative proposals.

In Zimbabwe, the end users generally initiates phojects themselves. However, once a need
had been identified and expressed to both government and donors, informal Idbbying

BeNI yaLl NByOe LyGSNYlFGAZ2Ylf HAaMH &/ 2NNHZIGIA2Y t SNOSLIGA
corrupt and the 176 is the most corrupt.

" Meredith 2006; Meredith 2002, « MugatgePowerand Plunder in Zimbabwe»

® Source: Boyce, James and Leonce Ndikumana, Political Economy Research Institute, University of

Massachusetts.
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mixed credits by officials from the agencies concerned, government officials, prospective
suppliers and by prospective donors often took place in way that could blur the formal
procedure. Norwegian companies and official representatives were no erdephis rule,
according to the report.

Main findings
The most noteworthy findings from our assessment of the Zimbabwean contracts were as
follows:
1 As mentioned irearlier in this sectiodESA (Zimbabwe Electcity Supply Authority,
a stateowned corpany) was the buyer involved in the majority of contract within the
scope of the debt audit. The contracts with ZESA were entered into in the early to
mid-1990s when the corruption claims regarding the company \pearently already
well known.
1 For one otheguaranteewith ZESA a significant amount of documentation could
not be |l ocated including the GIEK board o
assessment and approval of the guarantee. Other documentation, such as project

analysis and budgeter e f ound on Noraddés files and t
guarantee policy document, contract and legal opinion from Zimbabwe were found on
Eksportfinanso fil es. The cdttwadsesotie d o c u me

process around entering thent@ct but as this contract related to a series of contracts
stemming from a frame agreement entered into in 1992 between the Government of
Zimbabwe and Eksportfinans as well as several other loan agreements entered into
with ZESA, there is enough cumulatiinformation in order to form an opinion

1 The GIEK country assessment for Zimbabwe ddtetk 193 was considered in a
GIEK board meetingn July 193, where it noted thaithe country had a relatively
diversified economy. Experience with (re)payment wery good despite challenging
times. However, foreign debt is increase to perilous proportions. Standard of living is
decreasing dramatically and unemployment is increasing. The Government is facing
heavy criticism but the opposition is not in reality eettt. It is likely that the country
will continue to benefit from international aid. Conclusion: with regard to the above,
the administration considers the risk to be acceptable for the case in goestion.

1 With regard toone of the guaranteaswas notedhat in terms of compliance with
OECDIi CA 16. Environmental and Soci al | mpac
evaluation of the environment, a ADetail e
that shall be conducted in accordance with governmental envintaihnegulations.

The observations show that serious risks and Waating to Zimbabwe were apparent at
the time of issuing the contracts, particularly in relation to contracts awarded to ZESA.
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Table 11: Main findings - Zimbabwe

- System for
troubleshooting and
maintenance of telephone
lines / equipment.

Electromechanical
equipment for building
mountainside fuestorage

facilities
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- State
guarantee
from
Zimbabwe

-Export
declaration

- Purchase
agreement

- Official
response to
application
from Norad
i whether
approval or
rejection of
mixed
credits
Project
evaluations

- High degree of

complance. No
exceptions noted.

- Generally high degree of

compliance with previous

GIEK. Following

observations highlighted:

documents:

AMany documentdetters
and other information or
file, unclear which are
final.

ANo official response
found from Norad other
than GIEK note stating
that Norad had rejected
the application due to

- Generally low degree of

compliance. Some

principles have been

covered in part:

A2. Informed Decisions:
partly covered by loan
agreement

A4. Responsible credit

decisions: partly covered

by that the Zimbabwe
Ministry of Finance is

guarantor, and that GIEK
evaluat ¢

has
economy and political
situation.

Generally low degree of
compliance witHJN

principles. Some exception:

noted:

AAgency and Informed
Decisionsi Lenders:
Project information

provided to Zimbabwean

authorities. Insufficient
information available to
assess whether
appropriate efforts were
made to satisfy the
principles but partial

Generally high degree of
compliance with OECD
AOSEC. Classification of
country riskseems to have
been assessed according
Noradds proced
can therefore be said t
comply in some degree.
Exceptions noted:
AcClassification of
sovereign risk and buye
risk
ANotification

Low degree of compliance
with OECDi CA.

Low degree of compliance
with OECD Principles on
Sustainable Lending
Variable degree of
compliance with OECD
AOSEC. Some
observations:
Asovereign risk
assessment, buyer risk
assessment
Acannad find final
applicable interest rate
AProject eligibility
ANotification

Low compliance with
OECDI CA.
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Delivery of three
transformers and spare part

Project
evaluations
Official
response

being unable to assess
the social impacts of the
project based on
available information

ATransfer of debt to
another Zimbabwean
stateowned company
due to difficulties in
obtaining USD currency
The risk was known to
lending institutions
before entering into loar
agreement and
guarantee.

- Generally high degree of
compliance with previous
GIEK. Following
observations highlighted:

from Norad A Do not see requirement

(project
evaluation
by Norad)
Expost
declaration

for 70% Norwegian
deliverables as part of
loan guarantee, a
breach of § 4GAO-
1980

compliance noted.

ADebt restructuring$

Lender: active efforts hav:
been made to restructure
the outstanding debt owe
by Zimbabwe

- Generally low degree of

compliance witHJN
principles. Some exception
noted:

AAgency and Informed

Decisionsi Lenders:
Project information
provided to Zimbabwean
authorities. Insufficient
information available to
assess whether
appropriate efforts were
made to satisfy the
principles but partial
compliance noted.

A Debt restructurings
Lender: active efforts hav
been made to restructure
the outstanding debt owe:
by Zimbabwe

- Generally low levebf

compliance withtOECD
Sustainable Lending
Principles

Partialdegree of
compliance with OECD
AOSEC. Some exception:
noted:

Acannot find
confirmation that local
costs capped &0%

ASovereign risk
assessment, buyer risk
assessment

Acannot find final
applicable interest rate

AProject eligibility

ANotification

Partial compliance with

OECDI CA:

ASome degree of
screening evident but
insufficient support for
consideration and
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Power Il Project. Project
deliverables planned to

include engineering service:

project management and
construction inspection

regarding expansion of high

voltage power grid

documents

- Generally high degree of

compliance with previous

GIEK regulations.

Following observations

highlighted::

APolicy was later
extended in 1993 to
include currency
guarantee as
Eksportfinans offered
loan in USD. Known to
lending authorities that
Zimbabwe had
difficulties in obtaining
transferable currency.

- Generally low degree of
compliance with UN
principles. Some exception:
noted:

AAgency and Informed
Decisionsi Lenders:
Project information
provided to Zimbabwean
authorities. Insufficient
information availale to
assess further

A Debt restructurings
Lender: active efforts havi
been made to restructure
the outstanding debt owe
by Zimbabwe

review ofsocial and
environmental factors

Generally low degree of
compliance withHOECD
Sustainable Lending
Principles

Generally high degree of
compliance with OECD
AOSEC. Some
observations:
Asovereign risk
assessment, buyer risk
assessent
AProject eligibility
ANotification

Generally low degree of
compliance with OECD
CA:

ASome degree of
screening evident but
insufficient support for
consideration and
review of social and
environmental factors

Generally low degree of
compliance wittOECD
Sustainable Lending
Principles
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Complete refurbishment of
330kV Norton station in
Zimbabwe

- Mutare Water Supply
Projecti delivery of GUP
tubes

Minutes and - Compliance with previous - Conpliance with UN

decision
taken by
GIEKs
board of
directors
Approval of
mixed
credits by
Norad
(other than
being ce
signatory to
contract)
Applications
to GIEK,
Eksportfina
ns and
Norad
Project
evaluations
Export
declaration
staement
Whether
foreign
currency
guarantee
was
required and
issued

Country note -

Signed

policy
Purchase

GIEK is assessed to be
high despite the missing
documents. Important
documents have been
reviewed including the
original guarantee policy
document, loan agreemet
and contract between
buyer and supplier. It is
also relevant to note that
this contract stemmed
from an original contract
signed with Zimbabwe in
June 1992 for which key
documentation has been
reviewed. Following
observations highlighted:
ALack of availableGIEK
board minutes makes it
difficult to understand
the risk assessment thai
was performed and
whether this satisfied thi
criteria set out in AO
1994 § 8 Risiko.

ALack of information from
Norad makes it difficult
to assess how the proje
was evaluated

High degree of

compliance. Underline the

following observations:
ARisk assessment of the

principles is considered as
low based on assessment ¢
information included as wel
as missing documents.
Partial compliance is
reasonable conclusion for
some principles given
Zimbabwean Government
were signatories to contrac
Aagency andriformed
Decisionsi Lenders:
Project information was
provided to Zimbabwean
authorities. Insufficient
information available to
assess further
ADebt restructurings

- Partial degree of

compliance with OECD

AOSEC. Some

observationsioted:

ASignificant amount of
missing documentation
makes it difficult to
assess

ADo not find requirement
for maximum local cost
proportion of 30%

AcCilassification of country
risk, sovereigmisk
assessment and buyer
risk

AProject eligibility

ANotification

Lender: active efforts hav - Low degree of compliance

been made to restructure

the outstanding debt owe:

by Zimbabwe

- Generally low degree of

compliance. Some
principles have been
covered in part:

with OECDi1 CA

- Low degree of compliance

with Sustainable Lending
Principles

- High degree of
compliance with OECD
AOSEC. Exceptions
noted:



- Guaranteed
amount:
NOK
126.350.000

- Buyer: City
of Mutar e

- Applicable
Guidelines:

agreement

AO T 1994
- Mixed credit

approved by

Norad
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buyer is not documentec
in the folder (deviation
to § 8 Risk, AG 1994).
ANorad has assessed the
projects economic and
environmental impacts.

A4. Responsible credit
decisions: prtly covered
by that The Government ¢
Zimbabwe guarantees for
the loan, and that GIEK
has evaluat ¢
economy and political
situation.

AB5. Project financing:
partly covered bNoradd s
assessment of the project
economic and
environmental impacts.

Guarantee Contract Case Missing Degree of compliance with | Degree of compliance with | Degree of compliance with
Information Documents Previous GIEK UN Principles Current GIEK

AClassification of

sovereign risk and buye
risk

- Partial degree of
compliance with OECD
CA.

A4. General Principles:

partly covered by
Noradds ass
the projects economic
and envirmmental
impacts.

A10. Potential
environmental and
social impacts:
Environmental impacts
are partly covered by
Nor adodos ass

A16. Environmental and
Social Impact
Assessment (ESIA): In
Noradobés eva
the environment, Norad
refers to a Detailed
Envronmental
Assessment that shall b
conducted in accordanc
with governmental
environmental
regulations.

- Partial degree of
compliance with OECD
Principles on Sustainable
Lending.
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- 88 KV Substation

Cowdray Park

- Subgation to provide

electricity to a newly
established residential an
commercial area near
Bulawayo.

- Signed
policy

- High degree of

compliance. Underline the

following observation:

AProviding this policy
GIEK exceeded its
country limiti MNOK
100 (stated irdecision
document)

APayments under the
policy where stopped in
fall 2000. It was only
paid outMNOK 3,5
under the policy, which
is the amount
outstanding to date plus
interest. GIEK gave
compensation to the
exporter of MNOK 0.8
due to late notice of
waiverof the policy.

- Generally low degree of

compliance. Some

principles are covered in

part:

A4. Responsible credit
decisions: partly covered
by that The Government ¢
Zimbabwe is the debtor,
and that GIEK has
evaluated Zi
economy and political
situation.

AS5. Project financing:
partly covered byNoradd s
assessment of the project
potentially social
economic effects.

APartly covered by
Noradébés ass
the projects economic
and environmetal
impacts.

- High degree of

compliance with OECD

AOSEC.

Exceptions noted:

AClassification of
sovereign risk and buye
risk.

Partial degree of

compliance with OECDi

CA.

A4. General Principles:
partly covered by
N o r aadseéssment of
the projects potentially
social economic effects.

A10. Potential
environmental and
social impacts: Social
impacts are partly
covered byNoradb s
assessment.

Partial degreefo
compliance with OECD
Principles on Sustainable
Lending.

APartly covered by
Noradb s asses
the projects potentially
social economic effects.
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