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Sustainable Lending – Guidance for Applicants for ECGD support

1. In January 2008, OECD members agreed that loans to low income countries supported by their Export Credit Agencies (ECAs) should reflect sustainable lending practices.  The OECD has adopted a set of Principles and Guidelines
 to implement this agreement.  These Principles and Guidelines support efforts by the International Monetary Fund (IMF) and World Bank, following the substantial debt relief provided under the Heavily Indebted Poor Countries (HIPC) Initiative and the Multilateral Debt Relief Initiative (MDRI), to help low income countries avoid a renewed build-up of external debt.
2. It is UK Government policy to encourage both responsible lending to, and responsible borrowing and debt management by, low income countries.  ECGD’s Statement of Business Principles makes clear that debt sustainability is an important factor in ECGD’s consideration of support for exports and investments to low income countries.  ECGD’s policy is not to provide support for exports or investments to IDA-only
 countries, or countries with concessionality requirements under their IMF programmes, unless ECGD’s normal requirements and the Sustainable Lending Assessment Criteria set out below are met.

3. Given that the transactions for which ECGD receives applications for support are commercial transactions that may not meet all the aspirations of the donor community, sufficient evidence will need to be provided to allow ECGD to assess whether a particular transaction is likely to “support a borrowing country’s economic and social progress without endangering its financial future and long-term development prospects”
.

4. ECGD’s assessment takes into account the borrowing country’s existing external debt position and, where relevant, the impact of the proposed new borrowing on its indebtedness and the impact of the project on the country’s economic and social development.  Projects that have development potential for the borrowing country may not be supported if the resulting level of the borrowing country’s indebtedness is considered to be unsustainable.

5. HM Treasury approval is required before ECGD support can be provided for any transaction relating to IDA-only countries and countries with concessionality requirements under their IMF programmes.  The Department for International Development (DfID) provides ECGD with expert advice to assist ECGD in its sustainable lending assessment process.  DfID also provides HM Treasury with comments and its recommendation on ECGD’s sustainable lending assessment. 

6. In addition, ECGD will apply to all sustainable lending cases its normal requirements relating to credit worthiness, financial viability, environmental, social and human rights impacts, and anti-bribery and corruption.

Identifying Cases

7. A sustainable lending assessment, produced by ECGD, is required for each application relating to IDA-only countries, and countries with concessionality requirements under their IMF programmes, with a contract value of SDR 5 million
 or more.  A list of these countries is available on the OECD website
.  Where applicable, the ECGD Case Officer will inform the applicant that such an assessment is required. 

Timing

8. It assists if the sustainable lending assessment process begins as soon as possible, since the process may take several weeks to complete.  ECGD may issue an initial response to the applicant regarding support, subject to its consideration of the sustainable lending assessment criteria.

Process

9. Having identified an application as requiring a sustainable lending assessment, ECGD’s normal assessment process is set out below. 

10. The ECGD Case Officer will ask the applicant to complete the Sustainable Lending Questionnaire (Annex 1). The questionnaire is available on ECGD’s website
.  The completed questionnaire, along with any other relevant information, should be returned to the Case Officer.

11. Once ECGD has been provided with the necessary information, a sustainable lending assessment will be carried out by the Case Officer, in conjunction with ECGD’s Business Principles Unit (BPU) and in consultation with DfID.  The criteria for this assessment are set out under the heading “Sustainable Lending Assessment Criteria” below.
12. ECGD will ask the Foreign and Commonwealth Office’s (FCO) overseas representative in the borrowing country to provide information as to the likely economic and social impacts of the project.  For public sector projects, the FCO overseas representative may also comment on the need for the project and the priority given to it by the government of the borrowing country.  ECGD will request DfID to contact its country economist to provide similar feedback.
13. In order to provide a structure for the assessment process, cases are categorised as:

a)
Private Sector Civil;

b)
Public Sector Civil; or 

c) Defence. 
14. For each case, ECGD will produce a sustainable lending assessment, taking account of any comments received from the IMF, the World Bank, the FCO overseas representative and DfID.  This assessment will be forwarded to DfID.  DfID will forward the assessment, along with its own comments and recommendation, directly to HM Treasury.

Sustainable Lending Assessment Criteria

15. In assessing whether a case meets sustainable lending assessment criteria, ECGD will consider relevant factors associated with the case, such as:

a)
The degree to which the government of the borrowing country can afford new debt on non‑concessional terms;

b)
Whether the amount and tenor of the proposed new debt is consistent with the country’s Debt Sustainability Analysis (DSA) under the joint World Bank / IMF Debt Sustainability Framework;

c)
Whether the amount and tenor of the proposed new debt comply with any limits set in the country’s IMF and/or IDA programme; and

d)
Whether the export contract price represents value for money.
16. For those countries that do not have concessionality requirements to the IMF and/or to the IDA, ECGD and DfID will also “take into account the results of the most recent IMF/World Bank country-specific debt sustainability analyses (DSAs) conducted within the joint Debt Sustainability Framework”
.  Key factors in assessing medium-term
 debt sustainability include: 

a) The path of external debt stock and debt service ratios relative to indicative IMF thresholds.  Thus -
(i) Sustained breaches of IMF thresholds in the DSA “baseline scenario” would be indicative of a very fragile debt situation, which would be exacerbated by additional lending; 
(ii) Sustained breaches of DSA thresholds in “alternative scenarios” would call for a high degree of caution. 

b)
The level of development, strength of public institutions, and debt service track record.

c)
The size of the debt associated with the project and the extent of the financial returns to be generated.
Private Sector Civil Cases

17. For cases involving private sector buyers, the main consideration is the risk of debt migration to the public sector.  Further analysis of such cases will only be necessary if there is considered to be a material risk of the government or other public sector entity of the borrowing country having to assume responsibility for the debt.

18. Private sector cases will usually meet sustainable lending assessment criteria, as by their nature they are designed to be commercially viable and self-financing, and contribute to the economic development of the borrowing country.  Many large private sector projects in IDA-only countries, and countries with concessionality requirements under their IMF programmes, are organised on a structured finance basis, where significant effort goes into ensuring that the project is financially viable over the long term and has a robust hard currency revenue stream.

19. Exporters are required to provide full details of any guarantees or indemnities that may be provided by public sector entities to the buyers/borrowers involved in the transaction, or to confirm that no such guarantees or indemnities would be made available.  Where guarantees or indemnities from public sector entities are to be made available, the criteria for public sector civil cases must also be met.

Public Sector Civil Cases

20. For public sector civil cases, the objective is for the goods or project to represent a prudent use of scarce public funds, resulting in a significant and sustainable economic or social benefit for the borrowing country.  ECGD, after consulting DfID on the terms of the request, will seek details of the relevant concessionality requirements from the IMF and the World Bank.
21. For public sector projects it is necessary to demonstrate, as relevant, that:

a)
If not self-financing, the project is affordable and the source of funding is identifiable within the existing budget of the government of the borrowing country;

b)
Any new liabilities are approved by the borrowing country’s finance ministry, debt management office or central bank, and are consistent with that country’s overall borrowing plans;

c)
The project is a priority for social and economic development; and

d)
There is a demonstrable need for the project.

22. Other evidence, demonstrating that sustainable lending assessment criteria are met, may include:

a)
Reference to expenditure in the borrowing country’s poverty reduction strategy paper (PRS) or national development plan;

b) Feasibility studies or project appraisal documentation.
Public Sector Defence Cases

23. While the UK recognises the right of sovereign governments to protect their citizens and territory, for defence projects it is necessary to demonstrate that the project represents necessary and justifiable expenditure of the government of the borrowing country.  To be regarded as sustainable, such cases are likely to be related to the protection or preservation of the borrowing country’s economic interests.

24. For each defence case, ECGD, usually in conjunction with DfID, will decide what additional information is required in order to determine whether the sustainable lending assessment criteria are met.  Exports that have an export licence must still meet ECGD’s sustainable lending assessment criteria.

25. Defence projects generally require an export licence.  ECGD is not involved in the process for the issue of export licences.  The Department for Business, Enterprise & Regulatory Reform (BERR) manages the export licensing process with input from DfID, FCO and the Ministry of Defence
.  As part of its input into this process, DfID assesses defence exports to IDA-only countries and countries with concessionality requirements under their IMF programmes, and considers “whether the proposed export would seriously undermine the economy or seriously hamper the sustainable development of the recipient country”.  ECGD will not support any exports which require an export licence, unless such a licence has been granted by the relevant authority.
Procurement

26. The UK Government seeks to encourage developing countries to adopt sound procurement policies.  Competitive tendering enhances transparency and fairness, and is likely to assist the buyer in obtaining value for money.  In recognition of this, ECGD prefers that there is an open competitive tendering process for all business.  Where there has been an open competitive tendering process, it may assist in expediting the sustainable lending assessment process.  Copies of the invitation to tender and notification of the decision should be provided to ECGD wherever possible.  If, however, the contract is to be, or has been, awarded without an open competition, ECGD will seek additional information to explain why that was appropriate, and a demonstration that value for money has been achieved.  This may necessitate commissioning an independent appraisal at the applicant's expense.
27. Regardless of the tendering method used, ECGD will need to be satisfied that the procurement process has followed the applicable regulations in the borrowing country, and will apply its standard anti-bribery and corruption safeguards.  
Transparency

28. ECGD’s Statement of Business Principles includes a commitment to be as open as possible, whilst respecting legitimate commercial and personal confidentiality.  In line with this policy, ECGD publishes details of its sustainable lending policy and procedures on its website.  In addition, ECGD’s Annual Review includes details of guarantees issued in the relevant year. The Review also reports on the implementation of these sustainable lending assessment procedures.

29. Along with all other OECD member country Export Credit Agencies, ECGD reports annually to the OECD Export Credit Group on the guarantees that it has issued in support of exports to IDA-only countries and countries with concessionality requirements under their IMF programmes.

Next steps

30. Applicants for ECGD support should contact the ECGD Case Officer dealing with their application for case-specific information.
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ECGD - SUSTAINABLE LENDING QUESTIONNAIRE

This form should be completed when applying for ECGD support relating to any export or investment to IDA-only* countries and countries with concessionality requirements under their IMF programmes.  A full list of these countries can be found on ECGD’s website (www.ecgd.gov.uk).  Once complete, the form should be forwarded, together with the required supporting documentation, to the ECGD Case Officer.

If you require any assistance in completing this form please contact ECGD’s Business Principles Unit (email: bpu@ecgd.gsi.gov.uk, telephone 020 7512 7323).

1.
Project Title and Description:

Please give a brief description of the project, including the overall contract value and (where relevant) suppliers’ inputs (goods and services), its outputs, and its relationship, if any, with other projects.

2.
Is the project buyer in the Public or Private Sector?

If Public Sector:

-
Has the source of funding for the project been identified in the existing budget of the government of the borrowing country?  Please provide details.
-
Has the project been approved by the borrowing country’s finance ministry, debt management office or central bank?  Please provide details.
If Private Sector:

· Will the government or other public sector entity of the borrowing country provide any guarantee or indemnity in support of the project?  Please provide details.
* “IDA-only” countries are those that can borrow from the World Bank only on highly concessional terms.

3.
Is the expenditure consistent with any priorities and borrowing limits set out in the country’s IMF or IDA programme? 

4.
Has the contract been (or will it be) awarded following an open tender process?

· If yes, please provide supporting documentation including the invitation to tender and notification of the decision.

· If no, please provide evidence that the contract represents value for money.

5.
Contribution to Economic and Social Development

Please explain how the project will contribute to economic and social development in the borrowing country, including details of how the project will:

· Meet priority human development needs;

· Promote the inclusion of the poor in economic activity;

· Build or rehabilitate essential infrastructure;

· Promote economic growth; 

· Promote development of the indigenous private sector.
6.
Viability of the project

Will the project be self-financing after completion?



If so, how?  Please include references to any independent verification of the project economics and technical due diligence.  If not, please explain how the borrower will meet recurrent costs.

� 	See the OECD’s Principles and Guidelines to Promote Sustainable Lending Practices in the Provision of Official Export Credits to Low Income Countries (April 2008 Revision).  (Available at: � HYPERLINK "http://www.olis.oecd.org/olis/2008doc.nsf/LinkTo/NT000031BE/$FILE/JT03246229.PDF" ��http://www.olis.oecd.org/olis/2008doc.nsf/LinkTo/NT000031BE/$FILE/JT03246229.PDF� )


� 	“IDA-only” countries are those that can borrow from the World Bank only on highly concessional terms.


� 	Extract from paragraph 3 of the OECD’s Principles and Guidelines to Promote Sustainable Lending Practices.


� 	See � HYPERLINK "http://coinmill.com/SDR_calculator.html" ��http://coinmill.com/SDR_calculator.html� to convert between Special Drawing Rights (SDR) and other currencies.


� 	Available at: � HYPERLINK "http://www.oecd.org/department/0,3355,en_2649_34179_1_1_1_1_1,00.html" ��http://www.oecd.org/department/0,3355,en_2649_34179_1_1_1_1_1,00.html�.


� 	Available at: � HYPERLINK "http://www.ecgd.gov.uk/index/susdev_home/" ��http://www.ecgd.gov.uk/index/susdev_home/�.


� Extract from paragraph 4.(b) of the OECD’s Principles and Guidelines to Promote Sustainable Lending Practices.


� i.e. with an approximate 10 year horizon.





� The consolidated EU and National Arms Export Licensing Criteria, set out in a House of Commons Statement by the Secretary of State for Foreign and Commonwealth Affairs on 26 October 2000 (Hansard/Official Report, Columns 199W/203W).  � HYPERLINK "http://www.publications.parliament.uk/pa/cm199900/cmhansrd/vo001026/text/01026w13.htm#01026w13.html_dpthd0" ��http://www.publications.parliament.uk/pa/cm199900/cmhansrd/vo001026/text/01026w13.htm#01026w13.html_dpthd0� 
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