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AUSTRIA -- APPLICATION FOR A LOAN FOR THE Ltli!ERSEE
HYDROELECTRIC POTCR P1OJECT

1. The Bank has received an application in the form of a letter
from Dr. Kamitz, inister of Finance of Austria, for a loan to assist
in the financing of the Lnersee electric power project. The request
was accompanied by a brochure containing much detailed technical and
financial information about the project.

The Vorarlberger Illerke A.G.

2. The Liinersee project is an important part of the expansion plans
of the Vorarlberger Illwerke Aktiengesellschaft (V.I.W.). This largely
privately owned company was formed in 1922 for the purpose of developing
the hydroelectric resource of the Ill river in Vorarlberg, the western-
most province of Austria. It is not owned and controlled by the Austrian
Verbundgesellschaft (V.G.), the company already familiar to the Bank
through the Reisseck-Kreuzeck loan, although some power is sold to the
V.G. The company's principal function has always been to supply power to
Western Germany and the majority of the share capital has always been
German. The two principal owners at present are the Energie-Versorgung
Schwaben A0 G. (E.V.S.) and the Rheinisch-Westf~lisches Elektrizitatswerk
A.G.(R.W.E.) who are also the company's largest consumers. As from hay
1945, the distribution of share capital has been:

% of total capital

Province of Vorarlberg (Austria) 5.0000
Province of WUrttemberg (Germany) 15.0000
R.i.E. 41.6375
EV.S. 32.5000
Grosskraftwerke WVrttemberg A.G.(Germany) 0.0875
"Finelectra" (Swiss) 5.7750

100.0000

As a result of the German participation amounting to 89,225% the VIN are
under public administration, the supervisory agency being the Federal
hinistry of Transport and Nationalized Industries.
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The "IlLwerke Agreement"

3. Power produced by VIU is shared between RME, EVS, the provinces
of Vorarlberg and Tirol in Austria and the Austrian Verbundgesellchaft.
7he regulations governing the consumption of energy produced by VIT are
contained in the "Illwerke Agreement" which was signed in 1952. In
broad outline this agreement stipulates that the provinces of Vorarlberg
and Tirol may claim up to one third of the energy produced by VIW and the
Austrian Verbundgesellschaft may take arr part of this third which is not
claimed by the provinces. EVS and RE must each take over at least one
third of the production and in addition any supplies which are not taken
by the two provinces and the Verbundgesellschaft.

4. All the consumers of power under the Illuerke Agreement are
conmitted to reimburse the VIVI for power on the basis of annual costs.
The rate to be paid must cover all expenditure including operational and
administration costs, interest payments, adequate depreciation and taxes
and a dividend equal to the average dividend of R1E and EVS, but at least L

5, The Illwerke Agreement also contains provisions about the future
expansion of Vil and binds the consumers to take the additional power
produced by certain agreed developments of which the Liinersee project is
one0  In effect, therefore, the contract for the disposal of the output
of the new project has already been signed. According to the provisions
of the Illwerke Agreement the rights and commitments in respect of in-
stallations supplying power to German consumers do not expire until 80
years after the installations themselves have been put into service,

Description of the Project

6. The installations at present operated by the VIW on the upper Ill
river consist of four generating stations, Vermunt, Obervermant, Rodund
and Latschau, with a combined capacity of 353,000 kw, and three reservoirs,
The total annual power production is about 1,000 million kwh of which 30%
is winter power and 70/ summer power.

7. The L-Unersee project is essentially a project to produce winter
peak power from pumped storage, although it would produce some power in
the summer. In the summer, the flows of a number of small streams would
be puriped with cheap off peak energy (principally at night and on week-ends)
to the basin of an Alpine lake, LiUersee, the storage capacity of which
would be increased b-y the construction of a dan across its outlet; these
waters would be used, primarily in the wintertime, to generate energy in a
new power plant and also in the existing power plant, Rodund, The pumps
would be installed in the new power plant and would be turned by the ge-
nerators in the plant operated as motors with off peak energy. The water
would be pumped to the LUnersee through the penstocks, syphons and tunnels
wnich would be used also to bring water from the Lunersee to the new plant
to develop power. (See attached iMap),
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8. The new LUnersee power plant would be equipped with five
generators (motors) having a total capacity of 190,000 kw and five
pumps requiring about the amount of power in the generators when they
are operated as motors. The water passing through the power turbines
is to be discharged into a small existing reservoir (Latschau) which
now serves as a basin to regulate the flow to the Rodund power plant.

Q, In an average year the L Inersee and Rodund plants could produce
330 million kwh of winter energy and 80 million kwh of summer energy
or a total of 410 million kwh annually. Pumping would consume 580 million
kwh of off peak energy. As the cost of off peak energy is about 10.h
groschen (10.004 U.S.) per kwh and as winter energy can be sold at 33.6
groschen (90.0129) per kwh the pumping operation is profitable. Included
in the project would be 71.8 kilometers of high tension transmission lines
to take the energy to the German border.

Means of Financing

10, The total cost of the LUnersee project is estimated to be 910 million
Austrian schillings (about 335 million equivalent). This is made up of
750 million schillings ($28.8 million) for the power-pumping plant, pen-
stocks, tunnels, syphons and the LUnersee dam and 160 million schillings
($6.2 million) for the transmission line.

11. The proposed financing scheme is as follows:

a. From Funds of VIW Million Austrian Schillings

Cash reserve 67.0
From profits owing to waiver of
dividend distribution 127,2

From tax savings pursuant to Electricity
Promotion Law 162.0

From depreciation reserves 129.7

TOTAL 485.9

Required for other minor investments
and replacements 45.1

Available for Linersee project 440.8

b. From other Sources

Building cost contributions from power
consumers 169.2

Accommodation loan by Austrian credit
institutions 115.0

International Bank loan 185.0

TOTAL 910.0



12,. The "building cost contributions" are advances to the VI1 by its
various power consumers in the form of prepayments for power, i.e. they
are, in effect, loans. The amount and terms of these advances are laid
down in an annex to the Illwerke Agreement. They are to be repaid over
25 years and will bear interest at the average rate current in estern
Germany for long-term loans. They will rank junior to other debts of
the VII secured by mortgages.

13, ho detailed information is available concerning the acconmodation
credit from Austrian credit institutions,

14. Work on the project was begun in the spring of 1954 and it is
expected that four more years will be needed to complete it.

Financial Position of the VDT

15, The VfiJ appears to be in a strong financial position. It is not
possible to present an accurate balance sheet at the moment because the
book values of the fixed assets and capital have not been revalued to take
account of the post-war inflation in Austria, Such revaluation must await
the so-called Schilling Opening Balance Sheet Law which is being considered
by the Austrian Parliament. However, the VIW and the power consumers have
reached an understanding as to how items on the balance sheet are to be
adjusted in which case the position will be:

Assets Liabilities

Unpaid share capital 7.5 Share capital h50.0

Fixed Assets: Reserves 1305.4

Plants in operation 2300,0 Adjustment Items 400.0
Plants under con-
struction, 60.0 Provident reserves 45,5

Participations 1.2
Doim payments 7,5 Long-term debts and

2368.7 accounts payable 297.1
Current assets 120.2
Deferred Items 1.6

2798.0 2498.0

16. On this basis the company has a debt equity ratio of more than 1
to 6. But it must be remembered that the power is not "sold" at fixed rates
in the normal sense; the companyls costs are reimbursed by its power con-
sumers,

The Loan

17. The VIW has requested a loan from the Bank amounting to 185 million
schillings or the equivalent of about U.S. $7.1 million. The application
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states, "of this sum about 150 million schillings will be needed
for direct imports for the Ltinersee power plant and about 35 million
schillings for indirect imports of supplying industries as well as
for other commodity supplies." The meaning of this statem-nt is not
altogether clear but it may be that the VIW would like a part of the
loan to cover expenditure in local currency. The imports which will
be required will come mainly from Germany and the German authorities
have indicated informally that they will be prepared to release 18%
DY for this purpose,

Special Problems -- Security; Creditworthiness of VIW

18. The situation of the VBIV is characterized by two principal sets
of uncertainties, which by their interaction on one another may present
the Bank with problems both with regard to security and the company's
suitability as a borrower. These uncertainties relate to the ownership
of the V71 and the debts of the VIW.

a, Ownership

As already mentioned, almost 90% of the capital of the VIW
is owned by German interests. Final disposition of "German
assets" in Austria remains uncertain, This uncertainty is
particularly important for the V1W because in the Austrian
Government's authorization for concluding the Illwerke Agree-
ment of 1952 (which Agreement is basic for the long-term
planning of the VIw) it was recognized that in future the
power supplies provided for the RE and the EVS could
wholly or in part be claimed by or assigned to a third party
by the Allied Powers.

b. Debt Structure

In 1929 the 7IW obtained a 6% First Mortgage Loan, 1929,
due February 1, 1959, in the aggregate principal amount
of E2,000,000. The bonds for this loan were issued under
a trust indenture, dated January 21, 1929. This loan is
secured by mortgages on two of the power plants of the
V7W, the "Vermuntwerk" and the "0bervermuntwerk"; and by
an assignment of electricity supply contracts between the
VRW on the one hand and RWE and two other German Electricity
Companies, the Oberschw~bische Elektrizit'tswerke and the
Grosskraftwerk Wirttemberg A.G. on the other. This loan
has been in default, and a new settlement with the creditors
has apparently not yet been reached. Debt service on certain
loans made during the period 1938-1944 is also apparently in
arrears. Provision has been made in the amortization plan
of the company to pay off these arrears.,
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19. The uncertain ownership of the VIW raises the sirrple question
whether it can qualify as a suitable borrower. It should be noted that
the uncertainty here existing is different from that always existing in
a corporation whose shares are publicly held and freely traded, because
in the case of the VIW the German owners are currently deprived of their
control of the company by force, Furthermore, the uncertain ownership
may affect the quality of the security the Bank can obtain. Since, as
noted above, there are existing mortgages on the properties of the VIW,
and since a supply contract has been assigned to creditors as security
for foreign debt, the 3ank may wish to have its loan similarly secured.
Although it is not clear to what extent the existing supply contracts
under the 1952 agreement are affected by the assignment to the indenture
trustees of the 1929 loan, and how the rights of these trustees may
affect any security arrangements the Bank may wish to make, it is likely
thatthese uncertainties can be resolved and that the Bank ill be able to
obtain a pro tanto assignment of the supply contracts under the 1952
agreement. However, since both the assignor of the supply contracts as
well as the other parties to the supply contracts are German, the value
of the assignment depends on the final disposition of German property in
Austria, and may indeed vanish altogether.

The mission proposes to explore these problems, and in particular
will explore whether there should be another borrower or co-borrower and
what, if any, security arrangements will be possible and desirable.

Creditworthiness of Austria

20, Only six months have elapsed since an economic report on Austria
was circulated to the Comitttee in connection with the Reisseck-Kreuzeck
loan. There have been no marked changes in the economic situation since
that time. Austria's foreign exchange reserves have continued to increase
and her ZPU surplus has been maintained throughout the summer months.
There need be no doubt that Austria would have no difficulty in servicing
additional debt of the amount in question even if the loan were not largely
self-liquidating in foreign exchange.

Recomendations

21. It is, therefore, recommended that the Bank send a mission to
Austria in the second half of October and that the mission should:

a. I-fake a technical appraisal of the LiUnersee project and a
study of the contractual relations between the VIW and
its consumers of electricity,.

b. Examine the bearing on the VIW of the "German assets"
problem and explore, if necessary, the advisability and
suitability of some other borrower or co-borrower for
LUnersee.
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22. Moreover, the mission should, if it considers it appropriate:

a. Consult with representatives of RWE and EVS regarding
their endorsement, in some form, of any Bank loan for
Liinersee and their ability and willingness to carry out
their commitments,

b. Obtain the view of the London Trustees of the 1929 loan
concerning the security aspects of the VIW contracts and
the progress of the negotiations for a settlement of the
default,

c. Endeavor to find out from the Allied Control Commission in
Austria their views about the disposition of German owner-
ship in the ViW.

d. Contact, after clearing with the Bank, the German -Iovernment
on the release of the amount of 18% D.i needed,

V. Ur&bricht

APPROVED:

A. S. G. Hoar
Director


